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Disclaimer
This report has been prepared in accordance with the scope of services described in the
contract or agreement between Adept Economics and Coolabah Capital Investments. Any
findings, conclusions or recommendations only apply to the aforementioned circumstances
and no greater reliance should be assumed or drawn by Coolabah Capital Investments.
Furthermore, the report has been prepared solely for use by Coolabah Capital Investments
and Adept Economics accepts no responsibility for its use by other parties. The report is not
financial or investment advice.
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Glossary

ABS Australian Bureau of Statistics

CAPEX Capital expenditure

CCI Coolabah Capital Investments

CPI Consumer Price Index

FTE Full-time equivalent

EOFY End of financial (or fiscal) year

FY Financial (or fiscal) year - i.e. 2021-22 is FY22 and 2022-23 is FY23

GOC Government-owned corporation

GRP Gross Regional Product

GSP Gross State Product

MYEFO Mid-Year Economic and Fiscal Outlook

NFA Non-financial assets

NFPS Non-financial public sector

NSW New South Wales

PNFC Public non-financial corporation

QLD Queensland

SA South Australia

TAS Tasmania

VIC Victoria

WA Western Australia

WPI Wage Price Index

6



Executive Summary
● Australian state budget fiscal balances are forecast to improve collectively by

$9-11 billion in 2021-22 (FY22) and $13-18 billion in 2022-23 (FY23), compared with
estimates in mid-financial year budget updates released at the end of the 2021
calendar year. The potential improvement in state budget balances is over $28 billion
over FY22 and FY23, which implies that state debt issuance requirements are likely
to be materially downgraded.

● We estimate these budget improvements despite assuming realistic costs for the
recent NSW and Queensland floods and also assuming a housing downturn in FY23
involving a 5% fall in national house prices over the 12 months to 30 June 2023.

● Our conservative central case estimates for Non-financial Public Sector (NFPS) fiscal
balances for the states are presented in Table S1. The methodology and
assumptions underlying these estimates are presented in the body of this report.

Table S1. State budget forecasts, NFPS, Adept Economics conservative central case
Fiscal Balance ($ million)

State FY22 FY23
Latest Our forecast Difference Latest Our forecast Difference

NSW -39,043 -36,761 2,282 -23,795 -18,725 5,070
VIC -36,219 -35,070 1,149 -23,481 -21,689 1,793
QLD -7,184 -4,908 2,276 -6,880 -4,042 2,838
WA 135 2,816 2,681 -2,085 171 2,256
SA -3,612 -3,367 245 -2,568 -1,980 589
TAS -1,471 -1378 93 -1,273 -1061 212
TOTAL -87,394 -78,668 8,726 -60,082 -47,325 12,757
Source: Adept Economics State Budget Forecasting Model, 2022. N.B. “Latest” means the 2021-22
mid-year budget estimates prepared by state Treasuries.

● We estimate that, as a result of much smaller than expected deficits in FY22 and
FY23 and current pre-funding for FY23 of $4.9 billion, the states may collectively
reduce debt issuance in FY23 from their official current expectation of around
$84 billion to somewhere between $66 billion and $61 billion. This variance is even
greater compared with market forecasts, with some banks expecting up to $90 billion
of state debt supply in FY23.

● This is consistent with budget and debt issuance dynamics unfolding at the
Commonwealth level, although the latter does have potentially significant
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unaccounted national security expenditures that could keep deficits and debt
issuance elevated despite improvements in the underlying economy.

● The improvement in state budget balances is driven by a combination of factors,
including a faster growing economy boosting state tax revenues, elevated commodity
prices enhancing royalties (partly due to the war in Ukraine), and delays in
infrastructure projects and related spending.

● Upside estimates, in which economic growth is stronger than currently expected, and
commodity prices remain highly-elevated, are presented in Table S2.

Table S2. State budget forecasts, NFPS, Adept Economics upside case
Fiscal Balance ($ million)

State FY22 FY23
Latest Our forecast Difference Latest Our forecast Difference

NSW -39,043 -35,834 3,209 -23,795 -17,277 6,518
VIC -36,219 -34,855 1,364 -23,481 -21,408 2,073
QLD -7,184 -4,084 3,100 -6,880 -2,838 4,042
WA 135 2,944 2,809 -2,085 1,961 4,046
SA -3,612 -3,340 272 -2,568 -1,946 622
TAS -1,471 -1371 100 -1,273 -1052 221
TOTAL -87,394 -76,539 10,854 -60,082 -42,560 17,522
Source: Adept Economics State Budget Forecasting Model, 2022.

● While from a budget management perspective it may be good for state governments
to be prudent in their forecasts, in recent years they have been arguably too
pessimistic. This reflects a more general forecasting challenge amongst economic
agencies, including the Commonwealth Treasury and the Reserve Bank of Australia.
A review of economic forecasting at national and state economic agencies would be
desirable.

● Excessive pessimism in economic forecasts has real consequences for the states’
cost of capital and for taxpayers. The interest rate spread the states pay on their debt
above the Commonwealth yield curve has consistently jumped following excessively
negative budget forecasts in 2020-21 and 2021-22, which have thereafter been very
substantially revised down.

● Following the mid-year budget updates from NSW and Victoria in December 2020,
Standard & Poor’s downgraded both states from their prized AAA ratings to AA+ and
AA, respectively. The loss of these AAA ratings increased both states’ cost of capital.
Yet both budget updates proved to be far too pessimistic in their deficit forecasts, with
the final deficits in FY21 being substantially less than the mid-year projections.
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● As another example, when the NSW Government announced in June 2021 an
unexpected upgrade to its debt issuance requirements in FY22 to $35.6 billion
(compared with consensus market estimates of around $18 billion to $22 billion),
there was an initial sharp 14-15 basis point increase in the interest rate spread that
NSW pays on its debt above the Commonwealth’s yield curve (Figure S1). By
September this spread increase had drifted up to 25 basis points, representing more
than $250 million in extra annual interest on NSW’s nearly $110 billion of outstanding
debt (assuming that this was a permanent shift in the cost of capital). Despite the
large costs of the COVID-19 lockdown, NSW ended up revising down its debt
issuance needs for FY22 from $35.6 billion to $27.8 billion. Remarkably, NSW’s
updated estimate of its FY22 fiscal deficit, as at December 2021, has still proven to
be around $2.3 billion to $3.2 billion too conservative in our conservative central case
to upside scenario estimates.

Figure S1. Spread on NSW 10-year government bonds above Commonwealth yield
curve

Source: Adept Economics State Budget Forecasting Model, 2022. NB. One basis point equals one
one-hundredth of a percentage point.

● This experience suggests state treasuries would benefit economically from adopting
much more realistic forecast assumptions for their economic trajectories. A key point
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of difference with the Commonwealth is that the Commonwealth’s debt instruments
are not subject to the same interest rate spread volatility suffered by the states.
Rates on Commonwealth Government Securities are perceived by the market as
risk-free rates, and hence there is comparatively more reliable and steady demand
for them. Forecast misses that involve overestimating debt issuance needs likely
have much greater consequences for state governments, especially considering they
rely on a narrower investor base than the Commonwealth.
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1. Introduction

1.1. Scope of work
Adept Economics has been engaged to provide an independent expert’s report
marking-to-market state budgets for the 2021-22 (FY22) year and forecasts for the 2022-23
(FY23) year, including both a central case and an upside scenario given the current
momentum in Australia’s economy and global markets.

Accordingly, this report contains fit-for-purpose estimates that adjust existing state budget
forecasts to reflect elevated commodity prices, other changes in the economic outlook,
recent floods, and any announced significant spending or tax changes since mid-year
budget updates (based on publicly available information).

We model and present key budget aggregates for FY22 and FY23 for the six states,
including:

● Conservative central case estimates; and
● Upside scenario estimates involving an extended period of elevated commodity

prices and higher GDP/GSP growth.

This report responds to this scope of work. It relies on modifying existing budget forecasts
based on a range of information, including commodity futures prices, revised federal budget
economic forecasts, and the reported sensitivities of budget aggregates to specific
parameters, as reported in state budget papers. It is expected that large sources of revisions
could come from:

● Higher payroll tax revenue due to a faster growing economy;
● Higher royalties revenue - largely for iron ore in WA and coal in Queensland - as

result of super-high commodity prices associated partly with the war in Ukraine and
broader global supply-side restrictions; and

● Delays in infrastructure project delivery and related capital spending.

The estimates presented should be taken as indicative, rather than precise point estimates,
given the huge range of factors that can influence state budget outcomes and the associated
uncertainties.
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1.2. Structure of the report
The report is structured as follows:

● Section 2 presents background information relevant to the study;
● Section 3 presents analysis of drivers of state government budget revisions in recent

years and discusses how current forecasts may be affected by economic and political
developments;

● Section 4 presents Adept Economics’ estimates of state government budget
aggregates for FY22 and FY23; and

● Section 5 presents conclusions and potential extensions of the budget modelling
featured in this report.
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2. Background

2.1. Current state budget estimates
The budget balance estimates prepared by state Treasuries and presented in the mid-year
updates for the six states are presented in Table 2.1. For the purposes of this report, it is the
fiscal balance estimates for the non-financial public sector (NFPS) that are most relevant. In
contrast to the narrower general government net operating balances that are usually
reported, these balances take into account net infrastructure spending across the general
government and government-owned (non-financial) corporations.

Table 2.1. State budget balance estimates, FY22 mid-year updates
Net operating balance ($m) Fiscal balance ($m)

State 2021-22 2022-23 2021-22 2022-23

General government

NSW -19,458 -3,612 -34,699 -19,382

VIC -19,538 -5276 -28,542 -12,371

QLD -1,492 -2,397 -6,726 -6,490

WA 2,446 1,759 686 86

SA -1,590 102 -2,902 -1,907

TAS -605 91 -1,023 -468

Total -40,237 -9,333 -73,206 -40,532

NFPS (i.e. total gov't)

NSW -19,688 -4,362 -39,043 -23,795

VIC -21,048 -6,672 -36,219 -23,481

QLD -1,128 -1,978 -7,184 -6,880

WA 3,271 1,482 135 -2,085

SA -1,981 -324 -3,612 -2,568

TAS -629 53 -1,471 -1,273

Total -41,203 -11,801 -87,394 -60,082

Total NFPS deficits* 44,474 13,336 87,529 60,082
Source: State budget mid-year updates compiled by Adept Economics, 2022.
**i.e. Any excluding budget balances in surplus.
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The large differences between fiscal balance and net operating balance estimates in Table
2.1 reflects substantial infrastructure spending. As this can vary widely from forecasts,
infrastructure spending can be an important source of variations.

While the fiscal deficits are closely related to the borrowing requirements for each state, they
are not identical in any one year for a variety of reasons, particularly timing and being able to
draw on other sources of cash.

For instance, the NSW Government has redirected $11 billion of proceeds from
WestConnex, which was going into the NSW Generations Fund, to support the budget.1

Reflecting this, the NFPS cash flow statement for the NSW Government published in the
2021-22 mid-year update showed a $10.6 billion cash inflow in 2021-22 under the item
“Cash Flows from Investments in Financial Assets for Policy Purposes”, with the estimate
revised up from only $1.7 billion in the 2021-22 Budget.2

Furthermore, state debt management offices may be borrowing to re-lend to others, such as
local governments, or borrowing to invest in entities outside the NFPS but owned ultimately
by the state.

2.2. Economic outlook
It is expected that favourable revisions to the economic outlook will lead to strongly revised
state budget estimates for both FY22 and FY23 relative to mid-year forecasts released in
late 2021. As noted in the Commonwealth’s 2022-23 Budget:

The Australian economy has proved remarkably resilient to the ongoing impacts of the
pandemic, consistently outperforming expectations and all major advanced economies.
Forecasts for economic activity have been revised up significantly, reflecting
stronger-than-expected momentum in the labour market and consumer spending.3

Compare, for example, the Commonwealth’s latest 2022-23 economic forecasts with those it
presented in the Mid-Year Economic and Fiscal Outlook (MYEFO) around the time the state
mid-year budget updates are prepared (Table 2.2).

3 Australian Government 2022-23 Budget Paper 1, Budget Statement 2: Economic Outlook, p. 31.
2 NSW Budget 2021-22 Half-Yearly Review, Table B.9, p. 83.

1 Kehoe, J. (2021) “NSW suspends debt inflows to $15b Generations Fund”, Australian Financial
Review, 25 October 2021.
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Table 2.2. Australian Government economic forecasts: 2022-23 budget vs MYEFO
2021-22 2021-22 2022-23 2022-23

MYEFO Budget MYEFO Budget

Real GDP growth 3.75% 4.25% 3.50% 3.50%

CPI inflation 2.75% 4.25% 2.50% 3.00%

WPI growth 2.25% 2.75% 2.75% 3.25%

Employment growth 1.00% 2.75% 2.00% 1.50%

Unemployment rate 4.50% 4.00% 4.25% 3.75%
Source: Australian Government Budget Paper 1 (2022-23) and MYEFO (2021-22).

The improved economic outlook for the Australian and state economies is reflected in the
labour market significantly out-performing forecasts made in mid-year updates. Compare the
mid-year forecasts for state unemployment rates with the latest seasonally adjusted
unemployment rate estimates from the ABS (Table 2.3). Current state unemployment rates
are substantially lower than the assumed average unemployment rates for all states which
published unemployment rate forecasts.

Table 2.3. State unemployment rates, % of the labour force
Mid-year budget

assumptions Feb-22 Seasonally
adjustedFY22 FY23

NSW 5.25 4.50 3.70
VIC 4.50 4.50 4.20
QLD 5.25 5.00 4.30
WA 4.25 4.25 4.10
SA np np 5.00
TAS 5.00 5.00 3.90
Source: State mid-year budget updates and ABS. np stands for not published.

The revised federal Budget estimates also reflected super-high commodity prices in recent
months, associated most recently with the war in Ukraine, particularly for iron ore (highly
relevant for WA’s state budget) and coal (highly relevant for Queensland’s). To illustrate the
super-high commodity prices, consider the one-month ahead (1st position) and
twelve-month ahead (12th position) futures prices for Australian coking coal in Figure 2.1.
Prices are well above previously forecast levels, suggesting large upward revisions in royalty
revenue for state budgets.
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Figure 2.1. SGX TSI Australia Premium Coking Coal, 1st and 12th Positions, Close

Source: Macrobond. Data current up to 6 April 2022.

Regarding iron ore, as with coal, prices have been well ahead of previously forecast levels.
WA’s mid-year budget update assumed an average price of approximately 105 USD/tonne in
FY22 and 66 USD/tonne in FY23. However, iron ore futures prices (as at 6 April 2022)
suggest iron ore could trade at around 150 USD/tonne for the remainder of FY22 and for
FY23.4

4 Data accessed via Macrobond. Also see the 6 April 2022 mining.com report “China iron ore price
surges to highest since August on improving consumption” (Staff writers, 2022), which observes,
quoting a USD amount: “The most-active iron ore futures on the Dalian Commodity Exchange, for
September delivery, rose as much as 4.1% to 945 yuan ($148.49) per tonne, as demand at steel
producers recovered from pandemic disruptions.”
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2.3. What the improved economic outlook means for the states
As well as boosting state taxes closely correlated with economic activity, such as payroll tax,
the improved economic outlook means a boost to the redistribution of GST revenue from the
Commonwealth. Additionally, in 2021-22, there is a large increase in payments for specific
purposes related to Commonwealth support for pandemic-related assistance (Table 2.3).
Note that these additional grants for specific purposes will be matched by additional
expenses in state government budgets.

Table 2.3. Payments to the states - Changes since mid-year budget estimates
NSW VIC QLD WA SA TAS TOTAL

$m $m $m $m $m $m $m

2021-22

2021-22 MYEFO estimates

Payments for specific purposes 26,016 20,884 15,714 8,752 4,999 1,691 78,056

GST entitlement 22,107 17,411 15,739 3,199 6,785 3,024 68,265

Other revenue assistance 55 49 26 2,148 2,278

Total 48,178 38,344 31,479 14,099 11,784 4,715 148,599

2022-23 Budget estimates

Payments for specific purposes 29,720 21,811 16,945 9,605 5,422 1,813 85,316

GST entitlement 22,289 17,500 15,813 5,324 6,805 3,025 70,756

Other revenue assistance 34 34

Total 52,009 39,311 32,758 14,963 12,227 4,838 156,106

2022-23

2021-22 MYEFO estimates

Payments for specific purposes 23,292 19,188 17,076 9,215 5,324 1,992 76,087

GST entitlement 22,511 17,772 16,242 5,682 7,019 3,155 72,381

Other revenue assistance 868 716 550 36 173 39 2,382

Total 46,671 37,676 33,868 14,933 12,516 5,186 150,850

2022-23 Budget estimates

Payments for specific purposes 23,785 19,415 17,146 9,532 5,405 2,042 77,325

GST entitlement 25,456 18,889 17,811 5,868 7,378 3,201 78,603

Other revenue assistance 43 43

Total 49,241 38,304 34,957 15,443 12,783 5,243 155,971
Source: Adept Economics analysis of Australian Government Budget Paper 3 data.
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Overall, total Commonwealth payments to all states and territories in 2021-22 are now
expected to be around $167 billion compared with $160 billion at the time of mid-year budget
estimates. In 2022-23, payments are now expected to be $166 billion compared with $161
billion at the time of the mid-year budget estimates.

2.4. Other relevant considerations
Other relevant considerations include:

● Recent flooding in South-East Queensland and NSW, which will come with a large
repair bill, although up to75% of the cost will be borne by federal government;

● The housing market has been booming, although it is now cooling (e.g. Sydney and
Melbourne had marginal declines in property values in March 2022, and most
analysts are forecasting a decline in prices in 2022-23 of up to 5%, potentially
affecting stamp duty revenues).5

2.4.1. Floods
Regarding the floods, the Australian Government Budget Paper 3 for 2022-23 specifies over
$1.4 billion in assistance for NSW with the vast majority of it spent in 2021-22, and nearly
$300 million for Queensland, again with the vast majority of it spent in 2021-22.6 However,
that is only part of what is expected to be spent, with the Commonwealth including a
provision of $3 billion in the Contingency Reserve over four years from 2021-22.7

The $3 billion the Commonwealth has provisioned for in the Contingency Reserve for the
floods is possibly too conservative, and we will need to wait and see just how much the
floods ultimately cost. Queensland Treasurer Cameron Dick has estimated that the South
East-Queensland floods will have a total cost to the state government of $2-2.5 billion for
recovery programs and support measures.8 The ABC has reported that the Queensland
Treasurer has said these costs will be incurred in FY22 and FY23.9

Despite the uncertainty, these figures provide some guidance as to how we could revise the
NSW and Queensland budget estimates to account for the floods, recognising of course the
Commonwealth will pay for 75% of the total cost.

9 Cramsie, E. (2022).
8 Queensland Treasurer (2022).

7 According to the Commonwealth Treasury, via email correspondence with an official in Fiscal Group,
“The $3b is a provision for currently unquantifiable things. (Which means there has been a broad,
aggregate attempt to quantify those unquantifiable things. And, of  course, it could eventually be
bigger or smaller than $3b once things are reconstructed.)”

6 Australian Government 2022-23 Budget Paper 3, p. 90.
5 CoreLogic home value index March 2022 and forecasts by IBISWorld reported by Marsh (2022).
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2.4.2. Housing market
Regarding the housing market, while stamp duty is the major channel by which it affects
state budgets, land tax is also relevant. Higher property prices during the recent boom will
have pushed more properties into higher land tax brackets, with land tax applying to some
properties for the first time. In Queensland, the Sunday Mail has reported:

Investors in dozens of southeast suburbs, including some hit hardest by Queensland’s
recent floods, will be forced to pay land tax for the first time due to controversial new land
valuations.10

Unfortunately, state budgets and mid-year updates do not provide a lot of information about
their underlying assumptions regarding the housing market, but it may be worthwhile to
include an potential upside currently unaccounted for in additional land tax revenue. It is
likely that the state Treasuries have not fully reflected the upside from more properties
entering higher land tax brackets due to rising property prices.

10 Stolz, G. and Rosel, R. (2022).
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3. Drivers of budgetary revisions

3.1. Decomposition of budget revisions in recent years
The pandemic has made it very challenging for Treasuries to forecast state budgets in recent
years. Revenues fell due to the initial slump, but then came back strongly with the sharp
recovery. Governments have at times spent large sums of money to support people
financially, although the states and territories have also been supported by additional grants
from the Commonwealth. The 2020-21 financial year showed just how large a contribution to
improving budget balances could be made by a strong economic recovery (Figure 3.1).

Figure 3.1. Sources of revisions to expected 2020-21 fiscal deficits in the big four
states: NSW, Victoria, Queensland, and WA

Source: State budget papers. N.B. NFA stands for non-financial assets. The red wedge denotes an
upward revision to the deficit while blue wedges denote downward revisions.

Note the mid-year updates for 2021-22 revised the fiscal deficits for the big four states
upwards, largely due to additional pandemic-related assistance measures, mostly captured
in other expenses, it appears (Figure 3.2).
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Figure 3.2. Sources of revisions to expected 2021-22 fiscal deficits in the big four
states: NSW, Victoria, Queensland, and WA, based on mid-year updates

Source: State mid-year budget updates. N.B. NFA stands for non-financial assets. Red wedges
denote upward revisions to the deficit while blue wedges denote downward revisions.

An overview of revisions to budget estimates for the big four states is provided in Table 3.1.
This shows, for example, the sources of the variation of the 2020-21 fiscal balance (as
reported in the 2021-22 budget) from the original estimate (as presented in the 2020-21
budget). It is seen that in addition to tax revenue, grants and other expenses, which would
include a wide range of pandemic-related support measures, are major sources of
variations. Delays in net acquisitions of non-financial assets (i.e. capital works) are also
important, as discussed further below.
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Table 3.1. Variation between estimated actuals and original budget estimates, big four
states

2019-20 2020-21 2021-22

$m $m $m

Tax revenue -3,684 7,692 3,680

Royalties (Qld and WA only) 1,219 887 1,712

Grants -887 8,500 9,706

Other revenue -149 -540 2,255

less Employee expenses 2,830 -299 3,208

less Other expenses 13,041 -8,136 31,793

less Net acquisitions of NFAs -2,563 -6,021 -5,060

Fiscal balance -16,808 30,994 -12,588
Source: State budget papers. N.B. NFA stands for non-financial assets.

3.2. The role of infrastructure construction delays
Forecast errors have been partly due to infrastructure project delays which have resulted in
under-spending relative to budget estimates. The Australian Financial Review reported in
September 2021:

Significant infrastructure spending shortfalls were common even before the COVID-19 crisis,
according to S&P Global Ratings, but they have worsened over the past 12 to 18 months.11

There is an expectation that the ongoing pandemic will continue to delay infrastructure
spending. For instance, on 28 March 2022, the Sydney Morning Herald reported:

The NSW government is preparing to delay several multi-billion dollar mega projects due to
rapidly escalating costs and labour shortages, leaving commuters on Sydney’s northern
beaches and in fast-growing suburbs around Olympic Park facing slower journeys for years
longer than originally promised.12

Certainly the delays due to the pandemic, and especially in NSW, have been substantial
(Figure 3.3). It is clear that the NSW Government had a record of under-spending on
infrastructure even before the pandemic with 2016-17 and 2017-18 appearing to have
substantial under-spends. Victoria’s forecasting problems appear to be largely
pandemic-related (Figure 3.4).

12 Rabe, T. and O’Sullivan, M. (2022).
11 Mizen, R. (2021).
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Figure 3.3. Gross acquisitions of non-financial assets, NSW

Source: various NSW Government budget papers.

Figure 3.4. Gross acquisitions of non-financial assets, Victoria

Source: various Victorian Government budget papers. A mid-year (-1) estimate for 2016-17 for
Victoria could not be identified due to the presentation of the figures in the mid-year update.
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The Queensland Government had a similar problem to NSW’s pre-pandemic, and also
experienced issues during the pandemic (Figure 3.5).

Figure 3.5. Gross acquisitions of non-financial assets, Queensland

Source: various Queensland Government budget papers.

This is all to say it is prudent to assume a lower level of state government capital spending in
both 2021-22 and 2022-23 to reflect ongoing delays in the roll-out of infrastructure programs
in an environment where the labour market is extremely tight, supply-chain blockages
persist, and states like NSW are actively foreshadowing delays. The Sydney Morning Herald
reported on 7 April 2022:

A NSW government review of major infrastructure will extend beyond public transport and
roads, as Premier Dominic Perrottet revealed that timelines for education and health projects
will be examined.

With cost pressures mounting across major projects in Australia due to the COVID-19
pandemic and labour shortages, the state government is considering the deferral of several
mega projects, including the Beaches Link motorway and an extension of the Parramatta
light rail line.13

Ultimately, a capital expenditure delay could be of great importance to budget estimates and
borrowing requirements. We have seen capital expenditure revisions have been a large
source of variation in budget estimates. Kieran Davies, Chief Macro Strategist at Coolabah

13 Rabe, T. (2022).
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Capital Investments, estimates that a 10% delay is typical based on the last couple of
decades of data with the pandemic increasing delays to 20% in some states.14 Davies’
research suggests that infrastructure spending delays alone could reduce state borrowing
requirements by $8-16 billion in 2022-23.15

Hence, there is substantial evidence to support downward revisions to expected capital
expenditures in FY22 and FY23.

15 Ibid.
14 Davies, K. (2022a).
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4. Revised state budget forecasts

4.1. Central case estimates

4.1.1. Estimates
Our first set of estimates could be considered conservative estimates, which update
mid-year budget estimates based on the latest economic forecasts in the 2022-23 federal
budget, as well as data on important parameters (e.g. iron ore and coal prices). Budget
balances are expected to improve very materially relative to mid-year forecasts in both FY22
($8.7 billion reduction in the deficit) and FY23 ($12.8 billion reduction in the deficit). In these
estimates, we see large improvements in budget balances due to higher revenue, especially
from royalties, and also from likely delays in the rollout of capital expenditures. In total, we
expect an improvement of at least $21.4 billion across these two financial years in our
conservative central case.

Table 4.1. State budget forecasts, NFPS, conservative central case

State
Net Operating Balance ($ million)

FY22 FY23
Latest Our forecast Difference Latest Our forecast Difference

NSW -19,688 -18,814 874 -4,362 -2,243 2,119
VIC -21,048 -20,814 234 -6,672 -7,000 -328
QLD -1,128 549 1,677 -1,978 -317 1,662
WA 3,271 5,548 2,277 1,482 2,893 1,411
SA -1,981 -1,928 54 -324 -182 142
TAS -629 -619 10 53 47.40 -6
TOTAL -41,203 -36,078 5,125 -11,801 -6,801 4,999

Fiscal Balance ($ million)

State FY22 FY23
Latest Our forecast Difference Latest Our forecast Difference

NSW -39,043 -36,761 2,282 -23,795 -18,725 5,070
VIC -36,219 -35,070 1,149 -23,481 -21,689 1,793
QLD -7,184 -4,908 2,276 -6,880 -4,042 2,838
WA 135 2,816 2,681 -2,085 171 2,256
SA -3,612 -3,367 245 -2,568 -1,980 589
TAS -1,471 -1378 93 -1,273 -1061 212
TOTAL -87,394 -78,668 8,726 -60,082 -47,325 12,757
Source: Adept Economics State Budget Forecasting Model, 2022.
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The improvement is driven by a combination of factors, including a faster growing economy,
boosting state tax revenues, elevated commodity prices partly due to the war in Ukraine, and
delays in infrastructure projects and related spending (Table 4.2). Additional expenses (e.g.
pandemic-related assistance and flood repairs) subtract from the budget improvement. The
conservative nature of the estimates is obvious, as in the central case we have modelled a
decline in stamp duty revenue in FY23 associated with potential 5% falls in property prices
nationwide as interest rates increase.

Table 4.2. Sources of revisions to NFPS fiscal balance estimates - central case
FY22 FY23

Budget item $m $m
Taxation 703 -1,903
Royalties 5,300 3,523
Grants 10,882 6,621
Expenses -11,762 -3,240
Capital works 3,600 7,758
TOTAL 8,722 12,759
Source: Adept Economics State Budget Forecasting Model, 2022. N.B. differences with Table 4.1 are
due to rounding.

Forecasts for the General Government sector are presented in the Appendix.

4.1.2. Assumptions
In the state budget modelling, we have adjusted the major variables that will drive budget
balance revisions, and left everything else constant (including, among other things, the
exchange rate). In the current version of our State Budget Forecasting Model, the variables
adjusted include:

● Payroll tax revenue;
● Stamp/Transfer duty revenue;
● Royalties;
● Grants revenue from the Commonwealth;
● Other expenses - where pandemic and flood-related spending is allocated in this

model; and
● Purchases of non-financial assets (i.e. CAPEX).

In the central case, we do not assume any uplift in land tax revenue beyond which has
already been forecast in mid-year updates, but we do model a land tax uplift in our upside
case below. We would note mid-year budget updates did include significant uplifts in
expected land tax revenues. For example, in its mid-year budget update, NSW Treasury
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revised its land tax estimate for FY22 upwards by $145 million (up 3.0%) and its FY23
estimate upwards by $167 million (up 3.3%).

We have used the revised Commonwealth grants data in federal Budget Paper 3 for
2022-23 to adjust grants revenue for each individual state. For simplicity, we have assumed
that additional payments for Specific Purposes are accompanied by equivalent changes in
other expenses. This assumption means that it is only GST and other general revenue
assistance grants that have a net impact on the budget balance.

In terms of CAPEX delays, in the central case we have assumed that purchases of
non-financial assets are 5% and 10% lower than mid-year forecasts (for General
Government and GOCs; i.e. so for NPFS, too) in FY22 and FY23 respectively.

Flood repairs are assumed to be paid for 75% by the Commonwealth Government, and only
occur in NSW and Queensland. We assume a total cost of the floods over FY22 and FY23 in
NSW of $4 billion ($3 billion in FY22), and of $2.5 billion in Queensland, consistent with the
Queensland Treasurer’s preliminary estimate (with an assumed $1.5 billion in FY22).

Other key assumptions are presented below for commodity prices (Table 4.3) and for
variables relevant to payroll tax (Table 4.4), and stamp duty (Table 4.5). Our commodity price
assumptions are based on our analysis of market prices, including 12-month ahead futures
prices. These assumed prices are higher than suggested in the recent federal budget
economic outlook, which is assuming prices revert to more typical levels later this year. But
we choose different assumptions for our central case based, as noted, on futures prices and
also the fact the global economic disruption, associated partly with the war in Ukraine, is
likely to extend beyond this year. For instance, the prospective ban on Russian coal
represents a potential long-lasting adverse supply shock to the market, which will put upward
pressure on prices, benefiting Australian miners and taxpayers via royalties.16

Table 4.3. Assumptions relevant to royalties - central case

Base assumptions Revised assumptions

Commodities FY22 FY23 FY22 FY23
Coking coal (USD/tonne) 222 150 350 200
Thermal coal (USD/tonne) 110 80 200 140
Iron ore (USD/tonne) 105 66 130 80
Oil (USD/barrel) 78 73 90 90
Source: Various sources used in Adept Economics State Budget Forecasting Model, 2022.

16 See, for instance, reporting for Reuters (Saul, 2022) “EU countries hunt for global coal stocks as
Russian ban looms” and for the Courier-Mail (Killoran, 2022) “Russia’s loss, Adani’s gain? What
Russian coal ban means for QLD.”
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Table 4.4. Assumptions relevant to payroll tax - central case
Var. (%) from original

assumptions
Sensitivity ($ million

per % variation)
State Variables FY22 FY23 FY22 FY23

NSW Average compensation of employees 0.50 0.50 120 124
Employment 1.75 0.00 120 124

VIC Average compensation of employees 0.50 0.50 90 104
Employment 1.75 0.00 85 101

QLD Average compensation of employees 0.50 0.50 45 45
Employment 1.75 0.00 45 45

WA Average compensation of employees 0.50 0.50 43 43
Employment 1.75 0.00 43 43

SA Average compensation of employees 0.50 0.50 14 14
Employment 1.75 0.00 14 14

TAS Average compensation of employees 0.50 0.50 4.2 4.2
Employment 1.75 0.00 4.2 4.2

Source: Various sources used in Adept Economics State Budget Forecasting Model, 2022.

Table 4.5. Assumptions relevant to stamp duty - central case
Var. (%) from original
assumptions

Sensitivity ($ million
per % variation)

State Variables FY22 FY23 FY22 FY23

NSW
Residential prices (average transacted
prices) 0 -5 163 179
Residential transaction volumes 0 0 97 93

VIC
Residential prices (average transacted
prices) 0 -5 151 156
Residential transaction volumes 0 0 74 74

QLD
Residential prices (average transacted
prices) 0 -5 46 46
Residential transaction volumes 0 0 46 46

WA
Residential prices (average transacted
prices) 0 -5 20 20
Residential transaction volumes 0 0 16 16

SA
Residential prices (average transacted
prices) 0 -5 10 10
Residential transaction volumes 0 0 8 8

TAS
Residential prices (average transacted
prices) 0 -5 3 3
Residential transaction volumes 0 0 2.4 2.4

Source: Various sources used in Adept Economics State Budget Forecasting Model, 2022.
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4.1.3. Implications for debt issuance
The large improvement in budget balances will have large implications for debt issuance -
that is, the value of bonds which need to be sold by state debt management offices (e.g.
NSW Treasury Corporation) to cover budget deficits and to refund or refinance maturing
bonds. All else equal, a one dollar reduction in the NFPS fiscal deficit should reduce the
borrowing requirement by one dollar, and that is the approach we have taken in our
calculations.17 Of course, in practice, all else may not be equal and deficits could be covered
by selling assets (as NSW has recently flagged it may do with its lotteries business)  or
additional cash could be invested in financial assets by governments, but this serves as a
reasonable approximation. For all states and territories, we expect the required debt
issuance for FY22 to be reduced from $90 billion to no more than $81 billion, and for FY23
from $84 billion to no more than $71 billion (Table 4.6).

Table 4.6. State debt issuance less improvements in budget balances - central case
FY22 FY23

Official Our estimate Official Our estimate
$ billion $ billion $ billion $ billion

NSW 27 25 26 21
VIC 37 36 24 22
QLD 14 12 20 17
WA 2 -1 5 3
SA 4 4 7 6
TAS 2 2 1 1
NT 1 1 1 1
ACT 3 3 1 1
TOTAL 90 81 84 71
Source: Adept Economics State Budget Forecasting Model, 2022, using term issuance data provided
by CCI. Note: we have not modelled any changes for NT and ACT. Note the estimates by state may
not exactly equal the total due to rounding.

The analysis in Table 4.6 does not account for any pre-funding of debt issuance done by the
states. Based on observed debt issuance compared with the five largest states' official
funding tasks, they appear to be approximately $4.9 billion pre-funded for FY23. Smaller

17 While we have modelled changes in the budget balances of states based on the accrual accounting
estimates presented in the budget and mid-year update operating statements, in our view this is
immaterial. We used the operating statements to be consistent with the budget estimates that are
usually presented by governments and discussed in the media (i.e. the accrual estimates). The
changes we estimate in major budget items will be very similar in accrual and cash terms, so we have
not separately modelled the cash flow statements of state governments. Using our methodology, the
changes would be exactly the same, so there would be no difference for impact on debt issuance
requirements.

30



states and territories will likely have similar pre-funding completed. This means that debt
issuance estimates could be further reduced by at least around $5 billion of pre-funding if the
states maintain their current issuance run-rates. This would reduce the states and territories'
expected total debt issuance in FY23 to around $66 billion in our conservative central
scenario.

4.2. Upside case estimates

4.2.1. Estimates
Upside estimates, in which economic growth is stronger than in the conservative central
case and commodity prices remain highly-elevated, are presented in Table 4.7. In the upside
case, the fiscal balance improvements could be up to $11 billion in FY22 and $17-18 billion
in FY23, summing to an over $28 billion improvement over the two financial years.

Table 4.7. State budget forecasts, NFPS, Adept Economics upside case

State
Net Operating Balance ($ million)

FY22 FY23
Latest Our forecast Difference Latest Our forecast Difference

NSW -19,688 -17,886 1,802 -4,362 -795 3,567
VIC -21,048 -20,600 448 -6,672 -6,720 -48
QLD -1,128 1,373 2,501 -1,978 887 2,865
WA 3,271 5,676 2,405 1,482 4,683 3,201
SA -1,981 -1,900 81 -324 -148 176
TAS -629 -612 18 53 56.62 3
TOTAL -41,203 -33,949 7,254 -11,801 -2,037 9,764

Fiscal Balance ($ million)

State FY22 FY23
Latest Our forecast Difference Latest Our forecast Difference

NSW -39,043 -35,834 3,209 -23,795 -17,277 6,518
VIC -36,219 -34,855 1,364 -23,481 -21,408 2,073
QLD -7,184 -4,084 3,100 -6,880 -2,838 4,042
WA 135 2,944 2,809 -2,085 1,961 4,046
SA -3,612 -3,340 272 -2,568 -1,946 622
TAS -1,471 -1371 100 -1,273 -1052 221
TOTAL -87,394 -76,539 10,854 -60,082 -42,560 17,522
Source: Adept Economics State Budget Forecasting Model, 2022
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Given the current economic momentum and the inherent conservatism of our central case,
the balance of probabilities could imply outcomes somewhere between the $21.4 billion
central case estimate and the $28.4 billion upside scenario outcome.

4.2.2. Assumptions
We modified the central case assumptions set out in section 4.1.2 above to reflect faster
economic growth, commodity prices remaining higher for longer. We also model land tax
being 5% higher than previously forecast for FY22 and FY23 in mid-year budget updates, to
account for reports of investment and commercial property owners being surprised by land
tax bills as they become eligible to pay the tax or move into higher land tax brackets. Other
specific assumptions for the upside case are presented in Table 4.8 and Table 4.9.

Table 4.8. Assumptions relevant to royalties - upside case

Base assumptions Revised assumptions

Commodities FY22 FY23 FY22 FY23
Coking coal (USD/tonne) 222 150 400 250
Thermal coal (USD/tonne) 110 80 250 200
Iron ore (USD/tonne) 105 66 130 100
Oil (USD/barrel) 78 73 100 100
Source: Adept Economics State Budget Forecasting Model, 2022

Table 4.9. Assumptions relevant to payroll tax - upside case
Var. (%) from original

assumptions
Sensitivity ($ million

per % variation)
State Variables FY22 FY23 FY22 FY23

NSW Average compensation of employees 0.50 0.50 120 124
Employment 1.75 0.50 120 124

VIC Average compensation of employees 0.50 0.50 90 104
Employment 1.75 0.50 85 101

QLD Average compensation of employees 0.50 0.50 45 45
Employment 1.75 0.50 45 45

WA Average compensation of employees 0.50 0.50 43 43
Employment 1.75 0.50 43 43

SA Average compensation of employees 0.50 0.50 14 14
Employment 1.75 0.50 14 14

TAS Average compensation of employees 0.50 0.50 4.2 4.2
Employment 1.75 0.50 4.2 4.2

Source: Adept Economics State Budget Forecasting Model, 2022.
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4.2.3. Implications for debt issuance
The upside case obviously implies larger reductions in required debt issuance by state
Treasury Corporations and borrowing authorities. Our estimates are provided in Table 4.10.
Total required debt issuance for FY23 could fall from the currently announced $84 billion to
around $66 billion at most. Taking into account pre-funding of at least $5 billion for FY23, as
discussed in section 4.1.3, would imply debt issuance of around $61 billion. In summary, our
modelling suggests that the states and territories’ total debt issuance in FY23 will be
between $66 billion and $61 billion across our conservative and upside scenarios.

Table 4.10. State debt issuance less improvements in budget balances - upside case
FY22 FY23

Official Our estimate Official Our estimate
$ billion $billion $ billion $billion

NSW 27 24 26 19
VIC 37 36 24 22
QLD 14 11 20 16
WA 2 -1 5 1
SA 4 4 7 6
TAS 2 2 1 1
NT 1 1 1 1
ACT 3 3 1 1
TOTAL 90 79 84 66
Source: Adept Economics State Budget Forecasting Model, 2022, using term issuance data provided
by CCI. Note: we have not modelled any changes for NT and ACT.
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5. Conclusions
This report has revealed a large expected improvement in state government budget
balances of $21-28 billion dollars over FY22 and FY23. It highlights the need for state
Treasuries to devote more resources to accurate budget forecasting. As demonstrated,
overly pessimistic estimates can increase borrowing costs relative to Commonwealth bonds
for the same maturities.

Further analysis of state (and territory) budgetary data would be desirable as an extension of
the rapid analysis undertaken in this report. This could include the following.

● Further elaboration of the model to make more budget items subject to parameter
variations (e.g. employee expenses) and to allow for variations of CPI inflation, as
well as GOC earnings, among other things.

● Adding the Northern Territory and Australian Capital Territory to the forecasting
model.

● Consideration of infrastructure construction price increases, which may be higher
than CPI given a large number of projects being built concurrently.

● More precise modelling of royalties, to take into account potential volume changes
and exact schedules of royalty rates, as opposed to relying on budget sensitivities
reported in state budget papers.

● Further analysis of CAPEX actuals versus forecasts data and investigation of
underlying reasons - ie. is it a systematic optimism bias about how quickly projects
can be taken from the drawing board to work sites?

● Monte Carlo analysis (e.g. in @RISK) whereby probability distributions for key
parameters are specified and the probability distributions of the outcome variables
(i.e. budget balances) are estimated via simulation.

● Further analysis of the relationship between fiscal balances and borrowing
requirements over time, and explicit modelling of the cash flow statements, and
overall bond issuance for the entire state sector.

● Econometric analysis of the sensitivity of budgets to changes in various parameters
and how spending responds to revenue surprises - e.g. if revenue surprises on the
upside, is a fraction of this additional revenue spent on new initiatives?

Regardless of the lack of additional detail which may be desirable in the future, it is clear
from the modelling that state budget balances will be tens of billions of dollars better for
FY22 and FY23, and state borrowing requirements and expected bond issuance also much
lower than was forecast at the time of mid-financial-year budget estimates.
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Appendix: Supplementary information
Table A.1. State budget forecasts, General Government, central case estimates

State
Net Operating Balance

FY22 FY23
Latest Our forecast Difference Latest Our forecast Difference

NSW -19,458 -18,584 874 -3,612 -1,493 2,119
VIC -19,538 -19,304 234 -5,276 -5,604 -328
QLD -1,492 185 1,677 -2,397 -736 1,662
WA 2,446 4,723 2,277 1,759 3,170 1,411
SA -1,590 -1,537 54 102 244 142
TAS -605 -595 10 91 85 -6
TOTAL -40,237 -35,112 5,125 -9,333 -4,334 4,999

Fiscal Balance

State FY22 FY23
Latest Our forecast Difference Latest Our forecast Difference

NSW -34,699 -32,756 1,943 -19,382 -14,966 4,416
VIC -28,542 -27,646 896 -12,371 -11,004 1,367
QLD -6,726 -4,633 2,093 -6,490 -4,021 2,469
WA 686 3,149 2,463 86 1,857 1,771
SA -2,902 -2,699 203 -1,907 -1,406 501
TAS -1,023 -969 54 -468 -369 98
TOTAL -73,206 -65,554 7,652 -40,532 -29,909 10,623
Source: Adept Economics State Budget Forecasting Model, 2022.
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Table A.2. State budget forecasts, General Government, upside case estimates

State
Net Operating Balance

FY22 FY23
Latest Our forecast Difference Latest Our forecast Difference

NSW -19,458 -17,656 1,802 -3,612 -45 3,567
VIC -19,538 -19,090 448 -5,276 -5,324 -48
QLD -1,492 1,009 2,501 -2,397 468 2,865
WA 2,446 4,851 2,405 1,759 4,960 3,201
SA -1,590 -1,509 81 102 278 176
TAS -605 -587 18 91 94 3
TOTAL -40,237 -32,983 7,254 -9,333 431 9,764

Fiscal Balance

State FY22 FY23
Latest Our forecast Difference Latest Our forecast Difference

NSW -34,699 -31,829 2,870 -19,382 -13,518 5,864
VIC -28,542 -27,432 1,110 -12,371 -10,724 1,647
QLD -6,726 -3,809 2,917 -6,490 -2,817 3,673
WA 686 3,278 2,592 86 3,647 3,561
SA -2,902 -2,672 230 -1,907 -1,372 535
TAS -1,023 -962 61 -468 -360 108
TOTAL -73,206 -63,426 9,780 -40,532 -25,144 15,387
Source: Adept Economics State Budget Forecasting Model, 2022.
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