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New Government’s fiscal line in the sand


We expect the HYEFU to show healthy Government books.



Although, the new Government is likely to sail closer to the fiscal wind.



Meanwhile, we anticipate around $12bn of extra issuance under the bond tender programme.
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Introduction
The new Labour-NZ First Government releases its first take on the country’s fiscal accounts with the Half-Year
Economic and Fiscal Update (HYEFU) next Thursday (1pm NZT).

OPERATING BALANCE
Normally, the HYEFU attracts little attention, but this update is
the first under the new Government, and thus will attract more
attention than usual. Indeed, new Finance Minister, Grant
Robertson, has stated that the costs of the 100-day plan will be
included in the HYEFU. For release at the same time, the Budget
Policy Statement will outline the Government’s priorities for
Budget 2018 and show the level of operating and capital
allowances for the next four Budgets.
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Operating Surpluses
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The new Government has committed to the existing Budget
Responsibility Rules. That along with the existing healthy state of
the accounts ensures that we are likely to see another healthy
fiscal picture in the HYEFU.
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In particular, we expect that to mean that the HYEFU shows small operating surpluses over the forecast period. Our
estimates have the operating surplus averaging 1% of GDP over the five year period.
Nonetheless, the new Government is likely to sail closer to the fiscal wind. For example, we expect the operating
surplus forecast as a % of GDP to be flat over period. In contrast, at the Pre-Election Economic and Fiscal Update
(PREFU) the operating surplus increased from 1.0% of GDP in 2017/18 to 2.4% by 2021/22.

Net Debt & Bond Programme
We also expect the HYEFU to show a strong Government balance sheet. We project that, along with achieving its
operating surplus target, the Government will also be on track to deliver its net debt target. Specifically, we expect
net debt to reach 20% of GDP by 2021/22.
However, smaller surpluses do translate into higher net debt levels compared to the previous PREFU forecasts. For
example, our projections show that by 2021/22 net debt is likely to be 3.3 percentage points of GDP higher than
forecast back in the PREFU.
In addition, higher debt levels translate into a larger bond tender programme. We anticipate around $12bn extra
issuance over the 5-year forecast period.

Growth
The Treasury’s growth forecasts will also garner some attention. Indeed, the economic outlook has deteriorated
since the PREFU back in August. Our forecasts 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 PREFU, given the minimum
wage increases and changes to migration policy.
All up, the risks are skewed towards a weaker economic outlook than we have factored in. If that proves the case,
then the HYEFYU may show less wiggle room in terms of the size of operating surpluses, than we have shown here.
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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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