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Official Information Act, as applicable: 

 

[1] to prevent prejudice to the security or defence of New Zealand or the 
international relations of the government 6(a) 

[4] to prevent prejudice to the maintenance of the law, including the prevention, 
investigation, and detection of offences, and the right to a fair trial 6(c) 

[11] 
to damage seriously the economy of New Zealand by disclosing prematurely 
decisions to change or continue government economic or financial policies 
relating to the entering into of overseas trade agreements. 

6(e)(vi) 

[23] to protect the privacy of natural persons, including deceased people 9(2)(a) 

[25] to protect  the commercial position of the person who supplied the information 
or who is the subject of the information 9(2)(b)(ii) 

[26] 
to prevent prejudice to the supply of similar information, or information from the 
same source, and it is in the public interest that such information should 
continue to be supplied 

9(2)(ba)(i) 

[27] 

to protect information which is subject to an obligation of confidence or which 
any person has been or could be compelled to provide under the authority of 
any enactment, where the making available of the information - would be likely 
otherwise to damage the public interest 

9(2)(ba)(ii) 

29] to avoid prejudice to the substantial economic interests of New Zealand 9(2)(d) 

[31] to maintain the current constitutional conventions protecting collective and 
individual ministerial responsibility 9(2)(f)(ii) 

[33] to maintain the current constitutional conventions protecting the confidentiality 
of advice tendered by ministers and officials 9(2)(f)(iv) 

[34] to maintain the effective conduct of public affairs through the free and frank 
expression of opinions 9(2)(g)(i) 

[36] to maintain legal professional privilege 9(2)(h) 

[37] to enable the Crown to carry out commercial activities without disadvantages or 
prejudice 9(2)(i) 

[38] to enable the Crown to negotiate without disadvantage or prejudice 9(2)(j) 

[39] to prevent the disclosure of official information for improper gain or improper 
advantage 9(2)(k) 

[s18(c)(i)] that the making available of the information requested would be contrary to the 
provisions of a specified enactment  

[40] Not in scope   
 

Where information has been withheld, a numbered reference to the applicable section of the Official 
Information Act has been made, as listed above. For example, a [23] appearing where information has 
been withheld in a release document refers to section 9(2)(a). 

In preparing this Information Release, the Treasury has considered the public interest considerations in 
section 9(1) and section 18 of the Official Information Act. 
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Treasury Report: Updating the Fiscal Targets: International 
Experience and Macro Modelling 

Executive Summary 
 
The attached slide pack summarises the international experience with fiscal targets and 
preliminary results from macro modelling, as part of the fiscal targets work programme 
[T2015/1393 refers].  
 
International lessons 
 
Key lessons from the international experience include: 
 
• Fiscal rules have become more common over the last two decades with most countries 

adopting some form of budget balance and debt rules. 
 
• The Global Financial Crisis (GFC) highlighted numerous fiscal challenges with many 

fiscal rules being abandoned or relaxed. Post-GFC, there is increased emphasis on 
flexibility in rules to assist with the stabilisation role of fiscal policy, as well as being 
more binding (accordingly, there is a greater use of independent fiscal councils). 

  
• Although many countries adopt budget balance and debt rules, there is still 

considerable variation in the way these rules can be defined and enforced. There are 
different approaches across countries to making fiscal targets more flexible e.g. rolling 
targets, cyclical adjustment or “get out clauses”.  

 
• There is an increasing focus on fiscal-monetary interaction. The main focus has been 

on fiscal settings in the context of the “zero lower bound” for policy interest rates.  
 
• Fiscal rules alone do not guarantee improved fiscal outcomes:  
 

– Supporting institutions, procedures, and commitment also matter. 
 
– Best practice aligns fiscal frameworks with medium-term expenditure frameworks 

(as in New Zealand). Frameworks attempt to balance objectives for sustainability, 
stability and structure. 

 
– Greater prominence of independent fiscal councils can help with monitoring fiscal 

rules.  
 
Modelling lessons 
 
Modelling the macroeconomic and fiscal performance of different fiscal rules and instruments 
in periods of weak aggregate demand showed that: 
 
• As the time horizon for the debt target is increased, more macro stability (measured by 

the output gap – a proxy for the unemployment rate) is gained at the expense of fiscal 
stability (measured by deviations from government debt and deficit targets). Likewise 
as the duration for achieving a surplus target is extended. 
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• A forward-looking budget surplus rule, which explicitly balances economic activity with 
meeting debt targets, gives the best overall performance (if macroeconomic and fiscal 
stability are weighted equally) relative to other considered rules like expenditure growth 
rules. 

 
The next slide pack as part of the fiscal targets work programme will cover New Zealand’s 
net worth story – how and why net worth has changed and what drives its volatility.  

Recommended Action 
 
We recommend that you: 
 
a note the contents of the slide pack, which summarises the international experience of 

fiscal targets and modelling of fiscal rules under different scenarios, and 
 
b note that we continue to provide further updates on the work in coming weeks. 
 
 
 
 
 
Mark Vink 
Manager, Macroeconomic and Fiscal Policy 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
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Updating the Fiscal Targets – progress update
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Issue Indicative timeline (2015)

Lessons from international experience with fiscal targets (slides 3-9) Complete

Analysis of fiscal targets under different macroeconomic scenarios 
(slide 10)

Complete

Balance sheet sensitivities, volatility and fiscal indicators End August

Overall assessment and advice on changing fiscal targets End September

Work plan:
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International experience with fiscal targets – key lessons for NZ
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• Fiscal rules have become more common over the last two decades
– Most countries have some form of budget balance and debt rules
– Expenditure rules are also common to support a budget balance rule
– Net worth targets are rare, as many countries do not have comprehensive balance sheet data

• The Global Financial Crisis (GFC) highlighted numerous fiscal challenges. Many fiscal rules were abandoned.

• Post-GFC, there is increased emphasis on flexibility in rules to assist with the stabilisation role of fiscal policy, as well as 
being more binding (accordingly, there is a greater use of independent fiscal councils) 

– Risk of excessive complexity and communication issues (e.g. EU rules)
– Yet to be seen if these ‘next generation’ rules will perform well in next cycle

• Although many countries adopt budget balance and debt rules, there is still considerable variation in the way these rules are
defined and enforced.

• There are different approaches across countries to making fiscal targets more flexible e.g. rolling targets, cyclical adjustment
or “get out clauses”. 

• There is an increasing focus on fiscal-monetary interaction. Main focus has been on fiscal settings in the context of the “zero 
lower bound” for policy interest rates. 

• Fiscal rules alone do not guarantee improved fiscal outcomes: 
– Supporting institutions, procedures, and commitment also matter. 
– Best practice aligns fiscal frameworks with medium-term expenditure frameworks (as in NZ). Frameworks attempt to 

balance objectives for sustainability, stability and structure. 
– Greater prominence of independent fiscal councils can help with monitoring fiscal rules. 
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Fiscal rules have become more common over the last two 
decades
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Fig 1. Number of countries with fiscal rules
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Fig 2. Combinations of fiscal rules in advanced economies 

Fiscal rules have become more prevalent in recent 
decades. In the early 1990s, there were only seven 
countries with fiscal rules in place, but the number has since 
increased rapidly, particularly in the late 1990s and early 
2000s. As of 2014, 85 countries had some form of fiscal rule 
in place. 

Advanced economies (including New Zealand) led the way 
early on in response to banking crises in the 1990s (e.g. 
Sweden), to reverse trends of rising deficits and debts (e.g. 
Netherlands, Canada), to meet supranational conditions of 
currency unions (e.g. Ireland, Belgium in the EU), or to lock 
in fiscal adjustments already under way (e.g. Finland).

Budget balance rules and debt rules are the most 
commonly adopted rules. This is followed by expenditure 
rules which are particularly prevalent amongst advanced 
economies and increasingly so post-GFC. Net worth 
measures generally don’t feature.

Average number of rules have increased over time, with 
most countries having more than one in place today.
This trend partly reflects efforts to broaden fiscal 
arrangements as debt rules alone proved insufficient in 
providing operational guidance. 

The majority of advanced economies have at least a debt 
rule and budget balance rule (particularly EU members) and 
these often account for the cycle (Fig 2). 
Source: IMF Fiscal Rules Dataset (2015).
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Different types of rules and design characteristics help support 
multiple objectives
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Not all types of rules are equally suited to support different objectives, therefore using a combination of 
rules or focusing on a particular rule can better support country-specific objectives.  

Characteristics of rules can also vary:

• Economic coverage of the rules e.g. Capital expenditure,  interest payments, and cyclically-sensitive items. There 
are tradeoffs involved between sustainability and other objectives such as improving the composition/quality of 
spending and controllability on behalf of the government. For example, capital expenditure is often the easiest to be 
cut in order to meet a fiscal rule in the short run, but capital expenditure may have other economic or social benefits.

• Enforcement mechanisms: mechanisms that correct for past deviations from rules e.g. ‘Debt brake’ in Switzerland 
and Germany where improvements in the structural balance are required to undo past deviations, and sequesters 
(automatic spending cuts) in the US. 

• Escape clauses that allow for temporary deviations from the rules in the event of a recession or significant growth 
slowdown. 

Source: IMF (2009)
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GFC highlighted numerous fiscal challenges prompting reforms to 
fiscal rules in response
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GFC was disruptive, and in the absence of 
well-defined escape clauses, many countries 
suspended their fiscal rules or loosened them 
owing to the need for counter-cyclical fiscal 
stimulus that exceeded the numerical limits of 
existing rules. 

In a study of 72 countries, 25% of them with 
national fiscal rules modified their limits, 
particularly with respect to expenditure rules (IMF, 
2009). 

Fiscal policy played an inadequate 
stabilisation role:

• Fiscal settings in many countries were 
procylical before the crisis. 

• There was a lack of political will and/or public 
pressure to pay down debt or build surpluses in 
good times. As a result, the amount of fiscal 
head room post-GFC was lower than otherwise.

• Currency unions such as the EU struggled 
without country-specific monetary policy, while 
authorities emphasised austerity. Relatedly, 
there is an increasing debate around fiscal 
settings where policy interest rates are at the 
zero lower bound.

Response: ‘next generation’ of fiscal rules.

• Explicitly combine debt sustainability with 
flexibility to accommodate shocks, which entailed 
specifying balanced budget  rules in cyclically or 
structurally-adjusted terms (Fig 3). Also a trend 
towards more binding rules (e.g. Formal correction 
mechanisms and legislating national fiscal rules). 

• Institutional arrangements were also enhanced  
(e.g. Independent fiscal councils, improved budgetary 
procedures, Fiscal Responsibility Laws), and escape 
clauses more clearly defined.

However, these next-generation rules have yet to be 
tested...

Fig 3. Number of budget balance rule that account for the cycle

Source: IMF Fiscal Monitor (2015)
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Considerable variation in how fiscal targets are defined
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Current Fiscal Targets Comments

Australia A medium-term fiscal strategy that includes 
broad objectives for spending, debt and net 
financial worth. 

The budget repair strategy sets a target of 
budget surpluses building to at least 1 per cent 
of GDP by 2023-24.

Replaced target for surplus in 2015 following major 
terms of trade shock.

A focus on strengthening the balance sheet over time 
(net financial worth), rather than numerical targets for 
the balance sheet.

United 
Kingdom

Achieve a surplus on public sector net 
borrowing (i.e. cash balance) in 2019-20 (and 
then every year in ‘normal times’).

Public sector net debt to fall as a share of GDP 
every year up to 2019-20. 

New fiscal mandate indicating desire to pay down debt, 
although no target for the level of debt.

Exceptions to ‘normal times’ to be defined as annual 
economic growth below 1%. 

Net worth is reported but does not feature as a fiscal 
target.

Canada Budget surplus in 2015-16. 

Debt target of 25 per cent of GDP by 2021.

The Government has proposed balanced budget 
legislation. Acceptable deficits would occur only in 
times of recession or in extraordinary circumstances, 
such as a war or natural disaster.

Sweden Budget surplus target of 1% of GDP over the 
cycle.

Expenditure ceiling for rolling three-year
horizon.  

Limited focus on debt levels, but focus is shifting this 
way. 
Political debate about whether to replace budget 
surplus target with a target for budget balance – to 
enable more capital investment and stimulate the 
economy.
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Adoption of fiscal rules do not guarantee improved fiscal 
outcomes
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Fiscal rules have been associated with:

Successful consolidations – A study by IMF 
(2009) analysed 24 episodes of fiscal 
adjustments in general government debt between 
1980 and 2009 for 45 countries. Fiscal rules were 
associated with larger adjustments and more 
sustained and front loaded reductions. 
Expenditure rules, budget balance rules of a 
combination of the two have been particularly 
effective (Molnar, 2012; Guuirchard et al., 2007)

Strong fiscal Performance – Expenditure rules, 
combined with budget balance rules or debt rules 
have been associated with higher average 
primary balances and lower primary spending 
(Cordes et al, 2015). More comprehensive fiscal 
rules were also correlated with stronger cyclically-
adjusted balances in the case of EU countries 
(IMF, 2009) BUT direction of causality difficult to establish:

• The government or population’s attitude towards indebtedness 
may have strengthened the commitment to reduce debt outside of 
fiscal rules.

• Other variables such as budgetary procedures and institutions 
(e.g. medium-term budgetary framework), initial fiscal conditions, 
political environment, and the stage of the economic cycle also 
matter, but are difficult to control for.

Improved stabilisation – The use of flexible 
rules have been associated with a less 
procyclical fiscal stance. Second generation 
rules and expenditure  rules in particular have 
been associated with counter-cyclical public 
spending (Bova et al., 2014; Cordes et al., 2015)

Fig 4. Features of large countries with and without fiscal rules

Source: IMF (2009)
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Fiscal councils have become more prominent post-GFC to 
support fiscal rules
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They can play a supporting role with fiscal rules:

• Given increased complexity of rules, they help with  
monitoring and transparency. Can help distinguish and 
monitor cycle from structural factors in forecasts and 
policy. This can support rules such as a stabilisation fund.

• Have been found to be loosely related to stronger fiscal 
performance, but design features matter more e.g. Strict 
operational independence, a presence in public debate, 
and an explicit role in monitoring against fiscal rules 
(OECD, 2015).

• Well designed fiscal councils can help reduce the 
procyclicality of policy by decreasing the forecast bias 
of primary government balances (European Commission, 
2006; Hagemann, 2011) .

In New Zealand’s case, the key benefit would be to 
provide alternative analysis and perspectives on fiscal 
policy advice and decisions, but the scarcity of fiscal 
policy experts could be an issue.

Purpose: Institutions with a mandate to assess and monitor 
the implementation and impacts of fiscal policy (ex-ante). 

Fig 5. Number of fiscal councils 

Experience with councils has been mixed, but have 
generally made a positive qualitative contribution to 
monitoring

The UK, Netherlands, and Sweden councils have made 
a positive contribution to fiscal policy evaluation and 
forecasting with a strong reputation for credibility.

In Canada, there have been issues with independence 
with political interference of holding back resourcing.

Ireland’s Fiscal Advisory Council (IFAC) set up in 2012 is 
still relatively new.

Source: Debrun and Kinda (2014).
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Macro modelling of fiscal targets – Key conclusions

10

• Objective: To evaluate the macro and fiscal performance of different fiscal rules and 
instruments in periods of weak aggregate demand.

• Methodology: Examined the performance of a balance budget rule and an expenditure 
rule in response to a negative demand shock using the IMF’s Global Integrated 
Monetary and Fiscal Model (GIMF).

• Results accord with standard theory:
– As the time horizon for the debt target is increased, more macro stability (measured by the 

output gap – a proxy for the unemployment rate) is gained at the expense of fiscal stability 
(measured by deviations from government debt and deficit targets). Likewise as the duration for 
achieving a surplus target is extended.

– A forward-looking budget surplus rule, which explicitly balances economic activity with meeting 
debt targets, gives the best overall performance (if macroeconomic and fiscal stability are 
weighted equally) relative to other considered rules like expenditure growth rules.

• Note: Results of the analysis are still preliminary and are likely to be published in a 
Treasury Working Paper in future . 



© The Treasury

Updating the Fiscal Targets – next steps
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• We will continue to report to you on work in coming weeks

• Plan for Chew session in mid-September before final advice
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