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Keeping its powder dry 
 The Half-Year Update 2018 shows a healthy set of Government books. 

 Notably, the Government has kept its powder dry for now, with unchanged operating spending allowances.   

 With the traditional fiscal measures coming in very similar to the Budget, the main message from this Update 
was the introduction of the Wellbeing Approach for Budget 2019. 

Summary 
This Government continues to toe the fiscal line.  The Half-Year Update shows a healthy set of fiscal accounts and 

shows that the Government is continuing to operate within its self-imposed fiscal rules.  In particular, the Half-Year 

Update shows that net debt is comfortably forecast to be below 20% by 2021/22. 

Moreover and for now, the Government has kept its fiscal powder dry.  The fiscal accounts have room for modest 

increases in spending.  Right now, the Government has chosen to keep spending allowances the same as they were at 

the Budget.  But comments from the Minister of Finance indicate that this may change before the Budget next year, 

assuming the fiscal accounts (and the underlying economic drivers) remain healthy between now and then. 

The Budget Policy Statement included for the first time a Wellbeing Outlook.  The Wellbeing Outlook offers “a much 

broader picture” of New Zealanders’ wellbeing as well as an intergenerational view of policy outcomes, and was used 

to help identify the Government’s five priorities for Budget 2019. 

Operating Surpluses 
The operating balance estimates continue to make for healthy 

reading.  The Operating Balance Excluding Gains and Losses (OBEGAL) 

increases gradually from 0.6% of GDP in 2018/19 through to 2.3% of 

GDP in 2022/23. 

That said, the OBEGAL estimates are modestly lower than as at the 

Budget.  For example, the 4-year total of Budget OBEGAL surpluses is 

just $1.5 billion less than the 4-year total included in the Budget.  All 

up, this change is small when considered in the context of the size of 

government. 

The most notable change is largely due to timing.  The surprisingly-

high surplus reported in 2017/18 is largely offset by a smaller surplus in 
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2018/19.  Summing the two years, however, and the combined surpluses are similar to what was published in the 

Budget.   

Also somewhat surprisingly, the Government has not lifted operating allowances at this time.  Indeed, the 

allowances remain as at the Budget ($2.4 billion for each future Budget).  That said, the Minister of Finance noted that 

the Government would review this decision at a later stage. 

 

Net debt and bond issuance 
The net debt track also shows a steady decline over the forecast 

period.  The Half-Year Update shows net core Crown debt falling from 

20.9% of GDP in 2018/19 to 17.4% of GDP in 2022/23.  Notably, net 

debt is still forecast to be below 20.0% of GDP by 

2021/22. Specifically, net debt reaches 19.0% compared to 19.1% 

forecast at the Budget, and heads even lower over 2022/23. 

While we expect net government debt to decline relative to GDP, the 

Government is likely to face considerable challenges to adhere to its 

spending allowances.  As such, the risk is that net government debt 

subsides more slowly than the Treasury forecasts.  

Given the broadly unchanged net debt profile, the Government 

announced a largely unchanged bond programme.  Inflation-indexed 

bond issuance is expected to be around NZ$1 billion of the NZ$8 

billion 2018/19 programme.  In addition, the HYEFU showed a NZ$6 billion bond programme for 2022/23. Gross 

issuance is expected to total $37bn over the next five years.  Forecasts for Treasury Bills on issue were unchanged 

relative to those published in Budget through till 2021/22, with Treasury Bills on issue forecast to be NZ$2 billion over 

2022/23. 

Gross NZGB issuance $bn 2018/19 2019/20 2020/21 2021/22 2022/23 4-year Total 

Half-Year Update 2018 8.0 8.0 8.0 7.0 6.0 31 

Budget 2018 8.0 8.0 8.0 7.0 - 31 

Change in issuance 0.0 0.0 0.0 0.0 - 0.0 

NZGB’s on issue (% of GDP) 23.5% 23.0% 20.9% 22.0% 20.2%  

The Government signalled its ongoing commitment to providing liquidity in the NZGB market by maintaining levels 

of NZGBs on issue at not less than 20% of GDP. The HYEFU projections show total NZGB issuance troughing at around 

$70.1 billion in 2020/21 (20.9% of GDP) and then rising to $74.2 billion by 2022/23 (20.2%).  Notably, tight supply is 

playing a key role in containing NZGB yields and the DMO seems intent on maintaining the status quo.  

 

 FISCAL PROJECTIONS - Half-Year Update 2018

 June years 2019 2020 2021 2022 2023

 Core Revenue ($bn) 91.3 96.2 102.2 107.6 113.0

(Budget 2018) 91.0 96.2 101.2 106.3 -

 Core Expenses ($bn) 88.7 90.9 95.9 98.9 103.2

(Budget 2018) 86.7 90.1 94.7 98.1 -

OBEGAL ($bn) 1.7 4.1 5.1 7.6 8.4

(Budget 2018) 3.7 5.4 5.7 7.3 -

OBEGAL (% GDP) 0.6 1.3 1.5 2.2 2.3

(Budget 2018) 1.2 1.7 1.7 2.1 -

Net core crown debt (%GDP) 20.9 20.7 20.1 19.0 17.4

(Budget 2018) 21.1 20.6 20.2 19.1 -
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Economic Forecasts 
The Half-Year Update economic forecasts continue to show the economy growing at or near its historical average.  For 

example, over the four years to 2021/22 real GDP growth averages around 2.8%. 

At a high level, we agree with Treasury’s growth forecasts. Our nominal growth forecasts are very similar, although 

compared to our own forecasts Treasury assumes more of the growth comes from high Terms of Trade (i.e. export 

prices) and less from increased volumes than we do.   We believe the key risks to Treasury’s forecasts are the same as 

the risks we see to our own: that weak business confidence undermines otherwise strong economic fundamentals, 

and a deterioration in global economic conditions.  

Treasury’s forecasts are somewhat conservative for household and government spending, although they continue to 

predict very strong residential investment.  In contrast, we believe construction sector capacity constraints will limit 

further growth in residential investment.  That said, Treasury does recognise that skill shortages and regulatory 

barriers are constraining housing construction activity.  

Meanwhile, Treasury’s house price inflation forecasts are on the strong side, whereas we see risk of a sharper 

slowdown over the next year or so.  Treasury assumes house prices growing at the same rate as incomes (5% per 

annum) in the longer term.  Again we see some downside risk to this view given we are likely to be entering a period 

of interest rate normalisation at this point of time and also the housing supply shortage will have been significantly 

reduced, removing a key source of support to the level of house prices.     

Treasury is expecting a lift in wage inflation, led by minimum wage increases, pay equity settlements and a tight 

labour market.  We agree, but see some upside risk to the Treasury’s wage forecasts given these factors boosting 

wages to some workers are likely to spill over into broader wage inflation pressures for most workers.  Inflation 

forecasts of 2% are reasonable, although we do see some risk of weaker inflation in the near term (particularly now 

that petrol prices have fallen and the NZD has lifted).  

Interestingly, the fiscal impulse is large and positive in 2018/19, but then falls rapidly to negative territory over the 

remainder of the forecast period.  Similarly and strangely for this government, public consumption only grows 

marginally above 1% over four later years of the forecast period.  In other words, public consumption grows more 

slowly than the rest of the economy over this period, although as noted earlier this is subject to change in the 

upcoming Budget. 

Living Standards Framework 
The adoption of the Living Standards Framework (LSF) to guide policy and budget-setting sets up a feedback loop 

from living standards priorities to policy decisions to assessed outcomes, and then back to evaluating the 

effectiveness of the policy decisions.  In the past, the emphasis tended to go on how much money was being allocated 

to areas of priority.  Under the last National Government, there was a lot more emphasis going on the value and 

effectiveness of that spend, as well as goal-setting for government departments to bring greater focus on particular 

outcomes.  The LSF, as laid out in the Budget Policy Statement, is intended to drive a ‘whole-of-government’ approach 

to delivering on the overarching priorities. 

Deciding your priorities, setting policies to achieve them, and monitoring the impact of those policies sounds like 

straight-forward common-sense.  In practice, it will be complex and there may be challenges in getting policy design 

and implementation right.  But good execution could be powerful in ensuring that government policies do indeed 

achieve the social and economic outcomes that are deemed important to NZ’s quality of life.  It will also be important 

not to lose focus on economic prosperity, which is what provides the financial resources for enacting policies. 

Budget 2019 – the first Wellbeing Budget 
This year’s Budget Policy Statement is the first to include a Wellbeing Outlook in addition to the traditional Economic 

and Fiscal Outlook.  Moreover, the Coalition Government’s priorities (below) were set under the Government’s 

wellbeing approach. 
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Budget 2019 Priorities:  

 Creating opportunities for productive businesses, regions, iwi and others to transition to a sustainable and 

low-emissions economy  

 Supporting a thriving nation in the digital age through innovation, social and economic opportunities  

 Lifting Māori and Pacific incomes, skills and opportunities  

 Reducing child poverty and improving child wellbeing, including addressing family violence  

 Supporting mental wellbeing for all New Zealanders, with a special focus on under 24-year-olds.  

These priorities were set using “the Treasury’s Living Standards Framework (LSF), evidence from sector-based experts 

and the Government’s Science Advisors, and collaboration among public sector agencies and Ministers.” 

In doing so, the Government aims to set its policies using a broader range of indicators.  These indicators include: 

“how we support our people, protect our environment, and strengthen our communities and culture.”  In addition, 

the Government intends to take a more intergenerational approach in order to maintain and improve New 

Zealanders’ living standards. 

A new approach, a new mindset 
The Government also notes that embedding Wellbeing into what the Government does requires a shift to a wider 

definition of success.  This definition includes the country’s finances, natural resources, people and communities. 

Furthermore, to achieve this shift the Government notes that a new way of working and thinking is necessary.  For 

example, the Government has asked all Ministers and departments to consider what they can contribute to the 

delivery of each of the Budget priorities.  The figure below shows how the new mind-set has led to the development 

of new Budget process. 
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To support these changes the Government is planning public sector reform  
To further support this process the Government intends to embed Wellbeing into legislation.  Changes to the Public 

Finance Act, for example, will include a requirement for the Treasury to report on Wellbeing every four years.  

Similarly, the Government intends to embark on wider public sector reform.  In particular, the Government plans to 

rewrite the State Sector Act.  Like with the Public Finance Act, the Government intends to embed departmental 

reporting against Wellbeing indicators. 

So what does this mean? 
At first glance, not a lot is going to change.  For example, the Government will continue to report the traditional fiscal 

indicators that it always does and the Government will still maintain fiscal rules.  This fact will be of some comfort to 

financial market participants. 

At a high level, we view the changes to broaden policy focus as sensible, particularly the greater emphasis on 

intergenerational living standards.  Similarly, we largely agree with using the Wellbeing Outlook as a tool for setting 

policy priorities.  Not everyone will agree on the priorities at any given time, but voters will get to vote in line on 

Government priorities at each election.  We also welcome the increased focus on Wellbeing reporting.  This reporting 

should increase the quality of the policy debate.   

The changes will also require significant public reform and the process will take several years.  Any change of this 

magnitude will carry risk in terms of how well the public sector can carry out the reform and deliver on the 

Government’s vision.  There is also the risk that the changes are quickly undone, if the Government changes. 
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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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