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Update: Federal Budget preview 
Federal Budget preview 
 Budget in focus: This year’s Federal Budget is expected to focus on infrastructure, healthcare costs, 

school & tertiary education and some measures to improve housing affordability. 

The Federal Budget is the primary event that defines fiscal policy settings. Spending and taxing measures are important for a raft of 
companies and industries. The stance of fiscal policy can prove important for the Reserve Bank in setting interest rate settings.

What does it all mean? 
 The Government is expected to outline more spending on infrastructure in the budget while at the same time 

committing to return the budget to surplus. So it will need to be cutting recurrent spending – as it plans to do with 
university funding – but spend on economic and social infrastructure that will create jobs, maintain economic 
momentum and support economic activity over the longer term.  

 The concept of “good” and “bad” debt has been raised by the Treasurer and is expected to feature in the budget. 
The thinking is that spending on economic and social infrastructure is “good” in contrast, for example, to a cash 
handout to families. 

 Apart from infrastructure spending and funding cuts to universities, the budget is also expected to contain 
measures to address housing affordability. 

 The important point to remember is that the Government has had significant difficulty in getting policy changes 
through a hostile Senate. And nothing has changed since the last election. 

 But by all accounts the Budget will be less controversial than in the past. And in light of the back-flip on 
infrastructure funding with the West Australian government, the Federal government may be more inclined to 
push through with measures that the Senate will actually agree with. 

What the media has reported on or speculated about so far (AAP, Fairfax Media, AFR, The 
Guardian, The Australian, 9News, News.com.au) 
Attached at the end of the note is the regular detailed report from Australian Associated Press (AAP) outlining proposed, 
announced or speculated measures 

 “The West Australian and federal governments have agreed 
to a new infrastructure spending deal.” The Perth Freight 
Link will be cancelled in exchange for 17 other projects. 

 “The Turnbull government will divert foreign aid funds to 
boost Australia’s intelligence agencies as part of its 
escalation of the war on terror.” 

 “Mr Morrison told Fairfax Media there would be significant 
measures to increase housing supply and put downward 
pressure on prices in next Tuesday's budget, while 
confirming a reduction in the capital gains tax discount and 
negative gearing changes were off the table.” 

 “There is speculation the government will lift the Medicare 
levy or extend the Medicare levy surcharge in Treasurer 
Scott Morrison's second federal budget on Tuesday. The rise 
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would pay for an expected winding back of the four-year 
freeze on Medicare rebates for GP visits…” 

 “Australia's national government said on Tuesday it will step in 
to build an A$5 billion ($3.76 billion) second international 
airport for Sydney after the operator of the existing hub 
declined to take on the project.” 

 “Patients could be prescribed cheaper generic drugs under 
changes to be unveiled in next week's federal budget.” 

 “The Turnbull government will crack down on people who 
claim welfare payments while refusing to participate in work-
for-the-dole schemes.”  

 “The May 9 budget will aim to close a loophole that allows 
payments to continue despite people refusing interviews or 
placements. 

 “The Turnbull government reportedly plans to charge foreigners up to $5,000 for leaving their Australian 
apartments empty, as part of changes to be announced in next week’s budget. The so-called “ghost house” tax 
will be a new condition of Foreign Investment Review Board approval, according to Sky News. The government is 
also reportedly planning to ban foreigners from buying more than half of the apartments in new apartment builds, 
in a bid to help more Australians buy a property.” 

 Under planned changes, announced by Education Minister Simon Birmingham, “students studying a four-year 
bachelor degree will pay between $2000 and $3600 more over the duration, and all can be deferred on the 
income-contingent HECS-HELP loan scheme. 

 Students will also have to replay loans earlier once they start earning. The repayment threshold for their loans will 
kick in at $42,000 from mid-2018 — a substantial drop from the current $55,000 threshold. 

 The Government will also impose a two- year efficiency dividend on teaching funding.” 

 “Treasurer Scott Morrison has indicated the government is working on a housing affordability package for the May 
federal budget, but refused to say whether the package would address capital gains tax concessions.” 

 Reports of a new plan to allow first home buyers to use some of their pre-tax income to save for a deposit. News 
Corp reported that the budget measure would be similar to salary sacrificing and speed up the time it takes to 
save for a deposit. 

 “Malcolm Turnbull has sought to shut down debate on allowing first home buyers to raid their superannuation to 
stump up deposits, referring to his earlier criticism of the proposal as a ‘thoroughly bad idea’” 

 “Retirees who downsize by selling the family home will be offered exemptions from new superannuation limits.” 

 “Up to $700m in disbursements from the Medical Research Future Fund.” 

 “From July, Family Tax Benefit A payments will be reduced by $28 a fortnight, or $726 a year, for each child who 
doesn’t meet the immunisation requirements.” 

 “Treasurer Scott Morrison has said that pensioners will get a one-off payment in the 2017 Budget to help with 
rising energy costs. In a deal struck with crossbench senator Nick Xenophon to help pass the government's 
business tax cuts earlier this year, pensioners will receive $75 for singles and $125 for couples, which will be paid 
before June 30.” 

 

  



 

May 8 2017 3 

Economic Insights. Update: Federal Budget preview 

State of the budget and economic assumptions 
 The underlying Budget deficit for the twelve months to March 2017 stood at $38.6 billion (around 2.3 per cent of 

GDP), up from $37.53 billion in the year to February. 

 Smoothed revenues (twelve months to March) were up 6.2 per cent on a year ago just down from 6.3 per cent in 
January which was the fastest growth in 42 months. Expenses rose by 4.3 per cent over the same period. 

 The Department of Finance noted: “The underlying cash balance for the financial year to 31 March 2017 was a 
deficit of $38,907 million, which is $1,361 million lower than the 2016-17 Mid-Year Economic and Fiscal Outlook 
(MYEFO) profile deficit of $40,267 million.” 

 The Government currently expects an underlying deficit of $36.514 billion for 2016/17 (around 2.3 per cent of 
GDP). 

 The CBA Group expects an underlying deficit of $28 billion for 2017/18. 

 The Reserve Bank currently expects economic growth of 2-3 per cent in 2017 and between 2.5-3.5 per cent in 
2017/18. Underlying inflation is generally expected to be between 1.5-2.5 per cent through to June 2018. 

 The CBA Group expects economic growth to lift from 2.0 per cent in 2016/17 to 3.3 per cent in 2017/18. 

What is the importance of the Budget?  
 The Federal Budget is handed down on the second Tuesday in May each year. The Budget sets down the 

Government’s spending and taxing priorities. 

What are the implications for interest rates and investors? 
 In testimony to the Parliamentary Economics Committee the Reserve Bank Governor is always asked what 

impact the budget is having on interest rate settings. And regularly over the past few years the Governor has 
indicated that the budget has not been a key consideration. The latest budget is likely to be more of the same. 

 The hope is that economic growth lifts, unemployment eases and wages and prices grow a little faster allowing 
the “automatic stabilisers” to work. That is, a faster economy sees stronger revenue growth and reduced spending 
on social security and welfare. No doubt “bracket creep” will also do its part in serving to lift tax revenues. 

 If the budget does indeed focus on increased infrastructure spending, it should serve to lift activity for developers 
& contractors, engineering and building material companies. A broad raft of infrastructure spending across the 
country will also serve to lift a number of boats – boosting economic momentum in cities and regions. 

 Indeed the anecdotal evidence is that a lift in infrastructure spending from state and federal governments is 
already having a positive impact in lifting activity across an array of industries. 

 Too much time is spent fretting about details in Budget documents when it’s clear that final policy decisions could 
look markedly different to those initially proposed. 

 But now, more than any time in the past, is a time for politicians to quickly achieve agreement on budget 
measures and then move onto other issues. And by other issues, the focus should be on tax reform, medium-term 
planning and decentralisation measures. 
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WHAT'S IN AND LIKELY TO BE INCLUDED IN THE BUDGET 
 
AIRPORTS, ROADS AND RAILS 
The government will use "good" debt to finance a range of infrastructure projects. Top of the list is Sydney's second 
airport at Badgerys Creek. Following the Macquarie group's decision to forgo first dibs on the airport in the city's west, 
the government will go it alone on the multi-billion project that will take nine years to complete. Government has also 
agreed to a $2.3 billion road and rail package with Western Australia covering 17 projects from a $1.6 billion injection 
from the commonwealth. Government also hints at funding for the inland rail freight project linking Melbourne and 
Brisbane. 
Expect more roads funding, especially for congested capital cities. 
AGRICULTURE 
Farmers want to see the $1 billion for the Brisbane-Melbourne inland rail link as well as at least $60 million for the 
mobile phone black spot program, which prioritises community-identified areas. Labor wants the government to 
outline the cost of its push to decentralise federal government agencies from Canberra. It also wants to see the final 
bill for moving the pesticides authority to Deputy Prime Minister Barnaby Joyce's electorate, which it estimates to be 
as high as $60 million. 
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CLIMATE ACTION AND ENERGY 
Little is expected in this area, as the government awaits recommendations from the Finkel review of energy market 
security and a year-long review of its climate policies. There may be a top-up for the Emissions Reduction Fund, 
which has a balance of less than $300 million - although on the recent trajectory that much could last for another two 
auction rounds. Funding for studies into a trio of hydro schemes come from ARENA's existing budget. 
DEFENCE 
Government to provide $350 million to help defence force veterans battling health conditions. 
Otherwise no surprises expected for Defence. Funding allocations are expected to follow trajectory set out in the 2016 
Defence blueprint. Government likely to talk up shipbuilding in South Australia and Western Australia. 
FOREIGN AID 
Treasurer Scott Morrison has hinted the foreign aid budget isn't a target with $11.3 billion already been stripped out 
since 2013. In 2017-18 aid is expected to increase to $3.9 billion from $3.8 billion this year because of indexation in 
line with the consumer price index. Foreign aid is expected to hit an all-time low of 0.22 per cent of national income. 
FOREIGN AFFAIRS 
Diplomats from 28 agencies at Australian posts overseas could have their generous allowances trimmed after a 
sweeping review. Diplomats generally receive free accommodation while international school fees, babysitting costs, 
household expenses, wages for maids and drivers are also covered. 
HEALTH 
The freeze on Medicare rebates that GPs are paid for bulk-billed consultations could come to an end earlier than 
planned in a bid to appease doctors and stymie Labor's Mediscare campaign. The freeze is due to be lifted in 2020, 
following its extension in 2014. 
The government plans to encourage doctors to prescribe generic medicines, rather than big-name brands, which 
could save the budget $1.8 billion. That saving will be used to fund the listing of new medicines on the taxpayer-
subsidised Pharmaceutical Benefits Scheme. The 2014 budget plan to raise the price of prescription drugs dumped. 
Australia's first proton beam therapy centre will be built in Adelaide after the federal government committed $68 
million to its establishment. 
HOUSING 
The government has been keen to play down what the budget will do to address affordability, despite raising 
expectations of a solution. It has flagged the establishment of a "bond aggregator" as an intermediary to attract 
greater private sector investment into affordable community housing. As well, there could be incentives to encourage 
older people to downsize in order to free up family homes. Allowing first home buyers to tap their superannuation for a 
deposit appears to be a no-go idea, but a salary-sacrifice style savings account is on the cards. 
IMMIGRATION AND BORDER PROTECTION 
The looming closure of Australia's offshore immigration detention centre on Manus Island is expected to reap a 
whopping saving in the budget papers. The government is also expected to bank significant savings flowing from the 
refugee resettlement deal with the United States, with each detainee said to cost the country roughly $500,000 per 
year. There is also swirling speculation funding may be allocated in the budget papers for a mammoth Homeland 
Department-style agency to counter crimes including terrorism. 
Meanwhile, migrants will be able to bring their parents to Australia for up to 10 years under a new temporary visa 
program. Citizens and permanent residents will be able to apply for the visa for five years at a cost of $10,000 and will 
then be able to renew it for another five years. 
MEDIA 
Free-to-air broadcasting annual licence fees estimated to raise around $130 million will be abolished. Instead, 
broadcasters will pay new annual spectrum fees estimated to raise around $40 million. 
There will be new restrictions to ban gambling advertisements from five minutes before the commencement of live 
sports coverage until five minutes after the conclusion of play or 8.30pm, whichever comes sooner. The government 
will provide funding of $30 million over four years to subscription television to maintain and increase coverage of 
women's sports and niche sports. 
It will push ahead with plans to scrap the two-out-of-three rule that prevents a company controlling more than two of 
three radio, television and newspapers in an area. A rule which prohibits a proprietor from controlling a TV licence that 
reaches more than 75 per cent of the population will also be axed. 
SCHOOLS 
The government will pump an extra $19 billion into schools over the next decade under a plan labelled 'Gonski 2.0'. 
More than 99 per cent of schools will see a year-on-year increase in funding, and on average per-student funding will 
grow 4.1 per cent a year over a decade. Federal funding will grow from $17.5 billion in 2017 to $22.1 billion by 2021, 
and $30.6 billion by 2027. The per student base amount in 2018 will be $10,953 for primary students and $13,764 for 
secondary school students. About two dozen schools will lose some of their federal funding. 
The budget will include a funding extension for the guarantee of preschool hours for four-year-old children. 
TAX 
Legislation for the third tranche of the government's 10-year corporate tax plan will be re-introduced to parliament in 
budget week. The two per cent deficit levy on higher income earners, introduced in 2014, will be removed as 
legislated. The budget will detail how much the tax office is reaping from measures aimed at combating multinational 
tax avoidance. 
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Possible small business package to include extension of $20,000 instant asset write-off. 
UNIVERSITIES 
The government got in a week ahead of budget day to unveil revamped measures from the controversial 2014 
budget. Students will have to pay up to $3600 more for a four-year university degree and start paying back their loans 
as soon as their income reaches $42,000. The most expensive degree, medicine over six years, would cost $71,900, 
up from $68,000. Universities will be subject to a $2.8 billion efficiency dividend. 
WELFARE 
Welfare recipients who persistently dodge their job-seeking obligations will be targeted through harsh punishments. 
The Turnbull team for weeks has proclaimed "enough is enough" for those who do the wrong thing, but has been 
silent on the proposed sanctions. The budget is also expected to contain funding for a swathe of more trial sites for 
cashless welfare cards, after two test runs showed positive results for problem gambling and alcohol consumption. 
Community groups want to see a raft of "zombie measures" contained in the 2014 budget finally taken off the table, 
and are urging action on housing and rental affordability. 
Aged pensioners and disability support pensioners will get a one-off payment to help with energy bills this winter. 
Singles will get $75 and couples $125. 
'ZOMBIE MEASURES' 
The government may dump some $13 billion in unlegislated savings, the so-called "zombie" savings measures, some 
of which have been stuck in the budget papers since 2014. Scott Morrison has said it is important the budget is a 
"credible and practical" document the government can put forward with confidence to the parliament. 
 


