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Treasurer Wayne Swan’s maiden Budget delivered what was 
expected, including a mammoth budget surplus which, thanks to 
the mining boom and the boost to company tax receipts, is the 
biggest for nearly a decade (as a share of GDP). The Treasurer 
hinted pre-Budget that there would be few surprises and he 
delivered - this was a “rabbit-free” Budget. 

The Budget delivered generous personal income tax cuts, changes 
to middle class welfare arrangements, and new spending on 
health, education, and infrastructure. Also, the government 
announced cuts to spending in other portfolios, which became 
bloated under the previous Coalition government. 

The clear winners are lower income earners and Labor’s 
ubiquitous “working families” - they received generous personal 
income tax relief, beneficial changes to Medicare arrangements, 
measures to improve housing affordability, and increased spending 
on public education and health. 

The clear losers are higher income earners, who lose much of their 
current welfare payments via new means tests, had their income 
tax cuts promised by the previous Coalition government deferred 
by Labor, and have to pay more for their “luxury” cars. 

• 

Figure 1: Commonwealth Budget balance 
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Treasurer Wayne Swan tonight delivered his maiden Budget, the first by a Labor 
government for 13 years. When a Labor Treasurer last delivered a federal Budget, 
Carlton won the AFL premiership (yes, it’s been that long), Mark Taylor was captain 
of Australia’s cricket team, Ben Crenshaw won the Masters, and Pete Sampras beat 
Boris Becker in the final at Wimbledon. 

Treasurer Wayne Swan tonight 
delivered his maiden Budget, the 
first by a Labor government for 
13 years. 

The Budget delivered broadly what was expected, including a mammoth budget 
surplus which, thanks to the mining boom and the boost to company tax receipts, is 
the biggest for nearly a decade as a share of GDP. Again, as expected, the Budget 
delivered generous personal income tax cuts for lower income earners, means testing 
of middle class welfare arrangements, and new spending measures on health, 
education, water and infrastructure. The government also announced targeted cuts to 
spending, which became unnecessarily bloated under the previous Coalition 
government. 

The Treasurer hinted pre-Budget that there would be few surprises and he delivered - 
this was a “rabbit-free” Budget. Treasurers normally hold back some good news to 
generate favourable press coverage in the morning, but not this time. 

Table 1: Budget parameters 

2007-08 2008-09(f) 2009-10(f) 2010-11(f) 2011-12(f)

Balance - $billion 16.8 21.7 19.7 19.0 18.9

Balance - % of GDP 1.5 1.8 1.5 1.4 1.3

Change - % of GDP -0.1 0.3 -0.3 -0.1 -0.1

Fiscal policy stance Looser Tighter Looser Looser Looser
 

Source: Budget Papers, JPMorgan. 

The clear winners are lower income earners and Labor’s ubiquitous “working 
families” - they received generous personal income tax relief, beneficial changes to 
Medicare arrangements, measures to improve housing affordability, and increased 
spending on public education and health. The clear losers are higher income earners, 
who lose much of their current welfare payments via new means tests, had their 
income tax cuts promised by the previous Coalition government deferred, and have 
to pay more for their “luxury” cars. 

The clear winners are lower 
income earners and Labor’s 
ubiquitous “working families”. 

Budget objective – rewarding the Labor faithful 
This budget had several primary objectives beneath the government’s oft-repeated, 
over-arching aim of using fiscal policy to quell domestic inflation pressure. In 
particular, it had to: 

• deliver on Labor’s election promises, including the personal tax relief and 
targeted spending in key, politically-sensitive portfolios like health, and 
education; 

• reward Labor’s political base – the “working families” who delivered last 
November’s federal election victory; and 
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• establish Labor’s credentials as prudent managers of the economy. 
Traditionally, economic management has been the badge worn by the 
Coalition, not by Labor. 

The Budget achieved these objectives, but the key question of whether the 
Budget is successful in capping inflation pressure remains unresolved. Granting 
massive personal income tax relief behind a veneer of spending austerity is a 
risky strategy, particularly with the Reserve Bank forecasting only last Friday 
that inflation will stay above target for at least the next two years. 

The key question of whether the 
Budget is successful in capping 
inflation pressure remains 
unresolved. 

The Budget is contractionary ….. 
Mr. Swan produced a mammoth surplus of $21.7 billion (1.8% of GDP), in line with 
market expectations. He delivered on Labor's pre-election commitment of cutting 
personal income taxes, and simultaneously announced deep spending cuts and 
widespread means testing of the middle class welfare arrangements put on place by 
the previous government. The government also announced new spending measures 
aimed at boosting productivity and improving the country’s creaking infrastructure. 

Fortunately for the Treasurer, a surge in company tax receipts on the back of the 
terms of trade boom helped close the gap left by the tax cuts. The increase in the size 
of the Budget surplus relative to last year’s estimate for 2008-09 of $17 billion and 
the 2007-08 out-turn of $16.8 billion (1.5% of GDP) means the Budget is 
contractionary, as it should be if the Government is serious about confronting 
Australia’s chronic inflation problem. In fact, the 1.8% of GDP surplus is the largest 
since 1999-00, so the government is doing some hard yards in attempting to slow 
growth in the economy and cap the upside for inflation. 

Figure 2: The stance of fiscal policy – change in the budget balance 
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Source: JPMorgan estimates. 

.…. but not as contractionary as it could have been 
That said, the Budget could, and should, have been much more contractionary. 
Deferring the tax cuts, for example, could have pushed the Budget surplus closer to 
$30 billion, which would have helped take even more of the froth out of the economy 
and put some downward pressure on inflation. Instead, for political reasons - it would 
have been political suicide for the government to cancel the tax cuts – the 
government has pulled its best punch. 

The Budget could, and should, 
have been much more 
contractionary. 
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The government’s failure to cut even deeper into bloated government spending and 
defer the tax cuts, or soak up the additional liquidity by directing them into 
superannuation, leaves on the table the possibility that the RBA may yet have to pull 
the trigger again and raise the cash rate. If necessary, RBA officials will finish the 
job the Government has left only half-completed. 

The economy – inflation, inflation, inflation …… 
With growth in the domestic economy slowing, however, growth in some of the 
world’s largest economies close to cratering, energy prices at record highs, interest 
rates having risen sharply, and inflation soaring, the economic backdrop to this 
budget was one of the most difficult for some time. Indeed, the Treasurer faced the 
difficult task of having to be seen to take Australia’s worsening inflation problem 
seriously, while not taking a piece out of Labor’s treasured “working families”, many 
of whom are suffering financial distress from high food and petrol prices, and high 
interest rates. 

Table 2: Budget’s economic forecasts 

2007-08(f) 2008-09(f) 2009-10(f) 2010-11(f) 2011-12(f)

GDP growth (%oya) 3.50 2.75 3.0 3.0 3.0

Change from PEFO -0.75 -0.75 0.0 0.0 na

Employment (%oya) 2.5 1.25 1.25 1.25 1.25

Change from PEFO 0.25 -0.50 0.0 0.0 na

Wages (%oya) 4.25 4.25 4.0 4.0 4.0

Change from PEFO 0.0 0.0 0.0 0.0 na

Inflation (%oya) 4.0 3.25 2.5 2.5 2.5

Change from PEFO 1.25 0.50 0.0 0.0 na

PEFO is the Pre-election Economic and Fiscal Outlook released in November 2007.
 

Source: Budget Papers, JPMorgan. 

The Budget included the Treasury’s updated forecasts for the economy. The Treasury 
now expects economic growth of 2.75% in 2008-09 (down from the 3.5% forecast 
before the election) and inflation averaging 4.0% in 2008-09 (well above the RBA’s 
2-3% target range), up from 2.75%. 

The Treasury now expects 
economic growth of 2.75% in 
2008-09 (down from the 3.5% 
forecast before the election). 

The Treasury’s GDP growth forecasts are below those of the RBA, as are the 
inflation forecasts. To maintain credibility, the government could not deliver a so-
called inflation-fighting budget while simultaneously forecasting inflation well above 
target for an extended period. The inflation forecasts look optimistic, particularly 
given the high base and the likelihood that food and energy prices will remain 
elevated for an extended period. 

The Budget parameters – plenty of cash 
The government’s predicted Budget surplus for 2008-09 was $21.7 billion, in line 
with market expectations. For the out-years, the Budget forecasts surpluses averaging 
1.4% of GDP. The forecast fall in the size of the budget surplus in the three years to 
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2011-12 means the government intends to loosen fiscal policy slightly, relative to 
2008-09. The government forecasts that revenues will represent 25.7% of GDP in the 
three years to 2011-12, while expenditures will represent about 24% of GDP over the 
same period. 

Figure 3: Revenue and expenditure 
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Source: Budget papers, JPMorgan. 

Revenue measures – taxing the rich 
The Government limited its revenue options by making commitments not to adjust 
the GST arrangements and preserving tax-free superannuation payments for those 
over 60 years of age. The government recently announced a tax increase for “alco 
pops”, but has its hands tied by the pre-election commitment to provide yet more 
personal tax relief. 

The main revenue measures were: 

• the promised personal income tax cuts for 2008-09, and commitment to 
further tax breaks in 2009-10 and 2010-11. The tax cuts are worth $7 billion 
in 2008-09, and $46.7 billion across four years. The tax relief accrues 
mainly to lower and middle income earners.  

o From July 2008: 

 The threshold for the top 45% personal tax rates will rise 
from $150,001 to $180,001. This will be worth $50 per 
week for someone earning between $150,000 and 
$180,001 per year. 

 The lower threshold for the 40% tax rate will rise from 
$75,000 to $80,001. This will be worth $21.15 per week 
for someone earning $80,000 per year. 

 The upper band of the income threshold for the lowest 
15% tax rate will rise from $30,000 to $34,001. The lower 
band of the 30% tax rate will rise from $30,001 to 
$34,001. 
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 Tax cuts for those earning more than $180,001 per year 
will be deferred. These savings will be directed into an 
Education Tax Refund, costing $4.4 billion over four 
years. By deferring tax cuts for the highest income 
earners, the government will acquire additional savings of  
$5.3 billion over the forward estimates period. 

 Low and middle income earners will be further assisted 
through an increase in the low income tax offset (LITO) 
from $750 to $1,200. Those eligible for the full will not 
pay tax after assessment until their annual income exceeds 
at least $14,000 (up from the current level of $11,000).  

o The government reinforced its six-year tax plan, which aims to 
flatten the income tax system by 2013-14 to reduce from four to 
three the number of tax rates, at 15%, 30% and 40%. It seeks to 
reduce the current 40% rate (which by 2010-11 will be 37%) to 
30%, and intends to increase the LITO to $2,100 by 2012-13 to 
create an effective tax free threshold of $20,000. 

Table 3: Personal income tax scales 

Existing New tax thresholds New

Existing tax thresholds tax rates (%) from 1 July 2008 tax rates (%)

$0 - $6,000 0 $0 - $6,000 0

$6,001 - $30,000 15 $6,001 - $34,000 15

$30,001 - $75,000 30 $34,001 - $80,000 30

$75,001 - $150,000 40 $80,001 - $180,000 40

$150,001+ 45 $180,001+ 45

New tax thresholds New New tax thresholds New

from 1 July 2009 tax rates (%) from 1 July 2010 tax rates (%)

$0 - $6,000 0 $0 - $6,000 0

$6,001 - $35,000 15 $6,001 - $37,000 15

$35,001 - $80,000 30 $37,001 - $80,000 30

$80,001 - $180,000 38 $80,001 - $180,000 37

$180,001+ 45 $180,001+ 45  

Source: Budget Papers. 

• removing the minimum rate of the Child Care Benefit for high income 
earners and increasing the Child Care Tax rebate from 30% to 50% and 
paying it quarterly at a cost of $1.6 billion over four years.  
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• the withholding tax imposed on payouts made by Australian trusts to 
overseas residents will be slashed from 30% to 7.5% over the next three 
years. Property trusts will be particularly affected by the new arrangements. 

• An increase in the Medicare levy surcharge thresholds. From July 1, 2008, 
singles with incomes up to $100,000 and families with incomes up to 
$150,000 will no longer be subject to the surcharge. 

• FTB Part B will only be paid to families in which the principal earner has an 
annual income up to and including $150,000. There will be a corresponding 
change to dependency tax offsets. All these thresholds will be indexed 
annually. 

• changes to the tax arrangements on luxury cars. The existing tax rate 
increases from 25% to 33%. 

Figure 4: Terms of trade and the Budget balance 
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Source: ABS, JPMorgan. 

Policy decisions taken since the Pre-election Economic and Fiscal Outlook 2007 
(PEFO) will increase revenue by $2.4 billion in 2008-09. The major policy decisions 
affecting revenue include: 

Policy decisions taken since the 
PEFO will increase revenue by 
$2.4 billion in 2008-09. 

• $640 million in 2008-09 ($3.1 billion from 27 April 2008 to 2011-12) from 
increased excise on ‘other excisable beverages’, including ‘ready-to-drink’ 
beverages. The government has essentially closed the loophole where spirits 
in pre-mixed drinks were taxed at a lower rate than bottled spirits.  

• $564 million in 2008-09 ($2.5 billion from Budget night to 2011-12) from 
removing the current exemption of condensate from the crude oil excise.  

• $226 million in 2008-09 ($2.9 billion over four years from 2008-09) from 
increasing the Migration Program by providing an additional 31,000 skilled 
stream places and 6,500 family stream places.  

• a special dividend from Australia Post of $150 million.  
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• $105 million in 2008-09 ($2.0 billion over four years from 2008-09) from 
increasing funding for compliance activities by the Australian Taxation 
Office. 

Furthermore, the government will undertake a review of the tax system. This review, 
to be released in an initial discussion paper by the end of July 2008, will be broad 
ranging and cover taxes levied by both Federal and State governments. 

Expenditure measures – means testing of welfare 
The government’s bean counters have been going through the books with a fine tooth 
comb searching for spending fat that can be trimmed. Pet projects of the previous 
Coalition government were obvious targets. The main expenditure measures were: 

The government’s bean counters 
have been going through the 
books with a fine tooth comb. 

• $4.4 billion as part of an education tax refund to provide opportunities for 
parents to invest in their children’s education. 

• $2.2 billion for measures to help address worsening housing affordability. 
The measures include measures to encourage saving and the supply of 
housing, and other measures to reduce rental costs. 

• an additional $1.1 billion over five years provided to carers, in addition to 
the one-off payments delivered recently. 

• the baby bonus will rise to $5,000 from 1 July, which costs $1 billion per 
year, and, from 1 January 2009, it will be means tested for higher income 
earners – those earning over $150,000 per year. 

• an additional $5.9 billion over five years to deliver on the government’s 
promise of an education revolution. 

• an extra $3.2 billion over the next five years for public health. 

• $2.3 billion over five years to help reduce Australia’s greenhouse gas 
emissions. 

• $12.9 billion for a ten-year national water policy framework. The measures 
will include: 

o The provision of $500 rebates for each household that installs a 
water tank. 

o $3 billion to allow water to be bought back and returned to the 
Murray Darling river system. 

o $5.8 billion for the establishment of sustainable irrigation and 
further return of water to rivers. 

o $1 billion for an urban water and desalination program. 

o $300 million for small town urban water infrastructure provision. 
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• $90 million to improve indigenous child and maternal health services. 

• formal provision of a 3% annual real increase in the $20 billion defense 
budget. The cost will be $6 billion over four years. 

• $20 billion for a Building Australia Fund to finance roads, rail, ports and 
broadband across the nation. 

• $11 billion for a new education investment fund to finance skills, TAFE 
colleges and universities. 

• $10 billion for a new health and hospitals fund to finance improvements to 
hospitals and the healthcare system. 

• $1.2 billion of additional funding to back up the government’s earlier 
promise of providing laptops to school students. State governments have 
baulked at having to fund peripheral costs like software, maintenance, and 
cabling. 

• substantial expenditure savings across government, although it appears that 
the lion’s share of these savings comes from a change in accounting 
treatment in the defense portfolio. This implies the government’s razor gang 
may have found it difficult to find more genuine savings. 

• spending within the health system has also been reviewed to ensure better 
provision of public health services. Savings measures over four years 
include: 

o $201 million from reform of the Practice Incentive Payments 
Program. 

o $105 million from improving funding arrangements for 
chemotherapy drugs to reduce wastage. 

o $103 million from removing rebates for selected pathology tests 
and $18 million in 2008-09 for reductions in particular collection 
fees. 

o $70 million from increasing compliance with the Medicare 
Benefits Schedule. 

• spending will be reduced on programs that are not meeting the 
government’s objectives in the most ‘cost-effective’ manner. These include: 

o replacing Australian Industry Productivity Centres with Enterprise 
Connect Innovation Centres that will provide greater support to 
small and medium enterprises particularly in the manufacturing 
sector. 

o closing the Commercial Ready program to avoid supporting 
projects that would have proceeded without public support and 
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where the national benefits are uncertain, generating savings of 
$707 million over four years. 

o Reforming the workplace relations system, resulting in savings of 
$394 million over five years. 

What was not in the Budget 
The following measures, some of which have been pushed by the various lobby 
groups, were not included in the Budget. 

• any change to the 10% GST rate. 

• changes to superannuation arrangements or taxation. This probably will 
come in a mini-Budget later in the year. 

• changes to the government’s current tariff arrangements. Press speculation 
indicated that the current arrangements to lower tariffs again in 2010 are 
under review. 

• there was no change to the 9% superannuation levy, even though Labor’s 
policy platform carries a long-term target of 15%. 

• no additional personal income tax cuts in addition to those already 
announced. RBA officials probably would not take kindly to the 
government pouring further fiscal fuel onto the economy’s fire, which RBA 
rate hikes are supposed to be dousing. 

• no changes to the first home owners’ grant. There was speculation that the 
government might announce a means testing of payments. 

• no changes to the petrol excise arrangements. Reductions are expensive and 
the impact can be swamped by rises in crude oil prices. 

• no cut to the 30% company tax rate - the Australian Industry Group had 
called for a 25% tax rate, which could cost as much as $11 billion per year. 

Financial market implications – issuance of $5.3 billion 
Government bond issuance will be $5.3 billion in 2008-09 to ensure the proper 
functioning of the bond and bond futures markets. The government acknowledged 
that these markets have provided important anchors for the financial system as it 
responded to global credit and liquidity concerns. Bond issuance has been averaging 
$5 billion per year since 2003. 

Government bond issuance will 
be $5.3 billion in 2008-09 to 
ensure the functioning of the 
bond and bond futures markets. 

• For bond and currency markets, investors probably: 

o take tonight’s budget announcements in their stride – unlike in 
recent budgets, there were no material surprises. 

o will welcome the delivery of a large budget surplus and the fact 
that the government has tightened fiscal policy, albeit only 
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modestly. Failure to deliver on market expectations for some 
austerity on bloated government spending would have triggered 
disappointment. 

o will be disappointed that bond issuance is restricted to just $5.3 
billion. The government does not, however, require an increase in 
issuance, given that there is no net public sector debt. 

o also may suspect some optimistic forecasting in the government’s 
inflation forecasts, which are well below those of the RBA and 
JPMorgan. 
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