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One small step for infrastructure, no giant leap for growth 

 On the surface, the Half-Year Update 2019 shows a healthy set of Government books. 

 As well-signalled, the Government has boosted infrastructure spending, with an increase in capital spending 
of $12bn announced in the Update. 

 That said, we’d characterise the fiscal policy stance as cautious, with fiscal headroom having shrunk on the 
back of the weakening economic outlook since the May Budget. 

 We argue that a more decisive fiscal package is warranted come Budget 2020. 

Summary 
On the surface, the Government’s fiscal accounts remain in good 

shape.  The Half-Year Update shows modestly growing operating 

surpluses over the forecast period, albeit smaller surpluses than 

forecast as at the Budget.  Meanwhile, net public debt is forecast to 

stick close to the midpoint of the Government’s new target debt 

range (15% to 25% of GDP). 

Otherwise, the Half-Year Update was a low-key affair.  As was 

foreshadowed, increased infrastructure spending is the key focus of 

this update, and on the whole we agree that this is a good move.  

Indeed, infrastructure investment should boost productivity in the 

long run.  Nonetheless, the extra investment spending is proving 

difficult to fast-track.  Indeed the extra capital spending is not 

forecast to boost economic activity significantly until 2022, although 

it will give the infrastructure industry confidence that the pipeline is full on an ongoing basis.   

Otherwise, the Government has kept the rest of its fiscal powder dry.  The question remains whether this was by 

design or necessity?  In our view, the Government does have a (modest) fiscal challenge on its hands.  Its fiscal 

headroom has shrunk materially since the May Budget as the economic outlook has deteriorated.  With the 2020 

General Election rapidly approaching, and voter expectations rising, we anticipate that the Government may face 

some tough policy choices over the course of the year.  

On the basis of the Treasury numbers, fiscal policy is only marginally supportive of economic activity.  In that sense, 

monetary policy is likely to continue to do most of the economic heavy lifting.  However, in our view, with the 

underlying fiscal picture still strong and the economic growth soft, we argue for a more decisive fiscal package come 

Budget 2020.    
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Operating Surpluses 
The operating balance estimates continue to make for relatively healthy reading.  The Operating Balance Excluding 

Gains and Losses (OBEGAL) increases gradually from a small deficit (0.3% of GDP) in 2019/20 through to a 1.5% of GDP 

surplus in 2023/24. 

That said, the OBEGAL estimates are lower than forecast in the 2019 Budget on the back of softer forecast 

economic growth.  The 4-year total of Half-Year Update OBEGAL surpluses is a cumulative $9.1 billion lower than the 

2020/23 surpluses forecast in the Budget.   

With this in mind, it’s not altogether surprising that the Government has preferred to lift capital spending, while 

keeping operating allowances unchanged.  Future operating allowances were largely as forecast in the Budget.   

 

Source: NZ Treasury 

Net debt and bond issuance 
With the above in mind and more infrastructure spending, the net 

debt track is higher over the forecast period.  The Half-Year Update 

shows net core Crown debt reaching a high of 21.5% of GDP in 

2021/22 compared to a high of 20.7% of GDP in 2020/21 as at the 

Budget.  Also, at the comparable forecast endpoint (2022/23), the 

Half-Year Update shows net debt 2.2 percentage points higher than 

forecast as at the Budget.  

Nonetheless, net debt does track comfortably within the 

Government’s new target range of 15% to 25% of GDP.  Indeed, net 

debt sits almost exactly at the midpoint of that range (19.6%) by the 

end of the forecast period. 

The Debt Management Office (DMO) announced gross issuance will 

total $42bn over the next five years.  This is only a cumulative $2bn 

higher over the comparable four-year period than forecast in Budget 2019, with the sole difference the $2bn higher 

gross issuance in 2022/23. 

Gross NZGB issuance $bn 2019/20 2020/21 2021/22 2022/23 2023/24 4-year Total 

Half-Year Update 2018 10.0 10.0 8.0 8.0 6.0 36.0 

Budget 2018 10.0 10.0 8.0 6.0 - 34.0 

Change in issuance 0.0 0.0 0.0 0.0 - 2.0 

NZGB’s on issue (% of GDP) 23.5% 22.4% 23.5% 22.2% 22.7% - 

Source: NZ Debt Management Office 

The DMO note the debt programme is consistent with the Government’s commitment to maintain levels of NZGBs 

on issue at not less than 20% of GDP over time.  Inflation-indexed bond issuance is expected to be around NZ$0.5 

 FISCAL PROJECTIONS - Half-Year Update 2019

 June years 2020 2021 2022 2023 2024

 Core Revenue ($bn) 95.8 101.6 106.5 112.7 117.7

(Budget 2019) 96.4 102.9 108.1 113.8 -

 Core Expenses ($bn) 93.8 98.8 102.0 106.3 109.2

(Budget 2019) 93.3 98.9 101.7 105.7 -

OBEGAL ($bn) -0.9 0.1 1.8 4.1 5.9

(Budget 2019) 1.3 2.1 4.7 6.1 -

OBEGAL (% GDP) -0.3 0.0 0.5 1.1 1.5

(Budget 2019) 0.4 0.6 1.3 1.7 -

Net core crown debt (%GDP) 19.6 21.0 21.5 20.9 19.6

(Budget 2019) 20.4 20.7 19.9 18.7 -
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billion of the NZ$10 billion 2019/20 bond programme, with plans to commence a repurchase programme of the 15 

May 2021 nominal bond before 30 June 2020.  

Front loading of the (modest) fiscal Impulse 
The Half-Year Update presented updated estimates of the Treasury 

Fiscal Impulse, a summary measure of the direct impact of fiscal 

policy on GDP. It confirms that the fiscal loosening has been front 

loaded. Fiscal policy is adjudged to add to aggregate demand in 

2019/20 and 2020/21, but then restrain demand over the remainder 

of the forecast period. The positive fiscal impulse in 2019/20 is 

largely driven by increases in operating spending. Increased capital 

spending is the main driver of the positive impulse in 2020/21. From 

2021/22 onwards fiscal policy is restraining growth in demand, due 

to a combination of receipts rising as a share of GDP and expenses 

declining as a share of GDP.  Contractionary fiscal impulses over the 

medium-term term are not consistent with the increases in 

Government spending we would have expected, and will likely 

disappoint the RBNZ looking for more fiscal policy support. We 

suspect the Government is keeping much of its powder dry leading up to the 2020 General Election. 

Infrastructure Spending Announcements 
Much of the new initiatives were for capital, rather than operating, spending.  Added infrastructure spending amounts 

to $12 billion.  $8bn will go to specific projects, with $4bn added to the multi-year investment pool.  Of the $12bn, 

$8.1bn will be allocated for spending by the end of the June 2024 year. 

To lift straight from the media release, the $8bn for specific projects will be allocated as follows: 

 $6.8 billion for new transport projects, with a significant portion for roads and rail; 

 $400 million one-off increase to schools’ capital funding; 

 $300 million for regional investment opportunities; 

 $300 million for District Health Board asset renewal; and 

 $200 million for public estate decarbonisation. 

The Government will give the specifics on the extent projects early next year. 

The timing of the added spending amounts to 

$1.4bn over the June 2021 year, with an estimated 

net impact on real GDP of 0.3 percentage points.  

The estimated GDP impact is upwards of 0.4 

percentage points on average in the following 3 

years. 

The impact of added infrastructure spending 

through to mid-2020 is negligible.  And with the 6- 

to 18-month ahead window only seeing 0.3 ppts 

GDP impact, it is taking a while for the added fiscal 

stimulus to come to the rescue and boost demand.  

In the near term, it is monetary policy that will 

remain the key policy lever to further stimulate the 

economy, if needed.  That is the reality with 

infrastructure projects: they take considerable time from deciding a project through to turning the first shovel-load of 

dirt. 
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The benefits of infrastructure projects are longer term and two-fold.  First, the infrastructure will (hopefully) boost 

productivity – primarily from enabling people and goods to move more efficiently.  The effectiveness will ultimately 

depend on the project choice.  Second, a long-term and specific project list will provide the construction sector with a 

steadier and clearer pipeline, aiding the industry to better plan its resourcing and capital requirements. 

Economic Forecasts – an aspirational tilt 
According to the Treasury, the economy is expected to expand at a pace that is close to trend, supported by 

population growth, government spending, accommodative monetary policy and solid trading partner growth.  

Real GDP growth is expected to increase to 3.0%, on average, over 2018/19 and 2019/20, as residential investment 

strengthens and net exports pick up. Beyond 2019/20, the outlook is for GDP growth to ease as monetary conditions 

tighten and net export growth returns to average. Net migration inflows are projected to subside, which also dampens 

demand. Real GDP growth over the year ahead is slower than in Budget 2019 forecasts, but is little changed 

thereafter. The labour market is expected to remain tight, with the unemployment rate oscillating around 4%. 

Expansionary fiscal settings (see section below) are providing support. Government consumption growth is expected 

to outpace real GDP, with pay equity settlements boosting household incomes. The Government's net investment 

intentions are similar to that in the Budget at $10.5 billion cumulatively over the next four years. The HYEFU has kept 

assumptions on the scale and timing of the KiwiBuild programme is unchanged from Budget 2019, noting the 

considerable uncertainty around the timing and impact of the KiwiBuild programme. 

Over the forecast period, nominal GDP growth is expected to average a shade under 5% per year. Courtesy of the 

high Terms-of-Trade and solid GDP growth, growth in nominal GDP is expected to be slightly higher than this over the 

year ahead, albeit still lower than forecast in Budget 2019. Further out, nominal GDP growth eases in line with real 

GDP growth, despite stronger wage growth and inflation. Compared to Budget 2019, nominal GDP is around $2.8 

billion lower over 2019/20, but 0.8% higher by 2021/22. 

The Treasury forecasts are more optimistic than our own and likely assume that the Government’s policy agenda 

obtains traction. Recent signs of life in the economy will need to be sustained to realise the Treasury’s growth 

projections and attendant fiscal outcomes. 

Treasury acknowledges that the balance of risks has evolved. Downside risks were posed by weak domestic business 

sentiment and an uncertain and downwardly skewed global growth outlook. However, nominal GDP (and hence 

Government tax revenue) could be boosted by higher wage and consumer price inflation. The outlook for growth will 

depend on how businesses respond to increasing wage and capacity pressures and on the saving choices of 

households. Our view is that 
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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.   


