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Budget headlines - no (additional) surprises
Key points

Relative to MYEFO, the deficits have improved by $45b over the forward estimates, as the government has
elected to bank a portion of the improved revenue flows.

The Budget forecasts that the underlying cash balance is likely to remain in deficit for the foreseeable
future. The expected deficit for 2026-27 is $31.5bn.

The headline cash balance, which accounts for “off balance sheet” expenditure or investment, is forecast to
be $64bn in 2026-27, around 2.1% of GDP.

Reform, restraint and resilience were the three self-nominated pillars that were used by the Treasurer to
frame the budget. Generally speaking, the Budget addresses all of these.

Reforms were largely as pre-announced. The government has been relatively restrained on cost of living
measures, with the tax offset for working Australians small and not starting until July 2027.

The government’s economics forecasts are broadly in line with the RBA’s and our own numbers. Growth
will slow, inflation will rise and the unemployment rate will drift higher.

We assess the stance of fiscal policy as neutral for the coming financial year, although this represents a
change from expansionary fiscal policy in 2025/26. As such, the change in fiscal settings will better align
with the RBA’s monetary policy ambitions.



The windfalls from a better economy...

Have not been all spent
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The gap between the headline cash balance and the UCB is growing...
We should not pay sole attention to the UCB as a measure of the fiscal position
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The budget remains in structural deficit
Though as a share of GDP remains relative contained

Structural budget balance (% of GDP)
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The fiscal impulse is broadly neutral next year after support this year
Better aligning with the stance of monetary policy
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Interest remains the fastest growing expense
NDIS spending growth now projected to slow sharply

Chart 3.8: Average annual growth in major payments over the medium term
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The debt burden is increasing alongside the deficit
But remains very low by international standards (dotted line is MYEFO)

Federal budget: debt measures (% of GDP)
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What drove the U-turn?

4 surprises, all in the same direction, and then Iran
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Australia an oil importer, but net energy exporter

Oil-derivate products drive short term inflation shock, but export revenues an offset

Energy trade balance (rolling annual)*
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Australia fuel

It comes from Asia’s refineries, it is used in road transport, mining and agriculture

Australia refined oil supply (rolling annual)
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Oil and Oil products

Middle Eastern surplus goes to APAC
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Business confidence falls and prices rise in March *

Confidence plunged in March

NAB Business Survey NAB Survey Prices (deviation from average)
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Inflation was broad based before energy shock *

Inflation could peak around 5% in Q2

CPl and NAB forecasts Significant Constraints on Output
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Households to drive GDP slowdown *

We expect consumption growth to slow towards 1% over 2026

Real Household Consumption % yoy
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Labour market tighter for blue collar workers *

Labour market easing led by white collar workers

Unemployment ratio by occupation Unemployment Rates by State
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RBA tightening well priced

¥*

More upside for 10yr than 3yr over the next 12-18 months

RBA Policy Rate and Swap Rates
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The Australian dollar *

Terms of trade support limiting downside, but rate differential and risk off less
supportive
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Disclaimer

General Disclaimer: This document has been prepared by Research author(s) from the Markets Research Division on behalf of National Australia Bank Limited ABN 12 004
044 937 AFSL 230686 ("National Australia Bank Limited" or "NAB") its related companies, and associated entities. Any Investment Recommendations contained in this
Markets Research report ("Report") is general advice which does not take into account your particular objectives, financial situation and needs. Before acting on any
Investment Recommendations in this Report, NAB recommends that you consider whether the Investment Recommendations are appropriate for your circumstances. NAB
recommends that you obtain and consider any relevant Product Disclosure Statement, or other disclosure documents, before making any decision about a financial
instrument or financial product including whether to acquire, divest or to continue to hold.

So far as laws and regulatory requirements permit, NAB, its related companies, associated entities and any officer, employee, agent, adviser or contractor thereof (the
"NAB Group") does not warrant or represent that the information, Investment Recommendations, opinions or conclusions contained in this Report ("Information") is
accurate, reliable, complete or current. The Information is indicative and prepared for information purposes only and does not purport to contain all matters relevant to
any particular investment or financial instrument or financial product. The Information is not intended to be relied upon. Anyone proposing to use the Information should
independently verify and check its accuracy, completeness, reliability and suitability by obtaining appropriate professional advice. The Information is not intended to
create any legal or fiduciary relationship and nothing contained in this Report will be considered an invitation to engage in business, guidance, invitation, inducement,
proposal, advice or solicitation to provide investment, financial or banking services or an invitation to engage in business or invest, buy, sell or deal in any financial
instruments or financial product.

The Information is subject to change without notice, and the NAB Group shall not be under any duty to update or correct it. All statements as to future matters are not
guaranteed to be accurate and any statements as to past performance do not represent future performance. Fluctuations in exchange rates could have adverse effects on
the value or price of, or income derived from, certain investments. Certain transactions, including those involving futures, options, and other derivatives, give rise to
substantial risk and are not suitable for all investors.

This Report is intended for distribution to authorised clients (whether wholesale only or wholesale and retail) of the NAB Group only and may not be reproduced or
distributed without the consent of NAB. The Information is governed by, and is to be construed in accordance with, the laws in force in the State of Victoria, Australia.

This Report, including any Investment Recommendations, is issued by NAB under AFSL 230686. This Report may include contributions from Research author(s) employed
by Bank of New Zealand, a related company of NAB, on behalf of NAB. Such contributions are subject to review by NAB accredited Research authors in NAB’s Markets
Research Division.

Conflicts of Interest: NAB Group has implemented policies and procedures designed to ensure conflicts of interests are managed consistently, appropriately, and to treat
clients fairly. The following arrangements have been adopted for the avoidance and prevention of conflicts of interests associated with the provision of Investment
Recommendations: information barriers; physical separation of various Business/Support Units; strict and well defined information barrier crossing procedures;
documented and well defined procedures for dealing with conflicts of interest; reasonable steps by Compliance to ensure that the information barrier arrangements
remain effective and that such arrangements are adequately monitored. All research reports are disseminated and available to all selected and verified clients
simultaneously through electronic publication. Not all Markets Research content is distributed or available to third parties, nor is NAB Group responsible for the
distribution of Markets Research to third parties.




Disclaimer

NAB Group sales persons, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and principal trading desks that
reflect opinions that are contrary to the Investment Recommendations or views expressed in this Report.

Research author(s) Disclaimer: The Information in this Report accurately reflects the personal views of the Research author(s) about the financial instruments or financial
products, companies or issuers and other subject matters discussed, and is based upon sources reasonably believed to be reliable and accurate. The views of the Research
author(s) do not necessarily reflect the views of the NAB Group. No part of the compensation of the Research author(s) was, is, or will be, directly or indirectly, related to any
specific Investment Recommendations or views expressed. Research author(s) responsible for this Report receive compensation based upon, among other factors, the overall
profitability of the NAB Group, which includes the Corporate and Institutional Division.

Research author(s), professionals reporting to the Research author(s), and their household members, where producing and issuing Investment Recommendations, are
restricted in transacting the subject company or issuer's financial instruments or financial products.

The NAB Group maintains an effective information barrier between the Markets Research staff and its private side operations. Private side functions are physically segregated
from Markets Research staff and have no control over their remuneration or budget. Markets Research do not report directly or indirectly to any private side function. The
Research author(s) have not received assistance from the subject company or issuer in the Report.

Research author(s) Declaration: The Research author(s) who prepared the Report declared that, at the time of issuing the Report, they had not received inside information
and had not been influenced or attempted to be influenced by any other part of the NAB Group. The present Report does not contain inside information (including material
non-public information). NAB research materials may include contributions from third parties on behalf of NAB. Such contributions are subject to review by NAB accredited
Research authorsin NAB’s Markets Research Division

Investment Recommendations: This Report may contain Investment Recommendations, including Information recommending an investment strategy related to financial
instruments or financial products. Reasonable steps have been taken to ensure that the report is presented in a clear, accurate and objective manner. Investment
Recommendations for financial instruments (which is also defined in the Regulation (EU) No 596/2014 of the European Parliament and of the Council as it forms part of UK law
by virtue of the European Union (Withdrawal) Act 2018 (as amended), known as the UK Market Abuse Regulation ("UK MAR"), are made in compliance with Article 20 of the UK
MAR or Article 20 of Regulation (EU) No. 596/2014 of the European Parliament and Council known as the Market Abuse Regulation (“EU MAR”). Investment Recommendations
for financial products are outlined under the Australian Securities and Investment Commission's Regulatory Guide 264 Sell-side Research ("ASIC RG 264").

Unless otherwise indicated, there are no planned updates to any Investment Recommendations at the time of this Report's publication. The NAB Group has no obligation to
update, modify or amend any Investment Recommendations or to notify the recipients of any Investment Recommendations should any Information, including opinion,
forecast or estimate set out in Investment Recommendations change or subsequently become inaccurate. To the extent that the price of any financial instrument or financial
product is mentioned in Investment Recommendations, it is the price as of the stated date and at or around the stated time of this Report. Unless otherwise indicated, prices
are sourced from local exchanges via Bloomberg, Marcobond and other vendors. Other Information is sourced from the NAB Group, subject issuers, and other sources.




Disclaimer

The NAB Group and its affiliates, officers, directors, and employees will from time to time take various positions and/or roles in relation to financial instruments or financial
products and services, and (subject to NAB Group policies) may hold or look to hold a position or act as a price-maker in the financial instruments or financial products of any
company or issuer discussed in this Report, or act and receive fees as an underwriter, placement agent, adviser, broker or lender to such company or issuer. The NAB Group may
transact, for its own account or for the account of any client(s), the securities of or other financial instruments or financial products relating to any company or issuer described in
the Report, including in a manner that is inconsistent with or contrary to the Information. Directors or employees of the NAB Group may serve or may have served as officers or
directors of the subject company or issuer of this Report. The NAB Group's disclosure of interests related to Investment Recommendations can be provided upon request to
nabau markets.compliance@nab.com.au

The NAB Group does not permit any company, issuer or other third parties to see or comment on any Investment Recommendations prior to completion and distribution.
For Fixed Income and Strategist Reports the meaning of Investment Recommendations will be categorised as follows:
«Macro: Medium to longer term duration trade recommendation based on factors related to macro-economic conditions.
«Strategic: Medium to longer term duration trade recommendation based on factors related to macro-economic and market conditions.
sTactical: Short-term duration trade recommendation related to hedging and / or market positioning a client's investment views related to market events.
+Relative value: Short-term duration trade recommendation where one financial instrument or financial product is trading relative to another with potential entry/exit/stop
levels.
A list of all previous disseminated reports by the Research author(s) that included Investment Recommendations (together with an explanation of the related considerations) can
be provided upon request to nab.global.markets.research@nab.com.au.
Financial instruments or financial products mentioned in Investment Recommendations may not be available in all jurisdictions or to all NAB Group clients. Clients should contact
their respective NAB Group sales persons and execute transactions through a NAB Group licensed entity in the client's home jurisdiction unless governing laws permit otherwise.
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