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9(2)(g)(i) 

[37] to enable a Minister of the Crown or any department or organisation holding the information to 
carry out, without prejudice or disadvantage, negotiations (including commercial or industrial 
negotiations) 

9(2)(i) 

[38] to enable a Minister of the Crown or any department or organisation holding the information to 
carry on, without prejudice or disadvantage, negotiations (including commercial or industrial 
negotiations) 

9(2)(j) 

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

Copyright and Licensing 
Cabinet material and advice to Ministers from the Treasury and other public service departments are © Crown copyright but 
are licensed for re-use under Creative Commons Attribution 4.0 International (CC BY 4.0) 
[https://creativecommons.org/licenses/by/4.0/]. 

For material created by other parties copyright is held by them and they must be consulted on the licensing terms that 
they apply to their material. 

Accessibility 
The Treasury can provide an alternate HTML version of this material if requested. Please cite this document’s title or 
PDF file name when you email a request to information@treasury.govt.nz. 



 

Treasury:4112761v1  1 

Reference: T2019/1468 BM-2-9-5-2019 
 
 
Date: 17 May 2019 
 
 
To: Minister of Finance (Hon Grant Robertson) 
 
 
Deadline: Before Budget Matters at 8am on Monday 20 May 
(if any) 
 
 
Aide Memoire: Fiscal Strategy for Budget 2019: Projection 
Period Allowances 

Context 
The Public Finance Act 1989 (PFA) requires the Government to publish a report on the 
fiscal strategy on Budget day that includes forecasts and projections of key fiscal 
variables over at least the next decade. 

On 14 May the Treasury advised you on options for operating and capital allowances 
for the projection period (T2019/1395 refers). Those allowances have a significant 
impact on the paths of a number of projected variables (beyond the forecast period), 
including net core Crown debt and total Crown operating balance before gains and 
losses (OBEGAL). 
 
Our advice was that the fiscal strategy published on Budget day use the same 
operating and capital allowances that were applied at the 2018 Half Year Economic 
and Fiscal Update (HYEFU). That is, operating allowances of $2.6 billion and capital 
allowances of $6.6 billion in 2023/24, both growing at 4.5 per cent per annum (broadly 
in line with nominal GDP growth). These allowances result in OBEGAL surpluses 
throughout the projection period, and net core Crown debt broadly stable but varying 
between 16.4 and 18.3 per cent of GDP. 
 
In response, you indicated that your preference was for the projections to show net 
core Crown debt stable at around 19 per cent of GDP.  
 
Stabilising the net core Crown debt projection path 
The net core Crown debt projection path is influenced by assumptions for revenue, 
operating expenditure and capital expenditure. Changing the profile of net core Crown 
debt therefore requires changes in at least one of those assumptions. To achieve a 
fixed net debt track, we recommend changing the capital expenditure assumptions, as 
it does not have a significant impact on the OBEGAL projections.  
 
There are two ways that the capital allowances in the projection period can be set to 
stabilise the net core Crown debt path. Both of these options are explained below, 
along with the implications for the Fiscal Strategy chapter of the Budget Document 
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(FSR) and the advantages and disadvantages of each approach. Both approaches 
require a significant change to the projection assumptions and methodology. 
 
Option 1: Fixing the net core Crown debt projection path at 19 per cent of GDP 
 
It is possible to stabilise the net core Crown debt projection path at 19 per cent of GDP 
by simply adjusting the capital allowances in each projected year so that net debt 
remains at exactly 19 per cent. This would require capital allowances to fluctuate each 
year.  
 
Option 2: Fixing the capital allowance at $6.6 billion per annum  
 
The alternative approach is to fix the capital allowance at $6.6 billion per annum 
throughout the projection period (that is, to lose the assumption that the allowances 
grow by 4.5 per cent per annum) and let the net core Crown debt projection path 
fluctuate slightly around 19 percent of GDP. 
 
Implications of the alternative options 
The capital allowances and resulting net core Crown debt projection path are shown for 
each option in figures 1 and 2. Figures 1 and 2 also include the capital allowance and 
net core Crown debt projection paths as recommended in our advice earlier this week 
(henceforth referred to as the HYEFU option). The OBEGAL projection is shown in the 
annex to this document. 
 
Two further points are worth noting when considering the different options.  
 
First, in all scenarios $1.27 billion has been included in the first projected year 
(2023/24). This represents capital spending allocated from the multi-year capital 
allowance in earlier Budgets that is not forecast to be spent during the forecast period, 
so instead is assumed to be spent in 2023/24.  
 
Second, in options 1 and 2 a further change has been made to the modelling approach 
from the HYEFU option. In the HYEFU option, the capital allowance from any fiscal 
year is spread over a five year period. This matches the approach that is used for the 
Treasury’s fiscal forecasts, and recognises that capital initiatives announced in a 
particular year typically take many years to deliver. It is for this reason that the 
incremental capital spending in the HYEFU option is only $3 billion in 2023/24, despite 
the allowance for that year being $6.6 billion (see figure 1). Options 1 and 2 no longer 
apply this profile spreading approach. Instead, options 1 and 2 assume that all capital 
that is allocated in a particular year is spent in that year. 
 
In reality, the timing of both capital decisions and the spending profile are highly 
uncertain. As such, capital allowances in options 1 and 2 should be seen as a 
modelling assumption designed to result in a stable trajectory for net core Crown debt, 
rather than an indication of the likely timing of capital expenditure.  
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Note also, that the quantum of capital allowances across the projection period is 
broadly similar in all options. The choice, therefore, is between a more stable net core 
Crown debt projection path (option 1), a more stable capital allowance (option 2) and 
an option with unchanged assumptions (the HYEFU option). 
 
Figure 1: Annual increments to new capital spending in the projection period 
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Figure 2: Net core Crown debt projection path  
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Implications for the Fiscal Strategy Report 
The PFA requires the FSR to state the significant assumptions that underpin the fiscal 
projections, and explain the reasons for any significant differences from the last FSR. 
 
Accordingly, if you decide to include either option 1 or option 2 in the FSR you will also 
need to explain that there have been changes to the assumptions. There will be 
communications challenges with any option.  
 
For option 1, the FSR will need to explain that capital allowances have been 
deliberately chosen to ensure net debt stabilises at 19 per cent of GDP. For option 2, 
as the capital allowance for the first projected year is unchanged at $6.6 billion, you will 
have to explain that the growth rate for the capital allowance has been set to zero.  
 
Given that the total capital spend is roughly the same in all three options, in either 
option 1 or 2 your communications could emphasise that relative to the previous FSR 
spending has been front-loaded, and that the exact profile of capital spending over the 
projection period is expected to change over time. 
 
We do not consider that the FSR would need to explain that the capital allowances are 
not being spread across years in either option 1 or 2. This is a recent modelling 
approach reflecting the shift to a multi-year capital allowance, and was not intended to 
be explained for the HYEFU option. 
 
Other considerations 
Including either option 1 or option 2 in the FSR at this stage is feasible, but there is a 
risk the FSR has errors if changes are made at this late stage in the Budget process. 
The fiscal strategy model (FSM), which creates the projections and will be published on 
Budget day, will also need to be updated if a different modelling approach is used. 
Again, given the limited time before Budget, this creates a risk that errors arise in the 
FSM.  
 
You should also be aware that there is a transparency benefit to option 2 relative to 
option 1. Option 2 will maintains the ability for external users of the FSM to easily run 
alternative scenarios for capital allowances (e.g., by changing the growth rate and 
starting value). This functionality would be lost in option 1. 
 
Next steps 
We intend to discuss this with you at Budget Matters at 8am on Monday 20 May. 
Decisions will be incorporated in the final version of the FSR. 
 
 
 
 
 
Ben Gaukrodger, Senior Analyst, Macroeconomic and Fiscal Policy,
Renee Philip, Manager, Macroeconomic and Fiscal Policy, 

[39]

[39]
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Annex One: OBEGAL projections 
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