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4. Fiscal Strategy and Outlook
	To support continued investment in re-building our essential services and infrastructure, the Government remains committed to the two fiscal principles introduced in the 2023‑24 Budget to return the State’s operating and debt position to a more sustainable footing. 
The 2025-26 Budget sets a path to a modest surplus in 2027-28 without privatisation or an unfair wages cap. If realised, it will be the first budget surplus since 2018-19.
The operating position is projected to improve from a deficit of $5.7 billion in 2024-25 to a surplus of $1.1 billion in 2027-28.
The 2025-26 Budget demonstrates the Government’s resolve to improve the State’s fiscal sustainability and protect essential services by: 
reducing gross debt by $9.4 billion by June 2026, relative to the 2023 Pre-election Budget Update 
gross debt to gross state product is projected to be 19.5 per cent by June 2025 and remaining relatively stable over the four years to June 2029 
the cash operating position is projected to grow from a surplus of $2.9 billion in 2024‑25 to $12.5 billion in 2028-29.
The State’s fiscal position continues to face multiple fiscal risks and pressures, including:
additional insurance expenses including workers’ compensation 
increased costs of natural disasters and uncertainty over the timing of Australian Government contributions
rising depreciation and amortisation expenses
increasing interest expenses
significant volatility in the State’s bond yields and equity markets.



Returning to a sustainable fiscal position
The State’s pathway to budget surplus reflects a significant turnaround in fiscal performance. The operating deficit narrowed from $15.3 billion in 2021-22 to $10.7 billion in 2023-24, then improving to $5.7 billion by 2024-25, with a return to a budget surplus of $1.1 billion expected by 2027-28. 
This progress builds on the return to a cash operating surplus achieved in 2023-24 and reflects the Government’s commitment to stabilising the fiscal position while maintaining investment in essential services (see section 4.3 for more details).
The Government remains committed to investing in high-quality services, including those supporting vulnerable people, over the four years to 2028-29, including: 
additional expenditure for NSW public schools following the NSW and Australian Government signing the Better and Fairer Schools Agreement ($4.8 billion from the Australian Government plus additional NSW funded expenditure over ten years to 2034‑35) 
$1.2 billion child protection package to support major reform of the out-of-home care system
$1.2 billion investment in TAFE NSW to bring forward thousands of new construction trades and train the workforce for the growing care economy 
$836.4 million in 2025-26 for an Essential Health Services package to support core health services across the State 
over $650 million to support victim survivors and provide better access to justice across New South Wales.
The State is also continuing to invest in outcome-based partnerships with regional First Nations organisations to advance education and cultural connection outcomes for First Nations girls and partnering with the Australian Government to co-fund an initiative supporting the entry of disengaged youth into education, training and employment.
The NSW Government has been able to make record investments in rebuilding essential services by maintaining responsible expense growth (see Chapter 7 Recurrent expenditure), while managing budget pressures. 

	Managing expense growth
Between 2011-12 and 2023-24, expenses grew at an average rate of 6.3 per cent. In contrast, expense growth is projected to average 2.4 per cent over the five years to 2028‑29. Managing expense growth is a primary lever in returning the Budget to a more sustainable position, while still accommodating insurance and natural disaster expenses. 
In the first half of 2025, legislation to reduce claims farming has had some impact on insurance expenses. Future reforms to workers’ compensation, if accepted, are likely to reduce future deterioration in the workers’ compensation scheme. New investments in the Reconstruction Authority will support increased confidence in the profile of Australian Government reimbursements under the Disaster Recovery Funding Arrangements. This strong focus will see expense growth in New South Wales fall below other states (see Chart 4.1). 
Annual expense growth (NSW and average of all other Australian states)  

Source: Latest Budget Papers or Half-Yearly Reviews of Australian States as at 11 June 2025; NSW Treasury



The 2024-25 budget result has been reduced relative to the 2024-25 Half-Yearly Review due to an $879.6 million increase in insurance expenses[footnoteRef:2] as well as a $530.1 million decrease in revenues primarily driven by the reprofiling of Australian Government funding for natural disaster relief. [2:  	This figure excludes provisions taken at the 2024-25 Half-Yearly Review to account for the impacts on workers’ compensation expenses associated with the police wage increase and reforms to the Police Officer Support Scheme. ] 

Over the forward estimates, revenues are projected to improve supported by a better outlook for GST. The State’s GST relativity will fall from 0.87 in 2024-25 to 0.86 in 2025-26, but this fall is less than previously forecast at the 2024-25 Half-Yearly Review. For more detail, see Chapter 6 Federal financial relations.
The budget result in 2026-27 and 2027-28 is projected to improve since both the 2024‑25 Budget and 2024-25 Half-Yearly Review (see Table 4.1). 
Reconciliation of 2024-25 Budget to 2025-26 Budget(a) 

	 
	2024-25
	2025-26
	2026-27
	2027-28
	2028-29

	
	Revised
	Budget
	Forward Estimates

	 
	$m
	$m
	$m
	$m
	$m

	Budget result: 2024-25 Budget
	(3,633)
	(2,489)
	(2,364)
	(1,518)
	N/A

	Changes from the 2024-25 Budget to 2024-25 Half-Yearly Review
	
	
	
	
	

	Revenues
	90
	2,089
	3,018
	794
	N/A

	Expenses
	1,440
	1,818
	2,390
	584
	N/A

	Total budget result impact
	(1,350)
	271
	628
	211
	N/A

	Budget result: 2024-25 Half-Yearly Review
	(4,983)
	(2,218)
	(1,737)
	(1,307)
	N/A

	Changes from the 2024-25 Half-Yearly Review to 2025-26 Budget
	
	
	
	
	

	Revenues
	(530)
	806
	1,370
	4,818
	N/A

	Expenses
	202
	2,015
	782
	2,379
	N/A 

	Total budget result impact
	(733)
	(1,209)
	589
	2,439
	N/A 

	Budget result: 2025-26 Budget
	(5,715)
	(3,427)
	(1,148)
	1,132
	1,058


(a) Positive amounts reflect a positive impact on the budget result e.g., an increase in revenue or a decrease in expenses.
Since the 2024-25 Half-Yearly Review, the State’s budget result has been impacted by several fiscal pressures, including an increase in funds for natural disaster response (see Box 4.2) and $790.7 million increase in depreciation and amortisation expenses over the four years to 2027-28. For more details, see Chapter 7 Recurrent expenditure. 
The 2024-25 Budget result was significantly impacted by the following pressures:
$3.4 billion increase in insurance expenses over five years, of which $2.6 billion relates to the deteriorating performance of workers’ compensation scheme (see Chart 4.2 below for increasing Treasury Managed Fund liabilities), with $879.6 million of this deterioration occurring in 2024-25 since the Half-Yearly Review[footnoteRef:3] [3:  	These figures exclude provisions taken at the 2024-25 Half-Yearly Review to account for the impacts on workers’ compensation expenses associated with the police wage increase and reforms to the Police Officer Support Scheme. Reforms to workers’ compensation being considered by Parliament will impact the reporting of these figures.] 

increase in costs from natural disasters and uncertainty around the timing of Australian Government contributions
rise in depreciation and amortisation expenses (see Chart 4.3), with further information on depreciation, and valuation reforms found in Chapter 8 Balance sheet
significant volatility in the State’s bond yields and equity markets 
lower transfer duty (see Chapter 5 Revenue). 
Notably, the 2024-25 Budget result has been achieved despite New South Wales receiving a lower GST revenue share, with the largest single-year drop in the GST relativity since the introduction of the tax.  


Treasury Managed Funds liability valuations from 2019-20 to 2028-29 

Source: iCare
Note: Actuals from 2019-20 to 2023-24 are based on published financial statements for SiCorp at each balance date. Forecast and Budget are based on the latest 2025-26 Statement of Business Intent Budget. The Pre-Managed Fund Reserve, Government Workers Compensation Account, and Residual Workers Compensation Liabilities of the Crown were amalgamated into TMF on 7 August 2024.

	Addressing natural disaster impacts
Since March 2023, the NSW Government has committed an extra $8.2 billion to support communities affected by natural disasters and to strengthen the State’s resilience to future events. In the six years since the unprecedented 2019-20 bushfires, the NSW and Australian Governments have spent $9.5 billion providing disaster relief and recovery across the State. The costs of responding to natural disasters are rising:
$1.6 billion average annual expenditure in the six years from 2019-20
$154 million average annual expenditure in the six years prior to 2019-20.
The 2025-26 Budget allocates $4.2 billion to disaster relief across the forward estimates, including Australian Government contributions. 
This investment responds to the increased prevalence and severity of natural disasters, which is resulting in escalating costs in New South Wales, which have increased by over 1,000 per cent in recent years. These events represent a material fiscal risk, reinforcing the importance of proactive resilience investment and long-term recovery planning.



From 2015-16 to 2023-24, depreciation and amortisation expenses nearly doubled from $4.4 billion to $8.6 billion and are projected to rise to $11.7 billion by 2028-29 (see Chart 4.3). This growth in depreciation is broadly in line with the expansion of the State’s infrastructure program (see Chart 4.5). 


Depreciation and amortisation expenses

Source: NSW Treasury

The 2025-26 Budget is also impacted by significant volatility in the State’s bond yields and equity markets. The volatility has led to interest expenses being $279.8 million higher over the four years to 2027-28 compared with the 2024-25 Half-Yearly Review. 
Despite recent volatility in global financial markets, OneFund has demonstrated good resilience generating a net return of 4 per cent per annum in the eight months since its inception (31 August 2024) and outperforming several global equity markets.   
Keeping the State’s debt in check
This Budget continues to move the State’s finances to a more sustainable footing while safeguarding essential services. Gross debt is projected to be $9.4 billion lower by June 2026 than forecast in the 2023 Pre-election Budget Update (equivalent to around $1,000 per person in New South Wales or around 1 per cent of gross state product (GSP)) and the rate of new borrowings has moderated significantly (see Chart 4.4). 
Annual change in NSW’s gross debt  
Source: NSW Treasury

The reduction in gross debt has been achieved while still delivering on the general government’s infrastructure program and investment in essential services that support long‑term economic growth (see Chart 4.5). 


Infrastructure investment program 

Source: NSW Treasury

	Keeping the State’s debt in check
To help stabilise the State’s gross debt at around 20 per cent of GSP over the four years to June 2029 (see Chart 4.6), the Government is focused on:
returning the operating position to balance and maintaining a strong cash operating position to reduce pressure on the State’s borrowing requirements 
resetting the State’s infrastructure program to be around 2 per cent of GSP over the forward estimates. This will help relieve market capacity pressures and reduce borrowing requirements. 
In this Budget, the operating position is projected to improve from a $10.7 billion deficit in 2023-24 to return to a surplus of $1.1 billion by 2027-28. This reflects the Government’s intention to balance the need for prudent fiscal management with continued investment in the delivery of essential services. The State’s cash operating position is projected to grow from a surplus of $377.8 million in 2023-24 to $12.5 billion in 2028-29. This improvement means the State is less reliant on borrowings to fund its infrastructure program. Debt‑funding of the State’s infrastructure program has reduced from a peak of 83.4 per cent of debt in the 2020-21 Budget to 53.1 per cent in this Budget. 
The State’s infrastructure program has expanded significantly in recent years and has been impacted by high inflation, market capacity constraints and delivery delays. The Government is resetting the State’s infrastructure program to more sustainable levels of around 2 per cent of GSP, which will also take pressure off the State’s borrowing requirements.

	NSW’s gross debt from June 2020 to June 2029 

Source: NSW Treasury



Efficiently managing the State’s cash flows
The Government is efficiently managing the State’s cash operating position to free up resources to invest in infrastructure and take pressure off the State’s borrowing requirements. 
Over the four years to 2028-29, the net cash operating position is projected to improve from $7.4 billion in 2025-26 to $12.5 billion in 2028-29. This is primarily due to the Government’s careful management of cash payments by keeping expense growth low across the forward estimates and projecting stronger cash receipts (including GST). 
By maintaining a strong cash operating surplus, the Government can use the $42.8 billion to invest in infrastructure over the four years to 2028-29 (see Chart 4.7). This allows for a record essential infrastructure program without privatisation. Debt will now be used to fund just 53.1 per cent in this Budget, down from a peak of 83.4 per cent in the 2020-21 Budget.
General government sector cash deficit 

Source: NSW Treasury
Delivering the Government’s essential infrastructure plan
The 2025-26 Budget provides $118.3 billion in capital expenditure over four years to 
2028-29, towards the State’s essential infrastructure, with investment prioritised in schools, hospitals, housing, and critical services like water and energy. 
Funding for the infrastructure program is comprised of state funding, public non-financial corporations own source revenue, and Australian Government grants. The majority of state funding is through borrowings, with 53.1 per cent of the infrastructure program from 2024-25 to 2028-29 projected to be funded by borrowings. 
Box 4.4 provides more information on the Government’s approach to a sustainable infrastructure program. 

	Fiscally responsible approach to the State’s infrastructure program
The State’s infrastructure program has expanded in recent years and is projected to reach $30.8 billion in 2025-26, one of the largest years on record for New South Wales. 
While the Government has been able to lower debt funding for the State’s infrastructure program from its peak of 83.4 per cent of debt in the 2020-21 Budget to 53.1 per cent in this Budget, high inflation and market capacity constraints are still putting pressure on both cost and delivery of infrastructure projects.
The Government is focused on resetting the State’s infrastructure program to more sustainable levels of around 2 per cent of GSP over the forward estimates through targeting the delivery of essential infrastructure for the State, while also ensuring that existing infrastructure is maintained.

	Infrastructure program as a percentage of GSP

Source: NSW Treasury





Infrastructure investment in the 2025-26 Budget 
The general government capital expenditure is projected to be $22.3 billion for 2025-26, broadly in line with 2024-25. General government investment excludes the investment program of State-Owned Corporations, such as Sydney Water. 
Since the 2024-25 Half-Yearly Review, new funding for infrastructure includes additional funding of $700.0 million for the New Bankstown Hospital to integrate inpatient services, bringing total investment to $2.0 billion – the largest ever investment in a new hospital in New South Wales. This Budget also includes a record $9.0 billion school infrastructure investment pipeline over four years. 
Detailed analysis of the Government’s capital program is available in Budget Paper No. 3 Infrastructure Statement.
Table 4.2 outlines the profile over the four years to 2028-29 as well as changes since the 2024-25 Half-Yearly Review.
[bookmark: _Hlk198888545]Capital expenditure reconciliation[footnoteRef:4] [4:  	Total estimated capital expenditure includes an allowance for the established tendency for capital expenditure to slip each year. The extent of slippage has been increasing in recent years due to market capacity constraints and supply chain disruptions. In setting the allowance, observed past slippage and broad assessments of market capacity are considered. In the 2025-26 Budget, this allowance for capital slippage is set at $2.5 billion in 2025-26 reducing to $1.5 billion in 2028-29.] 

	
	2024-25
	2025-26
	2026-27
	2027-28
	2028-29

	 
	
	Revised
	Budget
	Forward Estimates

	 
	$m
	$m
	$m
	$m
	$m

	Capital – 2024-25 Half-Yearly Review
	23,220
	22,073
	21,175
	19,591
	n.a.

	   Capital measures
	(64)
	1,022
	2,585
	1,954
	2,620

	      Parameter and other variations
	(840)
	(751)
	(1,717)
	(64)
	n.a.

	Capital – 2025-26 Budget
	22,315
	22,343
	22,043
	21,480
	20,111


n.a = not available

NSW	2020-21	2021-22	2022-23	2023-24	2024-25	6.9143537965892357	25.018363418424254	-1.9763897982436975	3.8140111347979406	2.3956567886832216	Average of all other states	2020-21	2021-22	2022-23	2023-24	2024-25	7.781471405031799	9.4304598507665709	5.0177980674904266	10.164423719455822	6.7212235698804532	
Annual expense growth (per cent)




2019-20	2020-21	2021-22	2022-23	2023-24	2024-25 Forecast	2025-26 Budget	2026-27                 Forward Estimate	2027-28           Forward Estimate	2028-29                 Forward Estimate	10534917000	11734534000	13527613000	15490593000	17828762000	20625611000	21857798000	23182929000	24558160000	26056264000	
$ billions



Depreciation expenses ($ billion) - Left axis	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	2022-23	2023-24	2024-25	2025-26	2026-27	2027-28	2028-29	4.4048817549499999	4.6136030000000003	4.8725929390245799	5.1923970176800003	6.3849215763262803	6.9299576556683107	7.1009827123099294	7.8841118870933995	8.6012948124412194	9.6577189900201077	10.111919394629998	10.469998216450001	11.039373322779999	11.682387684909999	
$ billions



Growth	Jun-20	Jun-21	Jun-22	Jun-23	Jun-24	Jun-25	Jun-26	Jun-27	Jun-28	Jun-29	87.635836058351387	25.715813853532183	18.738293630398832	22.669221583594066	16.071108464049331	7.6075434470928354	7.6761660893771015	5.3618083392435869	2.7978345281201196	3.1353943166570817	Average	Jun-20	Jun-21	Jun-22	Jun-23	Jun-24	Jun-25	Jun-26	Jun-27	Jun-28	Jun-29	34.166054717985162	34.166054717985162	34.166054717985162	34.166054717985162	34.166054717985162	5.3157493440981449	5.3157493440981449	5.3157493440981449	5.3157493440981449	5.3157493440981449	
Annual rate of growth (per cent)



General Government Sector	Actual	Actual	Actual	Actual	Actual	Actual	Actual	Actual	Actual	Actual	Actual	Revised	Budget	Estimate	Estimate	Estimate	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	2022-23	2023-24	2024-25	2025-26	2026-27	2027-28	2028-29	8545.9950000000008	9483.5220000000008	9351.3639987299994	10546.352999999999	12121.065581140007	16622.816443531603	20364.261976697926	18822.384821016294	20604.38786956773	22228.337432979992	22955.532298860009	22314.970772759771	22343.346421530001	22043.154229809988	21480.174552749995	20110.689176489999	Public Non Financial Corporation Sector	Actual	Actual	Actual	Actual	Actual	Actual	Actual	Actual	Actual	Actual	Actual	Revised	Budget	Estimate	Estimate	Estimate	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	2022-23	2023-24	2024-25	2025-26	2026-27	2027-28	2028-29	5331.5860000000002	3928.1379999999999	6823.3591207399995	7650.8899999999985	5762.5146773699998	5202.48123442	4460.9452177799994	5264.4239620499993	5215.2402458400002	5578.0056446700009	7959.1145705400013	6893.939868316791	8562.7448386700016	8280.8697787400015	7855.8885982500005	7895.930105970001	over 4 years to FY17	2004-05	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	2022-23	2023-24	2024-25	2025-26	2026-27	2027-28	2028-29	15415.301779867499	15415.301779867499	15415.301779867499	15415.301779867499	over 4 years to FY21	2004-05	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	2022-23	2023-24	2024-25	2025-26	2026-27	2027-28	2028-29	22155.223478501455	22155.223478501455	22155.223478501455	22155.223478501455	over 4 years to FY25	2004-05	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	2022-23	2023-24	2024-25	2025-26	2026-27	2027-28	2028-29	28437.382175883569	28437.382175883569	28437.382175883569	28437.382175883569	over 4 years to FY29	2004-05	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	2022-23	2023-24	2024-25	2025-26	2026-27	2027-28	2028-29	29643.199425552495	29643.199425552495	29643.199425552495	29643.199425552495	
$ billions

Gross debt (left axis)	Jun-20	Jun-21	Jun-22	Jun-23	Jun-24	Jun-25	Jun-26	Jun-27	Jun-28	Jun-29	72586.427901587202	91252.618583687712	108351.80219932701	132914.31232971	154275.11562846298	166011.66207795101	178754.99298678999	188339.49310756999	193608.92047581999	199679.32356495998	Gross debt to GSP (right axis)	Jun-20	Jun-21	Jun-22	Jun-23	Jun-24	Jun-25	Jun-26	Jun-27	Jun-28	Jun-29	11.619405779027886	14.056164292003654	15.536536019404505	17.099486984395988	18.795701221791301	19.494089018077855	20.324615461829449	20.418418593622071	20.002987961134412	19.60716060142969	
$ billions
Per cent

Cash deficit 2024-25 Half-Yearly Review	2024-25	2025-26	2026-27	2027-28	2028-29	-18337	-12838.617856840099	-9481.2652984901597	-10820.9230991399	Cash deficit 2025-26 Budget	2024-25	2025-26	2026-27	2027-28	2028-29	-17429.213770087397	-12888.810596060201	-9930.86857427018	-5516.1445712700897	-6012.8120364504603	

$ billions



GGS Capital Expenditure	1999-00	2000-01	2001-02	2002-03	2003-04	2004-05	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	2022-23	2023-24	2024-25	2025-26	2026-27	2027-28	2028-29	2733	2859	3102	3349	3332	3343	3949	4296	4670	5264	7286	7047	5880	7873	8546	9483	9351.3639987299994	10546.352999999999	12121.065581139999	16622.816443531599	20358	18818	20600	22071	22918.91847905	22314.970772759702	22343.346421529997	22043.154229810003	21480.07455275	20110.689176490003	PNFC Capital Expenditure	1999-00	2000-01	2001-02	2002-03	2003-04	2004-05	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	2022-23	2023-24	2024-25	2025-26	2026-27	2027-28	2028-29	2727	2506	2978	3348	3374	3594	4369	5410	6468	8004	9054	7808	7187	6270	5323	3925	6823.6360012700006	7651.6470000000008	5762.5146773699998	5202.48123442	4459.4553986621395	5644.4300639378016	5220.0374191662195	5573.6959602999996	8140.2040510600018	6331.3913730593995	8472.2648386100009	8309.5317786799969	7855.8885981899984	7718.1801059099998	GGS Capital Expenditure as a % of GSP	1999-00	2000-01	2001-02	2002-03	2003-04	2004-05	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	2013-14	2014-15	2015-16	2016-17	2017-18	2018-19	2019-20	2020-21	2021-22	2022-23	2023-24	2024-25	2025-26	2026-27	2027-28	2028-29	1.1308388399488578E-2	1.1204470815077245E-2	1.1723710467436657E-2	1.1998466603849971E-2	1.1102891683494279E-2	1.0583099331710359E-2	1.1881194076552318E-2	1.2170144053031913E-2	1.2399437113347317E-2	1.3343033055944925E-2	1.7628713074911144E-2	1.5854588651381285E-2	1.2651364540032533E-2	1.6407073818286395E-2	1.7254084873299779E-2	1.8466337830969622E-2	1.7365159241708183E-2	1.8286908981196982E-2	2.0054708109099931E-2	2.6579495432573711E-2	3.2588442452377138E-2	2.8986444855206409E-2	2.953828505878979E-2	2.8394442300270165E-2	2.792265896570419E-2	2.6203582401079967E-2	2.5404600820386581E-2	2.3897608661979621E-2	2.2192452270637462E-2	1.9747338154448155E-2	
$ billions


Per cent of GSP
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