
 

   

The Treasury 
Budget 2018 Information Release 

Release Document August 2018 

https://treasury.govt.nz/publications/information-release/budget-2018-information-release 

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) 

[2] to avoid prejudice the entrusting of information to the Government of New Zealand on a basis of 
confidence by the Government of any other country or any agency of such a Government 

6(b)(i) 

[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) 

[40] not in scope   

[41] that the making available of the information requested would be contrary to the provisions of a 
specified enactment 

18(c)(i) 

[42] information is already publicly available or will be publicly available soon 18(d) 

 

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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Reference: T2018/1305 BM-3-6-2 
 
 
Date: 14 May 2018 
 
 
To: Minister of Finance (Hon Grant Robertson) 

Minister of Housing and Urban Development (Hon Phil Twyford) 
 
 
Deadline: None 
 
 
Aide Memoire: Impact of KiwiBuild on Residential Investment 
Forecast 

The purpose of this note is to update you on the Treasury’s latest assumption 
regarding the impact of KiwiBuild on the residential investment forecast in the Budget 
Economic and Fiscal Update (BEFU). We assume that KiwiBuild will support a similar 
overall amount of investment as in the Half Year Economic and Fiscal Update (HYEFU) 
but that changes to the time profile of capital funding shift the investment profile out. As 
a result, we assume that around $2.5 billion of additional nominal residential 
investment will occur in the forecast period (to June 2022), compared with around $5 
billion in HYEFU. This activity is not lost, but instead a greater proportion is assumed to 
occur outside the forecast period. 
 
Table 1 – Capital injections for KiwiBuild and estimated additional residential 
investment 

 Year ending 30 June  
$billions 

2018 
Forecast 

2019 
Forecast

2020 
Forecast 

2021 
Forecast 

2022 
Forecast 

Total 
Forecast

H
YE

FU
 KiwiBuild capital 

injection 
0.1 0.9 1.0 - - 2.0 

Additional nominal 
residential investment 

0.0 0.0 0.7 2.1 2.6 5.4 

BE
FU

 KiwiBuild capital 
injection 

0.1 0.3 0.5 1.0 - 1.9* 

Additional nominal 
residential investment 

0.0 0.0 0.3 0.8 1.4 2.5 

 
Source: The Treasury 
* A net $134 million of capital expenditure has been shifted to operating expenditure as a result of the 
‘Buying off the Plans’ programme. 
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Purpose of the Treasury’s forecasts 

The Treasury forecasts the real and nominal value of residential investment as an input 
to our tax and fiscal forecasts. The definition of residential investment used, as per the 
national accounts, includes both construction related to new dwellings, improvement of 
existing dwellings, and transfer costs associated with the sale of existing dwellings.  
 
The Treasury does not explicitly forecast the number of new dwellings. Policy 
outcomes such as housing being available at lower prices could therefore be reflected 
in similar aggregate levels of residential investment but with a larger number of 
dwellings being constructed.  
 
Revised BEFU forecasts 

Our residential investment forecast forms part of a set of forecasts for the entire 
economy and need to be internally consistent. We estimate that the wider economy is 
currently running at capacity and there is evidence that the construction sector is 
particularly capacity constrained.   
 
Since HYEFU, Cabinet has agreed to a funding profile for the $2 billion capital injection 
(Table 1) that differed from the one used for HYEFU residential investment forecasts. 
As we noted in the Aide Memoire: Incorporation of KiwiBuild in preliminary fiscal 
forecasts (T2018/732), the funding profile has been pushed out by roughly a year and 
means that less capital recycling is possible (and less overall investment) over the 
forecast period compared to what was assumed at HYEFU.  
 
The Treasury has worked with MBIE to ensure that the latest KiwiBuild policy 
developments were taken into account. MBIE assumes that the KiwiBuild component of 
each development is 40% of the whole, with the other 60% being market housing. 
MBIE suggest using the low volume scenario, including both the KiwiBuild and market 
housing to estimate the residential investment impact. However, MBIE also note that 
no allowance is made for capacity constraints or substitution. In the scenario there 
would be 4,400 KiwiBuild dwellings and 6,600 market dwellings built, 11,000 in total. 
Using MBIE’s assumption of $430,000 per dwelling, 11,000 dwellings generate $4.7 
billion in activity. The KiwiBuild dwellings alone (4,400 dwellings) would generate $1.9 
billion of activity.  
 
Treasury forecasts, based on the funding profile, are consistent with MBIE’s targets of 
the KiwiBuild component of developments counting as additional residential 
investment. Treasury forecasts assume around $2.5 billion of additional nominal 
residential investment compared to $1.9 billion under MBIE’s scenario. Given the 
extent of capacity constraints currently facing the sector, we do not expect all 
associated private activity with KiwiBuild developments to be additional activity (see 
Annex 1 for more on indicators of capacity constraints). Our assumption on the 
additional residential investment that occurs as a result of KiwiBuild takes into account 
policies designed to alleviate the capacity constraints in the construction sector. 
However, there remains a high degree of uncertainty over the impact of these policies. 
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In general, we expect constraints to be tighter now and to ease over the forecast 
period.  
 
Forecast comparisons 

The Treasury’s forecasts are similar to those of the New Zealand Institute of Economic 
Research (NZIER), with cumulative growth in real residential investment of between 18 
and 19 percent by March 2022 (Table 2). The Reserve Bank is slightly stronger, at 
around 16 percent by March 2021. The Reserve Bank’s forecast has recently been 
stronger than the Treasury’s, including before the introduction of KiwiBuild. Private 
banks are more conservative, with Westpac forecasting real residential investment 
growth of around 13 percent and ANZ forecasting a fall.  
 
Table 2 – Real residential investment growth  

Year ending March 2018 2019 2020 2021 2022 
Cumulative % change Forecast Forecast Forecast Forecast Forecast 
Treasury 0.9 2.2 6.9 12.6 18.0 
NZIER 1.1 4.1 10.6 14.0 18.7 
Westpac 0.8 3.5 6.7 10.1 13.4 
The Reserve Bank 0.8 1.7 7.3 16.3 
ANZ* 0.6 -0.6 -2.2 -6.0 

Sources: The Treasury, NZIER, Westpac, ANZ 
* ANZ numbers are from previous December quarter rather than March quarters 
 
In the Economic Outlook chapter and Risks and Scenarios chapter of the BEFU we 
acknowledge the considerable uncertainties associated with our assumptions.  
 
 
 
 
 
Liam Oldfield, Analyst, Forecasting, 
Peter Gardiner, Manager, Forecasting, 
 
 

[39]

[39]
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Annex 1 – Indicators of capacity pressures 

Figure 1: Real residential investment and 
residential investment trend share of GDP 
(quarterly) 
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Figure 2: Price inflation of housing 
construction (quarterly) 
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Figure 3: Single most limiting factor to 
increasing turnover (Building sector, quarterly) 
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Figure 4: QSBO difficulty finding labour 
(quarterly) 
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Figure 1: The Treasury estimates that residential investment is currently above its 
trend share of GDP and has been since the end of 2013. The Treasury forecasts 
residential investment to remain above its trend share of GDP throughout the entire 
forecast period. By definition, to be above trend is to be above “normal” capacity, 
adding inflationary pressure and restricting further growth.   
 
Figure 2: Annual price growth of the Capital Goods Price Index (CGPI) for residential 
investment has been higher than the overall CGPI for nearly eight years. The 
Consumers Price Index (CPI) purchase of housing class, which captures the cost of 
building a new home, has also grown more quickly than overall CPI. Relatively higher 
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price growth is an indicator of stretched capacity, as limited supply enables builders to 
charge a higher price.  

The New Zealand Institute of Economic Research (NZIER) carries out a Quarterly 
Survey of Business Opinion (QSBO) which includes questions specifically relating to 
capacity. 
 
Figure 3: Over the past couple of years, the single most limiting factor to increasing 
turnover for builders has shifted from orders (a measure of demand), to labour. Finance 
and capital continue to grow as limiting factors, but labour is now the single most 
limiting factor, with nearly 40% of respondents reporting it to be so.  
 
Figure 4: The QSBO asks firms whether the labour they want today is easier to find, 
the same, or more difficult to find than it was three months ago. Of those surveyed, 
around 50% of builders report that skilled labour is more difficult to find today than it 
was three months ago. This has followed a steady trend towards increasing difficulty 
since 2009 and is now at levels comparable to the peak of the construction boom in the 
mid-2000s.  

In addition to the above indicators, broadly flat residential investment since June 2016 
adds further evidence to the presence of capacity constraints. We assume there to be 
strong pent-up demand as a result of high net migration over the past several years as 
well as low residential investment between the years of 2008 and 2013. Our view is 
that capacity constraints help explain the weak growth since June 2016 despite this 
high level of demand. 
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