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Earning their fiscal stripes 
 As has been signalled, we expect the Budget to show the new Government is on track to hit its fiscal targets. 

 Although to do so, the new Government has had to scale back some of its spending plans. 

 Meanwhile, Budget 2018 will be the first to report using the Treasury’s Living Standards Framework. 

Summary 
 The Labour-NZ First Government releases its much-

anticipated first Budget next Thursday (2pm NZT). 

We expect a prudent first-up effort from new Minister of 

Finance, Grant Robertson.  Mr Robertson has been at pains 

to point out that this Government will continue to work 

within the fiscal parameters it set itself ahead of last year’s 

election.  As a result, we expect Budget 2018 to show small 

operating surpluses and a declining net debt profile, mixed 

with modestly higher spending and investment. 

However, the new Government has had to scale back some of its 

spending plans.  Since coming into power, the Government has revealed 

funding pressures in key priority areas such as health, education and 

housing.  In order to meet these pressures while keeping to its fiscal plan, 

we expect Budget 2018 to find room for spending in these key areas, but 

not a lot elsewhere.  That said, spending reprioritisation will free up some 

room.      

Budget 2018 also marks the first time that Treasury’s Living Standards 

Framework will be reported on.  The framework is a way of looking at 

wellbeing in a broader sense than the normal financial focus of the Budget.  

We elaborate on what this may look like in Budget 2018 over the page. 

Operating Surpluses – steady as she goes 
In keeping with the above themes, we expect the Government to comfortably run an operating surplus (OBEGAL) of 

a similar magnitude to that forecast at the 2017 Half-Year Update.  That said, the Budget forecast OBEGAL is likely to 

be a little stronger in the short term compared to the Half-Year Update, but then a little weaker by the end of the 

forecast period.   
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OPERATING BALANCE
(excluding gains and losses, %GDP)

Half-Year 2017 

ASB Budget 
estimate

June Years 2018 2019 2020 2021 2022

Total Crown OBEGAL (% of GDP)

ASB Budget 2018 Estimate 1.2 1.2 1.5 1.3 2.0

Half-Year 2017 0.9 0.9 1.6 2.0 2.5

Net core Crown debt (% of GDP)

ASB Budget 2018 Estimate 20.8 21.4 21.3 20.9 19.9

Half-Year 2017 21.7 22.2 21.9 20.8 19.3

Bond Tender programme ($bn)

ASB Budget 2018 Estimate 7.0 7.0 7.0 7.5 7.5

Half-Year 2017 7.0 7.0 7.0 7.0 7.0
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On balance, Budget surpluses over the forecast period are likely to be of a broadly similar magnitude. The near-

term improvement is likely to reflect stronger recent growth in tax revenues; as at March 2018, the OBEGAL was 

running around $900m ahead of the Half-Year forecast.  However, we expect a weaker growth outlook since the Half-

Year forecast to translate into smaller surpluses by the end of the forecast period.  

We suspect, however, that the desire to increase spending may also be shoehorned into Budget 2020 or 2021 via 

modest increases in spending allowances.  There is some leeway, with operating allowances currently set at 

$1.875bn per year in Budgets 2019 to 20121, and capital allowances of around $3bn per annum over that period. 

Modest increases in spending (say, in the vicinity of $500m) would still allow the government to meet its net debt 

targets as discussed below. 

Net Debt & Bond Programme – small changes at most 
We don’t expect much change in either the net debt forecast or the Government’s bond programme.  As mentioned 

above, forecasts for the OBEGAL are likely to be similar to that as at the Half-Year Update.  Indeed, with the Finance 

Minister signalling that he has kept to his fiscal plans, we’d be surprised to see net debt remaining above 20% of GDP 

by 2022. 

If anything, there may be a minor increase in net debt and or bond issuance towards the end of the forecast period 

relative to the Half-Year Update.  If so, this may see net debt push up against the 20% target in 2022.  We have net 

debt hitting 19.9% of GDP by 2022, in contrast to 19.3% forecast as at the Half-Year Update.  With this in mind, we 

have factored in a minor increase (of $1bn) in bond issuance spread over 2021 and 2022, but we wouldn’t be 

surprised if the issuance forecast is kept unchanged. 

Growth – weaker than the Half-Year Update  
The economic outlook has weakened since the Half-Year Update.  Our forecasts now show lower growth than the 

Treasury’s, particularly over 2018/19. However, we are more optimistic around wage growth than the Treasury was 

back in the Half-Year Update, given our view that wage growth will start to firm and net immigration inflows will 

remain elevated. 

All up, the risks are skewed towards a weaker economic outlook than we have factored in.  If that proves the case, 

then the Half-Year Update may show less wiggle room for fiscal policy than we have shown here. 

Incorporating the Living Standards Framework and wellbeing for the first time 
In this Budget, the Government has stated an intention to report against a wider set of wellbeing indicators than 

traditionally is the case. The Government sees this approach as a core element of how it will create our future 

Budgets and measure progress. To facilitate this, the Budget will incorporate aspects of the Treasury’s Living 

Standards Framework (LSF). 

The LSF is based on an OECD framework that organises indicators of sustainable intergenerational wellbeing. It 

focuses on measuring New Zealand’s success in developing and maintaining four capitals – financial and physical, 

human, social, and natural. By using the LSF, the Government has stated that it aims to give a broad measure of how 

government policy is improving New Zealanders’ wellbeing. 

To a degree on Budget Day this will be a venture into the unknown.  On the following page, we have included 

Treasury’s definitions of the four capitals.  We have also included a table of wellbeing indicators for New Zealand that 

Treasury has provisionally identified.  Potentially reporting on indicators such as these could be included in Budget 

2018.  Given that this is the first time that the LSF will be used, it is likely that Budget 2018 will be used to set the 

benchmark for future Budget’s to be judged against.  
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Source: The Treasury 

Provisional table of current wellbeing indicators for New Zealand 

Dimension Indicators 

Housing  Housing Expenditure 

 Rooms per person 
 Dwellings with basic facilities 

Income  Household financial wealth 
 Household net adjusted disposable 

income 

Jobs 
 Job security 

 Long-term unemployment rate 

 Personal earnings 

 Employment rate 

Community  Quality of support network  

Education  Years in education 

 Educational attainment 
 Student skills 

Environment  Water quality  Air Quality 

Civic Engagement 
 Stakeholder engagement for developing 

regulations 

 Corruption 

 Voter turnout 

Health  Self-reported health 

 Suicide rate 
 Life expectancy 

Life Satisfaction  Life satisfaction 

Safety  Homicide rate  Feeling safe walking alone at night 

Work-Life Balance 
 Time devoted to leisure and personal 

care 

 Volunteering 

 Employees working very long hours 

Cultural Identity  Local Content on New Zealand television 

 Language retention 
 Maori language speakers 

Source: The Treasury 
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Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or 
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard 
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based 
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as 
to accuracy, reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this 
document are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed 
elsewhere by ASB Bank Limited. We are under no obligation to, and do not, update or keep current the information contained in this document. 
Neither ASB nor any person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or 
any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to 
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant 
that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.   
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