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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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Office of the Minister of Finance 
 

 
 
 

Chair  
CABINET 
 
 
BUDGET POLICY STATEMENT 2016 AND REFRESHED FISCAL PRIORITIES 
 
 
Proposal 
 
1. This paper seeks agreement to the priorities and operating and capital 

allowances for Budget 2016 and informs Cabinet about the economic and fiscal 
forecasts in the Half Year Economic and Fiscal Update. 
 

2. This paper also seeks agreement to a refreshed set of fiscal priorities, to be set 
out in the Budget Policy Statement 2016, due to be published on 15 December. 

 
Executive Summary 
 
3. The New Zealand economy is growing, although it faces a number of 

headwinds that mean this growth is slower than was previously expected. 
Interest rates and exchange rates have fallen, which will help households and 
businesses to adjust. Nominal GDP is now forecast to be $17 billion lower over 
the five years to June 2019 than forecast in the Budget Update. 
  

4. The weaker economic outlook flows through to the Government’s fiscal 
position. The latest fiscal forecasts show a small deficit in the OBEGAL in 
2015/16, before it returning to surplus from 2016/17 onwards. The fiscal 
projections also show that net debt is now expected to be higher over the 
forecast period and falls to below 20 per cent of GDP in 2021/22, a year later 
than previously projected. 
  

5. None of the forecast revisions in the Half Year Update change the 
Government’s overall fiscal strategy. The fiscal forecasts confirm that the 
Government’s finances are now broadly in balance and in the immediate future 
the government will not distinguish between forecasts of small negative and 
small positive operating balances. Our focus remains on getting on top of the 
longer-term drivers of spending. Reducing allowances in response to the 
weaker forecasts could risk exacerbating the expected weakness in the 
economy in the near term. 
  

6. Although our overall fiscal strategy remains unchanged, some of our short-term 
intentions and long-term objectives need to be updated or revised.  Some are 
now out of date and others need adjusting to reflect the near-term changes in 
the economic and fiscal outlook. The Budget Policy Statement 2016 is an 
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appropriate vehicle to communicate a refreshed set of fiscal priorities, 
consistent with our ongoing focus on fiscal restraint. 
  

7. Budget 2016 will continue to progress our economic and social priorities. I 
expect that a theme of Budget 2016 will be investment in core government 
services and infrastructure.  There will be a renewed focus on evidence to 
justify expenditure and the goal is to better use information about the long-term 
drivers of poor outcomes to put the focus on achieving better impacts for 
customers. 
  

8. I propose that we confirm that the allowance for new operating expenditure 
remains at $1 billion for Budget 2016. I also propose that the allowance for new 
capital expenditure is increased by $1 billion, to provide room for high value 
investments. 

 
Economic Context  
 
9. The New Zealand economy continues to expand.  Forecasts in the Half Year 

Update show economic growth averaging around 2.7 per cent a year over the 
next five years. The economy hit a soft patch, however, in the in the first half of 
2015, when global concerns and falling dairy prices knocked business and 
consumer confidence.     

 
10. Looking ahead, economic activity will continue to be supported by our growing 

population and the strengthening services sector, most notably tourism.  
Construction activity also remains solid, despite the Canterbury rebuild nearing 
its peak, as Auckland and surrounding regions respond to capacity pressures in 
the housing market.    

 
11. At the same time, New Zealand is facing a number of headwinds.  These 

include a weaker international environment, an outlook for lower dairy prices 
which are contributing to a lower terms of trade, and the onset of El Nino.  
Unemployment is now expected to rise toward 6.5 per cent over the coming 
year as strong population growth and historically high rates of participation 
continue to boost labour supply growth. As a result, wage and earnings growth 
is expected to remain subdued. 

 
12. The Reserve Bank began loosening monetary policy earlier this year with cuts 

to the Official Cash Rate (OCR). This was partly in order to pre-empt the 
weakness expected from these factors and partly in response to the continued 
low inflation outlook (headline inflation is currently 0.4 per cent). The lower 
OCR has fed through to lower retail interest rates and is assisting households 
and businesses to adjust, while the exchange rate has also declined and in 
time will provide support to the external sector.    

 
13. In the Treasury’s Half Year Update, average annual real GDP growth is 

forecast to be 2.1 per cent in the year to March 2016 and 2.4 per cent in the 
year to March 2017. This is lower than was forecast in the Budget Update. 
However, in the years to March 2018 and March 2019, real GDP growth is 
expected to be stronger than was forecast in the Budget Update.  
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14. Nominal GDP is forecast to be about $17 billion lower over the five years to 
June 2019 than forecast in the Budget Update. In turn, this flows through to 
slightly slower growth in tax revenue, and a slightly weaker government fiscal 
position. 

 
Fiscal Forecasts 
 
15. The Half Year Update forecasts will show a weaker fiscal outlook than was 

forecast in Budget 2015.  As shown below, the Treasury forecasts the operating 
balance before gains and losses (OBEGAL) to be broadly balanced over the 
next two years before improving from 2017/18 onwards.  A small deficit is 
forecast in 2015/16. For context this forecast deficit is only 0.2 per cent of GDP 
– the same relative size as the 2014/15 surplus, which was also 0.2 per cent of 
GDP.  

 
 

Table 1 – Summary Fiscal Indicators compared to Budget Update 
$ billion, June years 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20

Actual Forecast Forecast Forecast Forecast Forecast
OBEGAL - 2015 HYEFU 0.4 -0.4 0.4 1.0 3.5 4.9
OBEGAL - 2015 BEFU 0.2 1.5 2.0 3.6
Total Change -0.6 -1.1 -1.0 -0.1

Residual Cash - 2015 HYEFU -1.8 -5.4 -4.7 -2.8 0.5 1.9
Residual Cash - 2015 BEFU -4.2 -1.6 -0.2 1.7
Total Change -1.2 -3.1 -2.6 -1.2

Net worth attributable to the Crown - 2015 HYEFU 86.5 86.9 89.6 93.1 99.3 107.2
Net worth attributable to the Crown - 2015 BEFU 77.8 82.1 87.0 93.6
Total Change 9.1 7.5 6.1 5.7

Net Debt - 2015 HYEFU 60.6 65.9 70.7 73.4 72.8 71.1
Net Debt - 2015 BEFU 65.6 67.1 67.2 65.5
Total Change 0.3 3.6 6.2 7.3

% of GDP, June years
Net Debt - 2015 HYEFU 25.2 26.9 27.7 27.1 25.6 24.0
Net Debt - 2015 BEFU 26.3 25.5 24.4 22.9  
Source:  The Treasury 

16. There is inherent uncertainty around economic and fiscal forecasts, which will 
continue to move around. For example, the Budget Update forecast a 2014/15 
OBEGAL deficit of roughly the same size as the eventual surplus.  

 
17. In terms of debt, the fiscal forecasts also show that net debt as a percentage of 

GDP is forecast to peak in 2016/17 at 27.7 per cent, which is higher than the 
peak debt of 26.3 per cent in Budget 2015. Net debt now reduces to below 20 
per cent in 2021/22, a year later than previously forecast (Figure 1). New 
Zealand Superannuation Fund contributions are projected to resume in 
2022/23, two years later than projected at Budget 2015. 
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Figure 1 – Net core Crown debt 
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Source: The Treasury 
 
The Government’s Fiscal Strategy 

 
18. The marked fiscal turnaround over the last five years is due both to the 

recovering economy and to on-going, considered restraint in government 
spending. 

 
19. The Government’s focus has been on improving public sector productivity, 

achieving results and getting on top of the longer-term drivers of spending. We 
have managed to drive substantial improvements to public services in part 
because of, rather than in spite of, tight financial constraints. 
 

20. The achievement of an OBEGAL surplus in the 2014/15 fiscal year was a 
significant milestone. It represents the culmination of years of steady 
management of the Government’s books, and delivers on one of our key fiscal 
priorities.  

  
21. The Government’s finances are now broadly in balance and in the immediate 

future the government will not distinguish between forecasts of small negative 
and small positive operating balances. None of the forecast revisions in the Half 
Year Update change the Government’s overall fiscal strategy: keeping a tight 
rein on spending, focusing on results from public services, starting to pay down 
debt, and looking to return any excess revenue on top of this to taxpayers.  In 
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particular, the Government will not sharply reduce operating allowances in 
response to a forecast weakening in the tax take, as this would risk 
exacerbating the expected weakness in the economy in the near term. 

 
22. While the Government’s fiscal strategy remains unchanged, some of our short-

term intentions and long-term objectives, including those required by the Public 
Finance Act, need to be updated or revised. This is because some are now out 
of date and others need adjusting to reflect the near-term changes in the 
economic and fiscal outlook.   

 
23. Under the Public Finance Act, the Budget Policy Statement (BPS) requires us 

to state and explain any changes our short-term fiscal intentions and our long-
term objectives. So it is an appropriate vehicle to communicate these 
adjustments to our fiscal priorities, within the context of our overall fiscal 
strategy.  

 
24. I propose that the BPS updates our short-term intentions and long-term 

objectives, as set out in annex one. In addition, I propose the following changes 
to our fiscal priorities from the Fiscal Strategy Report 2015, which are 
consistent with our current fiscal strategy: 

 

 Table 2 – Fiscal priorities 
 
Budget Policy Statement 2016 Fiscal Strategy Report 2015

Maintaining rising operating surpluses (before gains and 
losses) over the forecast period so that cash surpluses are 
generated and net government debt begins to reduce in dollar 
terms. 

Returning to surplus this year and maintaining surpluses over 
subsequent years

Reducing net government debt to around 20 per cent of GDP 
in 2020 and, in the medium term, reducing net debt to within 
a range of 0 to 20 per cent of GDP. 

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

Implementing ACC's new funding policy, on top of already-
signalled reductions in levies

Further reducing ACC levies on households and businesses

If economic and fiscal conditions allow, beginning to reduce 
income taxes from Budget 2017

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

Using any further fiscal headroom - including from positive 
revenue surprises - to reduce net debt faster

Using any further fiscal headroom - including from positive 
revenue surprises - to reduce net debt faster  

 
Budget 2016 Priorities 
 
25. Budget 2016 will continue to progress the Government’s programme and  

priorities, which are: 
 

• Responsibly managing the Government’s finances 
• Building a more productive and competitive economy 
• Delivering better public services within tight financial constraints, and 
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• Rebuilding Christchurch, our second-biggest city.  
  
26. As previously agreed by Cabinet (CAB-15-MIN-0078 refers), Budget 2016 will 

continue to use the existing Ministerial groups focussed on the social sector, 
business growth and investment management to support Budget Ministers in 
making recommendations to progress our priorities.  

 
27. I expect that a theme of Budget 2016 will be investment in core government 

services and infrastructure.  Over recent years we have reviewed core 
functions in defence, security, tax collection and land information, and in each 
case ongoing investment is required to meet the strategic objectives agreed by 
Cabinet.   
 

28.  In addition, Budget 2016 will continue to embed a social investment system. 
The goal is to better use information about the long-term drivers of poor 
outcomes and cost to put the focus on achieving better impacts for 
customers. A priority population focus for social investment will be at risk youth 
aged 15-24 and on vulnerable families/whānau with children aged 0-5.   

 
29. Cabinet has agreed that there will be a renewed focus on evidence to justify 

expenditure. I expect all agencies to demonstrate a systematic approach to 
determining the effectiveness of new bids and baseline spending.  

 
30. Budget 2016 will continue to support and add to the programme of work around 

the Business Growth Agenda to ensure there is a supportive business 
environment for firms to invest, grow and create jobs. Infrastructure will be a 
particular priority for the Budget, including the Government’s continuing work on 
housing supply. 

 
31. Consistent with our fiscal strategy, as explained above, I do not propose to 

adjust operating allowances despite the weaker fiscal outlook. We shouldn’t 
distinguish between small negative and small positive balances. And attempting 
to respond could risk exacerbating the expected weakness in the economy in 
the near term. 

 
32. I propose that the operating allowance remain at $1 billion for Budget 2016, 

$2.5 billion for Budget 2017 and $1.5 billion for both Budget 2018 and Budget 
2019, as we signalled in Budget 2015. Some rephasing of these allowances 
between Budgets is possible to meet particular spending priorities.  

 
33. A $1 billion operating allowance for Budget 2016 will require significant 

prioritisation and savings to offset some pressures. The higher allowance in 
Budget 2017 provides the option for tax cuts should conditions allow.  

 
34. I propose that we increase the capital allowance in Budget 2016 by $1 billion. 

Over the last few years, the Future Investment Fund (FIF) has funded the 
majority of new capital spending. But with the FIF now fully allocated, it is 
appropriate to increase the capital allowance for Budget 2016. However, there 
are already significant pressures against this allowance and I also expect that 
new capital spending in Budget 2016 will be partly funded by continued 
reprioritisation of existing capital.  
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Consultation 
 
35. This paper was prepared by the Treasury. The Department of Prime Minister 

and Cabinet was informed. 
 
Publicity 
 
36. The Budget Policy Statement is due to be released on 15 December 2016, 

along with the Half Year Update. 
 
Recommendations 
 
37. I recommend that Cabinet: 

  
1. note that the Budget Policy Statement 2016 (BPS) and the Half Year 

Economic and Fiscal Update are due to be released publically on 15 
December; 

 
2. note that the Half Year Update will show that the New Zealand economy 

continues to expand, although the 2016 and 2017 growth forecasts are 
likely to be lower than previously forecast, while growth in 2018 and 2019 
is likely to be higher than previously forecast; 

 
3. note that the fiscal forecasts in the Half Year Update show that the 

operating balance before gains and losses (OBEGAL) is broadly 
balanced, with a small deficit in 2015/16, a small surplus in 2016/17 and 
rising surpluses thereafter;  

 
4. note that the Half Year Update forecasts also show that net debt is 

projected to be higher over the forecast period and falls under 20 per cent 
of GDP by 2021/22, which is one year later than previously projected; 

 
5. note that the BPS will emphasise the Government’s ongoing commitment 

to its fiscal strategy of keeping a tight rein on spending, focusing on 
results from public services, starting to pay down debt, and looking to 
return any excess revenue on top of this to taxpayers; 

 
6. agree that, consistent with our overall fiscal strategy, the BPS will update 

the Government’s fiscal priorities to:  
 

i. Maintaining rising operating surpluses (before gains and losses) over 
the forecast period so that cash surpluses are generated and net 
government debt begins to reduce in dollar terms  

ii. Reducing net government debt to around 20 per cent of GDP in 2020 
and, in the medium term, reducing net debt to within a range of 0 to 20 
per cent of GDP.   

iii. Implementing ACC’s new funding policy, on top of already-signalled 
reductions in levies 
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iv. If economic and fiscal conditions allow, beginning to reduce income 
taxes from Budget 2017, and 

v. Using any further fiscal headroom – including from positive revenue 
surprises – to reduce net debt faster. 

  
7. agree that the BPS will update our short-term intentions and long-term 

objectives, as set out in annex one; 
 
8. note that the operating allowance remains at $1 billion for Budget 2016, 

$2.5 billion for Budget 2017 and $1.5 billion for both Budget 2018 and 
Budget 2019, but some rephasing of these allowances between Budgets 
is possible, to meet particular spending priorities; 

 
9. note that over the last few years, the Future Investment Fund has funded 

the majority of new capital spending but it has now been fully allocated; 
 
10. agree to increase the allowance for capital expenditure in Budget 2016 by 

$1 billion to provide room for high value investments;  
 
11. note that I will explore options through Budget 2016 to reprioritise existing 

capital to cover at least some of this increased investment. 
  

 
 
 
 
 
Hon Bill English 
Minister of Finance 
 
 
Date:  
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ANNEX ONE: LONG-TERM FISCAL OBJECTIVES AND SHORT-TERM FISCAL 
INTENTIONS 

The Government’s long term objectives relate to the next 10 years.  The Government’s long term 
fiscal objective for debt has been amended since the 2015 Fiscal Strategy Report (FSR) to provide 
scope for debt to fluctuate in response to changing economic circumstances. The rest of the long-
term objectives are unchanged from the 2015 FSR.   

Table A1 – Long-term fiscal objectives 

Budget Policy Statement 2016 

Debt 
Manage total debt at prudent levels.  
Reduce net debt to within a range of 0 to 20 per cent of GDP. 

Operating balance 
Return to an operating surplus sufficient to meet the Government’s net capital requirements, 
including contributions to the NZS Fund, and ensure consistency with the debt objective. 

Operating expenses 
To meet the operating balance objective, the Government will control the growth in government 
spending so that, over time, core Crown expenses are reduced to below 30 per cent of GDP. 

Operating revenues 
Ensure sufficient operating revenue to meet the operating balance objective. 

Net worth 
Ensure net worth remains at a level sufficient to act as a buffer to economic shocks. Consistent 
with the debt and operating balance objectives, we will start building up net worth ahead of the 
full fiscal impact of the demographic change expected in the mid-2020s. 

The Government’s short-term fiscal intentions include minor changes since Budget 2015 reflecting 
revisions to the fiscal forecasts and changes to capital spending (see Table A2).  

The short-term intentions and long-term objectives are consistent with each other and with the 
principles of responsible fiscal management as set out in the Public Finance Act 1989.  That is, they: 

• reduce total debt to prudent levels and achieve and maintain levels of total net worth so as 
to provide a buffer against adverse economic shocks 

• ensure that on average total operating expenses do not exceed total operating revenues  

• take into account the impact on monetary policy 

• prudently manage the fiscal risks facing government 

• have regard for present and future generations, and 

• ensure the Crown’s resources are managed effectively and efficiently. 
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Table A2 – Short-term fiscal intentions 

Budget Policy Statement 2016 Fiscal Strategy Report 2015 

Debt 
Our intention is to reduce net debt to around 20 
percent of GDP in 2020.  

Gross sovereign-issued debt (including Reserve Bank 
settlement cash and Reserve Bank bills) is forecast to 
be 33.5 per cent of GDP in 2019/20. 

Net core Crown debt (excluding NZS Fund and 
advances) is forecast to be 25.6 per cent of GDP in 
2018/19, 24.0 per cent of GDP in 2019/20 and 
21.9% in 2020/21. 

Debt 

Gross sovereign-issued debt (including Reserve 
Bank settlement cash and Reserve Bank bills) is 
forecast to be 31.4 per cent of GDP in 2018/19. 

Net core Crown debt (excluding NZS Fund and 
advances) is forecast to be 22.9 per cent in 2018/19, 
20.9 per cent of GDP in 2019/20 and 19.7 per cent of 
GDP in 20/21. 

Operating balance 

Our intention is to maintain rising operating 
surpluses (before gains and losses) so that net core 
Crown debt begins to reduce in dollar terms (subject 
to any significant shocks to the economy). 

The operating balance (before gains and losses) is 
forecast to be -0.2 per cent of GDP in 2015/16, 
rising to 0.1 per cent of GDP in 2016/17 and 1.7 per 
cent of GDP in 2019/20.  This is consistent with the 
long-term objective for the operating balance. 

The operating balance is forecast to be 2.6 per cent 
of GDP in 2019/20. 

Operating balance 

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. 

The operating balance (before gains and losses) is 
forecast to be -0.3 per cent of GDP in 2014/15. The 
operating balance (before gains and losses) is then 
forecast to be 0.1 per cent of GDP in 2015/16 and 
1.3 per cent of GDP in 2018/19. This is consistent 
with the long-term objective for the operating balance. 

The operating balance is forecast to be 2.3 per cent 
of GDP in 2018/19. 

Expenses 
Our intention is to support fiscal surpluses by 
restraining the growth in core Crown expenses and 
reducing these as a proportion of GDP. 

Core Crown expenses are forecast to fall from 30.6 
per cent of GDP in 2015/16 to 29.1 per cent of GDP 
in 2019/20.  

Total Crown expenses are forecast to be 37.3 per 
cent of GDP in 2019/20.   

This assumes a new operating allowance of $1 billion 
in Budget 2016, $2.5 billion in Budget 2017 and $1.5 
billion from Budget 2018. 

Expenses 
Our intention is to support a return to fiscal surplus by 
restraining the growth in core Crown expenses – so 
that they are reduced to around 30 per cent of GDP 
by 2015/16. 

Core Crown expenses are forecast to be 
29.2 per cent of GDP in 2018/19. 

Total Crown expenses are forecast to be 
37.7 per cent of GDP in 2018/19. 

This assumes a new operating allowance of $1 billion 
in Budget 2016, $2.5 billion in Budget 2017 and $1.5 
billion from Budget 2018. 

Revenues 
Our intention is to support fiscal surpluses by 
growing revenue in dollar terms, although 
maintaining it at broadly the same proportion of 
GDP. 

Total Crown revenues are forecast to be 39.2 per 
cent of GDP in 2019/20.   

Core Crown revenues are forecast to be 30.7 per 
cent of GDP in 2019/20. 

Core Crown tax revenues are forecast to be 28.4 
per cent of GDP in 2019/20. 

Revenues 
Total Crown revenues are forecast to be 
39.2 per cent of GDP in 2018/19.   

Core Crown revenues are forecast to be 
30.6 per cent of GDP in 2018/19. 

Core Crown tax revenues are forecast to be 
28.2 per cent of GDP in 2018/19. 
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Budget Policy Statement 2016 Fiscal Strategy Report 2015 

Net worth  

Our intention is to strengthen the Crown’s balance 
sheet as a buffer against future adverse shocks.  

Total net worth attributable to the Crown is forecast to 
be 36.2 per cent of GDP in 2019/20. 

Total Crown net worth is forecast to be 38.2 per 
cent of GDP in 2019/20. 

Net worth  

Total Crown net worth is forecast to be 34.6 per cent 
of GDP in 2018/19. 

Total net worth attributable to the Crown is forecast to 
be 32.8 per cent of GDP in 2018/19. 
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