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The strange case of Western Australia’s government finances: a AA budget in a five star economy1 

Executive summary 

• The Western Australian budget has hit difficult times, despite a booming economy. 
• In late 2012 the State lost its AAA credit rating, having been advised by the international 

credit rating agencies over the previous 12 months that this was likely to happen. 
• The troubles have been caused by non-salary expense growth, especially in the other 

operating expense category, and more recently interest costs and depreciation expenses. 
The latter two reflect increased use of debt to fund an enlarged infrastructure program.  

• Spending on public sector salaries has fallen as a percentage of total budget expenses, from 
48.7% in 2007/8 to an estimated 46.1% this year. 

• The non-salary cost pressures have been exacerbated by the decision to hypothecate 25% of 
royalty revenue for the Royalties for the Regions program, which has stripped the budget of 
some of its flexibility. 

• This is particularly so, given that the growth in royalties is the main reason for the 
substantial decline in GST grants to WA, which are the other main source of flexible budget 
funding.  

• Growth in royalties in particular have ensured that, overall, the State’s revenue base 
continues to increase, despite the reduction in GST revenues from the Commonwealth. 
Claims that cuts to GST revenues are the cause of WA’s budget woes are not supported by 
the evidence.  

• In real terms, revenues are up by 26% relative to 2007/8. This is far higher than population 
growth over the same period of 19%. 

• The State’s balance sheet has also hit difficult times. As a percentage of the economy, net 
worth has been in decline in recent years, largely because of the rapid build up of net debt, 
which, while low by international standards, has been growing so rapidly it has led to 
increasing and substantial interest costs to the budget. 

• The 2014/15 State budget can be expected to announce further budget tightening 
measures, particularly around expenses. Also expect increases in privatisations, including 
greater use of outsourcing. 

Introduction 

Western Australian has had a five star economy over the last decade. Driven by demand for minerals 
and energy from Asia, particularly China, economic growth has been 50% higher than that of 
Australia as a whole. The booming economy has brought with it a rapidly expanding population, as 
well as an enlarged labour force in remote locations (see for example WA Government, 2013, 
Budget Strategy and Outlook 2013/14, Budget Paper Number 3: Chapter 2).  

Growth brings with it increased government revenues. But it also requires increased expenditures, 
both for services and infrastructure. Getting the balance right is by no means easy, particularly in 
infrastructure. In the Australian federation the situation is particularly tricky because the 

                                                            
1 For ease of reading, this paper does not use a traditional method of referencing, but gives full citations where 
necessary in the text. 



9 May 2014 The 2014 Western Australian State Budget Analysis 

 

4  © BIS Shrapnel Pty Limited 2014 

Commonwealth raises the majority of tax revenues, but is responsible for less than half of public 
spending. General purpose grants to the states and territories are based on a formula that 
redistributes revenue from fast to low growth economies. Making it even trickier is that some of the 
State’s taxes, such as stamp duties on property transfers, are volatile and can go from boom to 
slump rapidly. 

It is in this context that the Western Australian public finances need to be understood. In late 2012 
two of the big 3 international credit rating agencies placed the State on credit watch, indicating its 
AAA rating was at risk. In what otherwise appeared to be a relatively generous May budget, the 
Government announced a range of austerity measures, including tax increases of $475m per annum 
and expenditure reductions of $500m rising to over $2b in four years time. Infrastructure rollout was 
also delayed in order to generate further savings of $1.3b over four years.  

In September, and despite these savings, the international credit rating agency Standard and Poor’s 
down graded the state’s credit rating from AAA to AA+. This has lead the Government to respond 
with a promise of further austerity measures, including public sector retrenchments and mooted 
privatisations. 

In this paper we examine what, if anything, has gone wrong? It is intended as a primer for the 
2014/15 state budget, due to be delivered on May 8th, 2014. 

We begin by looking at trends in the economy. We then consider the general government (or 
budget) sector operating statement over the five years to 2012/13, focusing on components of 
revenues and expenses. We then consider trends in the state balance sheet. We then turn attention 
to the implications of the preceding analysis for the 2014/15 budget. 

A five star economy 

Table 1 shows economic and population growth for Australia and WA over the five years to 2012/13. 
WA has been the nation’s star economy throughout this time period, experiencing economic and 
population growth far higher than Australia as a whole. The driving force behind this has been a 
mining boom that is about to move into a second phase, following a period of massive investment.  

 

Table 1: Real economic (% change) and population growth (000s and % change), Australia and WA, 
2007/8-2012/13 

 

2008 2009 2010 2011 2012 2013 

Economic growth (%) 

Australia 3.7% 1.7% 2.0% 2.2% 3.6% 2.6% 

WA 4.0% 4.3% 4.2% 4.1% 7.3% 5.1% 

       Population (number and % change) 
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Australia 
(‘000s) 21,247 21,689 22,029 22,337 22,725 23,132 

 

2.0% 2.1% 1.6% 1.4% 1.7% 1.8% 

WA 
(‘000s) 2,172 2,240 2,291 2,353 2,438 2,519 

 

3.1% 3.2% 2.3% 2.7% 3.6% 3.3% 

 Source: ABS; BIS Shrapnel 

Operating statement: a AA budget? 

Periods of strong economic growth typically result in strong public finances, with revenues being 
swollen by increases in economic activity. Strong growth also brings with it a need for increased 
expenditures to meet the needs of a growing population and to deliver the economic services 
required by business. Included here is infrastructure. In a geographically dispersed state like WA, this 
can be a particular challenge. 

Table 2 shows trends in the operating budget balance for the seven years to 2013/14. Despite the 
strong economy, the operating balance has  fluctuated markedly, but has also overall been falling 
from a high of  a $2.5b surplus in 2007/8 to a projected small surplus of $250m in 2012/13.  

Table 2: Operating budget main aggregates, WA General Government, 2007/8-2016/17 ($m) 

 

2008 2009 2010 2011 2012 2013 
2014 

budget 

Revenues $19,345 $19,435 $22,039 $23,909 $25,220 $25,718 $27,978 

Expenses $16,837 $19,117 $21,208 $22,306 $24,571 $25,468 $27,592 

Balance $2,508 $318 $831 $1,603 $649 $250 $386 

Note: 2013/14 are budget.  

Source: WA Government (2013), Budget Strategy and Outlook 2013/14, Budget Paper Number 3, various years. 2013/14 
are from Government Mid-Year Financial Projections Report, 2013/14.  

A deteriorating budget: a problem of revenues or expenses? 

The State government is inclined to attribute the deterioration in its financial position at least partly 
to big falls in GST payments it receives from the Commonwealth (see for example 
http://www.afr.com/p/national/barnett_challenges_gst_carve_up_03lRVjdQaEgQUg48EgpTUL) . 
The GST revenue is given back to the states on the basis of a complex methodology developed by 
the independent Commonwealth Grants Commission. The methodology tries to equalize “fiscal 
capacities”, by distributing GST revenues in a way that ensures each state and territory can provide a 
standard level of services without having to impose above average taxes and charges, taking into 
account differential cost and revenue bases. Some jurisdictions receive back from the 
Commonwealth more than their populations pay in GST revenue, while others receive more than 

http://www.afr.com/p/national/barnett_challenges_gst_carve_up_03lRVjdQaEgQUg48EgpTUL
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they pay. Western Australia has shifted from a State that received more than it paid to one that 
receives far less than it pays, largely as a result of the large growth in royalties. In 2014/15, three 
States will act as donors: NSW (which will lose $351m), Victoria (- $1,484m), and WA (-$3647). The 
reasons why WA does so poorly from the distribution is explained in Box 1. 

 

Box 1: Horizontal Fiscal Equalization the Australian Way 
Each year the Commonwealth Government distributes the proceeds of the Goods and 
Services tax to the States and Territories. It does so on the basis of the recommendations of 
the Commonwealth Grants Commission (CGC). The Grants Commission’s methodology tries 
to equalize fiscal capacities, or as it explains (2014: 31): 
 

 
Not all revenues and expenses are taken into account. Almost half of revenues are assumed 
to be raised without there being any inherent disadvantage for any jurisdiction from doing 
so. All State’s for example are assumed to have the same capacity to raise gambling taxes. 
State’s that do not levy taxes like these (for example on poker machines) suffer no 
disadvantage or advantage from the way GST revenues are distributed.  

 
There are winners and losers from this, with WA being the State that currently loses the 
most. In its most recent update, the Grants Commission quantifies trends in the 
redistribution of grants for each State and Territory over the last five years this way: 
 
Table I: Annual implied redistribution by State and Territory, 2007/8-2012/13 

 
   
In 2014/15, WA will lose approximately $3.6b of GST revenue. $6.4b of this will be due to 
assessed revenue advantages (mainly royalty related), which overwhelms the cost 
disadvantages worth $2.8b. 
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Compounding matters is that the GST pool for distribution has been growing far more slowly over 
the last five years than it did in the years subsequent to its introduction in 2001. States whose 
relativities have moved against them like WA have therefore been hit doubly hard (see Figure 1). 

Figure 1: Annual GST Revenue since its introduction 

 

Source: GST Distribution Review (2012), Final Report, Canberra, p. 154 

GST revenues, however, are not the only source of Commonwealth grants. The Commonwealth also 
provides other current grants to help pay the running costs of schools and hospitals for example as 
well as capital grants. Table 3 shows trends in total current and capital grants to WA for the period 
from 2007/8 to 2013/14 adjusted for inflation (the first line shows GST grants separately). 

Table 3: Commonwealth current and capital grants to WA, 2008/9-2013/14 (real 2011/12 prices, 
deflated by the CPI for Perth) 

 

2008 2009 2010 2011 2012 2013 2014 budget 

GST $4,352.1 $3,801.3 $3,738.8 $3,192.9 $3,454.0 $2,863.8 $2,369.4 

  

-13% -2% -15% 8% -17% -17% 

Total 
current $8,519.6 $8,713.2 $8,569.1 $8,091.6 $8,600.0 $8,114.2 $7,674.5 
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2% -2% -6% 6% -6% -5% 

Total capital $476.3 $442.7 $2,060.0 $1,350.8 $884.0 $606.9 $689.2 

  

-7% 365% -34% -35% -31% 14% 

Total Grants $8,995.8 $9,155.9 $10,629.0 $9,442.3 $9,484.0 $8,721.1 $8,363.7 

  

2% 16% -11% 0% -8% -4% 

Source: Budget Papers, various years. 2013/14 from Government Mid-Year Financial Projections Report, 2013/14. CPI from 
ABS.  

The Table shows a continuing fall in the real value of GST payments to WA. However, it also shows 
that the overall trend in Commonwealth grants to be more complex. The large falls in GST revenues 
are partly compensated for by other current grants for education, health and other services. Also, 
large increases in capital grants as a result of the Rudd Government’s stimulus packages pushed 
overall grants to record levels in 2009/10, subsequently falling as a result of the stimulus measures 
being wound down. In 2013/14, while GST grants will have fallen by almost half since 2007/8, overall 
Commonwealth grants will only be 7% lower in real terms. 

Table 4: Royalties, Royalties plus GST revenues and Royalties plus all Commonwealth grants, 
2007/8-2013/14, constant 2011/12 prices (deflated by the CPI for Perth) ($m) 

 

2008 2009 2010 2011 2012 2013 
2014 

budget 

% 
change 
2007/8-
2013/14 

Royalties $1,835 $2,529 $2,420 $4,260 $4,343 $4,318 $5,796 216% 

Royalties 
plus GST $6,187 $6,3301 $6,159 $7,453 $7,797 $7,181 $8,166 32% 

% change 

 

2% -3% 21% 5% -8% 14% 

 Royalties 
plus grants $10,676 $11,504 $12,953 $13,655 $13,827 $13,146 $14,453 35% 

% change 

 

8% 13% 5% 1% -5% 10% 

 Source: Budget Papers, various years. 2013/14 from Government Mid-Year Financial Projections Report, 2013/14. CPI from 
ABS.  

Table 4 adds another perspective to this issue by adding together Commonwealth grants and royalty 
revenue, to show whether or not in total the significant growth in royalties have more than matched 
the decline in Commonwealth payments. The Table shows that the growth in royalties has more 
than compensated for the fall in GST revenues.  

Another way of demonstrating the robustness of the State’s revenue base is by considering overall 
revenue trends net of Commonwealth grants. This is shown by Table 5. In real terms, own source 
revenues have been growing rapidly and are projected to be up by 12% this financial year.  
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Table 5: Own source revenues, WA, 2007/8-2013/14, constant 2011/12 prices  ($m) (deflated by 
the CPI for Perth 

2008 2009 2010 2011 2012 2013 2014 budget 

$12,136.5 $11,778.9 $12,323.5 $14,731.2 $15,461.0 $16,372.7 $18,303.7 

Annual % 
change -3% 5% 20% 5% 6% 12% 

Source: Budget papers, various years. 2013/14 from Government Mid-Year Financial Projections Report, 2013/14. 

When consideration is given to all revenue sources, it is clear that Western Australia has enjoyed 
healthy overall growth, as is shown by Table 6. In real terms, revenues are up by 26% relative to 
2007/8. 

Table 6: Revenue in nominal and real terms, Western Australia, 2007/8-2013/14 (deflated by the 
CPI for Perth. 2011/12=100) 

 

2008 2009 2010 2011 2012 2013 

2014 

Budget 

% change 
2007/8- 
2013/14 

Nominal $19,345 $19,435 $22,039 $23,909 $25,220 $25,718 $27,978 45% 

% ch 

 

0.5% 13.4% 8.5% 5.5% 2.0% 8.8% 

 Real $21,132 $20,935 $22,953 $24,174 $25,220 $25,094 $26,633 26% 

% ch 

 

-0.9% 9.6% 5.3% 4.3% -0.5% 6.1% 

 Source: Source: Budget papers, various years. 2013/14 from Government Mid-Year Financial Projections Report, 2013/14. 

 

While royalties are largely responsible for this, there is one way in which the WA budget has been 
hampered by their rapid rise. Under the Royalties for Regions program that was introduced in 2008, 
the Government takes 25% of royalty revenue and allocates it to an hypothecated fund designed to 
deliver increased services to the regions. With Royalties being the fastest growing component of 
State budget revenues, it follows that a progressively larger share of the budget is being garnered for 
programs in the State’s regions, potentially leaving insufficient funding for services in Perth in 
particular. It is certainly limiting the flexibility of the State budget, particularly given that it is the 
growth in this source of revenue that is primarily responsible for declines in GST revenues, one other 
main flexible source of funding. Table 7 demonstrates this by showing total royalty revenues and 
estimates of the receipts of the Royalties for Regions trust fund assuming that 25% of the royalty 
revenue is deposited there. The Table shows the Royalties for Regions program in 2013/14 will 
account for 5.4% of total budget revenues, up from 2.2% in 2007/8. This situation will accentuate in 
2016/17, should the Government proceed with the planned additional 1% hypothecation of royalties 
revenue into the Western Australian Future Fund announced in the 2012/13 budget. 

Table 7: Royalty revenue and estimated Royalties for Revenue receipts, 2007/8-2013/14 ($m). 
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2008 2009 2010 2011 2012 2013 
2014 

budget 

Royalties $1,680 $2,348 $2,324 $4,213 $4,343 $4,425 $6,089 

Estimate RfR 
receipts $420 $587 $581 $1,053 $1,086 $1,106 $1,522 

Total revenues $19,345 $19,435 $22,039 $23,909 $25,220 $25,718 $27,978 

RfR as % of total 
revenues 2.2% 3.0% 2.6% 4.4% 4.3% 4.3% 5.4% 

Source: Budget papers, various years. 2013/14 from Government Mid-Year Financial Projections Report, 2013/14. 

There is a second line of argument used to explain the decline in the Western Australian 
government’s operating budget. This is to accept that expenses rather than revenues are the source 
of the problem, with excessive wage increases coupled with substantial increases in public service 
employment being the fundamental cause. Table 8 sheds some light on this by comparing growth in 
the state public sector workforce for WA and Australia as a whole. It shows changes in the number 
of employees and also their average cash wage in nominal and real dollars. The Table provides some 
evidence to support the view that public sector salaries have been growing at a relatively fast pace, 
increasing by almost twice as much in WA than for all states, but from a low base significantly less 
than Australia as a whole: WA public sector salaries have caught up with the nation as a whole. Also, 
the number of public sector workers has been increasing faster than Australia as a whole (by 13% 
compared to 9%). 

Table 8: Public sector employment, WA and all states and territories, 2007/8-2012/13, Number 
and average cash salary, nominal and real (deflated by the CPI. 2011/12=100) 

Western Australia All states 

   
$ per employee 

  
$ per employee 

Year 
to June 

Number 
(000s) $m 

Nominal 
($000s) 

Real 
($000s) 

Number 
'000 $m 

Nominal 
($000s) 

Real 
($000s) 

2008 152.4 8,365.0  $54.9  $60.0 1,342.6 77,218.8  $57.51   $64.0  
2009 159.1 9,430.8  $59.3  $63.9 1,386.6 83,111.6  $59.94   $64.7  
2010 162.8 10,121.5  $62.2  $64.7 1,414.3 89,293.8  $63.14   $66.6  
2011 166.6 11,630.3  $69.8  $70.6 1,447.9 97,572.0  $67.39   $69.0  
2012 165.4 11,509.8  $69.6  $69.6 1,449.6 99,444.1  $68.60   $68.6  

2013 172.2  12,415.6   $72.1  $70.3 1,450.2 
 

103,237.7   $71.19   $69.6  
Change 
2008-13  19.8 4050.6 

 
$10.4 107.6 

  
$5.6 

% 
change 
2008-13 13% 48% 

 
17% 8% 

  
9% 

Source: ABS (2012), Employment and Earnings, Public Sector, Australia, Cat. No. 6248.0 

However, this growth in the number and average salary of public sector workers needs to be placed 
in context. The Western Australian population grew at a much faster rate than Australia as a whole 
(16% compared to 9%) over the 5 years covered by the Table. Also, the rapid economic growth in 
WA has undoubtedly required significant pay increases in order to attract workers to public sector 
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employment. Finally, while public sector employment has grown by 13% between 2007/8 and 
2012/13, it has done so at a far slower rate than government expenses as a whole (51%), implying 
that more of what the public sector is doing is being contracted out. Finally, while state public sector 
average earnings have been increasing faster than for state public sector workers as a whole, WA 
private sector salaries have done the same relative to private sector employees in Australia as a 
whole. Average salaries in the state public sector have increased slightly faster than private sector 
salaries between 2007/8 and 2012/13, they remain substantially less than private sector salaries (see 
Table 9.  

Table 9: Adult full time adult total earnings, private and public sectors, Western Australia, May 2008-
May 2013 

May: Public sector  % of private Private sector  
2008  $1,290.33  90%  $1,438.02  
2009  $1,406.46  94%  $1,491.77  
2010  $1,482.51  99%  $1,498.54  
2011  $1,488.49  93%  $1,592.03  
2012  $1,552.10  94%  $1,655.90  
2013  $1,591.22  92%  $1,724.70  
% change 2008-2013 23% 

 
20% 

Source: ABS, Average Weekly Earnings Australia, Cat. No. 6302.0 

A better indicator of the salary burden to the budget is shown in Table 10. It shows trends in 
expenses on salaries and wages and total expenses for the period from 2007/8-2013/14. Expenses 
on salaries and wages, including superannuation, have been falling as a share of total expenses 
during the time period covered by the table.   

 

 

Table 10: Salary expenses ($m) as % of total expenses, WA, 2007/8-2013/14 

 

2008 2009 2010 2011 2012 2013 
2014 

budget 

Salaries $6,906 $7,764 $8,284 $8,829 $9,605 $10,154 $10,960 

% of total expenses 41.0% 40.6% 39.1% 39.6% 39.1% 39.9% 39.4% 

Superannuation $1,025 $1,076 $1,131 $1,158 $1,230 $1,334 $1,408 

Other employee costs $276 $326 $323 $367 $419 $446 $470 

Total salaries $8,207 $9,166 $9,738 $10,354 $11,254 $11,934 $12,838 

% of total expenses 48.7% 48.0% 45.9% 46.4% 45.8% 46.9% 46.1% 

Source: Budget papers, various years. 2013/14 from 2013/14 Government Mid-Year Financial Projections Report, 2013/14. 
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This begs the question of what areas of expenses have been growing faster than expenses overall. 
This is shown in Table 11, which shows expenses on interest payment, depreciation and other 
operating costs, from 2007/8-2013/14. Interest costs are rising because of the big increases in net 
debt (see below), while depreciation is rising fast because of the big increase in the value of the 
state’s infrastructure spend (see below). The biggest increases, however, have been in the category 
of “Other operating costs”, which almost doubled as a their share of total expenses between 2007/8 
and 2012/13. Added together, these three components of expenses now account for almost one 
quarter of total expenses, up from 14.2% in 2007/8.  While growth in other operating expenses has 
moderated in recent years, interest and depreciation expenses continue to increase at a relatively 
rapid rate. 

Table 11: Interest, Depreciation and Other Operating expenses, $m and as a % of total expenses, 
2007/8-2013/14 

 

2008 2009 2010 2011 2012 2013 

2014 

Budget 

Interest $120 $118 $187 $297 $371 $442 $504 

 

0.7% 0.6% 0.9% 1.3% 1.5% 1.7% 1.8% 

Depreciation $709 $764 $848 $896 $990 $1,108 $1,289 

 

4.2% 4.0% 4.0% 4.0% 4.0% 4.4% 4.6% 

Other operating $1,560 $1,698 $2,959 $3,723 $4,656 $4,725 $4,832 

 

9.3% 8.9% 14.0% 16.7% 18.9% 18.6% 17.4% 

Total $2,389 $2,580 $3,994 $4,916 $6,017 $6,275 $6,625 

 

14.2% 13.5% 18.8% 22.0% 24.5% 24.6% 23.8% 

Source: Budget papers, various years. 2013/14 from Government Mid-Year Financial Projections Report, 2013/14. 

 

The significant increase in other operating expenses is particularly noticeable. Table 12 shows 
growth in this category of expenses as well as expenses in total in constant 2011/12 prices. The bulk 
of the increase occurred in the four years to 2011/12.  

Table 12: Other operating expenses ($m), 2007/8-2013/14, constant 2011/12 prices (deflated by 
the CPI for Perth) 

 

2008 2009 2010 2011 2012 2013 

2014 

Budget 

% chge 
2007/8-
2013/14 

Other operating 
expenses $1,704 $1,829 $3,082 $3,764 $4,656 $4,610 $4,600 170% 
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% change 

 

7.3% 68.5% 22.1% 23.7% -1.0% -0.2% 

 Total expenses $18,393 $20,591 $22,087 $22,552 $24,572 $24,850 $26,492 44% 

% change 

 

12.0% 7.3% 2.1% 9.0% 1.1% 6.6% 

 Source: Budget papers, various years. 2013/14 from Government Mid-Year Financial Projections Report, 2013/14. BIS 
Shrapnel 

The data in the budget papers do not allow me to tell what components of the broad category of 
“other expenses” account for these large increases.  

AA finances: the balance sheet 

The Government has made much of its infrastructure program. Table 13 shows that while gross 
investment levels increased for the non financial public sector as a whole between 2007/8 and 
2009/10, they have subsequently plateaued; the Government’s track record may not be as stellar as 
it would have us believe. This is particularly so when it is remembered that the Rudd government’s 
stimulus package helped finance the increase in 2008/9 through to 2009/10. More importantly, the 
Table also shows that net investment, that is gross less asset sales and depreciation, has been 
declining for the non financial public sector as a whole. Net debt on the other hand has continued to 
increase in nominal and real terms, reaching almost 9% of GSP this financial year. It should be noted 
that as a percent of GSP, net debt is still low by international and Australian standards. However, the 
rapid build up of net debt has put pressure on the operating budget, as was shown earlier, in the 
form of rising interest costs. The growing stock of infrastructure has also bought with it rising 
depreciation charges, which are also putting pressure on the operating budget.  

Table 13: Gross and net investment (gross investment less asset sales), borrowings and net debt, 
WA, 2007/8-2013/14.  

 

2008 2009 2010 2011 2012 2013 

2014 

Budget 

General government 

      Gross 
investment $2,022.0 $2,255.0 $2,974.0 $2,870.0 $3,358.0 $3,195.0 $3,313.0 

Net investment $1,778.0 $2,091.0 $2,813.0 $2,712.0 $3,174.0 $3,029.0 $3,094.0 

% of GSP 0.9% 1.0% 1.3% 1.2% 1.3% 1.2% 1.1% 

Cash borrowing -$1,281.0 $376.0 $867.0 $397.0 $1,221.0 $1,952.0 $1,684.0 

% of Gross 
investment -63% 17% 29% 14% 36% 61% 51% 

Net debt -$2,968.0 -$2,618.0 -$1,076.0 $236.0 $2,699.0 $4,742.0 $7,478.0 

% of GSP -1.5% -1.3% -0.5% 0.1% 1.1% 1.9% 2.8% 
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Total non financial public sector 

     Gross 
investment $4,959.0 $5,786.0 $6,819.0 $6,473.0 $6,768.0 $7,350.0 $7,319.0 

Net investment $4,080.0 $5,213.0 $6,030.0 $5,827.0 $5,877.0 $3,003.0 $3,091.0 

% of GSP 2.1% 2.5% 2.8% 2.6% 2.4% 1.2% 1.1% 

Cash borrowing -$437.0 $2,649.0 $3,079.0 $2,304.0 $2,408.0 $3,234.0 $3,303.0 

% of gross 
investment -9% 46% 45% 36% 36% 44% 45% 

Net debt $5,973.0 $7,715.0 $11,007.0 $13,500.0 $16,660.0 $20,248.0 $23,969.0 

% of GSP 3.0% 3.7% 5.1% 6.0% 6.9% 8.0% 8.8% 

Source: Budget papers, various years. 2013/14 from Government Mid-Year Financial Projections Report, 2013/14, 
December 2013. BIS Shrapnel 

Table 13 shows that for the non financial public sector as a whole, net debt has been used to fund a 
rising share of infrastructure spending. In 2007/8 the State was paying off net debt. A year later it 
was being used to finance almost half the gross infrastructure spend.  Table 14 provides a broader 
picture of the non financial public sector balance sheet. It also demonstrates an increasing reliance 
on net debt, which has climbed from less than $6b in 2007/8 to reach almost $24b 7 years later. At 
the same time, WA net worth as a % of GSP has also fallen, pretty much consistently since 2008/9. 
This again raises questions about the Government’s ability to manage the State’s balance sheet.   

Table 14: Non Financial Public Sector Balance Sheet, WA, 2007/8-2013/14 ($m) 

 

2008 2009 2010 2011 2012 2013 

2014 

Budget 

Financial assets $10,760 $12,207 $15,335 $15,504 $15,695 $17,234 $16,345 

Non financial 
assets $93,376 $125,894 $130,895 $137,952 $144,712 $146,214 $152,964 

% of GSP 47% 61% 61% 61% 60% 58% 56% 

Total assets $104,136 $138,101 $146,230 $153,456 $160,407 $163,448 $169,309 

% of GSP 52.5% 66.8% 67.9% 68.4% 66.6% 64.6% 62.3% 

Liabilities $23,873 $30,939 $38,385 $41,253 $46,452 $50,521 $52,584 

% of GSP 12.0% 15.0% 17.8% 18.4% 19.3% 20.0% 19.4% 

Net worth $80,263 $107,162 $107,845 $112,203 $113,955 $112,927 $116,725 

% of GSP 40.5% 51.8% 50.0% 50.0% 47.3% 44.6% 43.0% 
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Net debt $5,973 $7,715 $11,007 $13,500 $16,660 $20,248 $23,969 

% of GSP 3.0% 3.7% 5.1% 6.0% 6.9% 8.0% 8.8% 

Source: Budget Papers, various years, Government Mid-Year Financial Projections Report, 2013/14, BIS Shrapnel 

Where to from here? The 2-14/15 budget and beyond 

The Government has made it clear that its number one priority for the forthcoming budget is to put 
in place the financial settings that will ensure its AAA credit rating is restored prior to the next 
election. In a revealing interview with the ABC the day her company cut the State’s rating, Clair 
Curtin, an Associate Director of Standard and Poor’s, explained the decision this way: 

“We think that the Government doesn't have a particularly high will to address the fiscal 
pressures that we think are facing Western Australia at the moment. 
 
ABC reporter: So where's the government lacking from your view? 
 
CLAIRE CURTIN: We think that there hasn't been a great deal of commitment displayed to 
addressing the structural deficit, and that includes the actions taken in the fiscal foreseen budget. 
 
CAITLYN GRIBBIN: So even though that was a pretty tight budget, it wasn't enough in your 
mind or in Standard and Poor's mind, to show that they're addressing the levels of debt in WA? 
 
CLAIRE CURTIN: Yes, that's correct” (source: 
http://www.abc.net.au/pm/content/2013/s3851686.htm accessed on May 7 2014. 

 

With these comments in mind, the Government has set out a series of measures it believes if met 
will ensure the AAA rating is returned. These measures are shown in Table 14.  

Table 14 

http://www.abc.net.au/pm/content/2013/s3851686.htm
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Government Mid-Year Financial Projections Report, 2013/14, December 2013, p. 47. 

We know that the Government’s forward estimates have been framed conservatively and that 
revenues are likely to end up $300-$400m higher than is currently budgeted. This is because WA did 
better from the GST carve-up than was originally expected, courtesy of the recommendations of the 
2012 review of the Grants Commission’s methodology (relating to the treatment of mining royalties 
arising from a decision in the 2012/13 State budget to remove an existing subsidy).  Also, the 
Government has budgeted conservatively in terms of land transfer duty. This together with the 
savings measures put into effect, including slowing the pace of infrastructure spending and 
privatizing assets, will move the Government closer to meeting these measures.  

Expect expense growth to be around 1-2% in nominal terms (ie zero real growth), while revenue 
growth will be around 2-4%, with a view to progressively widening the operating surplus. The 
unknown part of the equation is what will happen to non-GST Commonwealth grants. The Federal 
Treasurer has given a strong hint that these will be cut in the forthcoming budget, if not for next 
year then certainly in the outyears. If this is so, expect the Government to once again point the 
finger at Canberra as an explanation for its budget woes. 

Also expect substantial privatisations. The budget update released last December suggested a rolling 
program of sales averaging around $1.4b per year over the next four years, up from around $750m 
the previous four (see Figure 2). In so doing, the Government may be able to benefit from the 
Federal government’s proposed financial incentive scheme designed to encourage State’s to 
“recycle” asset sale proceeds to fund new infrastructure (Victoria has announced it proposes to do 
the same in its most recent budget released on May 6th). 
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Figure 2: Proceeds from sales of non financial assets, non financial public sector, 2008/9-
2016/17 (2013/14 as budgeted, from then onward forward estimates), constant 2011/12 
prices (deflated by the CPI for Perth) 

 

Source: WA Government Budget Strategy and Outlook, various years; Government Mid-Year Financial Projections Report, 
2013/14, December 2013. CPI from ABS. 

 

In broad terms, the direction of the budget aggregates were published in the budget update 
published last December. Adjusted for the revenue underestimate mentioned earlier, these forward 
estimates are shown in Table 15. The operating balance will not slip into the red and will continue to 
grow, albeit not quite at the rate required. The growth in net debt will be arrested in real terms, but 
so too will the growth in the State’s asset base and net worth due to the slowdown in the 
infrastructure roll-out. The Government will still have some work to do in order to regain its AAA, 
and I expect this to be focused on the expense rather than the revenue side of the equation 
particularly into the outyears. 

Table 15: Operating statement and balance sheet, 2014/15-2016/17 ($m) 

 

2015 est 2016 est 2017 est 

Revenues $28,267 $28,379 $29,477 

% change 1.0% 0.4% 3.9% 

GST underestimate $236 $236 $236 

Land transfer underestimate $40 $40 $40 
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Revenues revised $28,543.00 $28,655.00 $29,753.00 

% change 2.0% 1.4% 4.8% 

    

Expenses $27,830 $28,502 $29,213 

% change 0.9% 2.4% 2.5% 

Operating balance $437 $123 $264 

Operating Balance revised $673 $113 $500 

    Balance sheet 

  

 

2015 2016 2017 

Non financial public sector 

  Financial assets $18,006 $19,575 $20,788 

Non financial assets $157,969 $162,175 $166,915 

% of GSP 55% 54% 52% 

Total assets $175,975 $181,750 $187,703 

% of GSP 61.2% 60.2% 58.8% 

Liabilities $56,211 $58,370 $61,094 

% of GSP 19.6% 19.3% 19.1% 

Net worth $119,764 $123,380 $126,609 

% of GSP 41.7% 40.9% 39.7% 

Net debt $26,336 $27,556 $29,198 

% of GSP 9.2% 9.1% 9.2% 

Source: 2013/14 Budget Update 

 

Concluding comments 

This paper has examined trends in the Western Australian government’s finances leading up to the 
2014/15 budget. Attention was drawn to the deterioration in the State’s financial position, despite a 
strong economy, mainly because of expense growth together with policy decisions that have limited 
the Government’s revenue flexibility. Growth in non salary expenses have been the main problem, 
initially as a consequence of other operating costs but more recently because of interest and 
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depreciation expenses, which have been rising sharply as a consequence of a large infrastructure 
program funded increasingly by debt. These rising costs have resulted in the Government 
introducing austerity measures focused in particular on the state’s public servants. 

The key issue is not what has happened, but what is projected to occur in the forthcoming budget. 
We can expect expense growth to be tightly controlled and an extensive privatization program, as 
well as delays to the infrastructure program in order to reduce the budget’s reliance on debt. Expect 
to see a better-than-expected set of revenues, but further austerity measures are on the cards.  

 

 

 

 




