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Key to sections of the Official Information Act 1982 under which information has been withheld. 

Certain information in this document has been withheld under one or more of the following sections of the 
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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ECONOMIC & FISCAL CONTEXT

2015 Half Year Economic and Fiscal Update – 15 December 2015
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ECONOMIC CONTEXT FOR HYEFU 2015
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• The economic context has changed significantly over 
the past six months due to both global and domestic 
factors (dairy and oil prices, confidence, NZ dollar).

• Economic growth is expected to slow from 3.2% in the 
year to March 2015 to 2.0% the next year (compared 
to 3.1% in the Budget Update), before recovering.

• Underlying inflation has fallen (to around 1.5%) and 
the unemployment rate has risen to 6.0% with further 
increases expected to around 6.5%.

• Nominal GDP is expected to be $18b lower across the 
2016 to 2019 June years compared to the Budget 
owing to lower real growth and weaker terms of trade.

• Support to the economy provided by interest rates and 
the exchange rate being lower, and tourist arrivals, net 
migration and house prices being higher.

• This is not unique to New Zealand – other developed 
countries are experiencing similar conditions.
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Current 3.2 2.0 2.4

Budget 15 3.3 3.1 2.8



FISCAL ASSUMPTIONS
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• A full set of fiscal forecasts are due on 12 November, with some key assumptions to be used in those 
forecasts provided below.  There will be a chance to make any changes by 23 November to include in 
the final HYEFU published on 15 December.

• The forecasts assume operating allowances of $1 billion for Budget 2016, $2.5 billion for Budget 2017 
and $1.5 billion for Budget 2018 (then growing at 2% a year).

• Contributions to the New Zealand Superannuation Fund projected to start in 2021/22 (one year later 
than in the Budget).

• Updated forecasts also include the recent decision to increase the Budget 2016 capital allowance by 
$1.0 billion (assumed to be funded from debt).  Allowances then return to $0.9 billion from Budget 
2017, growing at 2% per annum.

• The fiscal context on the following page shows indicative forecasts based on the assumptions above 
and the impact of the changing economic context on tax and benefits.  ACC forecasts provide a 
partial offset to the deterioration in the tax and benefit outlook.

$millions 2015/16 2016/17 2017/18 2018/19 2019/20

Budget 2016 -             1,000         1,000         1,000         1,000         
Budget 2017 -             -             2,500         2,500         2,500         
Budget 2018 -             -             -             1,500         1,500         
Budget 2019 -             -             -             -             1,530         



FISCAL CONTEXT FOR HYEFU 2015
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• The fiscal position has improved significantly in 
recent years.  The 2014/15 results showed a 
return to surplus on the operating balance before 
gains/losses (OBEGAL) of $414 million, from an 
$18.4 billion deficit in 2010/11.

• Tax revenue is expected to continue growing but 
not as fast as in Budget 2015 (eg, nearly $2 billion 
lower in each of 2016/17 and 2017/18).

• After a small surplus in 2014/15, the indicative 
forecasts are for modest OBEGAL deficits in 
2015/16 and 2016/17 and a surplus in 2017/18, 
with surpluses rising rapidly from 2018/19.  

• Net debt rises from 25.2% of GDP in 2014/15 to a 
peak in 2016/17, falling below 20% in 2021/22 
(one year later than in BEFU).
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• As always, much uncertainty surrounds the economic and fiscal outlook.  Key risks relate to economic 
variables, including the terms of trade, El Nino, migration, and persistent weak inflation.

• Uncertainty was highlighted by the 2014/15 surplus coming in >$1 billion better than in Budget 2015, 
reflecting small differences between ~$95b of revenue and expenses.

• Revenue is more sensitive to low inflation than expenses given fixed baselines and allowances.  If 
annual inflation comes in 1% lower than expected, there is an estimated negative impact on OBEGAL 
of approximately $500 million.

• The table below provides other rules of thumb on the sensitivities of the fiscal position to small 
changes in key variables.  The graph shows uncertainty bands around the cyclically adjusted balance.

From BEFU 2015 (not updated) Cyclically adjusted balance (BEFU 2015) 

RISKS AND FISCAL SENSITIVITIES
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Fiscal sensitivities
June years ($ millions)

2015 2016 2017 2018 2019

1% higher nominal GDP
per annum on:

Tax revenue 675 1,400 2,210 3,130 4,125

Tax revenue impact of a 
1% increase in growth of:

Wages and salaries 280 595 945 1,350 1,800

Taxable business profits 130 290 475 680 895



BUDGET 2016 

SETTINGS & OPTIONS

Budget Policy Statement – 15 December 2015
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A lot has changed since Budget 2015 and the HYEFU 
forecasts are likely to show some of these targets not 
being achieved.  The 2016 Budget Policy Statement in 
December provides an opportunity to signal the focus of 
Budget 2016, but there is an option to wait until the new 
year to make decisions.

The fiscal position is still expected to improve over the 
medium term.  However, OBEGAL is expected to move 
back into deficit with the operation of automatic stabilisers, 
as the economy and tax revenue grow more slowly, and 
net debt would be slightly above 20% of GDP in 2020. 

A reduction in operating allowances could achieve a 
forecast surplus in 2016/17 and 2017/18 and net debt 
below 20% of GDP by 2020 (eg, Budget 2016 allowance 
from $1.0b to $550m and Budget 2017 from $2.5b to 
$1.85b, although exact amounts will depend on final 
forecasts).  Such tightening is not recommended as it 
would exacerbate near-term weakness in the economy.

ACC levies are expected to be reduced further in 2015/16, 
on top of significant previous reductions.

A $2.5 billion operating allowance in Budget 2017 gives 
options for more spending, tax cuts, or to go towards debt.

FISCAL PRIORITIES

The 2015 Fiscal Strategy Report 

outlined the following fiscal 

priorities: 

1. Returning to surplus this year and 
maintaining surpluses in the future

2. Reducing net government debt to 20 per 
cent of GDP by 2020, including repaying 
net debt in dollar terms in 2017/18

3. Further reducing ACC levies on 
households and businesses

4. Beginning to reduce income taxes from 
2017 with a focus on low and middle-
income earners, and

5. Using any further fiscal headroom –
including from positive revenue 
surprises – to get debt down to 20 per 
cent of GDP sooner than 2020

9



PRIORITIES FOR BUDGET 2016
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Opportunities

• Significant capital investment

• Priority spending on health and education sectors

• Continued contributions to Canterbury recovery and defence capabilities

• New initiatives in social investment, Business Growth Agenda, Business Transformation, 
, and housing

Constraints

• Population growth is increasing pressure on core services

• Delivering current policy settings within fixed baselines is becoming unsustainable in some 
areas

• Interest rates are not the constraint they were last year, although monetary policy 
considerations should still be taken into account

• Post-2014/15 surplus target, Ministers have options to agree new fiscal targets and 
consider other existing ones (eg, net debt)

[33]



• At Budget 2014, allowances 
were raised from $1.0b per 
Budget to $1.5b per Budget

• These were set to meet the net 
debt target and not materially 
impact on interest rates

• They were set as an average 
for the following three Budgets

• At the 2015 Budget Policy 
Statement they were rephased
to $1.0b, $1.0b and $2.5b, with 
the final allowance leaving 
room for modest tax cuts or 
debt reduction

ALLOWANCES WERE SET OVER THREE BUDGETS

Operating allowances

Any decision to increase allowances should 

be taken in the broader macroeconomic 

context and with consideration for other 

policy decisions, as well as the capacity of 

the state sector to continue to manage 

within baselines.
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All final Budget Initiatives due 4 December

Social Sector 
Initiatives 
(CBAx required)

Business Growth 
Agenda 
Initiatives (CBA 
required)

“Other” 
Initiatives 
(CBA required)

Capital 
Initiatives (BBC 
required)

Social 
Investment 
Panel (Nov & 
Feb)

Six different CE 
groups in the BGA 
work streams

Investment Panel 
(Nov & Feb)

Social Sector 
Priority 
Ministers  

Finance 
Ministers  

BGA Ministerial 
Groups 

Investment 
Ministers   

Budget Ministers will look across total Budget package
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All cost pressures information and indicative Social Sector Initiatives due 30 October

Cabinet considers Budget package

BUDGET 2016 DECISION PROCESS
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This graph shows an early 
indication of initiatives 
against the Budget 2016 
operating allowance.  The 
allowance is assumed to 
have an annual profile of $1.0 
billion, totally $4.0 billion 
across the forecast period as 
in the 2015 Budget Update

This graph does not include 
the impact of initiatives in 
2015/16 (current fiscal year).

BUDGET 2016: ANTICIPATED GROSS NEW SPEND

The BGA package is 
assumed to be $100 million a 
year, based on Budget 2015.

Canterbury recovery is not 
included here, but there may 
be costs associated with the 
transition.

Further savings options are 
possible and would help 
offset the gross package.  At 
Budget 2015 this was 
relatively high at around $500 
million per annum.

The housing figures shown 
here include a low range 
option for additional places in 
Auckland, and a number of 
other likely social housing 
initiatives.  There may also 
be wider fiscal impacts from 
the programme.

[38]



OPTIONS FOR MANAGING PRESSURES

Managing inside a $1 billion allowance will be 
challenging, but there are options:

1) Ministers could raise the Budget 2016 allowance to 
allow more headroom for priority investments.  
 This could mean just raising the allowance (which 

would add to net debt) or

 Offsetting the increase by rephasing allowances 
across the forecast period

2) New spending to be offset with savings.  The Social 
Sector and Business Growth Agenda packages 
should both include savings and reprioritisation 
options. Outside of this, Ministers could consider 
whole-of-government savings (eg, efficiency 
dividend).

Budget Ministers should be aware that initiatives that 
have been pushed out from previous Budgets are 
surfacing, which is evident by the number of calls on 

the 2015 Between-budget Contingency. 

Impact of rephasing operating allowances example

14

Impact of increasing Budget 2016 allowance example



OPERATING PARAMETERS AND SAVINGS OPTIONS
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SAVINGS OPTIONS

• It would be useful to have a clear signal from Budget Ministers on how far they 
want officials to go exploring savings options. 

• There are a variety of options in this space, for example:
- reprioritisation within existing baselines (department driven)
- efficiency dividend or mandatory contributions from baselines for a specific 

initiative (centrally driven)
- making changes to policy settings, eg, Emissions Trading Scheme, alcohol 

excise,

PARAMETERS 

• Given the known pressures at this stage, do Budget Ministers wish to formally 
raise or rephase the allowances at HYEFU?  Or wait until we see what comes in, 
in December, regarding initiatives and cost pressures?

• Discussions on possible allocations – do Budget Ministers have a sense on 
possible parameters for Budget work streams to plan within, eg, Social Sector, 
BGA etc?

• More specifically, do Budget Ministers want to consider creating a social 
investment allocation or fund?

[33]



CAPITAL INVESTMENT
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A feature of Budget 2016 will be significant new capital investment.  The 
capital allowance has been tentatively increased by $1 billion for Budget 
2016.  This leaves $1.053 billion in the capital allowance, including the 
remains of the Future Investment Fund. 

At this stage, the forecasts assume the increase is funded by debt.  The 
increase could be partially funded by options such as the monetisation of 
Auckland council loans, raising up to $400 million, or reductions in future 
allowances.  There will need to be a high degree of certainty around these 
options before including in the forecasts.

An additional $1 billion for the capital allowance will still need significant 
prioritisation and assessment of initiatives.  There are around $2 billion of 
known or likely requests seeking new capital funding in Budget 2016 (see 
table), which could increase once Budget initiatives come in.

The $2 billion of known or likely requests includes large items such as:

• Inland Revenue’s business transformation programme (business 

case due soon)
• Education pressures (Auckland, Christchurch, remediation)
•

• Previously announced initiatives such as regional state highways 
[38]

[38]
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