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Budget 2022 takes a longer-term view but clear risks lie ahead 
• Budget 2022 showed a later return to surplus given the weaker global backdrop, challenges posed by 

high inflation, and widespread capacity constraints.  Higher inflation has boosted Crown expenditures 

and revenues. 

• The Budget also introduced a (lower) headline net public debt measure and two fiscal rules that 

attempt to strike the balance between prudence, flexibility and taking a longer-term view.  

• The Government has unveiled an ambitious programme but needs to convert announcements into 

action and the delivery of its policy agenda. 
 

 

Summary 

Budget 2022 highlighted the pressures on the public finances, with capacity constraints, challenges posed 

by elevated inflation, and the weaker global economic outlook all weighing on NZ economic activity. 

This in turn has impacted the public finances.  The return to OBEGAL surplus is delayed until 2024/25. There 

is a marginal increase in the debt profile, with net public debt expected to peak at just under 20% of GDP in 

2023/24 (under the new net public debt ceiling) before easing thereafter. This, and Government purchases 

of RBNZ asset holdings, should produce a gross bond tender up to $26bn higher through to 2025/26.  The 

fiscal impulse is mildly less restrictive for NZ short-term interest rates and the NZD.  

A wellbeing approach was employed with the pivot towards a longer-term approach. Heath and climate 

change were the key focus areas, with the COVID-19 fund wound down and non-allocated funds 

reallocated to help (mostly lower-income) households struggling with the surging cost of living.  The 

Treasury also introduced two fiscal rules that attempt to strike the balance between prudence, flexibility 

and taking a longer-term view. Still, government spending is expected to significantly outstrip previous 

Budgets, with core current spending $18bn higher by 2023/24 compared to Budget 2020. 

The pivot towards a longer-term focus is sensible given the longer-lasting challenges facing the NZ economy 

(think climate change, a sizeable infrastructure deficit, and an ageing population).  It may also buy the 

Government more time to deliver its agenda. Still, the stakes are correspondingly higher, and the 

Government needs to get it right for future generations as well as current ones. 
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Weaker short-term fiscal outlook 

The NZ economy is in a strong position and has sound foundations, showing remarkable resilience and 

adaptability. The starting point for the fiscal accounts has also held up reasonably well. The 2021/22 

OBEGAL (an accrual-based measure) and net core Crown debt are still expected to be as good as (if not 

better) than the 2021 Half-Year Economic and Fiscal Update HYEFU) forecasts. 

As had already been signalled, however, Budget 

2022 depicted a weaker economic outlook. 

Increasingly widespread and intense capacity 

constraints, higher interest rates, challenges posed by 

elevated inflation both in NZ and abroad, and the 

weaker global economic outlook (COVID-19 and the 

Ukraine conflict impacts) are expected to weigh on 

NZ economic activity and delay the return to budget 

surplus. The Budget forecasts for real GDP are a 

cumulative $7bn lower relative to the 2021 HYEFU 

over the forecast period, largely reflecting weaker 

household demand and more consistent with our 

core economic view. Growth in real GDP is expected 

to average 2.1% over the forecast period. Treasury 

forecasts have inflation moving from close to 7% at 

present towards 2% by mid-2026, but this still represents a close to 15% rise in prices till mid-2026.   

A firmer inflation outlook has boosted incomes and nominal GDP, resulting in an additional $25.1bn in 

nominal GDP over the forecast period relative to the HYEFU. By 2024/25 the level of nominal GDP is close 

to $27bn higher than in Budget 2021. 

Higher nominal GDP means a higher tax take and overall Crown revenues, with core Crown revenues 

close to $5bn higher by 2025/26 compared to the HYEFU. Soaring costs and broadening inflation pressures 

have also seen Treasury revise up forecasts for Crown expenses (a whopping $13.2 higher by 2023/24 

than forecast in last year’s Budget). As such, the return to OBEGAL surplus has thus been pushed back a 

year (to 2024/25). The weaker profile for surpluses has culminated in a correspondingly higher debt profile 

with net core Crown debt (old definition, about $14.8bn higher by 2024/25) and Gross debt ($16.1bn 

higher). Net core Crown debt peaks as a share of GDP by 2023/24 (see table below) and modestly declines 

thereafter.    
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Wellbeing in focus 

As outlined in the Budget Policy Statement, Budget 2022 has continued to make progress towards the goals 

the Government set at the start of the current Parliamentary term. These included: 

• Continuing to keep New Zealand safe from COVID-19 

• Accelerating the recovery and rebuild from the impacts of COVID-19 

• Laying the foundations for the future, including addressing key issues such as our climate change 

response, housing affordability, and child poverty. 

The Budget employed a Wellbeing lens with a tilt towards two major multi-year priority areas signalled for 

Budget 2022: 

• Health: The re-organisation of healthcare to a more centralised model and with the creation of a Māori 

Health Authority.  A 2-year funding allocation will be set out as part of the shift towards a  

3-yearly timeframe. This is a massive investment ($11.1bn over four years). 

• Climate change: Using the $3.7bn Climate Emergency Response Fund (CERF) to focus on initiatives and 

programmes aimed at meeting climate change goals. A 4-year rolling fund is used for climate change 

investments by recycling the proceeds of the Emissions Trading Scheme. A number of multi-faceted 

initiatives were unveiled, ranging from higher investment to lower greenhouse gas emissions for the 

Agricultural sector, to a vehicle scrappage scheme and the extension of support to public transport 

subsidies to support lower income households.  
 

There were a bunch of other initiatives, some of which were pre-announced. Notable additions included 

the $652m package to tackle crime, increases in Working for Families and extending the fuel excise tax cut.  

The Government has looked at other growth-enhancing initiatives, including bringing forward the NZ 

border opening two months ahead of schedule (end of July) and the strengthening of residency pathways 

with the aim of helping to attract and retain workers and to support population and wider economic 

growth.   There was more funding for apprenticeships and training ($230m). It remains to be seen whether 

these measures can address New Zealand’s poor productivity performance. 

Reprioritisation of spending to meet mounting pressures 

Budget 2022 announced that the $73.7bn COVID-19 Response and Recovery Fund (CRRF) will be closed. 

Much of the funding has already been allocated ($58.4bn), with the unallocated funding reprioritised to 

other key priority areas.  

In addition to health, climate change, and education (the recipient of an extra $2.9bn in operating and 

capital funding), the focus was on providing support to (predominantly lower- and middle-income) 

households struggling from the surging cost of living. Support will come via measures including extending 

the lower fuel excise and road user charges by two months ($235m), public transport subsidy ($130m), and 

extending the warmer homes programme ($77m).  Incomes (and household purchasing power) will be 

supported with more generous payments for child support, higher caps for first-home buyers, and 

increasing the winter energy payment. 

The shift to multi-year funding is downplaying the focus on operational and capital allowances as a metric 

for assessing pressures on spending: 

• Operational allowances were modestly revised up.  After the mammoth $5.9bn addition to operating 

allowances in Budget 2022, the allowance for Budget 2023 is higher ($4.5bn now versus $4bn 

previously). The risk is that actual operational spending could turn out to be higher than this given 

rocketing costs, inflation and wage pressures.  
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• As previously signalled, capital allowances were maintained at $12bn over the next four years. 

Widespread capacity constraints, high inflation and labour shortages could make it difficult to deliver 

the planned investment.  

All up, after peaking at around 35.4% of GDP in 

2021/22, core Crown expenditures ease towards 

29.8% by 2025/26. Still, the level of core Crown 

expenditures are expected to hit $131bn by 

2023/24, a whopping $18.1bn higher than 

forecast at the time of Budget 2020 and $13.3bn 

higher than forecast at the last Budget.  Much of 

this increase in spending will likely to try to keep 

pace with inflation rather than fund increased 

provision of goods and services. Higher inflation 

means the provision of fewer goods and services 

for the same dollar spend.  

 

New net public debt measure introduced 

Budget 2022 also introduced the adoption of a 

(lower) headline net public debt measure that 

brings NZ closer to international norms, 

enhancing comparability with our global peers.  

The new measure includes a wider range of 

government assets (like the NZ Super Fund and 

advances) and liabilities (including debt held by 

other Crown agencies like Kainga Ora).   The new 

headline net debt figure is about 20 percentage 

points lower as a share of GDP and is amongst the 

lowest in the OECD, illustrating the relative 

strength of the Crown balance sheet.  The Budget 

projections have net public debt on this measure 

peaking at just under 20% of GDP by 2023/24 and 

them easing to 15% by 2025/26.  However, the 

figures are more susceptible to valuation swings 

and are likely to be more volatile. 
 

A longer-term fiscal focus is employed  

Budget 2022 also unveiled two new fiscal rules that attempted to strike the balance between prudence, 

flexibility and taking a longer-term view. These include the following: 

• Surplus rule: Once the books return to surplus (likely 2024/25), operating surpluses will be kept within 

a band of 0-2% of GDP over time to ensure new day-to-day spending (current spending) is not adding to 

debt 

• Net debt rule: Introducing a net debt ceiling of 30% of GDP to ensure NZ maintains low Government 

debt while giving greater room for investment in high-quality infrastructure.  

The Budget projections show NZ comfortably meeting the two fiscal rules. 
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The fiscal rules are similar to approaches adopted overseas, with the intent to ensure current spending is 

not debt funded, that fiscal policy is more generationally equitable (those that benefit from more public 

investment should bear more of the costs) and that there is leeway to take a longer-term view for capital 

investment. Given the sizeable infrastructure deficit facing NZ, this is sensible.  It is also sensible given the 

longer-run implications posed by climate change and an ageing population.  

The Government is to be commended for looking at the big-picture issues. There are no quick fixes to these 

challenges, hence a longer-lasting focus is needed. It may also buy the Government more time to deliver on 

its policy agenda. Still, with high inflation running the risk of being entrenched, the stakes are 

correspondingly higher, and the Government needs to get it right for the sake of future generations as 

well as the current ones. The trade-offs needed (intergenerational as well as within society at present) will 

require a good degree of foresight, discipline, and courage. The proof will be whether the new approach 

delivers a more efficient delivery of public goods and services (including quality infrastructure) that boosts 

economy-wide performance and economic welfare (or wellbeing).  
 

Debt & Bond Programme up 

Weaker fiscal balances over the forecast horizon cumulate into a higher profile for public debt. Gross public 

debt is expected to hit $167.8bn by 2025/26, close to $30bn higher than in HYEFU 2021 ($138.4bn). This 

means increased borrowing and higher NZ Government Bond (NZGB) issuance. 

The Budget confirmed gross NZGB issuance will be up to $26bn higher over the forecast period (2022/23 to 

2025/26) relative to the 2021 HYEFU projections (see table). Borrowing for every year will be $5bn to $7bn 

higher. This was exactly in line with our forecasts, so no surprises here.  The NZDM also announced it will 

be issuing $1.5-3bn in index-linked bonds from 2022/23. 

 

In addition, the NZDM announced that that, subject to market conditions, there will be two syndicated 

NZGB issues by the end of the year. One will be the inaugural sovereign Green Bond, the other will be a 

syndication of the 2035 inflation-index linked bond. 
 

Fiscal impulse not as contractionary 

Although the intent is to move towards a longer-term focus, government policy actions and settings will 

also have implications for shorter-term economic activity and inflation and hence monetary policy settings.   

According to the Budget 2022 fiscal impulse, the fiscal stance is expected to exert a contractionary impact 

on aggregate demand over the next few years.  However, this is not as restrictive as in the 2021 HYEFU. At 

the margin, this will be mildly more supportive for NZ short-term interest rates and the NZD.   

The RBNZ would have been given a peek of key fiscal aggregates from the Budget and will have 

incorporated the impacts in next Wednesday’s Monetary Policy Statement. In our view there is little in the 

Budget today that will dissuade the RBNZ from delivering a 50bp rate hike in May. A less contractionary 

fiscal stance, all else equal, will slightly increase the amount of work the OCR will need to do to achieve the 

RBNZ’s policy objectives. 



  

 

Budget 2022 Review |  19 May 2022  

The impact of the Government sector on OCR 

settings will also depend on how effectively 

the execution of the Government’s policy 

agenda can help alleviate capacity constraints 

and provide room for the economy to grow, 

reducing the bow-wave of inflationary 

pressures that is threatening to swamp the 

economy. Opening the border will help 

alleviate capacity constraints at the margin, but 

we don’t expect a massive exodus of workers 

that will rapidly alleviate pressure points in the 

labour market. 

All up, we expect high inflation and capacity 

pressures to warrant a period of restrictive OCR 

settings with a 50bp OCR hike next week, a 

series of 25bp lifts and with the OCR to peak at 3.25% in early 2023. The outlook beyond then is highly 

uncertain, but if government policies are effective in alleviating capacity frictions and ensuring the period 

of high inflation is indeed transitory (rather than our fears of a more persistent uplift), the OCR could well 

subsequently be cut to more neutral levels (a shade over 2% by our reckoning). Still, a lot can happen 

between now and then. 
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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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