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Introduction

The Institute of Public Affairs (IPA) was among the first organisations in Australia to 
identify that gross federal government debt would reach $1 trillion as a result of the 
significant increase in spending associated with the Covid-19 pandemic. 

On 1 April 2020, the IPA released research findings which estimates that federal debt 
would breach the trillion-dollar mark by the year 2023.

Subsequent IPA analysis published in February 2021, Selling Australia’s Future: Why 
government debt matters and how to return to surplus, estimates that annual interest 
repayments on federal government debt could reach $64 billion by the year 2030 - 
more than double what the treasury had then forecast. 

Since that report was released, inflation has rapidly increased, reaching 6.1% in the 
June quarter of 2022. In March, the Reserve Bank of Australia (RBA) raised the official 
cash rate target for the first time in nearly 12 years, trebling it from 0.1% to 0.35%. The 
rate has since increased by 100 basis points to 1.35% today.

In his speech to parliament on the state of the Australian economy, on 28 July 2022, 
Treasurer Dr Jim Chalmers forecast that headline inflation will reach 7.75% by the end 
of 2022, which would prompt the RBA to continue to lift the official cash rate. 

Rising inflation and interest rates carry significant implications for Australia’s large and 
growing debt burden – particularly with respect to the annual interest repayments on debt.

According to the 2022-23 Commonwealth Budget (the budget), gross federal 
government debt is expected to increase from approximately $900 billion to $1.17 
trillion by 2026. Current annual interest repayments on debt amount to approximately 
$20 billion and are expected to reach $25 billion by 2026.

The purpose of this research report is to provide an update to the aforementioned 
2021 IPA report in the context of rising inflation and interest rates. Specifically, this 
paper analyses three scenarios for how the trajectory of interest rates for the remainder 
of the decade could affect the federal government’s debt repayments. These three 
scenarios are:

• Scenario one: the cash rate rises from 1.35% to 2% by 2030. Under this 
scenario, annual interest repayments on federal government debt could reach 
$44 billion by 2030.

• Scenario two: the cash rate rises from 1.35% to 5% by 2030. Under this 
scenario, annual interest repayments on federal government debt could reach 
$75 billion by 2030.

• Scenario three: the cash rate rises from 1.35% to 7% by 2030. Under this 
scenario, annual interest repayments on federal government debt could reach 
$89 billion by 2030.
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For context, annual interest repayments on debt of $89 billion would make interest 
repayments on debt the third highest annual spending item in the federal budget - 
behind only welfare and social services, and health. This amount is:

• More than quadruple the current annual interest repayments on debt;

• Approximately double the current annual federal government spending on defence;

• Approximately double the current annual federal government spending on education;

• Approximately three-times the current annual federal government spending on 
the NDIS; and

• The equivalent to the cost of purchasing a fleet of six nuclear submarines.
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How the Government Borrows Money

The Australian government borrows money primarily by way of issuing debt securities 
(i.e., bonds) through the Australian Office of Financial Management (AOFM). These 
securities are essentially promissory notes whereby the issuer (i.e., the government) 
of a note promises to pay the purchaser, an amount of money equal to the purchase 
amount of that note (i.e., the principal) at an agreed date in the future plus some 
annual interest (or ‘yield’). The interest is typically paid either every six months or every 
quarter or when the principal is returned. The date when the money must be returned is 
referred to as the ‘maturity’ date. The amount paid at maturity is called a ‘face value’.

Debt securities issued on behalf of the Australian government are referred to as 
Australian Government Securities (AGS). They are large assets worth up to billions 
of dollars which are purchased from the government by large financial institutions in 
auctions or by groups of large investors in private placements (syndications). These 
large securities are then normally broken down by initial buyers into smaller assets - 
and then on-sold in the secondary market. Between issuance and maturity, a security 
can be traded many times over in the secondary market – just like shares and private 
debentures.

There are three main categories of AGS issued by the AOFM. They are:

1. Treasury notes, which are short-term securities that mature within less than 12 
months of issuance, interest on which is usually paid at maturity;

2. Treasury bonds, which are medium to long-term securities with maturities at or 
longer than 12 months, interest on which is usually paid twice a year; and

3. Treasury-indexed bonds, which are medium to long-term securities, just like 
treasury bonds, but for which the principal value of the security is adjusted for 
movements in the consumer price index so as to keep up with inflation. Interest 
on treasury-indexed bonds is paid quarterly based on the adjusted ‘real’ 
principal value.

The following table presents a summary of AGS on issue as of 30 June 2022, at the 
end of the 2021/22 financial year.

Table 1: A breakdown of Australian Government Securities on issue as of 
30 June 2022

Types of AGS Face Value ($b)
Treasury Bonds 830.51
Treasury Indexed Bonds 37.23
Treasury Notes 27.50
Total Debt 895.24
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The Federal Government’s Current Debt 
Portfolio

Total government debt as of the end of the 2021/22 financial year stood at $895 billion, which 
is approximately 40% of Australia’s Gross Domestic Product (GDP). Current annual interest 
repayments on debt amount to around $20 billion, which is close to 1% of Australia’s GDP. 

Below is a breakdown of actual debts on issue as of the date of our data analysis, on 
30 June 2022 by maturity date, sourced from the AOFM.

Treasury Bonds

Table 2: Treasury bonds on issue as of 30 June 2022 by maturity date

Treasury bond 
maturity date

Number of 
allotments

Amount 
allotted – face 
value of bonds 
on issue ($b)

Annual 
coupon rate 
(%)

Annual interest 
expense of 
bonds on issue 
($m)

15 July 2022 39 24.76 5.75 59
21 November 2022 22 26.50 2.25 235
21 April 2023 40 34.20 5.50 1,520
21 April 2024 45 35.90 2.75 987
21 November 2024 19 40.60 0.25 102
21 April 2025 42 40.10 3.25 1,303
21 November 2025 17 36.80 0.25 92
21 April 2026 41 38.10 4.25 1,619
21 September 2026 10 34.60 0.50 173
21 April 2027 41 34.60 4.75 1,644
21 November 2027 31 30.70 2.75 844
21 May 2028 31 29.70 2.25 668
21 November 2028 25 32.60 2.75 897
21 April 2029 45 33.00 3.25 1,073
21 November 2029 27 33.40 2.75 919
21 May 2030 35 37.10 2.50 928
21 December 2030 13 38.70 1.00 387
21 June 2031 31 38.10 1.50 572
21 November 2031 16 41.00 1.00 410
21 May 2032 24 35.20 1.25 440
21 November 2032 11 23.60 1.75 413
21 April 2033 24 19.80 4.50 891
21 November 2033 1 15.00 3.00 450
21 June 2035 13 9.55 2.75 263
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21 April 2037 12 12.00 3.75 450
21 June 2039 9 10.30 3.25 335
21 May 2041 8 13.50 2.75 371
21 March 2047 10 13.30 3.00 399
21 June 2051 9 17.80 1.75 312
Total 691 830.51 2.66* 18,753**

 
*Average annual coupon rate (non-weighted)

** Total may not add due to rounding

Treasury Indexed Bonds

Table 3: Treasury indexed bonds on issue as of 30 June 2022 by maturity date

Indexed treasury 
bond maturity date

Number of 
allotments

Amount 
allotted – face 
value of bonds 
on issue ($b)

Annual 
coupon rate 
(%)

Annual interest 
expense of 
bonds on issue 
($m)

20 September 2025 25 8.04 3 241
21 November 2027 26 6.50 0.75 49
20 September 2030 39 6.54 2.5 163
21 November 2032 4 3.70 0.25 9
21 August 2035 16 4.35 2 87
21 August 2040 17 4.05 1.25 51
21 February 2050 4 4.05 1 41
Total 131 37.23 1.54* 641

 
*Average annual coupon rate (non-weighted)

Treasury Notes

Table 4: Treasury notes on issue as of 30 June 2022 by maturity date

Treasury note 
maturity date

Number of 
allotments

Amount 
allotted – face 
value of bonds 
on issue ($b)

Average issue 
yield (%)

Annual interest 
expense of 
bonds on issue 
($m)

8 July 2022 4 4.00 0.27 11
22 July 2022 6 6.00 0.33 20
12 August 2022 7 5.50 0.42 23
26 August 2022 6 5.50 1.11 61
9 September 2022 1 1.00 1.47 15
23 September 2022 3 2.50 1.34 35
7 October 2022 2 3.00 1.64 49
Total 29 27.50 0.94* 214

 
*Average annual coupon rate (non-weighted)
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Summary

The following table shows a summary of the face value outstanding and annual interest 
expense for debts on issue as of the end of the 2021/22 financial year.

Table 5: A breakdown of debts on issue as of 30 June 2022

Australian Government 
Security

Face Value on Issues ($b)
Annual interest expense 
($m) 

Treasury Bonds 830.51 18,753
Treasury Indexed Bonds 37.23 641
Treasury Notes 27.50 214
Total Debt on Issue 
30 June 2022

895.24 19,608

The face value sum of debts on issue at the end of the 2021/22 financial year was 
$895 billion, which is within 1.5% of treasury’s forecast in the budget.1 The annual 
interest expense arising from debts currently on issue is estimated to be $20 billion. This 
is also roughly in line with budget estimates.

Actual debt repayments in the future are likely to deviate from budget forecast, 
however, since interest rates will escalate given Australia’s soaring inflation.

Table 6: Budget estimates of debt on issue 

2021/22 2022/23 2023/24 2024/25 2025/26
End of Year 
Face Value

$ 906 b $ 977 b $ 1,056 b $ 1,117 b $ 1,169 b

Per cent of GDP 39.5% 42.5% 44.6% 44.9% 44.7%
End of Year 
Market Value

$ 929 b $ 1,004 b $ 1,088 b $ 1,153 b $ 1,207 b

Per cent of GDP 40.5% 43.6% 46.0% 46.3% 46.1%
Month of peak June 2022 April 2023 April 2024 April 2025 April 2026

 
Source: The Federal Budget, AOFM

1  In March, Treasury forecast debt to reach $906 billion by 30 June 2022.
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Methodology for Estimating Interest 
Rate Repayments

This study estimates the potential impact that a rising RBA cash rate could have on 
annual interest repayments on federal government debt – specifically in scenarios 
where the cash rate increases to 2%, 5% and 7% respectively. To do this, increases to 
the cash rate are translated as changes to the yield curve by shifting the yield curve up 
in line with the anticipated upward movement of the RBA cash rate.

In essence, for the purpose of this exercise, the curve is simply shifted up while 
maintaining the same shape as the shape of the yield curve as of 30 June 2022, which 
means it is assumed that the maturity profile and debt composition are not affected by 
changes to the cash rate.

A yield curve is a point-in-time graphical representation of the interest rates of bonds 
at different maturity profiles. The rates are the result of market supply and demand 
interactions. In this study, we are interested in the yield curve for Australian treasury 
and treasury indexed bonds.

The market yield curve for these bonds as of 30 June 2022 is shown below and points 
to a curve in which the interest rate for a 52-week bond is at just over 2%. This means 
that the market expects the RBA to increase the overnight cash rate target to at least 2%.

Chart 1: Yield curve as of 30 June 2022

The 52-week treasury bond yield usually hovers around the RBA cash rate in that the 
starting point of the yield curve normally follows movement in the cash rate. But the 
relationship between the two is not as straightforward as one simply mirroring the other. 
A historical analysis, allows us to approximate the nature of their relationship.

To do this, we collected monthly data on RBA cash rates and 52-week bond yields 
between January 2000 and June 2022, and then performed a regression analysis 
to arrive at the simple linear equation presented in the Appendix. We find that every 

Source: World Government Bonds
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percentage point increase in the cash rate increases the yield by 0.93 percentage 
points and where the starting point is 0.21 – meaning that a zero cash rate is 
associated with a 52-week bond yield of 0.21%.

Applying this to our scenario analyses, we arrive at the following set of government 
bond yield assumptions at different RBA cash rate environments:

Table 7: Bond yield estimates based on cash rate assumptions

Cash Rate Assumption 2% 5% 7%
52 Week Bond Yield 2.06 4.84 6.69
2 Year Bond Yield 2.58 5.36 7.21
3 Year Bond Yield 2.88 5.65 7.51
4 Year Bond Yield 2.96 5.74 7.59
5 Year Bond Yield 3.07 5.85 7.70
6 Year Bond Yield 3.14 5.92 7.77
7 Year Bond Yield 3.25 6.03 7.89
8 Year Bond Yield 3.28 6.06 7.92
9 Year Bond Yield 3.33 6.11 7.96
10 Year Bond Yield 3.36 6.14 8.00
12 Year Bond Yield 3.43 6.21 8.06
15 Year Bond Yield 3.52 6.30 8.15
20 Year Bond Yield 3.58 6.36 8.21
30 Year Bond Yield 3.58 6.36 8.21

Because the above table only takes into account bonds with maturity spans of 52 weeks 
and over, it cannot be used to predict yields on treasury notes at different RBA cash rate 
environments. To do this, we have conducted another regression analysis to measure 
the historical relationship between the RBA cash rate and the weighted average yield of 
treasury notes. We find that every percentage point increase in the cash rate increases 
the treasury notes yield by 0.95 percentage point and where the starting point is 0.17 – 
meaning that a zero cash rate is associated with a treasury note yield of 0.17%. 

Accordingly, throughout our scenario analysis, we assume that at a 2% cash rate 
environment, the weighted average treasury notes’ rate will be 2.07% p.a. At 5% and 
7% cash rate environments, the weighted average treasury notes’ rates will be 4.93% 
p.a. and 6.84% p.a. respectively. The detailed regression model is as per the second 
half of the appendix.

Government debt will increase considerably by 2030. The most recent federal budget 
forecasts debt to grow to $1.2 trillion by 2026. But subsequent growth in debt is 
not forecast. To estimate new debt issues between 2026 and 2030, we applied an 
ordinary least squares simple linear regression model on the current data as follows:



10 Institute of Public Affairs www.ipa.org.au

Chart 2: Projected increase in debt at face value

The regression analysis shows that, based on the government’s own projected 
trajectory, gross debt is estimated to grow from $895 billion in 2022 to $1,455 billion 
by 2030, which is an increase of $560 billion. Interest repayments on the new debt 
are included in our scenario estimates.
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Research Findings

This report analyses how interest repayments on federal government debt can be 
affected by rising interest rates. To do this, we analyse three interest rate scenarios:

1. Scenario 1: The cash rate increases from 1.35% to 2% by the year 2030.

2. Scenario 2: The cash rate increases from 1.35% to 5% by 2030.

3. Scenario 3: The cash rate increases from 1.35% to 5% by the year 2026, and 
then again rises to 7% by the year 2030.

The results are outlined below.

Scenario One: The RBA cash rate increases to 2% by 2030

A stable 2% cash rate environment will produce yields not dissimilar to the yields 
offered by the market at the end of the 2021/22 financial year. Estimates of the effect 
of an increase in the cash rate to 2% by the year 2030 finds that annual interest 
repayments on debt could increase from $19.61 billion to $24.80 billion. 

If new government debts are issued using the existing maturity profile of the treasury 
portfolio at rates associated with a 2% cash rate environment, then the annual interest 
repayments on the new debt will amount to $18.79 billion per annum by 2030.

Under this scenario, the total annual interest repayments on government debt in 2030 
are estimated to total $43.59 billion per annum.

Scenario Two: The RBA cash rate increases to 5% by 2030

Estimates of the effect of a yield curve being shifted upwards by a 5% cash rate but 
maintaining the current maturity spread shows that rolling over maturing debt securities 
over the eight years between 2022 and 2030 will raise interest repayments on the 
current portfolio to $41.07 billion per annum. 

If the estimated $560 billion new debt is issued using the existing maturity profile of the 
treasury portfolio where the cash rate is at 5%, then annual interest repayments will 
total $34.35 billion per annum.
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Chart 3: Expected yield curve at 5% cash rate

Under this scenario, total annual interest repayments on government debt in 2030 is 
estimated to be $75.42 billion per annum. 

Scenario Three: The RBA cash rate increase to 5% by 2025 and 7% 
by 2030

The third scenario builds on Scenario 2 but where there is an acceleration in the yield 
curve and the RBA cash rate rises from 5% to 7% in 2026, shifting the yield curve 
upwards and taking the 52-week coupon rate to almost 7%. 

Rolling over maturing debt securities from 2022 to 2030 in an environment where the 
cash rate rises to 5% and then to 7% from 2026 onwards will raise interest repayments 
on the current portfolio to $50.22 billion per annum.

Gross debt is forecast to increase by $274 billion between 2022 and 2026. This is 
projected to increase further by $286 billion over the four years between 2026 and 
2030. If new debts between 2022 and 2026 are issued using the existing maturity 
profile of the treasury portfolio in an environment where the cash rate is at 5%, and 
those between 2026 and 2030 are issued in an environment where the cash rate is at 
7%, the annual interest repayments on the new debt will amount to $38.67 billion.
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Chart 4: Expected yield curve at 7% cash rate

Together, total interest repayments on the $1.455 trillion debt by 2030 will amount to 
$88.89 billion. This is double our baseline estimate presented in the first scenario.

Comparing the Debt Repayment Implication Under the Three 
Scenarios

The bar chart below compares annual debt repayments in the three scenarios against 
the Commonwealth government’s estimated total annual debt repayments for the 
financial year ending in June 2022.

Chart 5: Comparing annual debt repayments under the three scenarios
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Debt Servicing Cost Comparison

The yearly cost of debt servicing is likely to dwarf many other government expenditure 
items and, by 2030, could become the third highest expenditure item in the budget. To 
demonstrate, the estimated $89 billion annual repayments on government debt in 2030 
is about double the Commonwealth’s current expenditure on defence and education – 
and triple the amount currently invested in the National Disabilities Insurance Scheme.

Chart 6: Comparative cost of debt repayments

To put it another way, the yearly cost of debt servicing by 2030 as predicted in the 
third scenario is comparable to the $90 billion submarine procurement contract 
with France which was cancelled by the Morrison government. Under this contract, 
Australia was to receive a fleet of 12 conventional diesel-powered submarines, each 
at – on average - $7.5 billion. Under the AUKUS deal, Australia is set to receive a fleet 
of 8 submarines at approximately $15 billion each.

The expected annual interest repayments by 2030 add up to the equivalent to the cost 
of purchasing a fleet of a dozen conventional submarines or half a dozen nuclear-
powered submarines.

Chart 7: Cost of debt repayments in 2030 in number of submarines
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Conclusion

This report presents estimates on the impact of rising interest rates on the growth of 
annual interest repayments on Commonwealth government debt by 2030, when the 
magnitude of debt is expected to climb from $900 billion in 2022 to $1.455 trillion by 
2030. 

We have devised three scenarios in our study:

• Scenario one: the cash rate rises from 1.35% to 2% by 2030. Under this 
scenario, annual interest repayments on federal government debt could reach 
$44 billion by 2030.

• Scenario two: the cash rate rises from 1.35% to 5% by 2030. Under this 
scenario, annual interest repayments on federal government debt could reach 
$75 billion by 2030.

• Scenario three: the cash rate rises from 1.35% to 7% by 2030. Under this 
scenario, annual interest repayments on federal government debt could reach 
$89 billion by 2030.

An $89 billion annual interest repayments on debt would mean that interest 
repayments on debt securities will become the third highest annual expenditure item in 
the federal budget - behind only welfare and social services, and health.

And the $89 billion in annual repayments on debt is:

• More than quadruple the current annual interest repayments on debt;

• Approximately double the current annual federal government spending on defence;

• Approximately double the current annual federal government spending on education;

• Approximately three-times the current annual federal government spending on 
the NDIS; and

• The equivalent to the cost of purchasing a fleet of six nuclear submarines.
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Appendix

The Cash Rate and 52-week Bond Yield

The relationship between the RBA’s historical cash rates and 52-week government bond 
yields between January 2000 and June 2022 is as follows:2

y = 0.9265x + 0.2061

Where the independent variable (y) represents the start of the yield curve (i.e., 52-week bond 
yield) and the independent variable (x) represents the RBA cash rate as at the end of the 
month included in the analysis. The summary output of our regression analysis is as follows:

The Cash Rate and Treasury Note Yields

The relationship between the RBA’s historical cash rates and weighted average treasury 
note yields between June 1989 and June 2022 is as follows:3

y = 0.9534x + 0.1671

Where the dependent variable (y) represents the weighted average yield on treasury 
notes and the independent variable (x) represents the cash rate for the point in time at 
which the notes are issued. The summary output of our regression analysis is as follows:

2  The earliest digital record we could find on 52-week government bond yields was from January 2000. 
 Source: Investing.com.

3  The earliest digital record we could find on treasury note yields was from June 1989. Source: the RBA.
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