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MYEFO 2011-12 PR

The Mid-Year and Economic Fiscal Outlook (MYEFO) revealed downgrades to the budget estimates
for both 2011-12 and 2012-13. A budget deficit of $37.1bn is now expected for 2011-12, larger
than the $22.6bn predicted at the time of the May Budget.

Reflecting the Government’s commitment, a surplus is still expected for 2012-13 but has been
revised downwards to $1.5bn. Previously, the Budget predicted a surplus of $3.5bn.

Growth forecasts for 2011-12 and 2012-13 have been revised downwards to around trend growth
of 3.25% for both years from 4.0% and 3.75% respectively, in the May Budget. Tax receipts are
expected to be more than $20bn lower over the forecast period, but have been partially offset by
net savings through expenditure cuts and other policy changes of $6.8bn.

If the Budget outcomes turn out as predicted by MYEFO, the large turnaround from deficit to
surplus in 2012-13 of nearly $39bn will be the largest in decades and will provide a large fiscal
drag on growth. This suggests that there will be greater onus on the Reserve Bank of Australia
(RBA) to provide stimulus to the economy if the economic backdrop warrants further support.

Australian Federal Budget Australian Federal Budget
0, .
% Underlying Cash Balance $bn % Net debt $ bn
4 - - 40 B 60
M YEFO estimate in $ (rhs) MYEFO estimate in $ (rhs)
0,
, | . AswofeDP@rs) o B

As %of GDP (lhs)

Actualin $bn (rhs)

Actual in$ (rhs)

-6 -60 -8 -80
1998/99 200102 2004/05 2007/08 2010/11 2013/14 1998/99 200102 2004/05 2007/08 2010/11 2013/14

The Mid-Year and Economic Fiscal Outlook (MYEFO) revealed downgrades to the budget estimates for
both 2011-12 and 2012-13. A budget deficit of $37.1bn is now expected for 2011-12, larger than the
$22.6bn predicted at the May Budget.

Reflecting the Government’s commitment, a surplus is still expected for 2012-13 but has been revised
downwards to $1.5bn. Previously, the Budget predicted a surplus of $3.5bn. To assist in meeting the
Government’s target, some spending measures have been brought forward while a range of expenditure
cuts have been implemented from 2012-13.

Downgrades to economic growth forecasts are largely behind the weaker outcomes. Since the Budget,
global economic conditions have deteriorated amid sovereign debt and banking problems in Europe.
Growth forecasts for 2011-12 and 2012-13 have therefore been revised downwards to around trend
growth of 3.25% for both years from 4.0% and 3.75% respectively, in the May Budget. These forecasts
are in line with RBA forecasts published in November.

As a result of weaker growth, tax receipts are expected to be more than $20bn lower over the forecast
period, but have been partially offset by net savings through expenditure cuts and other policy changes
of $6.8bn, including the impact of the “Clean Energy Future” package. The cuts to spending suggest that
fiscal policy will be contractionary to growth.

The major policy changes since the Budget have been the introduction of the “Clean Energy Future”
package, which involves upfront costs in 2011-12, but is broadly budget neutral in the three years to
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2014-15. Other measures include:

- Bringing forward cash payments of $1.4bn in 2011-12 to accelerate funding for a number of road
and rail infrastructure projects. This will provide a net increase in cash payments by $45mn.

- A one-off increase of 2.5% to the efficiency dividend for most Commonwealth departments and
agencies, expecting to reduce cash payments by $1.5bn over 2012-13 to 2014-15, but have no impact
in 2011-12.

- A 20% reduction in funding for relevant Commonwealth agencies and departments, which is
expected to reduce cash payments by $710mn over 2012-13 to 2014-15.

- Reduce the co-contributions that the government matches for eligible personal superannuation
contributions, leading to savings of $660mn over two years from 2013-14.

- Resetting the baby bonus to $5000 per child from 1 September 2012 and removing the indexation
from 1 July 2012. This is expected to deliver a net savings of $320mn over four years.

If the Budget outcomes turn out as predicted by MYEFO, the large turnaround from deficit to surplus in
2012-13 of nearly $39bn will be the largest in decades and will provide a large fiscal drag on growth. This
suggests that there will be greater onus on the Reserve Bank of Australia (RBA) to provide stimulus to
the economy if the economic backdrop warrants further support.

There is a strong possibility that the government’s commitment to surplus may not be met. The small
surplus indicates there is little room for additional spending or further downgrades to growth.

However, Australia’s net debt position remains healthy, expecting to peak at 8.9% of GDP as of 2011-12
and compares very favourably to global standards - the average net debt position of the major advanced
economies, the G7, is projected to reach 92.9% of GDP in 2016.

Janu Chan, Economist
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not comply with the laws of another jurisdiction. The Information is general in nature and does not take into account the particular investment
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recommendations (expressed or implied) and is not an invitation to take up securities or other financial products or services. No decision should
be made on the basis of the Information without first seeking expert financial advice. For persons with whom BankSA has a contract to supply
Information, the supply of the Information is made under that contract and BankSA's agreed terms of supply apply. BankSA does not represent
or guarantee that the Information is accurate or free from errors or omissions and BankSA disclaims any duty of care in relation to the
Information and liability for any reliance on investment decisions made using the Information. The Information is subject to change. Terms,
conditions and any fees apply to BankSA products and details are available. BankSA or its officers, agents or employees (including persons
involved in preparation of the Information) may have financial interests in the markets discussed in the Information. BankSA owns copyright in
the information unless otherwise indicated. The Information should not be reproduced, distributed, linked or transmitted without the written
consent of BankSA.

Any unauthorized use or dissemination is prohibited.

Neither BankSA- A Division of Westpac Banking Corporation ABN 33 007 457 141 AFSL 233714 ACL 233714, nor any of Westpac's subsidiaries
or affiliates shall be liable for the message if altered, changed or falsified.
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