Federal Budget
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Reform comes second to
electioneering

29 March 2022

From the Chief Economist

From a business point of view, the 2022-23 budget had two tasks. One was to avoid
creating unwanted demand that might push the Reserve Bank of Australia (RBA) to raise
rates sooner - or push them higher - and two was to unlock supply constraints to increase
the productive capacity of the economy.

A perfect score would have been given for a budget that avoided price pressure while giving business the
best possible platform from which to be as productive as possible. These policies would in turn would lift
our GDP potential, make the COVID debt easier to pay off and help address growing demand for
government funded health, disability, aged care and defence; particularly important given our ageing
population and a geopolitically uncertain world.

On this basis, we give Treasurer Frydenberg a six out of 10.
There were several welcome policies that will give more incentives to work and help more people into
training, both of which make it easier to do business.

The improved paid parental scheme will support workforce participation by giving parents more flexibility
about how they split their work commitments and greater flexibility for young families.

When the apprenticeship wage subsidy comes to an end in the second half of this year, the Australian
Apprenticeships Incentive System will be introduced to support apprentices in priority trades. Help for the
most disadvantaged youth to find work will come from ReBoot and indigenous workers will benefit from a
$636 million Rangers Program.

Federal Budget 2022-23 | EY Oceania Economics /

EY

Building a better
working world



2022-23 Federal Budget

The technology investment boost will give $S1 billion in tax relief over four years to small businesses that
invest more in digital products and $550 million is available to help them upskill their employees. Reducing
red tape for employee share schemes will make it easier for Australia’'s budding technology companies to be
globally competitive in attracting and retaining skilled employees.

Additional infrastructure commitments will all slowly add to the economy'’s capacity reducing bottlenecks
and travel times through grants to State and Territory governments.

Ultimately, in this budget, Australian businesses were stuck on the sidelines calling for game changing rules
to tackle the very real challenges they face with supply blockages, a lack of skilled staff and a global
economy that is decarbonising around us.

Dive on to capture our key takeaways in ten charts.

Cherelle Murphy | EY Oceania Chief Economist
29 March 2022
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1. A stronger economy and higher commodity prices have
boosted the budget bottom line since the Mid-Year update

Changes to the underlying cash balance since the 2021-22 mid-year update
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2. Payments are coming down and receipts are moving higher

Receipts and Payments
Per cent, share of nominal GDP
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3. Tax receipts are expected to rise, but not past the
Government's self-imposed 23.9 per cent of GDP limit

Tax receipts to GDP
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4. Net debt remains high due to COVID-19-related emergency
measures, however, interest payments are manageable

Net debt and net interest payments
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5. The budget bottom line was improved, but could have been
better if a third of the windfall gains had not been spent

Underlying cash balance :
Per cent of nominal GDP
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6. Fiscal policy remains accommodative, but is tighter than it was
at the Mid-Year update

The change in the underlying cash balance
Per cent of nominal GDP
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7.GDP estimates are slowly converging to pre-pandemic
projections

GDP, actuals and forecasts
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8. Australian workers have never been more utilised; flexible
parental leave changes will lift workforce participation further

Unemployment and participation rate forecasts

Per cent, Annual average Per cent, June quarter
67 1 - 12
( - 11

66 |
- 10

65
-9
64 | L 8
63 | [
- 6

62
)

61 |
-4
60 1 1 1 1 1 3

Jun-80 Jun-84 Jun-88 Jun-92 Jun-96 Jun-00 Jun-04 Jun-08 Jun-12 Jun-16 Jun-20 Jun-24

Participation Rate (LHS)
==0==Participation rate - Budget 2022-23 (LHS)
Unemployment Rate (RHS)
==@==Jnemployment rate - Budget 2022-23 (RHS) EY analysis of ABS and Budget data

2022-23 Federal Budget | EY Oceania Economics 6



2022-23 Federal Budget

9. Strong labour market conditions should translate into stronger
wage growth

Wages and prices
Per cent growth, through the year
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10. Upwardly revised net overseas migration will help ease
supply side pressure and raise economic potential

Population growth and net overseas migration
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EY can help

The future is uncertain, but the path there
doesn’t need to be.

EY Oceania Economics is an economic advisory
practice specialising in applied quantitative
analysis, combining the elements of Economics,
Policy and Strategy to provide insights through
modelling and data visualisation.

We have a deep knowledge of the Australian
economy and the business environment, offering
a unique perspective in a rapidly changing world.
We deliver:

» Economic scenario modelling and
economic impact assessments

» Macroeconomic modelling and
forecasting

» Tailored Economic Insights

» Bespoke economic models and tools

» Deep labour market modelling capabilities
» Economic Policy Development

» Climate change modelling

For updates and analysis, visit
www.ey.com/en_au/economics
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EY exists to build a better working world, helping
to create long-term value for clients, people and
society and build trust in the capital markets.

Enabled by data and technology, diverse EY
teams in over 150 countries provide trust
through assurance and help clients grow,
transform and operate.

Working across assurance, consulting, law,
strategy, tax and transactions, EY teams ask
better questions to find new answers for the
complex issues facing our world today.

EY refers to the global organization, and may refer to one or more, of
the member firms of Ernst & Young Global Limited, each of which is a
separate legal entity. Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services to clients. Information
about how EY collects and uses personal data and a description of the
rights individuals have under data protection legislation are available
via ey.com/privacy. EY member firms do not practice law where
prohibited by local laws. For more information about our organization,
please visit ey.com.

© 2022 Ernst & Young, Australia
All Rights Reserved.

This communication provides general information which is current at the time of
production. The information contained in this communication does not
constitute advice and should not be relied on as such. Professional advice should
be sought prior to any action being taken in reliance on any of the information.
Ernst & Young disclaims all responsibility and liability (including, without
limitation, for any direct or indirect or consequential costs, loss or damage or
loss of profits) arising from anything done or omitted to be done by any party in
reliance, whether wholly or partially, on any of the information. Any party that
relies on the information does so at its own risk. Liability limited by a scheme
approved under Professional Standards Legislation.

ey.com

EYSCORF 002671-22-AUNZ



