
Extract from Hansard 
[COUNCIL — Thursday, 5 September 2019] 

 p6558a-6559a 
Hon Dr Steve Thomas 

 [1] 

IRON ORE ROYALTY REVENUE ASSUMPTIONS — 2019–20 STATE BUDGET 
Statement 

HON DR STEVE THOMAS (South West) [6.05 pm]: Congratulations to Hon Matthew Swinbourn and 
Hon Kyle McGinn on their contributions tonight. They were very good. 

Some things occasionally come along that interfere with the normal process of getting information out, and the 
debate at the other end of Parliament House tonight, along with the debate that we have had in this chamber, 
are some of those things that make sure that very important issues do not get an airing, do not receive media 
coverage and do not get to the public. Therefore, I will take this opportunity to put some things on the record 
on which I think I will come back and say, “I told you so”, in months to come. Some very key questions have been 
asked here, and some key issues have been exposed. On 12 February this year, I asked the minister representing 
the Treasurer — 

In light of the globally significant and ongoing problems experienced by Vale, Brazil, in the production 
of its iron ore, which has resulted in a local price of $US90 a tonne for iron ore being realised, what would 
be the predicted impact on the state’s iron ore royalty income over the next four years should the average 
iron ore price remain at $US90 a tonne? 

He could have picked any particular number, but the answer was — 

A scenario where the average price of iron ore remains at $90 a tonne has not been modelled, as this 
assumption is highly unrealistic. 

That is very interesting because six months later, in August, I asked a remarkably similar question: what is the 
price of iron ore at that point, six months later, and what has been the impact on iron ore royalties? The answer 
came back that it was still over $US90 a tonne and had been so for six months. As for what the impact was, the 
government keeps coming back with updated modelling and says it will give us some answers sometime in the 
future. Why is it important that it gets an airing? This is a major one-off source of revenue that the government 
will make use of. Yesterday, I got a very interesting answer back on this issue. I asked — 

What has been the mean average iron ore price from 12 February 2019 to 13 August 2019? 

According to the government, the price dipped briefly below $US90 a tonne. The answer was that the average 
price in that six-month period was $US99.70. Effectively, that is $US100 a tonne. We know from the budget 
papers that the impact in royalties for an increase in the price of iron ore is equal to $81 million per $US1 increase. 
An increase of $US30, should it last over a year, would mean an increase of $2.4 billion in royalties over that year. 
We have not had a full year; it has been just six months. I have done some calculations based on the average price 
of $US99.70 a tonne. I have taken the budget predicted prices, because that is the price at which the government 
works out its budget. How much money the government has to spend on things now and particularly into the future 
will depend upon its budget predictions, because if the forecast is low but the price is high, it has a massive increase 
in revenue that is unaccounted for in the budget. 

Hon Alannah MacTiernan: Member, are you taking into account the change in the — 

Hon Dr STEVE THOMAS: I am taking into account the change in the Australian dollar exchange rate. We are 
aware of the exchange rate. However, the exchange rate variation has been minimal compared with the change 
in the iron ore price. I will look at this in more detail. The 2018–19 budget expected the price of iron ore to be 
$US62 a tonne and the 2019–20 budget was a bit more optimistic at $US73.50. I took an average of those figures 
over the six-month period this year between those two dates and worked out that the average price forecast in the 
budget, from 12 February to 13 August, would have worked out at precisely $US64.78. If we compare that with 
the actual price of $US99.70, as given to me by Treasury, that is a difference of $US4.92. At almost $US35 a tonne 
differential, based on the numbers of the Treasurer himself, over a six-month period that is an additional royalty 
income of $1.4 billion to the state government. It is $1.4 billion that is not yet in the budget—it is free money! It 
is not in the budget but it will be in the budget, honourable members. It is $1.4 billion that this government knows 
it can stick in as free money in its pre-election budget, which is why I understand that Labor members of Parliament 
have been sent out into their communities to ask local governments and community groups on what election 
promises they should spend the windfall money. I think it should spend some significant dollars on payroll tax 
relief. That is one thing I would look that. 

Several members interjected. 

Hon Dr STEVE THOMAS: I think the government will likely do that. 

Several members interjected. 
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The PRESIDENT: Order, members! We are so close and there will be a couple minutes left if somebody else 
wants to make a contribution, not that I am encouraging you tonight. 

Hon Alannah MacTiernan interjected. 

The PRESIDENT: And that includes you, minister! 

Hon Dr STEVE THOMAS: Of course, the iron ore price will correct and go back to its normal long-term standard, 
which is currently between $US60 and $US70 a tonne, and next year the government will likely have the correct 
estimate of iron ore prices. This windfall will not happen year in, year out. It is a one-year, 2019 mini-boom of 
iron ore royalties that this government will receive. If the iron ore price stays up over the next six-month period, 
the government will receive $1.4 billion. Guess what, members? It is about $US90 a tonne today. It will be 
a $2 billion windfall with the correction as Vale—members can decide how they want to pronounce it—in Brazil 
ramps up its production and the iron ore price corrects itself with the difference between demand and supply, 
which is why the price is high at the moment. This is the 2019 mini-boom that will be experienced and enjoyed by 
the McGowan Labor government. I understand that it has sent its members out to work out how to spend it because 
next year, honourable members, it will have to go into the budget. The government cannot hide it past next year’s 
budget. Has Hon Darren West gone into his community to determine what to spend it on? Certainly members 
throughout the South West Region are running around trying to work out what to spend the money on. It is going 
to end up as a bidding war but, of course, the government cannot not attribute the spending in the next budget 
because if it does not put the money in the next budget, some of it will become available for the opposition and 
other parties to work out how they might spend it during the election campaign. 

Guess what is going to happen? In the next budget, between $1.5 billion and $2 billion will magically appear, 
some of which will probably be spent on payroll tax, and the rest will be poured into marginal seats and seats that 
the Labor Party wants to retain at the next election. We know that this is absolutely the case because the Treasurer 
has given us the numbers. I like a good budget estimates. During this year’s budget estimates, I asked Treasury 
officials about this when we were told how big the windfall will be. The answer from the Under Treasurer was 
that it briefs the Expenditure Review Committee on a monthly basis and then it is kept secret until it is released 
down the track. It will sneak out a little bit—I do not know whether the government is aware of this—in the 
quarterly financial statements. Members should keep a good eye on the Treasury documents. The reality is that 
the 2019 mini-boom of iron ore royalties will provide the electoral largesse for this government to try to buy the 
2021 election. That is an issue that this Parliament, the state media and the people of Western Australia should be 
talking about. It should be an open conversation with everybody about the way to expend windfall money 
amounting to a couple of billion dollars that the government did not expect when it came to government. That is 
the conversation we should be having. It is immensely important for us to consider that. When we get to the budget 
process, honourable members should not forget that when the Treasurer and his representative says that great 
financial management has resulted in all this additional expenditure, it will be the 2019 mini-boom that has given 
this government the election bribes it will take to try to retain government. That should be remembered by all of 
us every day until the 2021 election. 

House adjourned at 6.14 pm 
__________ 
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