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ANSWER TO QUESTION ON NOTICE

Asked by Elizabeth Lee MLA:
Ref: Budget Review 2023-24, Page 112
In relation to: Average Borrowing Costs

1. Canthe Treasurer provide a detailed breakdown of the assumptions, modelling and
estimates that resulted in the average cost of borrowing being increased from 4.45% to
4.9%?

Yvette Berry MLA: The answer to the Member’s question is as follows: —

There has been ongoing volatility in domestic interest rates over the 2023 calendar year due to
uncertainty in relation to the outlook for both economic growth and inflation, as well as increasing
geo-political risks. The volatility in domestic interest rates is demonstrated by the variability in the
estimated Commonwealth 10-year borrowing cost over the period from end May 2023 to mid-January
2024 reflected in Figure 1.

Figure 1: Commonwealth 10-year Borrowing Cost
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Figure 2 shows the Commonwealth yield curve, or their estimated borrowing costs for different
maturity terms, on 17 January 2024 compared with their estimated borrowing costs at end May 2023,
with an increase of +0.6% in their estimated 10-year borrowing cost over that period.

Figure 2: Commonwealth Yield Curve Comparison
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As we do not forecast future interest rates, future borrowing rate expectations for the Budget
assumptions are based on the Commonwealth’s 10-year Forward Curve plus an estimated interest
rate margin.

The Commonwealth 10-year forward curve calculates what the implied 10-year interest rate is in
1-years’ time, 2-years’ time etc based on the Commonwealth’s current yield curve.

Image 1 below is the Commonwealth Forward Curve Matrix and shows the implied 10-year forward
rates used for determining the 2023-24 Budget Assumptions.

Image 1: Commonwealth Forward Curve Matrix 2023-24 Budget Assumptions
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Image 2 below is the Commonwealth Forward Curve Matrix and shows the 10-year forward rates used
for determining the 2023-24 Budget Review Assumptions.

Image 2: Commonwealth Forward Curve Matrix 2023-24 Budget Review Assumptions
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The ACT’s interest rate margin that is added to the estimated Commonwealth 10-year forward rates is
based on an assessment of the ACT’s 10-year borrowing cost spread relative to the Commonwealth at
the time the budget estimates are finalised.

As outlined in Figure 3 the estimated interest rate margin at the time of the 2023-24 Budget estimates
was approximately +0.7%, but this interest rate margin had declined to approximately +0.6% for the

2023-24 Budget Review estimates.

Figure 3: ACT Borrowing Cost Spread to Commonwealth
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The average estimated cost of borrowing outlined in the Budget Papers is the average of the Budget
and 3 forward years.



Approved for circulagi ing Committee on Public Accounts
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By the Acting Treasurer, Yvette Berry MLA
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