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Government spending
	Overview
[bookmark: tempbookmark]The Australian Government funds the delivery of essential public services including health and aged care, pensions and education, supports individuals and families, and invests in infrastructure and national security. Government support can address entrenched disadvantage, improve environmental sustainability and expand the productive capacity of the economy.
Over the next 40 years, payments are projected to rise as a share of Gross Domestic Product (GDP) as cost pressures and demand for public services grow and the population ages. Total Government spending is projected to increase by 3.8 percentage points over the next 40 years, rising from 24.8 per cent of GDP today to 28.6 per cent in 2062–63. 
Major spending pressures include health and aged care, the National Disability Insurance Scheme (NDIS), defence and interest payments on Government debt. These are projected to rise from 8.8 per cent of GDP today to around 14.4 per cent in 2062–63. 
Demographic ageing alone is estimated to account for around 40 per cent of the increase in Government spending over the next 40 years. Ageing and a growing population are driving strong growth in health and aged care spending. Other factors, such as new technologies, treatments, and other improvements in care quality, are also projected to drive Government spending growth.
Spending on Age and Service Pensions is projected to fall from 2.3 per cent, to 2.0 per cent of GDP in 2062–63 despite the ageing population, with superannuation increasingly funding retirements. However, the cost of superannuation concessions will increase, driven by earnings on the larger superannuation balances held by Australians.
Consistent with the 2021 Intergenerational Report (IGR), total income support payments to individuals and families and education payments are expected to grow in real per capita terms, but decline as a share of GDP. This reflects recipient cohorts growing slower than the overall population and slower payment indexation than GDP growth. 
Government spending that is well targeted and delivers higher‑quality outcomes will help to ensure the resilience and sustainability of the Australian Government’s budget for current and future generations.


Projections of total spending
The Government provides people with access to education, child care, health and aged care services, and supports families and vulnerable members of society. The Government invests in infrastructure and national security and promotes Australia’s national interest. Government support can address entrenched disadvantage, improve environmental sustainability and expand the productive capacity of the economy.
Over the next 40 years, total spending is projected to increase by 3.8 percentage points of GDP, from 24.8 per cent of GDP in 2022–23 to 28.6 per cent of GDP by 2062–63. This reflects increased spending pressures in health, aged care, the NDIS, defence, and interest payments on Government debt (Chart 7.1 and Chart 7.2). Increased spending pressures are being driven by population ageing, increased demand in the health and care services, including new technologies and treatments, and geopolitical risk and fragmentation. Australians are living longer with more years in full health and more time using government‑funded services. Around 40 per cent of the projected increase in Government expenditure from 2022–23 to 2062–63 is due to demographic ageing 
(Box 7.1).

	[bookmark: _Ref140749175]Australian Government spending as a share of GDP
	[bookmark: _Ref140749181]Real Australian Government spending per person

	[image: A line chart showing historical and projected total Australian Government spending as a share of GDP from 2002-2003 to 2062-63.  Total spending as a share of GDP grows from around 24% of GDP in 2002-03 to around 26% of GDP in 2022-23, and is projected to grow to around 29% of GDP by 2062-63.
]
	[image: A line chart showing historical and projected total real Australian Government spending per person from 2002-03 to 2062-63. Total real spending per person grows from around $17,000 in 2002-03 to around $24,000 in 2022-23, and is projected to grow to around $40,000 in 2062-63. 
]

	Note: Real dollars per person refers to 2022–23 prices.
Source: Treasury.
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By 2062–63, spending as a share of the economy is projected to be lower than the end of the projection periods for the 2002 and 2007 IGRs, but higher than the 2010, 2015 and 2021 IGRs (Chart 7.3). While Australian Government payments are expected to remain fairly steady as a share of GDP over the next two decades, they begin to rise towards the end of the projection period. 

[bookmark: _Ref131059996][bookmark: _Ref141364415]Government spending across intergenerational reports
[image: A line chart comparing historical and projected total Australian Government spending as a share of GDP across different intergenerational reports. The 2023 IGR projects a lower spending share of GDP relative to the 2002, 2007 and 2010 IGRs and higher spending as a share of GDP relative to the 2015 IGR. Both the 2021 and 2023 IGRs project similar amounts of spending.
]
Source: Treasury.

	[bookmark: _Ref142489564][bookmark: _Ref141089756]Impact of demographic ageing on spending
Demographic change is expected to affect major Government payments as the share of older people in the population increases. Many payments are directly related to age, such as payments to families and the Age Pension. Others indirectly relate to age, such as greater use of health and aged care services. To estimate the cost of demographic ageing alone, Treasury has modelled major payments under a hypothetical counterfactual assuming the age and gender distribution of Australia’s population is unchanged over the projection period from June 2022 (Chart 7.4).Chart 7.4

[bookmark: _Ref141101779]Change in major payments from ageing, 2062–63
[bookmark: _1751958881][image: A bar chart showing the effect of ageing on selected major payments by 2062-63 as a share of GDP. Ageing alone is estimated to cause the share of GDP spent on the age pension to increase by 0.7 percentage points, the share spent on aged care to increase by 0.5 percentage points, the share spent on health to increase by 0.4 percentage points, the share spent on other income support to increase by 0.1 percentage points, and the share spent on education to fall by 0.2 percentage points.
]
Note: This analysis isolates the impact of demographic ageing based on the growth in the population share of older people on specific major payments. This assumes that the age and gender distribution of Australia is fixed at June 2022 shares. Broader impacts of demographic ageing on revenue and the economy are excluded due to the tax‑to‑GDP cap (Chapter 8). The analysis excludes the impact of other factors contributing to payment growth (for example, population growth), which are discussed elsewhere in this chapter. More detail is at Appendix A3.
Source: Treasury analysis and projections.

Around 1.5 percentage points, or around 40 per cent, of the projected increase in Government expenditure from 24.8 per cent of GDP in 2022–23 to 28.6 per cent in 2062–63 is due to demographic ageing. The cost of demographic ageing for these major payments is around $45 billion in 2062–63 (2022–23 dollars).


Compositional shifts in spending
The five fastest growing Australian Government payments are health, aged care, the NDIS, defence and interest payments on Government debt. These payments are projected to increase as a share of GDP from 8.8 to 14.4 per cent over the next 40 years. These categories will grow from around one third to around half of Government expenditure in 2062–63 (Chart 7.5).
The remaining two‑thirds of Australian Government spending, including income support payments, Age and Service Pensions, and education, is projected to fall as a group to around half of Government spending by 2062–63. This largely reflects the ageing population, with the share of the population studying, caring for children or receiving income support declining, as well as the indexation of payments that grow more slowly than the economy.

[bookmark: _Ref142490044]Australian Government payments by major category 
[image: Bar chart showing projections of major Government payments as a share of GDP for 2022-23 and 2062-63. Major payment categories, ranked in descending order of percentage point change, includes Health, Aged Care, Commonwealth NDIS, Interest, Defence, Other income support, Age and Service Pensions, Education and Other. ‘Other’ includes superannuation payments, Infrastructure Investment Program, Official Development Assistance, and all other payments.
]
Note: Other income support includes Disability Support Pension, Parenting Payment, JobSeeker Payment, Youth Allowances, Austudy, Carer Payments, Family Tax Benefits, Child Care Subsidies, and Paid Parental Leave. Interest payments are interest payments on Australian Government Securities (AGS). ‘Other payments’ includes superannuation payments, Official Development Assistance, interest payments (excluding interest on AGS) and all other payments and excludes goods and services tax (GST) payments to states and NDIS payments other than the Commonwealth payments for participant costs.
Source: Treasury.

The timing of maturity of the NDIS is uncertain. The fiscal implications of different scenarios for Scheme maturity are outlined in Box 7.2. The projections in this report recognise National Cabinet’s commitment to the NDIS Financial Sustainability Framework. The implications of the Framework are discussed in Box 7.3. 
0. Health
Australian Government health spending is projected to grow from 4.2 per cent of GDP in 2022–23 to 6.2 per cent of GDP in 2062–63. A growing and older population, alongside other cost drivers such as increased demand for health services and the funding of new health technologies, are the main drivers of spending growth over this period. 
Major health programs funded by the Australian Government include: 
the Medicare Benefits Schedule, a core component of Medicare – $28.2 billion in 2022–23, and
the Pharmaceutical Benefits Scheme, under which the Government subsidises pharmaceuticals to provide patients with affordable access to medicines – $18.6 billion in 2022–23. 
In addition, the Australian Government: 
makes a contribution to the funding of health and hospital services provided by state governments – $25.7 billion in 2022–23
provides a rebate to subsidise the cost of private health insurance – $7.0 billion in 2022–23
provides health care services to veterans via White and Gold Card arrangements – $2.6 billion in 2022–23 
is committed to closing the gap for Aboriginal and Torres Strait Islander people’s health and wellbeing – $1.1 billion in 2022–23, and 
provides financial support in other areas, including through disbursements from the Medical Research Future Fund – $598.0 million in 2022–23. 
Key trends and drivers
Australian Government spending on health care has been steadily rising as a share of GDP since the 2000s. A large part of the growth over this period was driven by non‑demographic factors. This includes increased use of health services, tests and pharmaceuticals, and decisions to subsidise the introduction of new technologies or changes to the Pharmaceutical Benefits Scheme.
Over the next 40 years as the population ages more people will fall into the older age groups that are the most frequent users of the public health system. From 2022–23 to 2062–63, real total health spending on those aged over 65 years is expected to increase around six‑fold. Over the same period, real total health spending on those over 85 years is expected to increase around nine‑fold. People aged 65 or older currently account for around 40 per cent of health spending, despite being about 16 per cent of the population.[endnoteRef:2] Combined with population growth, this will play a significant role in increasing future health costs (Chart 7.6). Demand for access to the highest standards of care and rapid technological innovation will also place pressure on the Government to increase expenditure. [2:  	Australian Institute of Health and Welfare (AIHW) (Commonwealth of Australia) ‘Disease expenditure in Australia 2019–20’, AIHW, (2022), https://www.aihw.gov.au/reports/health‑welfare‑expenditure/disease‑expenditure‑in‑australia‑2019‑20/contents/about, accessed 6 July 2023.] 


[bookmark: _Ref131060202][bookmark: _Ref140655212][bookmark: _Ref142490107]Australian Government health expenditure
[image: A bar chart showing historical and projected total real Australian Government health spending from 2002-03 to 2062-63. Real spending grows from around $105 billion in 2002-03 to  around $350 billion in 2062-63. From 2034-35, the chart shows that ageing and population effects make up the majority of projected government spending on health each year. Other cost drivers make up a smaller proportion of spending, but increase more rapidly in real terms.
]
Note: Real dollars refers to 2022–23 prices.
Source: Treasury.



Projections
Australian Government spending on health is projected to increase as a proportion of GDP from 4.2 per cent in 2022–23 to 6.2 per cent in 2062–63 (Chart 7.7 and Chart 7.8). The projections assume that historical trends continue. Over the next 40 years, a growing and older population is expected to contribute around 40 per cent of the projected increase in health spending. Non‑demographic factors such as the funding of new technologies account for the remaining 60 per cent. In 2062–63, population growth and the growing share of older people in the population account for around two‑thirds of total real health spending, with the remainder attributable to other cost drivers. 

	[bookmark: _Ref142928489]Australian Government health spending as a share of GDP
	[bookmark: _Ref142928509]Real Australian Government health spending per person

	[image: A line chart showing historical and projected total Australian Government spending on health as a share of GDP from 2002-03 to 2062-63. Australia Government health spending as a share of GDP grows from around 3.7% of GDP in 2002-03 to around 4.2% of GDP in 2022-23, and is projected to grow to around 6.2% of GDP by 2062-63.
]
	[image: A line chart showing historical and projected total real Australian Government health spending per person from 2002-03 to 2062-63. Total real spending per person grows from around $2,500 in 2002-03 to around $4,000 in 2022-23, and is projected to grow to around $8,500 in 2062-63. 
]

	Note: Real dollars per person refers to 2022–23 prices.
Source: Treasury.



While there may be interactions between demographic and non‑demographic forces, these are not modelled explicitly. Health spending will vary based on changes in these forces. These include the complexity and acuity of health conditions experienced by users of the public health system and how health system use may vary over the longer term relative to historical trends. Changes in any of these forces will affect the projections of health spending.
Health system components are projected individually over the medium term, out to 2033–34. From 2033–34 onwards, total health spending is projected using an aggregate model based on the more stable long‑term trends in public health expenditure growth (Appendix A3). Over the medium term: 
hospital expenditure is the fastest growing component of Australian Government health expenditure, projected to increase from around $950 real per capita in 2022–‍23 to $1,300 real per capita in 2033–34 (an increase of around 35 per cent), and
Medicare Benefits Schedule expenditure is also growing quickly, increasing from around $1,050 real per capita in 2022–23 to $1,300 real per capita in 2033–34 (an increase of around 25 per cent, of which around 3 percentage points reflect the tripling of the bulk billing incentive in the 2023-24 Budget). 
[bookmark: _Hlk127357903]Considering escalating health pressures, it will be important to ensure that the health system provides value for money. This requires a health system that innovates and prioritises funding a patient‑centred and sustainable Australian healthcare system that delivers the best outcomes for communities. This will require funding arrangements that continue to effectively invest in preventive health and evidence‑based health care spending.
The Strengthening Medicare Taskforce Report[endnoteRef:3] released by the Government on 3 February 2023 sets out a recommended pathway for significant reforms to strengthen Medicare and to rebuild primary care. In response to the report, the Government invested $5.7 billion in the 2023–24 Budget to support better access and more affordable care for patients. [3:  	Department of Health and Aged Care (Commonwealth of Australia), ‘Strengthening Medicare Taskforce Report’ Department of Health and Aged Care (3 Feb. 2023) https://www.health.gov.ausites/default/2023‑02/strengthening‑medicare‑taskforce‑
report_0.pdf. ] 

National Disability Insurance Scheme
The NDIS provides critical supports that improve the quality of life of Australians with permanent and significant disability. This includes funding to build capacity, increase independence and promote social and economic participation. 
The Australian, state and territory governments jointly fund the Scheme which is administered by the National Disability Insurance Agency (NDIA). The NDIS is funded under the terms of seven full Scheme bilateral agreements between the Australian and state governments. The Australian Government and Western Australia are discussing a bilateral full Scheme agreement to come into effect in 2023–24.
National Cabinet committed to an NDIS Financial Sustainability Framework (the Framework) in April 2023. While the NDIS remains demand driven, the Framework provides an annual growth target for NDIS participant expenses of no more than 8 per cent by 1 July 2026, with further moderation of growth as the Scheme matures. The Framework will ensure that every dollar goes to support those for whom the Scheme was intended. The projections in this report recognise National Cabinet’s commitment to the Framework. 
An independent review of the NDIS is underway to improve the design, operations and sustainability of the Scheme. A final report will be provided to Disability Reform Ministers in October 2023.
At the 2023–24 Budget, total government spending by the Australian Government and states and territories on NDIS participant supports was projected to increase from 1.4 per cent of GDP in 2022–23 to 2.2 per cent of GDP at the end of the medium term. Australian Government spending on the NDIS is projected to increase from 0.9 per cent of GDP in 2022–23 to 1.8 per cent at the end of the medium term.
In this Report, the NDIS is assumed to reach program maturity in 2043–44, with Australian Government spending at 2.1 per cent of GDP and total government spending at 2.4 per cent of GDP. Beyond 2043–44, total spending is assumed to grow in line with GDP growth.
State and territory spending on the NDIS is projected to reduce from 0.5 per cent of GDP in 2022–23 to 0.4 per cent of GDP at the end of the long term. In this Report, state and territory contributions to the NDIS are assumed to grow at 4 per cent per year. This technical assumption extends the current growth rate in state contributions in bilateral agreements between the Australian and state and territory governments. 
Key trends and drivers
The NDIS commenced 1 July 2013 and reached full national roll‑out in 2020. As a demand‑driven Scheme, growth in participant numbers and increases in support package prices and scope are the key drivers of growth.
The size and scope of the NDIS is larger than expected when the Scheme commenced. There were 610,502 participants in the Scheme as at 30 June 2023. This is 49 per cent more than the original Productivity Commission estimate of 411,000 participants at full roll‑out in 2018–19. It is 33 per cent more than the updated estimate of around 460,000 participants in the 2013–14 Budget.
Part of this increase is due to higher‑than‑expected numbers of children joining the Scheme. There were 313,476 participants aged 18 years and under in the Scheme at 30 June 2023, representing over half of all Scheme participants. Children aged under seven years comprise 16 per cent of Scheme participants.
In recent years, average support package costs have also increased in price and scope. Between 2019–20 and 2022–23 average support package costs increased by 6 per cent per annum. These increases have exceeded economy‑wide price and wage rises and reflect an increase in the breadth and volume of support received by NDIS participants over time.
Recent trends in the growth of both NDIS participants and average support package costs are a major contributor to changes in NDIS projections since the 2021 IGR. In 2023–24, the Scheme is currently projected to grow by 13.9 per cent – compared to 4.1 per cent growth – in the 2021 IGR. This growth means total NDIS expenditure in this Report is 0.3 percentage points of GDP higher than the 2021 IGR in 2023–24. 
The 2023–24 Budget provided $732.9 million over four years to support the effective and sustainable operation of the Scheme. This funding will improve the operation of the Scheme. It will also help moderate growth over the forward estimates from 22.6 per cent in 2022–23 to 9.3 per cent in 2026–27. Additional moderation will be implemented under the Framework to achieve growth of no more than 8 per cent by 1 July 2026.
Projections
The fiscal projections extend the 2023-24 Budget projections. Consistent with the Framework, the projections reflect annual growth for NDIS participant expenses of no more than 8 per cent by 1 July 2026 and assume moderation in growth as the Scheme matures. 
The Scheme is assumed to reach maturity in 2043-44. Implicit in Scheme maturity is that the processes of ageing in the Scheme by older Australians who joined before age 65 is largely complete, population‑wide participation rates have stabilised and the breadth of supports provided in packages has stabilised. The timing of maturity is uncertain and the implications of this are discussed further in Box 7.2.
Once the Scheme reaches maturity, it is projected to grow in line with nominal GDP. Nominal GDP is the relevant projection benchmark for growth in a mature Scheme. At Scheme maturity, NDIS participants are expected to grow in line with overall population growth and average support package costs would rise in line with broad‑based wage and price rises. These are the major components of nominal GDP, with an assumption that broad‑based productivity growth will flow through to wages in this sector over time.
This approach is broadly consistent with the 2021 IGR, but with a later date of Scheme maturity. Scheme maturity is assumed around 10 years later and growth rates remain higher until 2042–43. Due to higher growth from 2021 to 2023 increasing the baseline and the assumed later date of Scheme maturity, Scheme expenditure remains above the 2021 IGR throughout the projection period. 
Total Australian Government spending on the NDIS is projected to grow from 0.9 per cent of GDP in 2022–23 to 1.8 per cent by 2033–34. It is projected to be 2.1 per cent of GDP at maturity in 2043–44 and remain stable until 2062–63 (Chart 7.9).
State government contributions are projected to be 0.4 per cent of GDP from 2029–30. State contributions fall as a proportion of total Scheme costs from 32.9 per cent in 2022–‍23 to around 14.6 per cent in 2062–63. This reflects a technical assumption that state government contributions continue to grow at a fixed rate of 4 per cent per year. The Australian Government’s share of spending is expected to grow from 67.1 per cent in 2022-23 to around 85.4 per cent in 2062-63 (Chart 7.9). 
Box 7.2 describes scenarios for future NDIS projections with earlier and later dates of Scheme maturity.

[bookmark: _Ref138163347][bookmark: _Ref139546218]Total government NDIS spending by Australian and state government contributions
[image: This chart shows total government NDIS spending and Australian Government and state contributions from 2022-23 to 2062-63. It shows a projected increase in total government NDIS spending from 1.4 per cent of GDP in 2022-23 to 2.4 per cent of GDP in 2062-63. State contributions decline from 0.5 per cent of GDP in 2022-23 to 0.4 per cent of GDP in 2062-63.]
Note: Total government spending includes participant support costs for reasonable and necessary supports by the Australian Government and state and territory governments. NDIS spending is on a fiscal balance basis in this chart (consistent with the presentation in the Social Services Portfolio Budget Statement). The Australian Government and state and territory government contributions as a share of GDP may not add to total Scheme expenses because of rounding. 
Source: Treasury.


	[bookmark: _Ref141370165]Trajectory to a mature NDIS
A sustainable growth trajectory for the NDIS ensures that support can continue to be provided to participants. The date of Scheme maturity and the size the Scheme will reach in coming decades is uncertain. These outcomes will depend on policy settings and factors such as Scheme take‑up, the costs of each package of support, and changing support needs as participants age in the Scheme. 
Chart 7.10 illustrates alternative scenarios for Scheme maturity and a comparison to the 2021 IGR. The scenarios show the impact of uncertainty in when and how quickly the Scheme matures on the potential size and scope of the NDIS over the projection period. 

[bookmark: _Ref139548863]Total government NDIS expenditure as a share of GDP
[image: This chart shows total government NDIS expenditure as a share of GDP from 2022–23 to 2062–63. It shows total government NDIS spending in the 2021 and 2023 Intergenerational Reports, as well as earlier and later Scheme maturity scenarios as a per cent of GDP. It shows the 2021 Intergenerational Report projections from 2022–23 to 2062–63 remain well below the 2023 Intergenerational Report projections. The earlier and later Scheme maturity scenarios project total government NDIS expenditure as a share of GDP through the long-term to be lower and higher than the 2023 Intergenerational Report projections respectively.]
Note: Total government spending includes participant costs for reasonable and necessary supports by the Australian Government and state and territory governments. NDIS spending is on a fiscal balance basis (consistent with the presentation in the Social Services Portfolio Budget Statement).
Source: Treasury.




	Total spending on the NDIS in the 2021 IGR was assumed to peak at 1.4 per cent of GDP. In the 2023 IGR, Scheme maturity is expected to occur later with growth remaining above nominal GDP through the medium term. Later Scheme maturity in this IGR means the Scheme is larger as a percent of GDP at maturity.
The earlier Scheme maturity scenario illustrates Scheme expenditure if growth moderates to nominal GDP from 2034–35, reflecting an earlier maturing of the Scheme relative to the baseline. In this scenario total NDIS expenditure increases and stabilises at 2.0 per cent of GDP compared with 2.4 per cent of GDP in the baseline. The Australian Government’s contribution would reach 1.7 per cent of GDP. Under this scenario, debt would be around two‑fifths lower in 2062–63 at 19 per cent of GDP (Chart 7.11 and Chart 7.12).
[bookmark: _1751967073][bookmark: _1751967099][bookmark: _1752069884]
	[bookmark: _Ref142928618]Impact on UCB
	[bookmark: _Ref142928637]Impact on gross debt

	[image: This chart shows underlying cash balance projections for the 2023 IGR baseline estimates, as well as for earlier and later NDIS Scheme maturity scenarios. It shows that the baseline budget deficit increases from 0.1 per of GDP in 2034-35 to 2.6 per cent of GDP in 2062-63. If the Scheme matures earlier the budget is in surplus for much of the 2030s and 2040s, before returining to deficit, which grows to 1.6 per cent of GDP in 2062-63. If the scheme matures later, future deficits will be larger, and the deficit will grow to 3.9 per cent of GDP by 2062-63.
]
	[bookmark: _1753603001][image: This chart shows gross debt projections for the 2023 IGR baseline estimates, as well as for earlier and later NDIS Scheme maturity scenarios. It shows that baseline estimates for gross debt to decline to 22.5 per cent of GDP in 2048-49, before rising to 32.1 per cent of GDP in 2062-63. If the Scheme matures earlier, gross debt is projected to decline to 15.0 in 2053-54 before rising to 19.4 per cent of GDP in 2062-63. If the Scheme matures later, gross debt falls to 24.5 in 2045-46 and then rises to 44.2 per cent of GDP in 2062-63.
]

	[image: ]
Source: Treasury.



The later Scheme maturity scenario illustrates expenditure if growth moderates more slowly, and the Scheme approaches maturity towards the end of the IGR projection period. In this scenario, it is assumed growth moderates at a rate of 0.1 percentage points per annum from 2029–30 to 2062–63. At this rate, Scheme growth remains above nominal GDP growth and reaches maturity just beyond the IGR projection period. In this scenario total NDIS expenditure reaches 3.2 per cent of GDP by 2062–63. The Australian Government’s contribution would reach 2.8 per cent of GDP. Higher Australian Government expenditure means that debt would be around two‑fifths higher in 2062–63 at 44 per cent of GDP.


Policy responses
A sustainable growth trajectory for the NDIS is critical for its long‑term viability, so that it can continue to provide life‑changing outcomes for current and future generations of people with disability. The Government will work with the disability community and states and territories to implement initiatives announced in the 2023–24 Budget, including the Framework for financial sustainability, and ensure every dollar goes to support those for whom the Scheme was intended. Box 7.3 illustrates NDIS Scheme growth in the absence of the Framework.
An independent review of the NDIS is underway to improve the design, operations and sustainability of the Scheme. A final report will be provided to Disability Reform Ministers in October 2023.
Australia’s Disability Strategy outlines a more inclusive and accessible society where all people with disability can fulfil their potential as equal members of the community. The strategy endeavours to improve outcomes for people with disability. The Royal Commission into Violence, Abuse, Neglect and Exploitation of People with Disability will report to the Government by September 2023. This report is expected to inform national disability policy and important services to people with disability.

	[bookmark: _Ref142210472]The NDIS Financial Sustainability Framework
NDIS projections in this Report incorporate the commitment of National Cabinet to the NDIS Financial Sustainability Framework. This Framework will ensure the NDIS continues to provide life‑changing outcomes for current and future generations of Australians with disability and that every dollar goes to improving the lives of the participants the Scheme was established for.
The 2021 IGR projected Australian Government NDIS payments would be 1 per cent of GDP in 2060–61. In this report, the baseline projection for Australian Government NDIS payments is 1 percentage point of GDP higher in 2062–63. Under the later Scheme maturity scenario, projected payments would be a further 0.7 percentage points of GDP higher.
It is uncertain when Scheme growth would moderate without the Framework. Assuming no supply constraints, one projected scenario could be that Australian Government NDIS payments could be an additional 3.5 percentage points of GDP higher again in 2062–63. This illustrative scenario for no Framework could involve Australian Government NDIS payments growing to 6.3 per cent of GDP in 2062–63, higher than projections of Australian Government spending on health (Chart 7.13).



	
[bookmark: _Ref142132070][bookmark: _Ref142492202]Comparison of major Australian Government payments 2062–63 with NDIS scenarios
[image: The chart shows estimates for Australian Government NDIS participant payments as a per cent of GDP in 2062–63 under alternative scenarios. It also shows Australian Government NDIS participant payments for the 2021 IGR in 2060–61. The chart shows projected Australian Government NDIS payments are higher as the assumption on the duration to Scheme maturity is extended. Under the later maturity scenario, spending is higher than on interest, aged care and defence. The chart also illustrates that in the absence of the NDIS Financial Sustainability Framework, spending could be significantly higher than the baseline, and higher than projected spending on health.]
Note: NDIS payments are participant costs for reasonable and necessary supports by the Australian Government on an underlying cash balance basis and excludes the state and territory government contribution for comparison with other Australian Government payment categories. Australian Government NDIS payments in the 2021 IGR are for 2060-61. NDIS No framework illustrates NDIS projections without the Financial Sustainability Framework committed to by National Cabinet. The scenario removes the reduction in spending growth of $60 billion between 2026–27 and 2033–34 announced in the 2023–24 Budget. It assumes growth in total participant expenses will moderate by 0.1 percentage points a year from 2034–35 to 2062-63 and assumes no constraints in the supply of services.
Source: Treasury.






Aged care
The aged care system provides subsidised support and care to older Australians. Most Australians who reach old age will need aged care services. The Australian Government provides funding for residential aged care and a range of community care – including home care – services. 
The major aged care services subsidised by the Australian Government include: 
entry‑level home support services through the Commonwealth Home Support Programme
comprehensive home‑based care through Home Care Packages, and
residential aged care services that provide 24‑hour care and accommodation for older people who are unable to continue living in their own home.
Australian Government spending on aged care is projected to grow. Growth in spending on residential aged care is the main contributor to the increase, although spending on community care is also projected to rise significantly. 
A growing and older population is the primary driver of aged care spending over the next 40 years. It accounts for around 70 per cent of the projected increase in real spending on aged care per person. Additional future demand for aged care will require funding approaches that support a fair and equitable aged care system.
Key trends and drivers
The key driver of Australian Government aged care spending is the number of people aged over 80. This age group is the major user of aged care services. The number of people aged 80 and over is expected to triple over the next 40 years, to more than 3.5 million people by 2062–63. This will exert considerable pressure on aged care spending. 
Other factors that can impact future government aged care spending include: 
changes in the average cost of providing care, for example price or wage changes 
incidence of frailty, disease and disability within the population of care recipients 
changes in government policy, including the level and composition of subsidised services, regulatory settings, and the share of cost across governments and households, and
changing preferences of older Australians, including ageing in the home rather than in residential care. 
The projections of aged care spending are a function of the average real cost per person for a given time of care. For a given age cohort, the real cost is assumed to increase in line with non‑demographic growth reflecting quality improvements, increasing frailty and wage pressures, counterbalanced by productivity improvements in the sector. 
Projections
Australian Government spending on aged care is projected to increase as a proportion of GDP from 1.1 per cent in 2022–23 to around 2.5 per cent in 2062–63 (Chart 7.14). This is caused mainly by projected increases in spending on residential care, in line with the growth in the number of people aged 80 and over. The bulk of the growth in costs as a proportion of GDP and per person occurs in the latter part of the projection period, where the population ageing is most pronounced (Chart 7.15 and Chart 7.16).
The projections for aged care payments rely on a number of assumptions. These include the age distribution of the population, how many older Australians use home care and residential care, the ages people enter the aged care system and the period they spend using aged care services, and how costs may vary over the longer term relative to historical trends. Changes in any of these will affect the projection of aged care payments. More detail on the projections is included in Appendix A3.

[bookmark: _Ref131061773][bookmark: _Ref141370306]Composition of Government aged care spending
[image: This is a bar chart that shows the share of Australian Government aged care spending for residential aged care, home care and all aged care for 2022-23 and 2062-63. It shows that residential aged care comprises a larger share of spending in 2022-23 and 2062-63.
]
Note: Residential aged care and home care are projected over the longer term based on ratio estimates based on historical data.
Source: Treasury.



	[bookmark: _Ref138164391][bookmark: _Ref141370319]Australian Government aged care spending as a share of GDP
	[bookmark: _Ref138325964][bookmark: _Ref141370329]Real Australian Government aged care spending per person

	[image: This is a line chart showing historical and projected total Australian Government aged care spending as a share of GDP from 2002-2003 to 2062-63.  Total spending as a share of GDP grows from around 0.6% of GDP in 2002-03 to around 1.1% of GDP in 2022-23, and is projected to grow to around 2.5% of GDP by 2062-63.]
	[image: A line chart showing historical and projected total real Australian Government aged care spending per person from 2002-03 to 2062-63. Total real spending per person grows from around $400 in 2002-03 to around $1,000 in 2022-23, and is projected to grow to around $3,500 in 2062-63. 
]

	Note: Real dollars per person refers to 2022–23 prices.
Source: Treasury.



[bookmark: _Ref131062543]National security and regional stability
As a relatively small and open economy, national security, regional stability, resilient supply chains and our international relationships, are critical for Australia’s prosperity in times of increasing geopolitical uncertainty. The Australian Government is responsible for Australia’s foreign policy, national security and contributing to stability in our region.
The Government is funding investment in our key relationships and our diplomacy; delivery of navy, army, air and intelligence capabilities; support for Australian military operations overseas; and strategic policy advice for the defence of Australia and its national interests. The Government is funding the Department of Foreign Affairs and Trade to better enable Australia’s global network to shape the region and advance our interests, including by lifting the capability of our foreign service, and by countering disinformation. Funding for defence (excluding operations) in 2022–23 is expected to be 2.0 per cent of GDP, with pressure for national security funding expected to increase in the medium to long term. The Government is making investments to improve the resilience of supply chains, including through the National Reconstruction Fund and investments in strategic and critical sectors, while growing and diversifying Australia’s industrial base. 
Key trends and drivers
The global strategic environment has deteriorated sharply over the past decade. The Indo‑Pacific faces a challenging strategic outlook, amid the largest military build‑up in the post‑war era. The use of coercive statecraft has become the centre of geostrategic competition. The international rules and norms that have underpinned Australia’s security and prosperity are under increasing pressure. Russia’s invasion of Ukraine, and rising geostrategic competition, has sharpened global tensions and disrupted the global economy. 
Expenditure on diplomacy and defence across the region and globally is expected to trend upwards across major economies, with significant implications for the cost of military capability and the shape of national economies as they recover from COVID‑19.
Australian national security funding pressures will rise in the medium to long term, consistent with the Government’s commitment to increase defence funding above 2 per cent of GDP. 
Funding for Australian statecraft – including diplomacy, development assistance, and economic engagement instruments – will help leverage opportunities, enhance relationships and promote regional stability across Southeast Asia and the Pacific.
Projections
The Government is investing more in our national security, with spending on defence (excluding operations) expected to increase from around 2.0 per cent of GDP in 2022–23 to around 2.3 per cent of GDP in 2032–33 (Chart 7.17), its highest share of GDP since around the end of the Cold War[endnoteRef:4]. This increase reflects the Government’s commitment to implementing the Defence Strategic Review (DSR) to ensure Australia is positioned to respond under these complex strategic circumstances. Defence spending is then assumed to remain steady at 2.3 per cent of GDP from 2033–34 to the end of the projection period.  [4:  	World Bank, ‘Military Expenditure (% of GDP) – Australia’, Data World Bank https://data.worldbank.org/indicator/MS.MIL.XPND.GD.ZS?locations=AU, accessed 4 Aug. 2023.] 


[bookmark: _Ref141371017][bookmark: _Ref142490375]Defence spending as a share of GDP
[image: A line chart showing historical and projected Australian Government Defence spending as a share of GDP from 2012-13 to 2062-63. Defence spending as a share of GDP grows from around 1.6 per cent of GDP in 2012-13 to around 2 per cent of GDP in 2022-23, and is projected to grow to around 2.3 per cent of GDP by 2062-63.]
Source: Treasury.

Defence for an uncertain future
The window of opportunity to deal with potential threats is narrowing as the pace of military modernisation in the Indo‑Pacific region accelerates.
In a fiscally constrained environment, the Government will need to prioritise which national security measures best meet security needs to effectively respond in these challenging strategic circumstances. 
The DSR outlined an ambitious reform agenda for the Australian Defence Force’s posture and structure to strengthen national security and ensure readiness for future challenges.
Deepening Australia’s relationships with trusted partners and enhancing defence capabilities to better work with our allies requires substantial Government investment. AUKUS will deliver significant long‑term strategic benefits for Australia and the region. While these efforts will strengthen the combined industrial capacity of the three AUKUS partners, they also present significant fiscal, technological, and workforce challenges. 
Developing national resilience is an additional pressure on Government funding separate to funding for defence. Protecting Australian business, information and trade will require industry and governments to adapt and collaborate in responding to existing and emerging vulnerabilities in cyber, supply chains and technology.
Challenges and opportunities
The military and technological modernisation in the Indo‑Pacific is unprecedented. Technological advances present opportunities for intelligence innovation and increased military capabilities. However, to capitalise on these advances we will need to focus on innovation and the development of capabilities that can be achieved while ensuring value for money investments.
National security workforce challenges will also increase. The limited availability of sufficiently vetted and skilled personnel will put additional pressure on agencies.
Closer diplomatic and defence ties with regional partners can foster closer economic relations. AUKUS presents a chance for transformational change across Australia’s economy. This includes building more resilient supply chains, growing the manufacturing base and enhancing domestic technological innovation. 
Policy response
Maintaining stability in the Indo‑Pacific region through diplomacy, development assistance, trade and building defence capability remains Australia’s primary strategic objective framing national security funding. These investments will continue to reinforce internationally agreed rules and norms and build on existing mechanisms to settle international disputes.
Integrating all available tools of national power – economic, diplomatic, industrial, intelligence, cyber and military – will encourage greater flexibility and burden sharing across the national security community and strengthen its capacity to respond to new and emerging threats.
Demographic change and workforce constraints will limit recruitment and retention across the intelligence community, the Australian Defence Force and defence industry, particularly in shipbuilding. Management of these supply pressures will include the development of innovative skills matching and recruitment practices and will be explored further in the Government’s Employment White Paper.
[bookmark: _Ref141371436][bookmark: _Ref142490763]Retirement income system
Australia’s retirement income system has three pillars: the compulsory Superannuation Guarantee; Age Pension; and voluntary savings, which include voluntary superannuation contributions, housing and other assets. 
The Australian Government has a direct role in the retirement income system. It mandates the Superannuation Guarantee, provides tax concessions for superannuation contributions and earnings, and funds the Age Pension. The Government also supports older Australians by subsidising health and aged care and providing other supplementary payments such as Commonwealth Rent Assistance.
Most older Australians will rely on all three pillars for income during their retirement. The Age Pension currently supports most Australians in retirement. Almost 70 per cent of people over Age Pension age received some form of Australian Government pension or other income support payment in 2022-23. It will continue to provide a safety net into the future for those who do not have the financial means to support a minimum standard of living in retirement. As the superannuation system matures, a greater share of superannuation assets will be held by retirees who will draw down on this capital to fund their retirement. The Age Pension will increasingly supplement retirement income to assist retirees in maintaining their standard of living. 
Key trends and drivers
Superannuation
Superannuation helps Australians save for retirement through compulsory savings (the Superannuation Guarantee) and the opportunity to make voluntary superannuation contributions. Significant tax concessions provide incentives to save for retirement and allow for greater growth of those savings.
The superannuation system is maturing, with around 17 million Australians collectively owning around $3.5 trillion in superannuation assets (Box 7.4). By the mid‑2040s most people retiring will have been receiving the Superannuation Guarantee at 9 per cent or more for the duration of their working lives. The superannuation system provides an important pool of assets to fund retirement income and represents an important source of capital in the economy, contributing to the strength of financial markets through capital deepening.
An ageing population and maturing superannuation system will see more Australians in the retirement phase and receiving income from superannuation. Future retirees will have higher superannuation balances because they received the Superannuation Guarantee for a longer portion of their careers and at a higher rate. In addition, they will benefit from greater investment earnings compounding over a longer period. 
As balances increase, superannuation will become the primary source of retirement income for many future retirees. Drawdowns from superannuation are estimated to increase over time from around 2.4 per cent of GDP in 2022–23 to 5.6 per cent of GDP in 2062–63 (Chart 7.18). The proportion of people with accounts in the retirement phase, from which they are drawing a superannuation pension, will increase 11 percentage points (from 8 per cent in 2022–23 to 19 per cent in 2062–63). By comparison the proportion of the population over 65 will increase by only 6 percentage points (from 17 per cent to 23 per cent). 
The development of funds’ strategies to assist their members in maximising retirement income, managing longevity risk required and providing access to capital under the Retirement Income Covenant and the increasing proportion of members in the retirement phase is expected to impact patterns of how superannuation is drawn down in retirement over time.

[bookmark: _Ref138164426][bookmark: _Ref141371043]Flows of superannuation monies 
[image: A line chart showing projected flows in and out of the superannuation system as a proportion of GDP, with three lines: contributions, drawdowns, and earnings. The chart shows earnings growing steadily from around 6 per cent in 2022-23 to around 12 per cent in 2062-63, contributions growing slightly from around 4 per cent in 2022-23 to stabilise just under 6 per cent from the 2050s, and drawdowns growing steadily from 2.4 per cent in 2022-23 to 5.6 per cent in 2062-63.]
Note: Earnings are net of fees and superannuation fund tax. Contributions are net of superannuation fund tax. 
Source: Treasury.

	[bookmark: _Ref142552616]Size of the superannuation system
Total superannuation assets are expected to continue to grow strongly over the next 40 years. The ongoing increase in the Superannuation Guarantee rate to 12 per cent from July 2025 means the system should continue to see strong growth for several decades. Australia currently has the fourth largest pool of retirement assets in the world, with total superannuation balances projected to grow from 116 per cent of GDP in 2022–23 to around 218 per cent of GDP by 2062–63 (Chart 7.19).

[bookmark: _Ref138159815][bookmark: _Ref141371066] Total superannuation balances
[image: This is a stacked chart and shows the total of all superannuation member balances as a percentage of GDP, including the proportion in accumulation phase and retirement phase. After a small dip in total balances in 2022-23, total balances grow steadily from around 116 per cent of GDP in 2021-22 to around 218 per cent in 2062-63. Retirement phase balances increase from around 30 per cent to around 65 per cent, while accumulation phase balances increase from around 90 to around 153 per cent.]
Note: Chart is a projection of total member balances that will not exactly match total superannuation funds under management.
Source: Treasury.

This large stock of assets will be a sustained driver of growth in national savings. Maximising the benefits of these savings requires strong performance within the superannuation system and continued access to high‑quality investment opportunities. 
Superannuation can also support the long‑term capacity of the economy – including by leveraging investment in areas where the best financial interests of members align with national economic priorities. Greater scale can benefit funds’ access to investment opportunities and lower costs but can add complexity to coordinating a larger asset pool and requires diligent stewardship.


Age and Service Pensions
The Age Pension, in the decades following its introduction, covered around 30 to 35 per cent of the eligible population. This began increasing after the Second World War when changes to means testing arrangements expanded its coverage. It briefly peaked at almost 80 per cent in the late 1970s. Around 64 per cent of Australians over the eligibility age received the Age Pension in 2022–23, and nearly 70 per cent received some form of Australian Government pension or other income support payment (including Disability Support Pension, Carers Payment and Service Pension recipients over 66½ years old). 
The total number of Australians of Age Pension age and over is expected to roughly double to around nine million by 2062–63. However, a smaller proportion of those will receive an Australian Government pension or other income support payment, declining by around 15 percentage points by 2062–63 (Chart 7.20Chart 7.18). This reflects a shift towards superannuation as a key source of retirement income and the role of the Superannuation Guarantee in reducing reliance on the Age Pension. Of those older Australians who receive a pension, the shift towards more people receiving a part rate pension will continue and is projected to rise from 40 per cent currently to 60 per cent in 2062-63. 

[bookmark: _Ref139271550][bookmark: _Ref141371096]Persons of Age Pension age or over, by pension category
[image: This is a stacked chart and shows the proportion of people of or over Age Pension age by the pension category they receive: no pension, part-rate (income-tested), part rate (asset-tested) and full rate. The proportion of persons receiving any pension increases slightly in 2023-24 from around 70 per cent in 2022-23, before steadily declining to around 55 per cent in 2062-63. The chart also shows that within those receive a pension, the proportion receiving a full rate pension falls steadily over the period from around 45 per cent of persons over Age Pension age in 2022-23 to around 20 per cent in 2062-63.]
Note: The increase in 2023–24 is due to the Age Pension eligibility age increasing from 66.5 to 67 years old, which affects the measure of ‘person of Age Pension age’.
Source: Treasury.


Voluntary savings
The largest asset held by Australian households has historically been the family home. In 2019–20 it made up 37 per cent of net household wealth, followed by superannuation at 22 per cent.[endnoteRef:5] High rates of home ownership have historically been an important component of retirement outcomes for Australians. Those who own their home generally have lower housing costs in retirement compared with renters, as well as a store of wealth that can be drawn on in retirement. Changing trends in home ownership rates and in mortgage indebtedness present a fiscal risk to Age Pension spending in the future and may impact patterns of how superannuation is drawn down.  [5:  	Australian Bureau of Statistics (ABS), ‘Household Income and Wealth, Australia,’ ABS (28 Apr. 2023) https://www.abs.gov.au/statistics/economy/finance/household‑income‑and‑wealth‑australia/2019‑20, accessed 6 July 2023. ] 

Projections
The aggregate cost of the retirement income system has been measured by combining total Australian Government pension spending for those over the Age Pension age with the revenue forgone from the two main superannuation tax expenditures: concessions on contributions and earnings.
The total projected annual cost of Australia’s retirement income system is expected to remain relatively steady over the next 40 years, at around 4.0 to 4.5 per cent of GDP, despite population ageing. The rise in total projected costs of tax concessions is driven by earnings tax concessions from the increased stock of funds, offset by a fall in projected spending on the Age Pension (Chart 7.21). These costs are very different in nature. Age Pension costs support current retirees, while a significant proportion of superannuation tax concessions are costs incurred to support future generations of retirees.

[bookmark: _Ref129680075][bookmark: _Ref141371111][bookmark: _Ref142489649]Fiscal impact of the retirement income system
[image: This chart shows the total fiscal cost of the retirement income system including earnings tax concessions, contributions tax concessions and Age Pension expenditure, as a percentage of GDP. It shows the total cost of the system remaining steady at around 4 per cent of GDP over the period. The chart shows that Age Pension expenditure increases slightly in the short term, however overall falls slowly from around 2.3 per cent of GDP in 2022-23 to 2.0 per cent of GDP in 2062-63. Conversely, it shows superannuation tax concessions increasing from around 1.9 per cent of GDP in 2022-23 to 2.4 per cent in 2062-63. The chart shows that this increase is driven by earnings tax concessions.
]
Note: Includes Service Pensioners. Further information is in Appendix A3.
Source: Treasury.
[bookmark: _Hlk128122724]
Age Pension expenditure
Spending on Australian Government Age and Service Pensions is projected to fall from around 2.3 per cent of GDP in 2022–23 to 2.0 per cent of GDP in 2062–63. The Age Pension is among the Australian Government’s largest spending programs, and this trend will contribute significantly to the sustainability of the budget. The spending decline will occur despite Australia’s ageing population and the almost doubling of the number of people over Age Pension age by 2062–63. The decline reflects a shift towards superannuation as a key source of retirement income and means testing of the Age Pension to target to those most in need. The change in Age Pension spending will also be impacted by economic parameters, as pension payments are indexed to prices and wage growth.
In contrast, long‑term projections show that on average public pension spending is expected to grow by 1.4 per cent of GDP across most OECD countries from 2018 to 2020 by 2050.[endnoteRef:6]  [6:  	Organisation for Economic Co-operation and Development (OECD), ‘Pension at a Glance 2021: OECD and G20 Indicators’ OECD (8 Dec. 2021), https://www.oecd.org/publications/oecd‑pensions‑at‑a‑glance‑19991363.htm, accessed 25 July 2023.] 

Superannuation tax concessions
The cost of superannuation tax concessions, or tax expenditures, represents forgone tax revenue for the Government. Superannuation tax concessions are measured by comparing the superannuation fund taxation rate – 15 per cent – to a benchmark tax treatment, giving an estimate of the revenue forgone. The appropriate benchmark is a matter of judgement and different benchmarks may be reasonably used depending on the context (Appendix A3 provides further information).
Superannuation tax concessions as a proportion of GDP are projected to increase from around 1.9 per cent in 2022–23 to 2.4 per cent in 2062–63. It is projected to overtake Age Pension expenditure in the 2040s. The increase is driven primarily by earnings tax concessions rising from around 1.0 per cent of GDP in 2022–23 to 1.5 per cent of GDP in 2062–63. 
The Government’s recently announced Better Targeted Superannuation Concessions measure improves sustainability of the superannuation system through a stable reduction in total superannuation tax concessions over the projection period. From 2025–26, earnings on superannuation balances above $3 million will attract a concessional headline tax rate of 30 per cent, rather than 15 per cent. This measure complements reforms to superannuation over the past decade that have reduced the ability for people to make post‑tax contributions.
Projected contributions concessions (such as employer contributions and voluntary pre‑tax contributions) are linked to total employee wages. Hence they are driven by the same factors that drive Australia’s GDP: wage growth and the size of the workforce. Once compulsory contributions reach the ongoing rate of 12 per cent on 1 July 2025, contributions concessions are projected to remain steady as a proportion of GDP over the period to 2062–63. In contrast, earnings tax concessions projections are dependent on the growth of the superannuation system and the rates of return on these assets. As both are assumed to exceed GDP growth, earnings concessions are projected to increase in the long term. 
Challenges and policy response
Going forward, costs associated with the retirement income system are expected to remain constant relative to GDP. Past reforms such as the gradual increase in the Age Pension eligibility age and changes to the Age Pension means testing have improved fiscal sustainability. However, trends in life expectancy and home ownership could present risks to sustainability.
Home ownership
High rates of home ownership have historically played an important role in supporting retirement outcomes for Australians. However, home ownership rates have been falling for several decades for those of pre‑retirement age (Chart 7.22). The decline in homeownership is most significant for younger age groups. Home ownership fell by 18 percentage points from 1981 to 2021 for those aged between 30 and 34, and 17 percentage points for those aged 25 to 29. A smaller decline in home ownership rates has occurred among those approaching retirement age – falling by nearly 3 percentage points between 1981 and 2021 for those aged between 60 and 64.
These trends present a fiscal risk to Age Pension spending in the future and may impact patterns of how superannuation is drawn down. However, we are yet to see the long‑term impact of recent government policies designed to support more people into home ownership.

[bookmark: _Ref142132344] Home ownership rates over past 40 years by age
[image: This chart shows the home ownership rates within four-year age groups (25-29 to 70-74) in 1981, 2001 and 2021. It highlights that home ownership rates have fallen for all age groups across the forty year period, except for those aged between 65 and 69 and 70 and 74. The chart shows younger age groups have experienced the largest decline in home ownership over time, with home ownership rates falling from 53 per cent in 1981 to 36 per cent in 2021 for those aged between 25 and 29. It also shows a small decline for those approaching retirement age (between 55 and 59 and 60 and 64).
]
Note: Analysis was done at the household level. Analysis excludes Census responses where the answer was not stated. Data points show the home ownership rates in 1981, 2001 and 2021, with the gap indicating the percentage point difference.
Source: Treasury, AIHW analysis of customised ABS Census data (1981-2021).

Life expectancy
Life expectancy for retirees is expected to continue to increase over the next 40 years. However, uncertainty over how much it will increase creates risks for the budget and makes it difficult for retirees to plan for retirement, potentially impairing their standard of living. Longevity risk – the risk of outliving savings – is a key concern for retirees in deciding how to draw down their superannuation, consequently, most retirees draw down at the legislated minimum drawdown rates.[endnoteRef:7] This results in many retirees leaving a significant proportion of their balance unspent, for example, a single retiree drawing down at the minimum rates would be expected to still have a quarter of their retirement assets at death. [7:  	Treasury (Commonwealth of Australia), ‘Retirement Income Review,’ (Canberra: 2020)] 

In addition, the combination of an ageing population and rising demand for quality care services will drive higher demand for health and aged care services. As people live longer, with more years of both full and ill health, they are more likely to increase their use of health services or need aged care. 
Most people rely on the Government for protection against longevity risk through the Age Pension, which provides a safety net for retirees who outlive their savings. Well‑designed superannuation retirement products can assist retirees to make decisions to help smooth consumption over retirement – aligning income needs with expenditure needs – and draw down on their balances efficiently. This would also enable decision making early in retirement.
Gender
The gender gap in superannuation balances is expected to persist reflecting the lower lifetime earnings of women because of greater part‑time and casual work, time out of the paid workforce and the gender pay gap. In 2020–21, the average super balance for women is $150,000 compared to $190,000 for men. 
The workforce participation rate gap has narrowed significantly over the past 40 years. This will help to improve superannuation outcomes for women currently at the start of their working life.[footnoteRef:2] Recent policies, such as increases to the Child Care Subsidy have been targeted at boosting women’s participation in paid work. [2:  	By example, a 65‑year‑old woman approaching retirement in 2023, was 34 in 1992. In 1992, the participation rate for women aged 30 to 34 was 63 per cent; in 2022 it had increased to 80 per cent. At the same time, the proportion of similarly aged women employed in full‑time work (vs part‑time) also rose over this period, increasing from 50 to 62 per cent of women in the labour force. This higher labour force participation and the higher proportion of full‑time work will flow through to balances over the next 40 years.] 

Women historically have a longer retirement to fund due to earlier retirement and longer life expectancy. This puts further pressure on women’s superannuation balances. This gap in the retirement period is expected to reduce as men’s life expectancy deficit, relative to women, reduces. Beyond superannuation balances, the gender income gap in retirement is smaller compared to working life. The Age Pension will remain important as the gender gap in superannuation balances persists.
[bookmark: _Ref141371728]Income support and family assistance payments
The Australian Government provides social security to people and families who require assistance.[footnoteRef:3] Income support payments assist people who are temporarily unable to support themselves through work, or whose capacity to work is impacted by disability or caring responsibilities. Family payments are designed to assist with the costs of raising children. Most payments are indexed to Consumer Price Index (CPI) to help maintain their relative purchasing power. [3:  	Income support payments include Job Seeker, Youth Allowance, Austudy, Parenting Payment (Single), Parenting Payment (Partnered), Disability Support Pension, and Carer Payment. Family assistance payments include the Child Care Subsidy and Family Tax Benefit. Paid Parental Leave is also available to assist eligible working parents take time off work to care for an infant or newly adopted child.] 

Income support and assistance to families (excluding the Age Pension) totalled around $78.8 billion in 2022–23. Of this, the two largest components were the Disability Support Pension and Family Tax Benefit Parts A and B, with expenditure of $19.4 billion and $16.9 billion respectively. 
While the cost of total income support and family assistance payments are projected to grow over the projection period in real per capita terms, consistent with the 2021 IGR, the GDP share of these payments is collectively expected to decline. This is because many of these payments are indexed to CPI, which is projected to grow slower than GDP. Total spending as a proportion of GDP on income support payments (excluding age‑related pensions) is expected to decrease from 2022–23 to 2062–63, reflecting the indexation arrangements for these payments and changes in the broader population profile. Within these payments, some are expected to increase as a share of GDP, including Disability Support Pension and Carer Payment, and others are expected to decline, including Family Tax Benefit, JobSeeker Payment and the Child Care Subsidy. 
Key trends and drivers
Income support and family assistance payments are sensitive to population and demographic changes, including changes to the size of the working‑age population. The total cost of payments is influenced in the short term by prevailing economic conditions including inflation, wage growth and unemployment. In the longer term, payments are also influenced by broader structural changes in the Australian economy, such as changes in the labour force participation rate due to population ageing.
The costs in dollar terms of income support and assistance to families increase over the projection period, largely because of payment indexation and growing numbers of recipients driven by a higher population. Income support payments are projected to increase by $263 billion over the next 40 years to reach $312 billion in 2062–63. Family assistance payments are projected to increase by $84 billion over the next 40 years to reach $115 billion in 2063.
While the value of these payments will increase, their share of GDP will decline. These payments are expected to decline as a share of the economy from 3.1 per cent of GDP in 2022–23 to 2.7 per cent of GDP by 2062–63. This reflects GDP being projected to grow faster than CPI (to which many payments are indexed in part or in full). 
The age distribution of those receiving income support payments is changing. An increasingly older cohort is expected to be in receipt of the Disability Support Pension, JobSeeker Payment and Carer Payment by the end of the projection period. For example, women aged 45 to 67 (the age pension eligibility age) are projected to comprise around 14 per cent of the population in 2062-63, but account for 37 per cent of JobSeeker Payment recipients.[footnoteRef:4] These income support payments play an important role in providing targeted support for those who do not have the capacity to fully support themselves through paid work due to barriers such as poor health, disability, caring responsibilities or age discrimination.  [4:  	This reflects the increasing labour force participation among older women. As the population ages, this means a larger number of older Australians are recipients of these payments.] 

In the 2023-24 Budget, the Government committed to a $40 per fortnight increase to the base rate of payment for the JobSeeker Payment, Youth Allowance, Parenting Payment (Partnered), Austudy, ABSTUDY, Disability Support Pension (Youth) and Special Benefit. This will benefit around 1.1 million recipients. The Government also extended eligibility for the higher rate of JobSeeker Payment to single Australians aged 55 to 59 who have been on payment for nine or more continuous months, to match that applying to those aged 60 and over. Eligibility for Parenting Payment (Single) was also expanded to include single principal carers whose youngest child is under 14 years of age (up from under eight years of age). These changes will apply from 20 September 2023.
The Government is committed to ensuring the right balance of settings to encourage workforce participation, including mutual obligations and payment parameters such as rates or income test settings. The Government’s Employment White Paper will further consider barriers to participation.
Income Support
Income support payments are targeted so payments are best suited to different people depending on their circumstances. The Government supports people who have a limited capacity to work due to a disability or unpaid caring responsibilities. 
The Government also supports job seekers who are unable to support themselves while looking for work, including looking for additional hours of employment, or who have a temporary injury or incapacity. These payments are means tested to target payments to those most in need and are typically dependent on meeting mutual obligations (specific tasks and activities to help recipients find a job) to encourage labour force participation.
The main income support payments are the Disability Support Pension, JobSeeker Payment, Parenting Payment Single and Partnered, Carer Payment and Youth Allowance (Chart 7.23). Collectively, income support payments are projected to increase from 1.9 per cent of GDP in 2022–23 to 2.0 per cent of GDP in 2062–63. 

[bookmark: _Ref142929047]Composition of Australian Government income support payments
[image: This is a bar chart that shows Australian Government spending on income support payments by Disability Support Pension, JobSeeker Payment, Carer Payment, Parenting Payment Single, Youth Allowance Student, Parenting Payment Partnered, Youth Allowance Other and Austudy as a share of GDP, for 2022-23, 2026-27 and 2062-63. It shows that Disability Support Pension, Carer Payment and Parenting Payment Single grows by 2062-63, Youth Allowance, Parenting Payment Partnered and Austudy remains a steady share of GDP, and JobSeeker falls as a share of GDP.
]
Source: Treasury.

The largest positive increase to income support payments between 2022–23 and 2062–63 is the Carer Payment. It is expected to grow by around 0.2 percentage points of GDP over the period. The Disability Support Pension is also projected to increase by around 0.1 percentage points of GDP over the same period. This reflects a larger number of recipients as the population ages.
Other payments are expected to decline as a share of GDP between 2022-23 and 2062-63, including the JobSeeker Payment, Parenting Payment Partnered, Youth Allowance, and Austudy. The slower growth of cohorts using these payments means that the share of the population in study, having children and seeking work is expected to decline, reducing calls on these payments as a share of GDP.
Most income support payments are indexed to CPI.[footnoteRef:5] Consistent with the 2021 IGR, over time these payments decline as a share of GDP, as GDP is projected to grow faster than CPI.  [5:  	Disability Support Pension and Carer Payment are indexed according to whichever scores highest out of the CPI and the Pension and Beneficiary Living Cost Index (PBLCI). They are then also benchmarked against Male Total Average Weekly Earnings (MTAWE) to ensure the payments reflect changes in wages. Parenting Payment (Single) is adjusted in line with CPI movements in the same way as JobSeeker Payment but is also benchmarked to 25 per cent of MTAWE.] 

Assistance to families
Assistance to families includes the Family Tax Benefit, Paid Parental Leave and the Child Care Subsidy. The Family Tax Benefit is designed to assist low and middle‑income families with the costs of raising dependent children. The Government‑funded Paid Parental Leave scheme supports parents to take time out from paid employment to care for a child and remain connected to the workforce following the birth or adoption of a child. The Child Care Subsidy helps families access early childhood education and care through reducing the out‑of‑pocket cost of early education and care fees.
Consistent with the 2021 IGR, spending on assistance to families is projected to fall from 1.2 per cent of GDP in 2022–23 to 0.7 per cent in 2062–63. Demographic change is a key driver of the reduction in spending on family assistance. The proportion of the population aged less than 15 is projected to fall from 18 per cent in 2022–23 to 15 per cent in 2062–‍63. 
The Child Care Subsidy is projected to increase from 0.41 per cent of GDP in 2022–23 to 0.51 per cent in 2026–27, but to then fall to 0.32 per cent in 2062–63 (Chart 7.24). The projected increase to 2026–27 funding is due to increased Government investment in the early childhood education and care sector as a result of the Government’s Cheaper Child Care reforms and slower near‑term GDP growth. Child Care Subsidy payments fall as a share of GDP over the longer term as the share of children in the population declines and expenditure per child grows more slowly than GDP. 
Family Tax Benefit is projected to fall from 0.66 per cent of GDP in 2022-23 to 0.32 per cent of GDP in 2062-63. Paid Parental Leave is projected to fall from 0.11 per cent of GDP in 2022-23 to 0.09 per cent of GDP in 2062-63 (Chart 7.24). These changes are due to GDP growing faster than relevant child populations and falling eligibility caused by household incomes growing faster than Family Tax Benefit and Paid Parental Leave income thresholds.

[bookmark: _Ref131062799][bookmark: _Ref141371526]Composition of Australian Government assistance to families
[image: This is a bar chart that shows Australian Government spending on assistance to families by Family Tax Benefit, Child Care Subsity, and Paid Parental Leave as a share of GDP, for 2022-23, 2026-27 and 2062-63. It shows that Family Tax Benefit and Child Care Subidy payments fall by 2062-63, while Paid Parental Leave remains a steady share of GDP.
]
Source: Treasury.



Projections
Income support and family assistance payments are projected to increase from 3.1 per cent of GDP in 2022-23 to 3.4 per cent in 2026-27, before declining to 2.7 per cent by 2062–63. Across the total Australian population, real spending per person on these payments is projected to increase steadily from around $3,000 in 2022–23 to around $3,800 in 2062–63 (Chart 7.25 and Chart 7.26).

	[bookmark: _Ref138236890][bookmark: _Ref141366930][bookmark: _Ref142491115]Australian Government social security spending as a share of GDP
	[bookmark: _Ref138236897][bookmark: _Ref141366941][bookmark: _Ref142491147]Real Australian Government social security spending per person

	[image: A line chart showing historical and projected total Australian Government social security payments as a share of GDP from 2002-2003 to 2062-63. Total social security payments as a share of GDP falls from around 4% of GDP in 2002-03 to around 3.1% of GDP in 2022-23, and is projected to fall to around 2.7% of GDP by 2062-63.
]
	[image: A line chart showing historical and projected total real Australian Government spending per person from 2002-03 to 2062-63. Total real spending per person grows from around $2,700 in 2002-03 to around $3,000 in 2022-23, and is projected to grow to around $3,800 in 2062-63.
]

	Note: Excludes Age Pension (Section 7.5); Real dollars per person refers to 2022–23 prices.
Source: Treasury.
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Education and training
The Australian Government provides funding for the delivery of education and training services. These services comprise early childhood education and care (child care and preschool), schools, vocational education and training (VET) and higher education.[footnoteRef:6] Provision of these services builds human capital, which improves productivity, labour market outcomes and social opportunity.  [6:  	For the purposes of this report, early childhood education and care will be split between child care and preschool, noting significant overlap between the two. Preschool education is partly funded by the Child Care Subsidy (discussed in Section 7.6 Income support and family assistance payments) and through funding agreements between the Commonwealth and the states and territories. Due to this complexity, preschool funding is not explicitly modelled in this Report. ] 

An increasing body of evidence demonstrates the importance of high‑quality early childhood education supporting child development and lifelong outcomes, especially for those from disadvantaged and vulnerable backgrounds. Early childhood education and care generally refers to education and care provided to children aged from zero to school age. It is delivered in a range of settings including preschools (delivered by states and territories), and approved providers offering centre‑based day care, family day care, outside school hours care or in‑home care. Outside school hours care is delivered to older, school‑aged children, before or after school. 
States and territories deliver preschool typically in the year before primary school, providing children with a more structured preparation for school.
The Australian Government contributes funding for preschool to the states and territories on a per student basis through the Preschool Reform Funding Agreement. This supports delivery of 15 hours of preschool a week, or 600 hours a year, for all children in the year before they start school. Some jurisdictions are expanding this to deliver ‘three‑year‑old preschool’ in the year prior to this. The Australian Government and states and territories have agreed to pursue an ambitious reform agenda. New bilateral preschool targets and the implementation of a preschool outcomes measure will aim to lift preschool attendance to extend its benefits to more children. 
The Government is spending around 1.1 per cent of GDP on schools in 2022–‍23. The proportion is slightly higher by the end of the forward estimates. 
The Government provides funding to support school education in accordance with the Australian Education Act 2013.[endnoteRef:8] Under these arrangements, the Government funds a minimum of 20 per cent of the Schooling Resource Standard (SRS) for government schools and 80 per cent of the SRS for non‑government schools in 2023. Funding is delivered through states under the current National School Reform Agreement (NSRA) and related bilateral agreements with each jurisdiction. The bilateral agreements set out minimum state and territory funding contribution requirements as a condition of receiving Australian Government school funding. They also provide specific reform actions, including activities to support priority student cohorts. The Review to inform a Better and Fairer Education System will inform what reform priorities will be tied to funding under the next National Schools Reform Agreement.  [8:  	Department of Education (Commonwealth of Australia), ‘Australian Education Act 2013’ Department of Education (23 Feb. 2023) https://www.education.gov.au/australian-education-act-2013, accessed 17 Aug. 2023 ] 

The Australian Government is the main provider of funding for higher education. This is delivered through the Commonwealth Grant Scheme which subsidises tuition costs, research block grants which support higher education research and research training, and a range of smaller supporting and enabling programs. The Government also provides financial assistance to students through the Higher Education Loan Program (HELP), which removes up‑front cost barriers to higher education. Around 25 per cent of total education payments related to higher education in 2022–23. This share is stable at the end of the forward estimates period but increases over the longer term. 
[bookmark: _Hlk141352165]The Australian Government and state and territory governments provide funding for the VET system. The Government provides block funding to the states via national partnership agreements to support their training systems, including funding for fee‑free TAFE and vocational education places from January 2023. In addition, the Government directly supports some VET activities, including apprenticeship support services and subsidies, foundation skills and VET Student Loans. Around 15 per cent of total education payments related to vocational education in 2022–23.
Increasingly, the Australian labour market has demanded higher skilled and adaptable workers. A key part of ensuring these skills needs are met is a comprehensive approach to lifelong learning. The Government is exploring options to elevate lifelong learning through its Employment White Paper and the Universities Accord. It is also working with VET, Higher Education providers and employers to reduce barriers to adult education and training.
Key trends and drivers
Key factors influencing education projections are the number of young people, the proportion of young people participating in education, and the type of education they undertake.
The proportion of the population aged under five years has decreased from 7.7 per cent in 1979–80 to an estimated 5.8 per cent in 2022–23. However, actual numbers have risen from 1.1 million to an estimated 1.5 million. By 2062–63, the proportion of the population aged under five years is projected to decrease to 5.1 per cent, with the actual number of people in this age group projected to reach 2.1 million. 
Rates of preschool enrolment remained consistent between 2016 and 2021, decreasing by 1.3 per cent between 2021 and 2022.[endnoteRef:9]  [9:  	ABS, ‘Preschool Education’ Australian Bureau of Statistics (30 March 2023), https://www.abs.gov.au/statistics/people/education/preschool‑education/latest‑release, accessed 6 July 2023] 

Nationally in 2022, 99.2 per cent of First Nations children in the year‑before‑school age cohort were enrolled in a preschool program (Closing the Gap Outcome Area 3). This is an increase from 76.7 per cent in 2016.[endnoteRef:10] [10:  	Productivity Commission (Commonwealth of Australia), ‘Closing the Gap Information Repository’ Productivity Commission (n.d), https://www.pc.gov.au/closing‑the‑gap‑data/dashboard/
socioeconomic/outcome‑area3, accessed 6 July 2023] 

More than four million students were enrolled in primary and secondary schools across Australia in 2022, an increase of 0.3 per cent compared with 2021. 
Primary school student enrolments dropped slightly (0.9 per cent), while secondary school enrolments increased (1.8 per cent).[footnoteRef:7] [7:  	In 2022, all remaining South Australian schools completed the transition to Year 7 as the starting grade of secondary schooling.] 

Over the five years to 2022, total student enrolments (years Foundation[footnoteRef:8] to 12) increased by 3.8 per cent. Independent schools recorded the largest increase (12.5 per cent), followed by Catholic schools (3.9 per cent) and government schools (1.9 per cent).[endnoteRef:11]  [8:  	Foundation refers to pre‑Year 1. The name for this differs across jurisdictions, for example in Victoria it is called Preparatory and in South Australia it is called Reception. ]  [11:  	ABS, ‘Schools’ ABS (15 Feb. 2023), https://www.abs.gov.au/statistics/people/education/schools/latest‑release, accessed 6 July 2023.] 

Across Australia it is mandatory that all children participate in schooling (or an approved equivalent) until they complete year 10. The apparent retention rate of students from the start of secondary school through to year 10 is above 97 per cent, including for First Nations students. 
While population growth has driven increases in school enrolments, there has been a gradual decrease in apparent retention rates over the last five years (apparent retention rates measure the proportion of a year group (or cohort) that is still enrolled after one or more calendar years).
In 2022, the apparent retention rate from year 10 to year 12 was 79.0 per cent, down from a peak of 83.3 per cent in 2017. The rate was 73.5 per cent for government schools and 87.2 per cent in non‑government schools. These apparent retention rates are affected by several factors including students moving between government and non‑government schools after year 10. 
School attendance rates for years 1 to 10 have been slightly but steadily decreasing since 2015, with a significant drop in 2022. The attendance rate was 86.5 per cent in 2022 compared to 92.4 per cent in 2017 and 92.6 per cent in 2015. Education Ministers have commissioned the Australian Education Research Organisation to investigate the causes of declining attendance and provide advice on evidence‑based approaches that support attendance. 
First Nations school attendance rates (both primary and secondary) have seen a minor, but steady, decline since 2015, with a significant drop between 2021 and 2022, from 79.4 per cent attendance to 74.5 per cent.[endnoteRef:12]  [12:  	Australian Curriculum, Assessment and Reporting Authority (ACARA), ‘National Report on Schooling data portal Student attendance’ ACARA (n.d), https://www.acara.edu.au/reporting/national‑report‑on‑schooling‑in‑australia/national‑report‑on‑schooling‑in‑australia‑data‑portal/student‑attendance, accessed 6 July 2023.] 

During the pandemic many First Nations students who would ordinarily attend boarding schools opted to remain closer to home, impacted by border closures, school shutdowns and greater vulnerability to COVID‑19.[endnoteRef:13]  [13:  	Indigenous Education & Boarding Australia, ‘COVID impact on 2022 Indigenous student enrolments – Survey Results’ Indigenous Education & Boarding Australia (n.d), https://ieba.com.au/covid‑impact‑on‑2022‑indigenous‑student‑enrolments‑survey‑results/, accessed 6 July 2023.] 

The number of domestic undergraduate students commencing and continuing higher education increased every year from 2011 to 2021, except for a small decrease in 2019. However, the rate of increase in student numbers has slowed in recent years, reflecting several policy changes to Commonwealth Grant Scheme funding. This includes an end to the demand‑driven system in 2017 and a funding freeze in 2018 and 2019. The freeze in Government funding was lifted from 2020 and combined with stronger demand during the COVID‑19 pandemic, domestic undergraduate student numbers again increased in 2021.
For VET, the number of young men and women in government‑funded training has gradually fallen since 2012. The fall has primarily been driven by a decrease in the number of participating students aged 19 or under, which in part reflects more young people attending university. The number of students aged 20 to 24 years in government‑funded training remained relatively stable over the same period. There was an increase in student and apprentice numbers from 2020 reflecting short‑term financial incentives as policy responses to COVID‑19, including through the Boosting Apprenticeship Commencements and JobTrainer programs.
Employment in occupations requiring the highest level of skills (bachelor’s degree or higher) has increased from 15 per cent of total employment in the mid‑1960s to above 30 per cent in 2023. In addition, Jobs and Skills Australia projects that more than half of new jobs will require the highest level of skills by 2026, and a further 40 per cent of new jobs will require a VET qualification (Certificate II through to Advanced Diploma). A more skilled and educated workforce boosts human capital which can benefit the economy by leading to productivity improvements. Because of this, it is also likely to increase demand for investment in education and training over time. Such forecasts of future demand are not modelled in the projections.
Projections
Australian Government spending on education and training is projected to increase in absolute and real per capita terms over the next 40 years. However spending is projected to decrease as a share of GDP from 1.7 per cent of GDP in 2022–23 to 1.2 per cent of GDP in 2062–63 (Chart 7.27 and Chart 7.28).[footnoteRef:9]  [9:  	Note that this does not include the value of loans to higher education and VET students, which are counted on the balance sheet rather than a government payment (Chapter 9). By way of illustration, if the value of new loans each year were included in education and training payments, then the resulting total spending would be around 2.0 per cent of GDP in 2022–23 and 1.5 per cent of GDP in 2062–63.] 

This reflects slowing population growth (including in those cohorts most likely to undertake schooling, education and training) and the impact of indexation (including CPI and wage cost indexes) that grows more slowly than nominal GDP. When projected against those aged from 4 to 65 – the cohort most likely to use education services – growth in real education payments per person grows almost 10 per cent over the projection period. 

	[bookmark: _Ref142131831]Australian Government spending on education and training as a share of GDP
	[bookmark: _Ref142131835]Real Australian Government education and training spending per person

	[image: A line chart showing historical and projected total Australian Government spending on education and training as a share of GDP from 2002-2003 to 2062-63.  Total spending as a share of GDP increases from around 1.5% of GDP in 2002-03 to around 1.7% of GDP in 2022-23, and is projected to decline to around 1.2% of GDP by 2062-63.
]
	[image: This is a line chart from 2002-03 to 2062-63 that shows historical and projected real expenditure per person for Australian Government Education payments. A separate series shows real expenditure on a per head of population aged 4-65. Both figures show a moderation in real payments per person from 2022-23, before growing again by the end of the projection period.
]

	Note: Real dollars per person refers to 2022–23 prices. Note the decline in education payments in the years immediately following 2022–23 reflect the end of COVID‑19 supports, including Boosting Apprenticeship Commencements wage subsidy and JobTrainer —and return real payments per capita to a level in line with the previous decade. 
Source: Treasury.



The change in education spending from 2022–23 to 2026–‍27 reflects the end of short‑term financial support measures during the COVID‑19 pandemic, such as the Boosting Apprenticeship Commencements wage subsidy and JobTrainer fund. These measures were intended to be temporary, designed to keep students engaged in training and/or maintain the link between the apprentice and the employer during the pandemic. 
The Australian Government will provide an estimated total financial contribution to the states of $1.84 billion over 2022-25 under the Preschool Reform Agreement. The funding is estimated to increase marginally from year to year to 2025. In 2022, this funding represented 0.02 per cent of GDP. Arrangements from 2026 will be negotiated.
Preschool funding is included in this chapter in recognition of the importance of quality early education programs in the year before school on children’s development and education outcomes. Discussion about additional Australian Government expenditure on early childhood education and care through the Child Care Subsidy program is provided in Section 7.6. While greater access to early childhood education and care will improve children’s learning and development, wellbeing and success later in life, the payment is a direct income support payment and not categorised as Government spending for education.[endnoteRef:14] [14:  	OECD, ‘Is Childcare Affordable? Policy Brief on Employment, Labour and Social Affairs’ OECD (June 2020), 1, https://www.oecd.org/els/family/OECD‑Is‑Childcare‑Affordable.pdf, accessed 6 July 2023.] 

A range of initiatives will affect future education payments. These include a new Early Years Strategy, a renegotiated National Schools Reform Agreement, improvements to Higher Education though the Australian Universities Accord, and investing an additional $3.7 billion from 2024 in a new National Skills Agreement to further improve the VET sector. This will ensure that investments in education and training are well targeted to maximise economic and social benefits, while also being sustainable over the longer term. 
Infrastructure
Infrastructure is important for supporting socio‑economic development as the population grows. It enables economic and productivity growth by reducing congestion and allowing goods and people to move quickly and efficiently around the country and internationally. Infrastructure also facilitates social links and inclusion, connecting households with employment opportunities, health care services, education and community activities. 
The Australian Government’s Infrastructure Investment Program makes an important contribution to nationally significant land transport infrastructure projects and is the largest component of the Government’s spending on transport infrastructure. However, Australian Government infrastructure spending is a small part of total government spending on infrastructure, with states and territories responsible for the majority of public infrastructure spending.
Key trends and drivers
Australian Government commitments to transport infrastructure expenditure have increased to historically high levels in recent years. The Australian Government’s rolling 10‑year land transport infrastructure pipeline has grown from $75 billion in the 2018–‍19 Budget (0.3 per cent of projected GDP) to around $120 billion at the May 2023–‍24 Budget (around 0.4 per cent of projected GDP). This is largely delivered through expenditure under the Infrastructure Investment Program, equity and loans, and other grants outside the Infrastructure Investment Program.
Total public sector road and rail expenditure has continued to grow in real terms to record levels.[endnoteRef:15] This investment in new infrastructure has been driven by population growth, a greater volume of project activity and higher construction costs. [15:  	Department of Infrastructure, Transport, Regional Development, Communications and the Arts (Commonwealth of Australia), ‘Australian Infrastructure and Transport Statistics – Yearbook 2022’ (16 Dec. 2022), 67, 169. https://www.bitre.gov.au/publications/2022/australian‑infrastructure‑and‑transport‑statistics‑yearbook‑2022, accessed 18 July 2023.] 

Australia’s infrastructure needs and priorities will continue to evolve. Investment in utilities such as energy, telecommunications and digital infrastructure is expected to increase over the medium term. As will investment in port developments, housing and other forms of social infrastructure.
Projections
Infrastructure spending is not modelled over the long term. Instead, it is assumed to be at least 0.33 per cent of GDP through the medium term (consistent with medium‑term Budget projections) and then held at that level through to the end of the projection period in 2062–63. This is consistent with the recent average historical expenditure for the Infrastructure Investment Program since 2013–14.
A range of initiatives will improve the quality and sustainability of long‑term infrastructure spending. This includes a strategic review of the Infrastructure Investment Program and better planning and coordination with states and territories with advice from Infrastructure Australia. Embracing new technology to build infrastructure that is resilient to climate change and can manage congestion in Australia’s growing cities will also provide long‑term benefits. This will ensure that infrastructure investment will better meet the needs of Australians in future.
Other payments
Other payments include non‑modelled payments, public sector superannuation and official development assistance. Non‑modelled payments includes spending on all other areas not elsewhere included in this chapter, including environmental protection and conservation, national parks and world heritage area management, supporting First Nations people and communities, the arts and the film industry, and the Australian Public Service.[footnoteRef:10] Payments that are not modelled are assumed to grow in line with GDP so are held as a constant share of GDP over the projection period. Other payments are projected to decline as a share of GDP from 4.9 per cent of GDP in 2022–23 to 4.2 per cent of GDP in 2062–63. This decline partly reflects a reduction in unfunded public servant superannuation payments.  [10:  	Other payments do not include GST payments to states, state contributions to NDIS, interest on AGS or initiatives that are delivered through balance sheet items, including climate change initiatives. More detail is presented in Chapters 5 and 9.] 
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