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ECONOMIC OUTLOOK: VICTORIA 

Victorian state economy and state budget 2019-20 

Victoria’s Treasurer Tim Pallas delivered the Victorian State Budget for 2019-20 on 27th May 2019. This was the first 

budget since the State election which was held in November 2018.  

The Victorian Government has sought to deliver many of its election promises in this year's Budget, despite difficult 

budget circumstances including reduced revenue from property transfer taxes (for example stamp duty). This Budget 

provides a surplus of $1 billion in 2019-20, with surpluses averaging $2.8 billion per year over the next four years.  

In this budget, the Government has announced $11.4 billion in new spending initiatives and up to $34.5 billion total 

estimated investment (TEI) in new asset initiatives. The State Government’s outlook indicates Victoria’s economy is 

on track to grow by 3.0% in 2018-19 but will slow to 2.75% p.a. thereafter.  

Ai Group’s media release for the State Budget can be found here. 

Table 1: Industry share of output, Victoria and Australia, 2017-18 

Industry shares of output 
2017-18 

Victoria Australia 

Agriculture 2.2 2.5 

Mining 0.8 7.6 

Manufacturing 7.1 5.8 

Utilities 2.7 2.5 

Construction 7.7 7.8 

Wholesale Trade 4.5 3.9 

Retail Trade 5.0 4.3 

Hospitality 2.1 2.4 

Transport 4.9 4.6 

Information media 3.0 2.5 

Finance & Insurance 10.8 8.7 

Rental & Real Estate services 2.8 3.0 

Professional services 7.7 6.8 

Administrative services 3.6 3.2 

Public Administration 4.4 5.1 

Education 5.2 4.7 

Healthcare 7.6 7.0 

Arts & Recreation 1.1 0.8 

Personal & Other Services 1.8 1.8 

Ownership of dwellings 8.5 8.4 

Gross Value Added 93.5 93.2 

Taxes & subsidies 7.9 6.8 

Statistical discrepancy -1.4 0.0 

Gross State Product / Gross Domestic Product 100.0 100.0 

Source: Australian Bureau of Statistics 

  

http://www.aigroup.com.au/
https://www.aigroup.com.au/policy-and-research/mediacentre/releases/VIC-Budget-2019/
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Government measures for business and industry 

On the revenue side, the key announcement for business is a reduction in the cost of payroll tax for businesses over 

several years. Payroll tax changes will include: 

• The payroll tax threshold will be increased from $650,000 to $675,000 on 1 July 2021, with a further increase to 

$700,000 in 2022-23 for all businesses in Victoria; 

• From 1 July 2020, the payroll tax rate for regional businesses will be reduced from 2.425% to 1.2125 – a quarter 

the metropolitan rate – for those businesses based in regional Victoria. This will be phased in over three years, 

with reductions of 0.4 percentage points each year in 2020-21, 2021-22 and 2022-23. This is expected to benefit 

around 3,500 regional businesses; and 

• From 1 July 2019, the payroll tax exemption for wages paid to employees on maternity leave will be extended to 

all types of parental leave and will apply for up to 14 weeks of wages paid to employees taking parental leave. 

On the expenditure side, this budget includes new spending initiatives worth $11.4 billion over the next four years 

(see Table 2). Additional funding and initiatives to support business and industry will include: 

• $150 million to create the Victorian Jobs and Investment Fund, which includes: 

o $10 million for LaunchVic to support local startups and attract innovation and investment projects; and  

o $8.8 million for employment initiatives. 

• $5 million additional funding for trade missions and training and skills programs to help build export capability 

in local businesses; 

• $10.2 million in additional grants for small-scale agribusiness to help Victoria’s ‘artisan’ food and beverage 

producers scale up their operations and create new local jobs; 

• $5 million for an annual wine export symposium, a Victorian wine showcase, trade missions to the United 

States and Asia and international marketing campaigns to help Victoria’s booming wine industry grow; and 

• $32 million for tourism marketing of Victoria to attract international, interstate and intrastate visitors. This 

includes funding to third party organisations to deliver tourism marketing activities and tourism industry programs, 

such as the Victorian Tourism Awards. Regional Tourism Boards will receive partnership funding to support their 

services in the regions. 

Table 2: State Budget 2019-20 new spending initiatives 

Portfolio 2019-20 2020-21 2021-22 2022-23 

Aboriginal Affairs 34.8 43.1 15.8 15.4 

Delivering for Regional and Rural Vic. 402.1 296.8 77.5 67.9 

Victorian Jobs and Investment Fund 90.0 60.0 .. .. 

Education and Training 546.6 557.0 453.0 633.8 

Environment, Land, Water and Planning 399.6 244.3 208.5 171.6 

Health and Human Services 1 293.4 1 214.3 721.9 789.1 

Jobs, Precincts and Regions 281.0 237.4 118.2 84.1 

Justice and Community Safety 279.3 233.8 233.6 210.3 

Premier and Cabinet 55.7 24.3 10.5 10.8 

Transport 276.5 247.8 103.6 122.5 

Treasury and Finance 31.7 31.8 40.0 39.9 

Parliament 1.9 1.6 1.7 1.7 

Court Services Victoria 21.6 13.9 12.4 12.3 

Total spending initiatives (a) 3 714.1 3 206.2 1 996.7 2 159.6 

(a) table may not add due to rounding. 

Source: Department of Treasury and Finance 

http://www.aigroup.com.au/
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Victorian Government infrastructure program 

The Victorian Budget outlines total capital investment of $34.5 billion over the four years to 2022-23. Annual 

Government infrastructure investment (including all investment funded or facilitated by Government) will average 

$13.4 billion over the next four years. This will include three major projects delivered through the Victorian Transport 

Fund: North East Link; Melbourne Airport Rail; and the removal of an additional 25 level crossings by 2025. 

Investments in new assets will include: 

• $15.8 billion for North East Link1 which will increase the capacity of the Melbourne freight network and complete 

the missing link between the Eastern Freeway and the M80 Ring Road; 

• $6.6 billion to plan and deliver an additional 25 level crossing removals by 2025; 

• $2.1 billion to transform the Sunbury rail line, delivering platform, stabling and traction power upgrades to 

support the roll out of High Capacity Metro Trains and the opening of the Metro Tunnel; 

• $1.5 billion to deliver a new Footscray Hospital2 with an increase of nearly 200 beds to meet the growing 

demand in the inner western suburbs; 

• $1.4 billion for new and upgraded schools; 

• $1.4 billion for increased capacity and supporting infrastructure across the Victorian prison system; and 

• $1.1 billion for planning and pre-construction works for the Melbourne Airport Rail, Suburban Rail Loop and 

Western Rail Plan3. This is in addition to existing Victorian Transport Fund commitments to Melbourne Airport 

Rail. 

Chart 1: Government infrastructure investment (a) (b) (c) 

 

Source: Department of Treasury and Finance 

Notes: 
(a) Includes general government net infrastructure investment and estimated cash flows for 

Partnerships Victoria projects. 
(b) Excludes the impact of the medium-term lease over the operations of the Port of Melbourne and 

the divestment of Victoria’s share of Snowy Hydro Limited. 
(c) The figure for 2018-19 is an estimate. 

  

                                                 
1 Includes associated output funding. Excludes financing costs. 
2 Includes funding provided in previous budgets. Excludes financing costs. 
3 Includes associated output funding. 

http://www.aigroup.com.au/
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Victoria’s growing workforce: employment requirements over the next five years 

Vocational education and training are crucial to maintaining and growing Victoria’s skills base and delivering major 

infrastructure projects on time. Recent job vacancy data suggests that Victorian businesses are facing increasing 

difficulties in filling skilled position, particularly in the manufacturing and construction sector. Anecdotal evidence 

suggests there are a lack of STEM skills across the workforce. Demand for skilled workers, particularly with STEM, 

problem solving and team work skills, are expected to remain strong into the future to meet requirements across a 

diverse range of industries.  

The Australian Department of Jobs and Small Business projects the Health Care and Social Assistance industry will 

account for the largest share of Victoria’s employment growth over the next five years (up by 67,500), as the industry 

adjusts to full implementation of the National Disability Insurance Scheme (NDIS), the ongoing ageing of the 

population and increasing demand for childcare and home-based care services. The second largest industry of 

growth is projected to be the Construction industry, which is projected to increase employment by 42,500 over the 

next five years in Victoria, reflecting strong infrastructure investment and non-residential building activity. 

Chart 2: Victorian projected employment growth by industry, five years to May 2023 

 

Source: Deparment of Jobs and Small Business, 2018 Employment Projections – for the five years to May 2023 

  

http://www.aigroup.com.au/
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Government measures for workforce skills and training 

Last year the 2018-19 Budget invested $644 million in the TAFE and training sector, including Free TAFE for priority 

courses. Free TAFE for priority courses commenced from 1 January 2019. By the end of March 2019: 

• more than 19 000 Victorians commenced priority courses and pre-apprenticeship courses; 

• metropolitan commencements in priority courses increased by 102% (relative to the same time last year); 

and 

• regional commencements increased by 116% (relative to the same time last year). 

New funding initiatives announced in the 2019-20 Budget include: 

• $82.7 million to support eligible students in subsidised training in the TAFE and training system, including 

through the Asylum Seeker Vocational Education and Training program; 

• $57 million for a new Building Better TAFEs Fund to build bigger and better facilities around Victoria and 

improve lifelong educational pathways;  

• $41.2 million to expand place numbers for Free TAFE; 

• $28.5 million to provide Free TAFE for early childhood courses in order to support the roll out of three-year 

old kinder; and 

• $5.6 million to develop a suite of higher apprenticeships. 

Victorian Budget: revenue, expenditure balance and debt 

This Budget delivered an operational surplus, despite reduced revenue from property transfer taxes. Since the 

2018-19 Budget Update, taxation revenue has been revised down by an average of $800 million in each year from 

2019-20 to 2021-22. This largely reflects downgrades to land transfer duty revenue, which has been revised down 

by $2.8 billion over five years, primarily reflecting the impact of lower property residential prices and lower transaction 

numbers in the residential property market.  

In 2019-20, the general government sector is expected to collect $71.0 billion in revenue and to spend $70.0 billion 

on government services. Revenue growth is expected to average 4.3% p.a. over the budget and forward estimates, 

exceeding average growth in spending of 3.1% p.a. 

Over the previous four years, the Government delivered operating surpluses that averaged $2.2 billion a year. This 

budget provides for a smaller surplus of 1.0 billion in 2019-20, before rising to an average of $2.8 billion per year 

over the next four years. 

Victorian businesses are significant contributors to this surplus, with the State Government expecting to collect higher 

revenue from payroll tax. Even with the reduction in payroll tax for regional businesses and the increase in the 

threshold for all businesses (see Government measures for business and industry), payroll tax revenue is expected 

to grow by 4.1% p.a. to $6.5 billion in 2019-20 and to then grow by an average of 4.5% p.a. over the four years of 

the forward estimates. This reflects an expectation that Victorian businesses will continue to increase employment 

and wages over the forecast period. 

Net debt will be increased to fund capital projects delivered through the Victorian Transport Fund (VTF), including 

the North East Link; Melbourne Airport Rail; and the removal of an additional 25 level crossings by 2025. Net debt is 

projected to grow to $54.9 billion by June 2023. As a proportion of GSP, net debt is expected to rise to 5.1% of GSP 

at June 2019 and 10.0% of GSP by June 2023 (see Table 3).  

Although net debt is projected to rise substantially in absolute terms and as a proportion of GSP, the Budget notes 

that the impact of changes in accounting standards and additional borrowings to fund the three VTF projects accounts 

for 4.0 percentage points of the rise in net debt to GSP by June 2023. Victoria currently remains one of only 10 

comparable sub-sovereign governments holding a triple-A credit rating from both Standard & Poor’s and Moody’s 

Investor Services, which helps to keep the State Government’s funding costs down. Moody’s has confirmed that the 

proposed increase in net debt to 12 per cent of GSP is manageable within Victoria’s current triple-A credit rating. 

http://www.aigroup.com.au/
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Table 3: General government aggregates 

Source: Department of Treasury and Finance 

Notes: 
(a) The impact of accounting standards changes is shown from 2019-20. The step change increase in net debt includes the requirement to classify 

operating leases as debt and the treatment for service concession arrangements, including certain public private partnerships.  
(b) Includes general government net infrastructure investment and estimated construction costs for Partnerships Victoria projects. 
(c) Excludes the impact of the divestment of Victoria’s share of Snowy Hydro Limited. 
(d) The ratios to GSP may vary from publications year to year due to revisions to the Australian Bureau of Statistics GSP data. 

 

Victorian economy: outlook, opportunities and risks 

The Victorian economy has grown rapidly in recent years off the back of strong population growth, strong residential 

property investment, low interest rates and the lower Australian dollar. Based on these factors, the Budget presents 

a positive outlook for the Victorian economy. Over the next four years, Victoria’s Treasury expects the state to benefit 

from strong population growth, low interest rates, low unemployment and an acceleration in wages growth. As a 

result, Victoria GSP is expected to grow by 3.0% in 2018-19, before slowing to 2.75% thereafter. Growth in GSP per 

capita is also expected to slow in 2020 but to remain positive, before rising again in 2021 as growth in real economic 

activity again outpaces population growth (see Chart 3). 

Chart 3: Forecasts of Victoria’s real GSP and real GSP per capita 

 

Source: Department of Treasury and Finance 
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Unit of 

measure 
2017-18 
actual 

2018-19 
revised 

2019-20 
budget 

2020-21 
estimate 

2021-22 
estimate 

2022-23 
estimate 

Net result from transactions $ billion 2.3 1.1 1.0 1.5 3.9 4.9 

Government infrastructure 
investment (b)(c) 

$ billion 12.1 12.4 14.2 14.7 12.2 12.6 

Net debt $ billion 20.0 22.8 39.0 46.9 51.1 54.9 

Net debt to GSP (d) per cent 4.6 5.1 8.3 9.5 9.8 10.0 

Net result from transactions $ billion 2.3 1.1 1.0 1.5 3.9 4.9 

Government infrastructure 
investment (b)(c) 

$ billion 12.1 12.4 14.2 14.7 12.2 12.6 

http://www.aigroup.com.au/
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Table 4: Victorian State Budget economic forecasts (a) 

Sources: Australian Bureau of Statistics; Department of Treasury and Finance 

Notes:  
(a) Percentage change in year average terms compared with previous year, except for the unemployment rate (see note (b)) and population 

(see note (e)). Forecasts are rounded to the nearest 0.25 percentage points, except for population (see note (e)). 
 Projections for 2022-23 represent trend rates. 
 The key assumptions underlying the economic forecasts include: interest rates that follow movements in market expectations; an Australian 

dollar trade-weighted index of 62.0; and oil prices that follow the path suggested by oil futures. 
(b) Year average. 
(c) Melbourne consumer price index. 
(d) Wage price index, Victoria (based on total hourly rates of pay, excluding bonuses). 
(e) Percentage change over the year to 30 June. Forecasts are rounded to the nearest 0.1 percentage point. 

The Victorian labour market is one of the strongest in the country, with the state unemployment rate the second 

lowest in the country (just behind NSW). The strength of the labour market is expected to remain a feature of this 

economic cycle. Employment growth is forecast to slow to 2.0% p.a. in 2019-20 and 1.75% p.a. over the forward 

estimates, as population growth moderates and economic growth returns to its ‘trend’ rate (see Table 4). As 

employment growth slows, the unemployment rate is expected to gradually rise to around 5.5% by 2022 23.  

Despite this expected rise in unemployment (signalling a less tight labour market), Victoria’s Treasury expects wages 

growth to accelerate to 3.5% by 2021-22. The Government says this rise in wages will boost spending power and 

support household consumption, despite the slower rates of employment growth that are expected. This outlook for 

employment, unemployment and wages growth is in line with the Australian Treasury’s expectations for the national 

economy over the same period, as published in the Australian Government Budget for 2019-20 in early April (see 

Table 5). However, it looks more optimistic than the latest outlook from the Reserve Bank of Australia, which is 

expecting national wages growth to accelerate to only 2.5% by June 2020 and 2.6% by June 2021 (table 5). 

Table 5: Australian full-year growth rates and government forecasts 

RBA, SoMP (May 2019) 
Dec 18 

e 
Jun 19 

f 
Jun 20 

f 
Jun 21 

f 
  

GDP, % change p.a., year end 2.3 1.7 2.7 2.8   

Unemployment rate, %, year end 5.0 5.0 5.0 4.8   

Inflation (CPI), % change p.a., year end 1.8 1.7 2.0 2.1   

Wages (WPI), % change p.a., year end 2.4 2.4 2.5 2.6   

Treasury, Federal Budget 2019-20 (Apr 2019) 
2017-18 

e 
18-19 

f 
19-20 

f 
20-21 

f 
21-22 

p 
22-23 

p 

GDP, % change p.a., year average 2.8 2.25 2.75 2.75 3.0 3.0 

Employment growth, % p.a., year end 2.7 2.0 1.75 1.75 1.5 1.5 

Unemployment rate, %, year end 5.4 5.0 5.0 5.0 5.0 5.0 

Inflation (CPI), % change p.a., year end 2.1 1.5 2.25 2.5 2.5 2.5 

Wages (WPI), % change p.a., year end 2.1 2.5 2.75 3.25 3.5 3.5 

Terms of trade, % change p.a., year end 1.9 4.0 -5.25 -4.75 - - 

e = estimate. f = forecast. p = projection. Sources: ABS various data; RBA Statement on Monetary Policy (SoMP), latest quarter; Australian 

Treasury, Federal Budget 2019-20 (April 2019). 

% 
2017-18 

actual 
2018-19 
forecast 

2019-20 
forecast 

2020-21 
forecast 

2021-22 
projection 

2022-23 
projection 

Real gross state product 3.5 3.00 2.75 2.75 2.75 2.75 

Employment 2.8 3.25 2.00 1.75 1.75 1.75 

Unemployment rate (b) 5.6 4.50 4.75 5.00 5.25 5.50 

Consumer price index (c) 2.3 1.75 2.00 2.25 2.50 2.50 

Wage price index (d) 2.3 2.75 3.00 3.25 3.50 3.50 

Population (e) 2.2 2.10 2.00 1.90 1.90 1.80 

http://www.aigroup.com.au/

