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Treasury Report: Preliminary options for new fiscal targets 

Executive Summary 
 
The Government’s fiscal target to return OBEGAL to surplus in 2014/15 has been a key fiscal 
anchor in recent years. The target has focused attention on managing operating revenue and 
expenses and helped turn around a large fiscal deficit.  The passing of the 2014/15 year 
provides an opportunity to consider whether another target might help the Government 
continue to deliver prudent fiscal management while better supporting macroeconomic 
stability. Following on from our chew session with the Minister of Finance on 18 September, 
this report provides preliminary options for new targets for your feedback, as requested. 
 
The Government has other fiscal targets, such as to reduce core Crown expenses below 
30% of GDP and to reduce net core Crown debt to below 20% of GDP by 2020. Now that the 
OBEGAL has been returned to surplus, the fixed date net debt target is likely to become the 
most binding constraint. As the target date of 2020 approaches there is a risk that this target 
may lead to pro-cyclical fiscal policy if the economy grows significantly more slowly than in 
the 2015 Budget Economic and Fiscal Update (BEFU) forecasts, because meeting the target 
would require a tightening of fiscal policy at a time of slow economic growth.  
 
Many countries have reviewed their fiscal rules since the global financial crisis (GFC), when 
rules were often abandoned or loosened. Most of the changes have attempted to make the 
rules more enduring in the event of economic fluctuations (i.e. more flexible). This can be 
achieved by setting the target in cyclically-adjusted terms, providing an explicit ‘escape 
clause’ for unforeseen shocks, or specifying the target over a forward-looking rolling time 
horizon. This report provides illustrative options for new rolling-horizon OBEGAL and debt 
targets for your consideration. Such targets could also incorporate suitable ‘escape clauses’. 
 
A key benefit of a rolling-horizon target is that it supports the objective of macro stability by 
increasing the focus on the medium term fiscal position while allowing the actual fiscal 
position (i.e. OBEGAL and net debt) to vary with the economic cycle. This is conceptually 
similar to the Reserve Bank’s inflation target, which maintains a focus on returning medium-
term inflation to the target while actual inflation outturns fluctuate. We envisage that policy 
settings (i.e. allowances) would be changed less frequently, and pro-cyclical adjustments in 
allowances would be avoided (i.e. the volatility in the fiscal position would reflect economic 
fluctuations not policy-induced fluctuations). The allowance framework provides a useful 
communication mechanism to help explain whether forecast movements reflect changing 
economic circumstances (which are outside of allowances) or changes in policy settings 
(which are generally within allowances). 
 
We have provided three options for rolling-horizon OBEGAL targets and three options for 
rolling-horizon net debt targets (Annex 1). We have also set out how new fiscal targets could 
be communicated and would work in practice (Annex 2). We have assessed what 
implications the different options would have under different economic circumstances (Annex 
3).  
 
The main trade-off that arises is between a target that provides a strong fiscal constraint 
(thereby supporting fiscal management) and one that is less likely to lead to changes in 
allowances due to cyclical fluctuations in the economy (thereby supporting macro stability). 
The options in this report differ in where on this spectrum they lie, although relative to the 
status quo each option represents a shift in emphasis from strong fiscal constraint to greater 
macro stability.  
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At the current time the changing economic outlook will imply a deterioration in the fiscal 
forecasts and it is unlikely that the current fiscal targets (to maintain surpluses and reduce 
net debt below 20% of GDP by 2020) will be met in the HYEFU projections. Most of the 
options provided in this report are less likely to imply that a fiscal tightening is needed in the 
current situation. Such a tightening would be pro-cyclical if it occurred in the short term. 
 
In practice, any fiscal target cannot take into account all circumstances or be consistent with 
achieving all objectives, and should provide some room for judgement to be exercised. 
Although fiscal targets help to communicate your fiscal strategy, they need to be 
accompanied by a broader explanation of your fiscal strategy that outlines your other short-
term intentions, such as repaying debt earlier if there are positive revenue surprises. 

Recommended Action 
 
We recommend that you: 
 
a note that fiscal targets that focus on achieving the target by a fixed date create a risk of 

pro-cyclical fiscal policy decisions. 
 
b note that forward-looking rolling-horizon targets may provide benefits of a medium-

term approach to fiscal policy and increased macroeconomic stability. 
 
c note the potential options for forward-looking rolling-horizon targets for OBEGAL and 

net debt set out in this report. 
 
d note that any new targets would require Cabinet approval by mid-November if they are 

to be included in the Budget Policy Statement 2016. 
 
e note that the Treasury will be seeking your feedback on these options at fiscal issues 

on Tuesday. 
 
 
 
 
 
Mark Vink 
Manager, Macroeconomic and Fiscal Policy 
 
 
 
 
 
Hon Bill English      Hon Steven Joyce       Hon Paula Bennett 
Minister of Finance     Associate Minister of Finance     Associate Minister of Finance 
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Treasury Report: Preliminary options for new fiscal targets 

Purpose of Report 
 
1. At a chew session on 18 September 2015 the Minister of Finance requested 

preliminary options for new fiscal targets. This report provides preliminary options for 
rolling-horizon OBEGAL and debt targets. 

Analysis 
 
Background 
 
2. On 14 October the Government released its year-end financial statements for 2014/15. 

The Government has maintained a fiscal target of achieving surplus in 2014/15 since 
2011. The target has focused attention on operating revenue and expenses and helped 
turn around a large fiscal deficit. The fixed date target has served its purpose in 
achieving the Government’s objective of responsible management of the public 
finances.  

 
3. With the OBEGAL now in surplus the focus for decision-making is likely to shift to the 

net debt target. As the target date approaches there is a risk that the target may lead to 
pro-cyclical fiscal policy, particularly if the economy grows more slowly than in 2015 
BEFU forecasts. This has prompted Treasury to review the current fiscal targets to 
identify areas for improvement. 

 
4. The Government has other fiscal objectives – in particular to reduce core Crown 

expenses to below 30% of GDP. We have assumed that this objective remains 
unchanged. Part of the reason that there is less focus on this particular objective is 
likely to be because projections show that it will be easily met over the forecast and 
projection horizons. 

 
Objectives of fiscal targets 
 
5. Fiscal targets can help manage the multiple objectives for fiscal policy that underlie the 

principles of responsible fiscal management in the Public Finance Act 1989 (PFA): 
 

• sustainability – ensuring that the government’s revenue and expenses are 
balanced over time and debt is maintained at prudent levels without the need for 
significant policy changes; 

 
• stability – fiscal policy can support monetary policy and broader macroeconomic 

stability by allowing the automatic fiscal stabilisers to operate and avoiding pro-
cyclical changes in discretionary fiscal policy, and 

 
• structure – ensuring the composition of spending and revenue supports the 

Government’s overall policy objectives. 
 
6. Good fiscal targets need to balance the objectives of fiscal management (providing a 

top-down constraint to support decision making) while also enabling sufficient flexibility 
for the budget balance and debt to fluctuate over the economic cycle. Targets should 
be readily understandable by policymakers and the public to promote accountability.  In 
the short-term, there can be trade-offs between sustainability and stability following a 
negative shock, as trying to achieve sustainability too quickly could result in pro-cyclical 
fiscal tightening. In the medium-term, there is less likely to be a conflict as sustainable 
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public finances support stability by providing headroom for the automatic fiscal 
stabilisers to operate. 

 
7. We have reviewed the current fiscal targets and looked at lessons for New Zealand 

from the literature and other country experiences. Our focus through the review has 
been twofold: 

 
• to encourage a medium-term focus to fiscal policy, to avoid the potential short-

term focus that a fixed date target could generate and to support macro stability – 
this is the focus of this report, and 

 
• to increase the focus on the broader balance sheet – we are planning a chew 

session to discuss how a range of supplementary indicators relate to the fiscal 
strategy. We will also report on why we think a greater focus on net worth is 
important and options for increasing the focus on net worth in the Budget Policy 
Statement and/or Half-year Economic and Fiscal Update. 

 
8. This report provides preliminary options to encourage a greater medium-term focus. 

Fiscal policy focused on the medium-term would help create an appropriate balance 
between sustainability and stability objectives.  In practice this would involve: 

 
• allowing automatic fiscal stabilisers to operate in the short-term in response to 

cyclical fluctuations in the economy – with the result that the OBEGAL and net 
debt would fluctuate over the cycle 

 
• avoiding pro-cyclical discretionary changes in fiscal policy which could 

exacerbate the economic cycle – by maintaining already planned operating and 
capital allowances and avoiding either reducing allowances when the economy is 
weak or spending positive revenue surprises when the economy is stronger than 
expected, and 

 
• adjusting allowances if necessary to maintain a prudent fiscal policy in response 

to structural or permanent shocks, but doing so gradually and in a way that 
complements monetary policy and supports macro stability. 

 
International experience 
 
9. New Zealand is not unique in facing the tensions between stable and sustainable fiscal 

policy objectives. Many countries, particularly in Europe, did not strengthen their fiscal 
position sufficiently during good economic times, which meant their ability to use fiscal 
policy to support the economy was constrained following the Global Financial Crisis 
(GFC). Many of the fiscal rules1 that were in place prior to the crisis were abandoned or 
loosened during the crisis due to the magnitude of the economic shock. Since the GFC 
many countries have revised their fiscal rules to introduce more flexibility in response to 
economic fluctuations. Much of this has been motivated by limited scope for monetary 
policy to operate (due to the zero lower bound for interest rates or being constrained 
due to a currency union). 

 
10. There are three ways that countries have tried to make fiscal targets more flexible: 
 

• cyclical adjustment such that the target makes allowances for state of the 
economy (e.g. EU structural deficit limits) 

 
 
 

                                                
1  This report uses the term “fiscal rules” when referring to lessons from other countries, consistent 

with the terminology in the literature.  
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• explicit “escape clauses” where unforeseen shocks (eg economic or natural 
disasters) allow deviation from the target (e.g. UK target to achieve a surplus on 
public sector net borrowing  in 2019-20 and then every year in ‘normal times’), 
and 

 
• rolling-horizon targets - where the target is set to be achieved over a moving time 

frame (like monetary policy) rather than at a set date (e.g. previous UK fiscal 
mandate: “achieve cyclically-adjusted current balance by the end of the third year 
of the rolling, 5-year forecast period”). 

 
11. There is no clear “best practice”, and the specification of fiscal targets partly reflects 

history, circumstances and institutions. For example, whether a country has a track 
record of deficit bias, whether the fiscal forecasts are independent, and/or whether the 
country is part of a currency union.  In many countries, an independent fiscal council 
has been established. This can help support fiscal rules by producing independent 
forecasts, commenting on whether fiscal rules have been met (particularly for cyclically-
adjusted rules where the measurement is subject to considerable judgement), or 
judging whether circumstances warrant a triggering of ‘escape clauses’. 

 
12. This report provides analysis and options for forward-looking rolling-horizon targets. 

This is because we consider New Zealand to have some of the necessary features to 
support an effective rolling-horizon target – a good fiscal track record, independent 
fiscal forecasts, and debt relatively close to prudent levels. Although a cyclically-
adjusted target would have conceptual benefits, we did not consider a cyclically-
adjusted target because this would be subject to considerable measurement 
uncertainty and be difficult to communicate to the public. In New Zealand the terms of 
trade can have a significant effect on public finances and it is difficult to identify 
structural from cyclical movements. A forward-looking target is conceptually similar to a 
cyclically-adjusted target because the economy is generally forecast to converge to 
trend – this means the OBEGAL and the cyclically adjusted balance converge over the 
forecast period.  

 
13. The options are not mutually exclusive. It could be useful to consider adding ‘escape 

clauses’ to any rolling-horizon target, for example to make clear that the intention is to 
run surpluses ‘in normal times’, and that departures from the targets may be 
appropriate if there are significant shocks. 

 
Analysis of rolling-horizon targets 
 
14. We have looked at whether the introduction of a rolling-horizon target could have 

benefits in the New Zealand context. A rolling-horizon target means setting a target for 
the forecast at a particular horizon. This would be similar to the Reserve Bank’s 
inflation target, which maintains a focus on returning medium-term inflation to the target 
while actual inflation outturns fluctuate. Pros and cons of a rolling-horizon target 
compared to a fixed date target are set out in table 1.  

 
Table 1: Pros and cons of rolling-horizon targets versus fixed date target 

 Arguments in favour of rolling-
horizon target 

Arguments against rolling-horizon 
target 

Credibility • New Zealand governments 
have had a relatively good 
track record for fiscal discipline 
since the passing of the Public 
Finance Act  

• Transparent, independent and 
credible forecasts can be used 
as a metric for success 

• Rolling-horizon targets could 
weaken accountability as it is 
harder to measure ex-post 
performance 

• Targets could be ‘gamed’ if 
spending or tax cuts are 
persistently front loaded 
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• Accountability for policy 
decisions can be made clear 
via transparent operating and 
capital allowances 

Macro Stability • Reduces likelihood of pro-
cyclical fiscal policy by allowing 
the automatic stabilisers to 
operate – ie, enables the 
Crown balance sheet to play a 
shock absorbing role over 
short-term horizons 

• Same as a fixed date target – a 
very large macro shock may 
require a reset of the target, 
especially if the effective lower 
bound on the policy interest 
rate is reached, but this can be 
managed with suitable ‘escape 
clauses’ 

Micro/efficiency • Reinforces medium-term focus 
for budgeting (eg, consistent 
with 4-year plans) 

• Reduce incentive for 
suboptimal decisions being 
driven by achievement of a 
target in a particular year 

• Supports greater stability of 
Budget allowances (supporting 
stable and predictable tax and 
spending settings) 

• Will not ‘solve’ deeper 
challenges of addressing long-
term cost drivers. This requires 
different sets of tools (e.g. 
based on social investment 
approach and balance sheet 
efficiency). These should be 
progressed separately 

 
15. We think there is merit in considering rolling-horizon targets to replace the existing 

targets for OBEGAL and net debt. The purpose in allowing more flexibility would be to 
allow the fiscal balances (OBEGAL, net debt etc) to vary in line with cyclical economic 
fluctuations, as opposed to policy-driven variability. The main risk is likely to be around 
the perceived loss of accountability because the target date will roll out and so it will be 
more difficult to measure performance. However, this risk can be managed through 
clear communication of the approach, including a commitment to keep within operating 
and capital allowances. This can be supported by clear communication in the 
Treasury’s Economic and Fiscal Updates by decomposing forecast changes into 
economic versus policy-driven changes. 

 
Key design choices 
 
16. There are a number of key design choices, the main ones being length of the rolling 

horizon, which variable to target, whether to specify the target as a range or a point, 
and the level of the target (which should reflect the Government’s fiscal strategy). 

 
Length of rolling horizon 
 
17. There are choices about the number of years ahead for a rolling-horizon target, 

including whether to target the average over a number of years. The appropriate length 
of the horizon needs to balance a number of factors: 

 
• Macroeconomic considerations - ideally the horizon would be longer than the 

typical length of the business cycle, in order to avoid responding to cyclical 
fluctuations in the economy (e.g. to avoid tightening fiscal policy to correct a 
cyclical deficit). Monetary policy is the primary macro stabilisation tool, and so the 
horizon for the target should exceed the Reserve Bank’s policy horizon.  In New 
Zealand, this suggests a minimum horizon of 3-5 years (Figure 1).  

 
• Uncertainty around the forecasts - uncertainty increases significantly as the time 

horizon is increased.  
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• PFA requirements – the PFA requires long-term objectives to be set for a 

minimum of 10 years, which means the objectives need to be relevant over that 
timeframe (even if the numerical target applies to a shorter period). 

 
Figure 1 – Length of business cycles in New Zealand 
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Source: Reserve Bank of New Zealand 
 

18. For a budget balance target (e.g. OBEGAL), a 3-5 year time horizon is considered 
appropriate taking into account the length of the business cycle. This also fits with the 
five-year forecasting and budgeting framework. 

 
19. A stock variable (e.g. net debt) should adjust quite slowly back to its target level in 

response to shocks according to standard economic theory. Although there are no 
clear guidelines on length of time horizon for a net debt target, we consider a 5-10 year 
horizon to be appropriate in the New Zealand context.   

 
Which variable to target 
 
20. There is a choice about whether to keep the main fiscal targets based on total Crown 

OBEGAL and net core Crown debt. Given that these variables are now reasonably 
familiar to many stakeholders, this report provides options around OBEGAL and net 
debt. As noted previously, we will report separately on options for increasing the focus 
on net worth.  

 
21. OBEGAL and net debt do create some communications challenges, as they cover 

different entities, OBEGAL includes movements in non-cash items that are excluded 
from net debt, and OBEGAL covers the total Crown whereas net debt covers the core 
Crown. In addition, whenever there are two targets there is the potential for the targets 
to conflict – for example one could suggest a tightening while the other could suggest a 
loosening.  

 
Range or point target 
 
22. A target can be specified as a point (e.g. 20% of GDP for net debt), or a range (e.g. 10-

20% of GDP). A point target has some advantages of simplicity of communication and 
providing a clear focus. However, there is much uncertainty around the economic and 
fiscal outlook, and the degree of uncertainty increases significantly as the time horizon 
increases (Figure 2). In addition, it is appropriate for fiscal variables to fluctuate within a 
range over the economic cycle in order to support stability – net debt has increased 
from around 5% of GDP in 2007 to just over 25% of GDP now. Range targets can more 
explicitly allow for these fluctuations.  
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Figure 2 – Uncertainty around OBEGAL 
(cyclically adjusted and excluding earthquake expenses) 
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23. The options in Annex 1 provide examples of range targets. We consider that a wider 

range is more likely to support the objective of macro stability, consistent with the 
analogy to the inflation target for monetary policy. In addition a range reflects that there 
is no single answer for the prudent level of debt. Instead it reflects a number of 
judgements about fiscal and economic risks, efficient financing of fixed assets, and the 
state of credit markets and economy. However, a range may provide less fiscal 
discipline. Because we have focused on options for enhancing macro stability, this 
report provides options for the net debt target with a wider range of 0-20% of GDP as 
well as the current 10-20% of GDP. 

 
Level of target 
 
24. The discussion above relates to the specification of fiscal targets, independent of the 

fiscal strategy. However, in practice changing fiscal targets does have implications for 
the fiscal strategy itself. This means the options below will have implications for: 

 
• the pace of fiscal adjustment (for example, how important is it that net debt is 

reduced to below 20% of GDP by 2020?), and 
 

• the degree of constraint provided by the target (for example, how much incentive 
should the debt objective provide for capital recycling?). 

 
25. At the current time the changing economic outlook will imply a deterioration in the fiscal 

forecasts and it is unlikely that the current fiscal targets (to maintain surpluses and 
reduce net debt below 20% of GDP by 2020) will be met in the HYEFU projections. 
Most of the options provided in this report are less likely to imply that a fiscal tightening 
is needed in the current situation. Such a tightening would be pro-cyclical if it occurred 
in the short-term. 
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Preliminary target options 
 
26. Annex 1 provides three preliminary options for a rolling-horizon OBEGAL target and 

three for a rolling-horizon net debt target, and these are repeated in Table 2 below.  
 
Table 2: Preliminary rolling-horizon target options 
 

OBEGAL rolling-horizon target options 
A1 the operating balance (before gains and losses) is in surplus no later than in four 

years time (i.e. within the Treasury’s forecast horizon), and that surpluses are 
maintained thereafter; 

A2 the operating balance (before gains and losses) is a surplus of between 1 to 3 
percent of GDP no later than in four years time, and that surpluses of this level 
are maintained thereafter; 

A3 the operating balance (before gains and losses) is in surplus on average over the 
five-year forecast horizon, and that surpluses are maintained thereafter; 

 
Net debt rolling-horizon target options 
B1 Reduce net debt to no higher than 20 percent of GDP in five years time.  Beyond 

the next five years, maintain net debt within a range of around 10 to 20  percent 
of GDP; 

B2 Reduce net debt to within a range of 0 to 20 percent of GDP in ten years time;  
B3 Reduce net debt to between 15 to 25 percent of GDP by 2020. Beyond 2020, 

maintain net debt within a range of 0 to 20 percent of GDP over the economic 
cycle. 

 
27. Annex 1 outlines the implications of each of these options, in terms of the degree of 

constraint as well as its likely performance in preventing pro-cyclical fiscal policy. 
Annex 2 illustrates how rolling-horizon targets could be communicated and operate in 
practice, based on options A1 and B2. 

 
28. Annex 3 assesses whether each of the options (including the status quo) would be met 

in three different economic circumstances – the 2015 Budget central forecasts and the 
two alternative scenarios included in the 2015 BEFU. Projections for each of these 
scenarios is shown in Figure 3. Although the assessment uses forecasts and 
projections from the 2015 BEFU, each target is assessed from the starting point of 
Budget 2016 (i.e. five years ahead is 2020/21). 

 
Figure 3 – BEFU 2015 Projections and Scenarios 
 

OBEGAL Net core Crown debt 

Source: The Treasury Source: The Treasury 
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29. The assessment in Annex 3 suggests the following: 
 

• In scenario 1 (the more pessimistic scenario), the status quo OBEGAL and net 
debt targets and debt option B1 would not be met, implying  that tighter fiscal 
policy (i.e. a reduction in allowances) may be warranted over the next four or five 
years. Economic developments since the Budget have been weaker than 
expected and the economy is likely to be closer to scenario 1 than to the central 
forecast. Tightening fiscal policy in response to a weakening economic outlook in 
the short term would be pro-cyclical. 

 
• In the central forecasts and scenario 2 (the more optimistic scenario), all options 

would be met. Some of the options potentially suggest there is room for looser 
fiscal policy over the next five years, as the OBEGAL rises and debt falls below 
the target level. This could risk leading to pro-cyclical fiscal policy if any fiscal 
easing occurred during the upswing of the economic cycle. 

 
30. We have also looked at whether the options would have implied different decisions had 

they been in place since Budget 2010 (analysis not shown). This analysis is influenced 
by the timeframe – over this period OBEGAL targets generally suggested more fiscal 
consolidation was needed than debt targets because of the extent of deficits. Because 
the results are specific to the time period, the analysis is of limited usefulness looking 
forward as we move into a period with OBEGAL expected to be in broad balance. 
Nevertheless, the analysis suggested:  

 
• targets that provide strict fiscal control are more likely to imply that fiscal 

tightening is needed, which risks leading to pro-cyclical policy if any tightening 
occurs in a downturn 

 
• targets that are less ambitious may suggest fiscal loosening is possible, which 

risks leading to pro-cyclical policy if any easing occurs in an upswing, and 
 

• targets with wider ranges (options A1 and B2) suggest allowances be maintained 
at current levels more often than the other options.  

 
31. There is a trade-off between fiscal targets with wide ranges that do not imply a need for 

policy change when economic circumstances change (e.g. A1 and B2), and those that 
provide strong fiscal discipline. At any point in time there is considerable judgement 
required to determine the appropriate fiscal policy path, and whether a fiscal target 
would be achieved is just one consideration. A more constraining target could be 
accompanied by an explicit escape clause (e.g. ‘subject to significant shocks’) to 
provide additional flexibility. 

 
Communicating the fiscal strategy 
 
32. Fiscal targets play an important role in communicating the Government’s fiscal 

strategy. However, they are not the only communication tool. Documents such as the 
Budget Policy Statement and Fiscal Strategy Report provide a place to explain how the 
fiscal strategy is intended to operate, and can provide more information than can be 
communicated by fiscal targets alone. 

 
33. We envisage rolling-horizon targets to be reasonably enduring over different economic 

circumstances.  There is significant uncertainty about future developments, and as 
such, rolling-horizon targets that are broad enough to be enduring may not provide as 
much constraint as your fiscal strategy implies. We think there is a role for broader 
communications on fiscal strategy to supplement the fiscal targets and provide clarity 
about the Government’s intentions, particularly over the next few years. For example, 
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you could include more ambitious short-term intentions that are subject to suitable 
caveats / escape clauses.  

 
34. Annex 2 provides a mock-up of how two of the fiscal target options could be 

communicated.  Some of the intentions that could be communicated as part of the 
fiscal strategy include: 

 
• OBEGAL surpluses would be built up sufficient to reduce net debt and re-start 

contributions to the New Zealand Superannuation Fund 
 

• allowances would be changed infrequently and pro-cyclical changes would be 
avoided, and 

 
• any further fiscal headroom – including from positive revenue surprises – would 

be used to pay down debt. 
 
35. It is also important that any change to fiscal targets is well-communicated and well-

understood by relevant stakeholders such as financial markets, rating agencies, 
Ministers, public sector chief executives, media and the public.  This is important to 
maintain credibility in New Zealand’s disciplined fiscal management.  The Government 
has established a good track record of fiscal management against a challenging 
backdrop post-GFC and the Canterbury earthquakes.  The fiscal targets have helped 
support credibility, and there is some risk that changing targets could create uncertainty 
and scope for misunderstanding. We suggest this risk can be managed with a clear 
approach to communicating any new targets, and we have been discussing this with 
the Minister of Finance’s office. 

Next Steps 
 
36. We understand that you intend to discuss options for the fiscal targets and implications 

for the fiscal strategy with your colleagues. We can provide further analysis or advice 
you may need before reaching a decision. 

 
37. There is a choice about whether to fully articulate any new targets in the 2016 Budget 

Policy Statement (BPS), or whether to signal a change in the BPS and announce the 
detailed targets in the Fiscal Strategy Report alongside Budget 2016.  Any new targets 
to be announced in the BPS would require Cabinet approval by mid November. 
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Options  Implications 

Current (2015 FSR)  
Our intention is to return the operating 
balance (before gains and losses) to surplus 
as soon as practical and no later than 
2014/15, subject to any significant shocks.  
Maintain surpluses thereafter. 

 

Option A1 
Our intention is to ensure that the operating 
balance (before gains and losses) is in surplus 
no later than in four years time (i.e. within the 
Treasury’s forecast horizon), and that 
surpluses are maintained thereafter. 

Reduces risk of needing to tighten fiscal policy in a 
downturn. 
 
Permits short-term deficits, which may pose 
communication challenges. 
 
Permits a fiscal loosening relative to the status quo 
– need to accompany with commitment to current 
level of allowances. 
 
Does not prevent pro-cyclical fiscal policy during 
upturn, so needs to be complemented by 
commitment not to spend revenue surprises. 
 
Surplus will not necessarily be large enough to fund 
capital, reduce debt and contribute to NZS Fund, 
which would require surplus of around 2 percent of 
GDP  – may need to be complemented by other 
intentions. 
 
On its own, would not be sufficient to ensure 
surpluses on average over a reasonable period of 
time, as per the PFA requirement. 

Option A2 
Our intention is to ensure that the operating 
balance (before gains and losses) is a surplus 
of between 1 to 3 percent of GDP no later 
than in four years time, and that surpluses of 
this level are maintained thereafter.  

Signals a more ambitious path of fiscal 
consolidation than option A1 (by indicating a desired 
level of future surpluses). 
 
Consistent with the projected path in BEFU 2015. 
 
Narrower range than option A1 which may mean 
there is a greater risk of pro-cyclicality (in both 
upturn and downturn) when faced with an economic 
shock. In particular, the 3 percent upper bound may 
create additional pressure to increase allowances 
during a strong economic upturn. 

Option A3 
Our intention is to ensure that the operating 
balance (before gains and losses) is in surplus 
on average over the five-year forecast 
horizon, and that surpluses are maintained 
thereafter.  

More consistent with language in PFA. 
 
Provides less flexibility to negative economic shocks 
relative to A1 so presents a greater risk of pro-
cyclical fiscal policy in a downturn.  

Options  Implications 

Current (2015 FSR)  
Manage total debt at prudent levels. 
 
We will reduce net debt to a level no higher than 
20 percent of GDP by 2020. We will work 
towards achieving this earlier as conditions 
permit.  
 
Beyond 2020, we intend to maintain net debt 
within a range of around 10 to 20 percent of GDP 
over the economic cycle.  

Strong  source of accountability as target date is 
fixed.  
 
Problems likely to arise as we get closer to the 
fixed date target (e.g. BEFU15 Scenario 1 implies 
a significant fiscal adjustment would be required to 
achieve the debt target by 2020). 

Option B1 
Manage total debt at prudent levels. 
 
We will reduce net debt to no higher than 20 
percent of GDP in five years time. 
 
Beyond the next five years, we intend to maintain 
net debt within a range of around 10 to 20 
percent of GDP.  

Similar to current net debt target but enables 
transition to rolling-horizon target (since target will 
move out one year at each subsequent Budget). In 
Budget 2016 the rolling five-year horizon will end in 
2020, which aligns with the current target date. 
 
Permits a slower reduction in debt relative to the 
status quo as progress can be delayed as the 
target date rolls out – need to accompany with 
commitment to current level of allowances. 

Option B2 
Manage total debt at prudent levels. 
 
We will reduce net debt to within a range of 0 to 
20 percent of GDP in ten years time. 

Allows a longer timeframe for adjustment to shocks 
and therefore a smoother adjustment path, which 
provides greater stability in fiscal settings. 
 
Permits a slower reduction in debt relative to the 
status quo – need to accompany with commitment 
to current level of allowances. 
 
May be communication challenges of stepping 
away from the “20 by 20” target.  

Option B3
Manage total debt at prudent levels. 
 
We will reduce net debt to between 15-25 
percent of GDP by 2020. 
 
Beyond 2020, we intend to maintain net debt 
within a range of 0 percent to 20 percent of GDP 
over the economic cycle. 

Maintains accountability with fixed date target, but 
the introduction of a range is less likely to lead to 
pro-cyclical fiscal tightening during a downturn. 
 
Permits a slower reduction in debt relative to the 
status quo – need to accompany with commitment 
to current level of allowances. 
 
May be communication challenges of stepping 
away from the “20 by 20” target and allowing for a 
higher level of debt. 

B.  Potential options for the net debt target A.  Potential options for OBEGAL target 

Annex 1: Potential options for rolling fiscal targets 
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Annex 2: Illustration of how rolling-horizon fiscal targets could be communicated and would work in practice (based on a specific example of fiscal targets using combined options A1+B2)  
 
Communication in BPS/FSR: 
 
Communication in the BPS or FSR could be along the following lines:  
 
With the elimination of a large structural deficit, the focus of the Fiscal Strategy turns to maintaining sound public finances over the economic cycle. The Public Finance Act requires that operating revenues and expenses are 
balanced over the cycle and net debt is reduced to prudent levels.   
 
The Government intends to build up operating surpluses over time sufficient to reduce net debt to below 20 percent of GDP and re-start contributions to the New Zealand Superannuation Fund. 
  
The Fiscal Strategy will operate within a framework with two specific fiscal anchors. These anchors will permit the operating balance to fluctuate over the cycle, while ensuring that there is a sustainable medium-term fiscal 
outlook. Our fiscal anchors will ensure that in each Budget: 
 

• the operating balance (before gains and losses) is in surplus no later than in four years time; 
 

• net debt is reduced to within a range of 0 to 20 percent of GDP in ten years time. 
 
Implications for fiscal strategy: 
 
In Budget 2016, meeting the proposed targets would require (at a minimum) that the forecasts show OBEGAL surplus in 2019/20 and net debt projected to be within 0-20% by 2025/26. As long as updated forecasts showed 
consistency with these anchors, then there would be no need to change the net operating and capital allowances. The Budget 2015 forecasts showed forecast OBEGAL surplus in 2019/20 of 1.6% of GDP and net debt of 9% 
of GDP in 2025/26.  
 
For example, the Budget 2016 forecasts may show: 
 

• OBEGAL deficits for some forecast years (e.g. 2017/18) before returning to surplus by 2019/20; and 
  
• net debt somewhat higher than 20% of GDP in 2020 but projected to be within the range of 0-20% of GDP by 2025/26.  

 
The fiscal anchors would permit the maintenance of the existing operating and capital allowances. The Government could nevertheless choose to run a tighter fiscal track so as to achieve a more ambitious fiscal path (e.g. so 
as to achieve net debt of 20% of GDP by 2020).  
 
Operating and capital allowances would need to be reduced if the fiscal outlook deteriorated significantly such that the fiscal targets would otherwise not be met (e.g. because nominal GDP was expected to be permanently 
lower due to a structural economic shock). The trigger would be preliminary Budget forecasts (in February) that showed OBEGAL deficits forecast across the forecast horizon and/or net debt was projected to be above 20% 
of GDP in 2025/26. Fiscal settings would need to be adjusted prior to finalising Budget forecasts to be consistent with the fiscal targets. 
 
For Budget 2017, the rolling horizon would shift out by one year. To be consistent with the fiscal anchors, the forecasts would need to show that OBEGAL is in surplus in 2020/21 and net debt is projected to be within 0 to 
20% of GDP in 2026/27. Assuming these conditions are met in the preliminary Budget 2017 forecasts, there would be no requirement to change the net operating and capital allowances (e.g. $2.5 billion per annum operating 
allowance for Budget 2017 is currently assumed). Given that a portion of the $2.5 billion per annum operating allowance for Budget 2017 is set aside subject to macroeconomic conditions, there would need to be a particular 
judgement around whether to proceed with tax reductions.  
 
 Implications for Budget process: 
 
The Budget process would not be affected by the new fiscal framework insofar as operating and capital allowances do not need to change.  There would be increased emphasis on maintaining stability in operating and 
capital allowances to avoid pro-cyclical fiscal policy. Any decisions with implications for the OBEGAL and net debt would need to be consistent with the fiscal anchors (e.g. ACC levy decisions).  
 
Revaluations, write downs and other similar ‘one off’ items can impact on the OBEGAL but are not forecast. These items are also not managed within the operating allowances. This has been challenging in the 2014/15 fiscal 
year when trying to achieve a point target. With the new fiscal anchors, these effects would not have direct implications for the achievement for the fiscal target since they are not forecast. They would still matter for 
accountability as fiscal performance would naturally continue to be measured by the actual fiscal position.  
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Annex 3: How might alternative fiscal targets apply in different scenarios? 
 

• This annex provides an illustrative assessment of the policy response that would be implied by different targets in three different economic scenarios. 
 
• Although the assessments are based on Budget 2015 forecasts and projections, each target is assessed from the starting point of Budget 2016 (i.e. five years ahead is 2020/21 and the final forecast year is 2019/20). 

 
 
 Status quo – 

Maintain surpluses 
in future 

A1 - ensure that the 
operating balance 
(before gains and 
losses) is in surplus 
no later than in four 
years time 

A2 - ensure that the 
operating balance 
(before gains and 
losses) achieves a 
surplus of between 
1 to 3 percent of 
GDP no later than 
in four years time 

A3 - ensure that the 
operating balance 
(before gains and 
losses) is in surplus 
on average over the 
five-year forecast 
horizon 

Status quo - reduce 
net debt to a level 
no higher than 20 
percent of GDP by 
2020, then maintain 
net debt within a 
range of around 10 
to 20 percent of 
GDP over the 
economic cycle 

B1 - reduce net 
debt to no higher 
than 20 percent of 
GDP in five years 
time, then maintain 
net debt within a 
range of around 10 
to 20 percent of 
GDP over the 
economic cycle 

B2 - reduce net 
debt to within a 
range of 0 to 20 
percent of GDP in 
ten years time 

B3 - reduce net 
debt to between 15 
to 25 percent of 
GDP by 2020, then 
maintain net debt 
within a range of 0 
to 20 percent of 
GDP over the 
economic cycle 

BEFU 2015 
Central 

OBEGAL surpluses 
in all years after 
2014/15 

OBEGAL reaches 
surplus of 1.6% in 
final forecast year 

OBEGAL reaches 
surplus of 1.6% in 
final forecast year 

OBEGAL averages 
0.9% over forecast 
period 

Net debt around 
20% in 2020/21, 
falling below 10% in 
2026 

Net debt around 
20% after five 
years, but falls 
below 10% in 2026 

Net debt around 9%  
after 10 years 

Net debt around 
20% in 2020/21, 
falling below zero in 
2028/29 

BEFU 2015 
Scenario 1 

OBEGAL deficits in 
2015/16 and 
2016/17 

OBEGAL reaches 
surplus of 1.1% in 
final forecast year 

OBEGAL reaches 
surplus of 1.1% in 
final forecast year 

OBEGAL averages 
0.2% over forecast 
period 

Net debt around 
23% in 2020/21 

Net debt around 
23% after five years

Net debt around 
14%  after 10 years 

Net debt around 
23% in 2020/21, 
remaining in 0-20% 
range for most of 
2020s 

BEFU 2015 
Scenario 2 

OBEGAL surpluses 
in all years after 
2014/15 

OBEGAL reaches 
surplus of 2.2% in 
final forecast year 

OBEGAL reaches 
surplus of 2.2% in 
final forecast year 

OBEGAL averages 
1.3% over forecast 
period 

Net debt around 
17% in 2020/21, but 
falls below 10% in 
2024 

Net debt around 
17% after five 
years, but falls 
below 10% in 2024 

Net debt around 3%  
after 10 years 

Net debt around 
17% in 2020/21, 
falling to around 
zero in 2027 

 
Key: 
Meeting target - unlikely to have implied tightening or 
loosening, implies unchanged allowances 
Not meeting target - likely to require tighter fiscal policy – 
risk of pro-cyclical fiscal policy if this tightening occurs 
during a downturn 
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