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[9] 6(c) - to prevent prejudice to the maintenance of the law, including the 
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[10] 9(2)(d) - to avoid prejudice to the substantial economic interests of New 

Zealand 
 
[11] 9(2)(i) - to enable the Crown to carry out commercial activities without 
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of the Official Information Act has been made, as listed above. For example, an [8] 
appearing where information has been withheld in a release document refers to section 
9(2)(h). 

In preparing this Information Release, the Treasury has considered the public interest 
considerations in section 9(1) of the Official Information Act. 



THE TREASURY 
Kaitohutohu Kaupapa Rawa 

Treasury Report: Your meeting with the Prime Minister on 28 June 2010 

I Date: 125 June 2010 I Report No: I T201 0/1172 

Action Sought 

Action Sought Deadline 

Minister of Finance Agree that further advice is required Monday 28 June 

(Hon Bill English) 
to properly inform Ministers' 
decisions, evaluate the current 
proposals, and consider alternatives, 
and that such advice should be 
delivered within two months. 

Direct officials to provide you with 
an outline of the specific areas of 
advice that would be most useful in 
informing Ministers' decisions, 
together with a process and timeline 
for doing so, by Friday 2 July. 

Refer this report and chart pack to 
the Prime Minister for his information. 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

John Janssen Principal Advisor, Macro [1] ,/ 

Policy 

Bill Moran Manager, Macro Policy 

Minister of Finance's Office Actions (if required) 

Forward a copy of this report and chart pack to the Prime Minister (if Minister of Finance agrees) 

Enclosure: Yes: Chart pack titled "Macroeconomic Strategy" 

Macro strategy material (Treasury:1852590) 

Treasury:1853307v2 
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25 June 2010  

Treasury Report: Your meeting with the Prime Minister on 28 June 2010 

Recommended Action 

We recommend that you: 
 
a Note that we have prepared the requested chart pack for your meeting with the Prime 

Minister, outlining the macroeconomic challenges to be addressed in order to restore 
and sustain strong economic growth and focussed largely around saving;    
 

b note that, while there is merit in the proposals in the chart pack, we think they form 
only part of a strategy for lifting sustainable growth and unwinding imbalances; 

c note that a strategy focussed on saving that is set in a context of a more ambitious 
structural policy reform agenda will help lift long-term economic growth and unwind 
imbalances more than a saving-focussed strategy on its own; 

d note that, for Monday’s discussion with the Prime Minister, there may be benefit in 
pointing out that: 

i. national saving behaviour can be influenced through a range of policies – notably 
those listed under “Macro-economic stability and tax reform” in the Annex; 

ii. investment by firms can also be influenced by a wide range of policies – notably 
those listed under “Regulatory environment for business”, “Productive 
infrastructure investment” and “Science, innovation and trade” in the Annex; 

e agree that further advice is required to properly inform decisions, evaluate the current 
proposals, and consider alternatives, and that such advice should be delivered within 
two months; 

 
 Agree/disagree 

f direct officials to provide you with an outline of the specific areas of advice that would 
be most useful in informing Ministers’ decisions, together with a process and timeline 
for doing so, by Friday 2 July; and 

 
 Agree/disagree 

g refer this report, including the chart pack, to the Prime Minister for his information 
before Monday’s meeting. 

 
 Agree/disagree 
 
 
 
 
Bill Moran 
Manager, Macro Policy 
for Secretary to the Treasury 
 
 
 
 
Hon Bill English 
Minister of Finance 
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Treasury Report: Your meeting with the Prime Minister on 28 June 2010 

The Chart Pack 

1. For your meeting with the Prime Minister on 28 June 2010, Treasury has provided you 
with a chart pack (attached) outlining macroeconomic challenges to be addressed in 
order to restore and sustain strong economic growth. The chart pack notes a number of 
macro-dominated policy responses, largely around saving. They include: 

 

• Tax: Policy changes focus on the role of the tax system in saving, reducing both 
distortions to invest and save, and tax rates.  

• Changes to KiwiSaver: The way changes to KiwiSaver are managed could help 
both fiscal consolidation and encourage savings by better targeting fiscal 
incentives. 

• Faster fiscal consolidation: Policy can affect the extent to which faster fiscal 
consolidation carries the adjustment burden, and how it is implemented (e.g. scope 
of the operating allowance; capital allowance and efficiency across the balance 
sheet; savings targets; etc). 

• Compulsory saving: The potential for compulsory saving to lift national saving is 
uncertain and signals a significant change of policy direction.  Benefits could 
potentially be better captured as a package.  As part of this, consideration could be 
given to a process similar to the Tax Working Group.  A package would also 
enable consideration of a wider set of options for investment and growth. 

 
2. All the above policy options have some merit in our view. For example, we agree that 

the goal of raising national saving has a role to play in lifting growth sustainably and 
unwinding imbalances. However, we also think that how to raise national saving is 
critically important, and that there is a risk that some of the above options could have 
either little or negative impact on long-run growth. In this respect, we see the chart 
pack as currently drafted as only part of a successful strategy leading to sustained 
growth. 

 
3. To give more specific examples of our concerns: 
 

a. Our initial calculations indicate that the long-run growth impact of converting 
KiwiSaver to a compulsory scheme may have a marginal effect only on national 
saving. 

b. While not conclusive and subject to further testing, preliminary calculations 
indicate that a reduction in the neutral real rate of interest by around 1% could 
impact positively on the cost of capital, capital accumulation and labour 
productivity in the long run, but that the effect might only be in the order of 1-2% 
increase in GDP per capita. 

c. The short-term growth benefits of the first two macro options above appear 
unlikely to be significant – any gains will occur over the medium- to long-term. 
Short-term growth benefits are more likely to come from fiscal consolidation and 
an increase in government saving. 
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A More Comprehensive Economic Reform Package 

4. In our view, reform aimed at significantly lifting long-run growth is likely to require a 
wider package of structural policies that include consideration of the interaction of 
macroeconomic initiatives with microeconomic reforms covered by the six policy drivers 
(tax; regulation; public sector; infrastructure; science, innovation and trade; and skills). 
That is, a macro-focussed strategy is more likely to pay off to long term sustainable 
growth if it is nested within a broader structural policy reform agenda that looks beyond 
immediate imbalances and improves the overall environment for business opportunities 
and investment. 

5. In the attached Annex we have listed the reform areas that we think merit further 
consideration by Ministers as part of a more comprehensive package of economic 
reform. At this stage the list is not prioritised, nor is it specific about the best policy 
options for achieving the goals indicated – this still needs to be worked through 
systematically in the context of the policies outlined in the chart pack. 

 
6. In order to ensure that decision-making is well informed, we would recommend that a 

structured process over the next few months be put in place to properly evaluate the 
impacts of the current macro proposals on New Zealand’s growth and economic 
imbalances, how they could sit within a wider package of structural policy reform, and 
how such policies might best be implemented. The process should also allow for the 
exploration of alternative policy options which might be more effective at delivering the 
desired outcomes. 

7. We therefore recommend that we provide you next week with an outline of the specific 
areas of advice that would be most useful in informing decisions about how best to lift 
long-run growth and unwind current imbalances, together with a process and timeline 
for doing so. These specific areas of advice will be a subset of the attached annex plus 
options outlined in the chart pack. 

Your meeting with the Prime Minister 

8. Your meeting with the Prime Minister on Monday is likely to focus on concerns about 
saving and investment, and the unwinding of the imbalances in the economy. The 
conversation is likely to start with a focus on compulsory saving, further tax changes, 
and faster fiscal consolidation. 

9. You may want to set the conversation in a broader context by noting that there is a 
wider range of policies that will pay off to higher national saving and increases in 
productive investments: 

a. Saving: Broadly speaking, the reform areas listed under “Macro-economic stability 
and tax reform” in the Annex are expected to contribute to higher national saving. 
These include, for example, policies that affect private incentives to save such as 
student loans, retirement policy and health subsidies. 

b. Investment: The incentives on businesses to invest will be influenced by policies 
across the policy drivers which affect the opportunities available to firms and 
perceived returns. In particular, the reform areas listed under “Regulatory 
environment for business”, “Productive infrastructure investment” and “Science, 
innovation and trade” are expected to lift productive investment by both firms and 
the Crown. These include, for example, removing further regulatory barriers to 
enterprise, policies which support deeper capital markets, policies governing the 
allocation of water, and New Zealand’s “connectedness” with the rest of the world. 
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10. Setting the conversation in this broader context may enable discussion of the merits of 
a more comprehensive economic growth package which will confirm a direction of 
reform that has longer-term impact beyond relatively near-term actions to address 
imbalances.  

11. More generally, we suggest that your meeting with the Prime Minister focus on the 
relatively high-level objectives (e.g. the need to lift national saving, desirability of 
returning to surplus sooner, need for policies to lift investment, etc.), with specific policy 
options (e.g. compulsory saving, further tax reform, etc.) kept open so as to allow for 
the provision of fuller advice to support your decision-making. 

12. We recommend that you refer this report, including the attached chart pack, to the 
Prime Minister for his information in advance of your meeting on Monday. 
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Annex:  Policy areas for consideration in a comprehensive economic reform 
package 

 

Policy driver Reform area 

Macro-economic  stability 
and tax reform 

• Further tax reform to support productive activity and investment, lift 
national saving and contribute to rebalancing the economy e.g. via 
further reducing taxes, nominal/real tax treatment, tax on capital 
income/dual tax, etc. 

• Faster fiscal consolidation to return to surpluses without harming 
long-run growth and manage fiscal policy to avoid exacerbating 
exchange rate cycles. 

• Review welfare and support systems with a view to identifying 
areas that may be undermining private incentives to save (e.g. 
student loans, retirement policy, health subsidies, etc.); or may be 
imposing excessive long-term liabilities on the Crown (e.g. sickness/ 
invalids benefits, domestic purposes benefit, stock of student loans). 

• Review benefit / tax system with a view to improving returns to 
work and strengthening incentives for labour market participation, 
i.e. build on Welfare Working Group. 

Regulatory environment 
for business 

• Clarify framework for major natural resources to ensure they 
contribute to growth, both by environmentally-responsible 
exploitation (e.g. oil, minerals) and re allocation to best use (e.g. 
water). 

• Set climate change targets that balance environmental 
responsibilities and economic opportunities. 

• Fuller review of labour market regulation, including youth minimum 
wage, occupational licensing, temporary/fixed term contracts. 

• Further regulatory reviews aimed at removing barriers to growth 
and investment, e.g. HSNO, housing supply, fuller review of 
overseas investment, etc. 

Better, smarter public 
services 

• Improve customer experience / service quality e.g. via better ICT, 
innovative service delivery, etc., including use of complementary / 
contestable providers to drive innovation, efficiency and choice in 
service delivery e.g. via PPPs. 

• Better alignment of services to government priorities, strengthen 
governance and accountability via major reviews (e.g. WWG, 
Productivity Commission), Budget design, ‘better aligning 
expenditure and priorities’, review of policy expenditure, etc. 

• Active strategy to managing the Crown’s balance sheet e.g. via 
Investment Statement, asset sales, stronger commercial disciplines, 
etc. 

Productive infrastructure 
investment 

• Rigorous and transparent assessment of economic costs and 
benefits of proposed projects to inform decisions on new public 
investments. 

• Further improvement of regulatory environment to give greater 
certainty and open up further opportunities for private investment. 

• Better use of public infrastructure to ensure optimal levels of 
investment e.g. via demand management, road pricing, etc. 
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Policy driver Reform area 

Higher skills • Lift performance across the education system, e.g. young people 
achieving NCEA 2 or above regardless of whether in school or 
elsewhere; higher proportion of students completing degrees and 
high level vocational qualifications. 

• Actively address the ‘long tail’ of low achievement by early 
intervention at early childhood and school levels. 

• Review tertiary funding and student support systems with a view 
to reaching sustainable, efficient and durable settings e.g. fee 
maxima, interest-free loans, subsidy levels, mergers/takeovers, etc. 

• Exploit benefits of export education e.g. by granting residency to 
overseas students who stay in NZ after completing high level 
qualifications. 

• Reduce barriers to migrant settlement to improve the economic 
contribution of new migrants. 

Science, innovation and 
trade 

• Adopt a deliberately internationally-oriented focus across 
economic policies aimed at lifting the flows of trade, capital people 
and ideas with New Zealand. Includes: 

o  Internal connections: e.g. port operations, freight linkages 

o  Global connections: e.g. improve international knowledge 
transfer, reduce barriers to FDI, remove remaining tariffs. 

• Strengthen NZ’s integration into the regional economy e.g. via 
further FTAs and actions to maximise potential of existing FTAs, 
better use of offshore network, deepen trans-Tasman relationship 
where it is economically beneficial, etc. 

• Continue to support export growth by removing barriers e.g. 
aquaculture, mining, export education. 

• Implement agreed recommendations of CRI Taskforce and Capital 
Markets Development Taskforce. 

• Review opportunities to increase Auckland’s contribution to 
national economy in light of the new Auckland council, e.g. by 
better aligning regional and national priorities and funding. 

• More effective technology transfer between public research 
organisations and firms, i.e. better “D” in R&D. 

• Actively evaluate business assistance programmes and shift 
resources to those that demonstrate gains that would not have been 
achieved otherwise. 

 



MACROECONOMIC STRATEGY 

Where we want to be in five years time: 

• Economy back on its trend (or potential) growth rate and the trend growth rate 
is higher than the recent past and currently forecast. Employment growing and 
unemployment falling. 

• A sense that the crisis is behind us and imbalances are unwinding
indicators such as house prices-to-income would be shifting to a lower 
equilibrium level, the government will have closed its budget deficit and finance 
costs are contained. 

• Getting closer to where government o~rating initiatives are able to grow in 
line with trend GDP as opposed to the restraint required by the $1.1 billion 
operating allowance. 

We face three macroeconomic challenges that threaten our abil ity to restore and 
sustain strong economic growth: 

• Potential growth rates have fallen. Most estimates show that the economy's 
potential growth rate has declined from the plus 3 percent that was achieved in 
1990-2005, to a rate below 2% currently. Treasury forecasts assume a 
medium-term potential growth rate of 2.7%. But other forecasters such as the 
RBNZ, IMF and OECD have potential below 2.5%. 

• Macroeconomic imbalances have increased. Output has shifted to the 
sheltered domestic parts of the economy (ie, non-tradables). Household saving 
has declined and balance sheets have been geared up. The current account 
deficit increased, and despite a temporary decline, is forecast to rise again with 
net external liabilities reaching 100% of GDP. 

• Fiscal deficits are large and structural. The change in New Zealand 's fiscal 
balance and the associated fiscal impulse has been one of the largest in the 
OECD, and one of the largest in New Zealand's history. Internationally the shift 
is away from fiscal stimulus and toward fiscal consolidation. 

There are a number of policy responses, largely around saving. These include: 

• The potential for compulsory saving to lift national saving is uncertain and 
signals a significant change of direction. Benefits could be better captured as a 
package. As part of this, consideration could be given to a process similar to 
the Tax Working Group. A package also enables consideration of a wider set of 
options for investment and growth. 

• The way changes to KiwiSaver are managed could help both fiscal 
consolidation and encourage savings by better targeting fiscal incentives. 

• The role of the tax system in saving, reducing both distortions to invest and 
save, and tax rates. 



• The extent to which faster fiscal consolidation carries the adjustment burden, 
and how it is implemented (eg, scope of the operating allowance, capital 
allowance and efficiency across the balance sheet; savings targets etc ... ). 

The initial focus is on these macro-related options and the balance across them given 
their plausible impacts. The growth benefits of the first two options are unlikely to be 
significant, could potentially be negative, and effects will occur over the longer term. 
Treasury will be providing further analysis and advice over the coming months. A focus 
on growth will mean that we also need to consider the interaction with micro-economic 
reforms covered by the six pillars. 
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Potential growth rates (%) 

2000-04 2005-08 2009 Medium-term* 

Treasury 3.4 2.3 1.3 2.7 

RBNZ 3.2 2.4 1.7 2.2 

OECD 2.4 

IMF 3.3 2.5 1.6 2.3 

* Med1um-term: Treasury 2014; RBNZ 2013; OECD 2012-2025; IMF 2015. 

• Most estimates indicate that the potential growth rate has declined steadily from 
plus 3% to a rate below 2% currently. Treasury forecasts assume a medium
term potential growth rate of 2.7%. But other forecasters such as the RBNZ, 
IMF and OECD have potential below 2.5%. 

• The composition of output has shifted away from the tradable sector (which 
combines services exports, primary industries, and manufacturing). 
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Employment growth 
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• Employment growth since 2004 has been concentrated in the non-tradable 
sector, including industries such as health care & social assistance (+26%) and 
public administration & safety ( +21%) and ~onstruction ( +20% ), while tradable · 
sector employment (defined here as the primary and manufacturing sectors) 
has been weak (-8%). 
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• New Zealand's GDP per capita has fallen behind the OECD average and 
Australia . The potential growth rate forecasts above are not sufficient to even 
begin to close the gap. 

• Underlying factors are low capital per worker and a poor track record of 
capitalising on business opportunities. 

• Faster long-run growth points to a range of structural policies which address 
these weaknesses: 

Tax- encourage productive investment and saving 

Regulation - remove barriers to business activity and employment 

Public sector- do the right things well and make better use of the private sector 

Infrastructure- maximise value and open up private sector opportunities 

Science, innovation and trade- build and exploit international links 

Skills - ensure supply is well matched to current and future growth 
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Real exchange rate and GDP growth 
Index (inverted) annual growth 
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• The real exchange rate is the outcome of a range of factors and not a direct 
policy lever. The typical New Zealand growth cycle initially sees a period of 
significant real exchange rate undervauation. In the post float period , real 
exchange rate depreciation tends to be associated with, two years later, higher 
economic growth. We are not seeing this now. 

• IMF analysis estimates that in order to stabilise the net international position at 
90% of GDP the real exchange rate would need to depreciate by 20%. The 
extent of real exchange rate overvaluation rises to 25% if the net international 
liability were to stabilise at its pre-boom level (ie, around 75% of GDP, which is 
still high by international standards). Budget deficit~. in an economy with much 
less slack than most other OECD countries, will be holdin u both interest 
rates and exchange rates. 

• A kickstart to stronger, sustainable and more balanced economic growth will 
involve adjustments in: national saving and investment where the gap will need 
to narrow); the allocatio of resourc 1 tin from non-tradables to tradables · 
and in the real exchan e ra e a de reciation sufficient to enerate the 
necessary a·tra e surplus). 

• The sharp adjustment we want to avoid is where foreign investors suffer a 
sudden or gradual loss of confidence in lending to New Zealand. In that 
scenario a marked tightening in credit availability would lead to a significant 
slowing in output. The exchange rate would fall significantly, and so provide a 
buffer existing exporters, but it would be difficult for new exporters to come on 
stream in sufficient scale at a time when credit was severely constrained. 
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• The Treasury, RBNZ and IMF forecast a medium-term widening of the current 
account deficit and so the level of net external liabilities. The Treasury Budget 
forecasts have the deficit at 7.3% of GDP in 2014. The RBNZ forecasts the 
deficit to increase to 7.2% of GDP in 2013. The IMF projects the deficit to reach 
8.2% of GDP in 2015 with the net international investment position at 107% of 
GDP. 

• There is no clear or useful "target" for the net international investment position. 
In the long-run it will be determined by the preferences of, and the incentives 
faced by, all those making the underlying saving and investment decisions 
(including the portfolio decisions of domestic and international investors). 

• While policies to address growth and vulnerabilities are largely complementary 
in the long-term, there may be some trade-offs in the short-term. For example, a 
temporary deterioration in the current account deficit could result from higher 
investment growth, which -if not accompanied by higher saving -would need 
to be financed from abroad. 

• All else equal, a widening of net external liabilities would suggest an increase in 
vulnerability, especially in the current climate. But this would not necessarily be 
the case if the widening were underpinned by an improvement in future growth 
prospects. 
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• High indebtedness creates a risk of macroeconomic shocks spilling over to 
markedly lower growth and living standards and additional fiscal problems. 

100% 

• The nature of potential macroeconomic shocks and the likelihood of them 
eventuating are difficult to identify with precision or confidence. We know that 
New Zealand's net international investment position is one of the largest in the 
developed world, with many of these countries now dealing with severe fiscal 
and economic stress. 

• The willingness of foreign investors to continue lending to us (New Zealand 
banks are the largest debtors, but external borrowing by the government is also 
significant) depends on their confidence that our liabilities will be serviced at 
face value in the long run. 

• New Zealand's external position remains an issue for credit rating agencies and 
they have placed considerable store on the fiscal position, our track record of 
previous fiscal consolidations (ie, the early 1990s), and banking sector stability. 
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• New Zealand's foreign liabilities must ultimately be serviced by a net flow of 
goods and services. lt would be reassuring if our current account deficits had 
financed higher levels of productive investment that increased the economy's 
future output. However, much of the additional borrowing by households and 
businesses over the past decade or so has served to bid up the prices of 
housing and farms, which has contributed to an associated increase in 
consumption spending. 

• These assets appear overvalued by most metrics and the household debt to 
income ratio is historically high . The net wealth of household balance sheet is 
heavily concentrated in one over-valued asset class and household net financial 
assets-to-income are relatively low and constant. 

• The ongoing confidence of foreign investors should be considered vulnerable to 
any factor that were to trigger a material decline in house prices or increase in 
unemployment or to any factor that were to focus fresh attention on the overall 
extent of net foreign indebtedness. 
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Saving and investment 
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• New Zealand's persistent current account deficits reflect a long-standing gap 
between national saving and investment. The changing composition of New 
Zealand's overall saving-investment gap, away from the private sector and 
toward the government sector reflects a structural change in the fiscal balance. 

• The observation that an improving fiscal balance leads to some private sector 
offset implies that the fiscal consolidation channel to higher national saving is 
not one-for-one. 
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• Current account - Government - Private Source: RBNZ 
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• With nominal GDP growth at 5% and the interest rate on net liabilities at 7%, 
stabilising the net international investment position at around 90% of GDP is 
consistent with an ongoing current account deficit of around 4.3% of GDP. This 
comprises a 6.0% of GDP net investment income deficit and a 1.3% of GDP 
surplus on the goods and services balance (assuming a 0.4% of GDP transfer 
surplus). The associated change in national saving would need to be around 
2% of GDP. 

Goods and Services Balance (Interest rate = 7%) to stabilise NIIP 

NIIP Nominal GDP growth rate 

% GDP 3.0% 4.0% 5.0% 6.0% 7.0% 

70% 2.3% 1.6% 0.9% 0.3% -0.4% 

80% 2.7% 1.9% 1.1% 0.4% -0.4% 

90% 3.1% 2.2% 1.3% 0.4% -0.4% 

100% 3.5% 2.5% 1.5% 0.5% -0.4% 

110% 3.9% 2.8% 1.7% 0.6% -0.4% 

• A reduction in the net international investment position to 70% of GDP over 10 
years would require a goods and services surplus above 3% of GDP. Lowering 
the NIIP ratio over time requires, during the adjustment phase, both large trade 
surpluses and marked exchange rate depreciation. 

• Even relative! modest reductions in the NIIP woul require that the economy 
evolve in a significant y 1 eren way from current economic forecasts. 
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- operating balance (excluding gains and losses) 

- cyclically-adjusted balance 

• The cyclically-adjusted operating balance, before gains and losses, moved into 
structural deficit in 2009 and remains in structural deficit in the current 2010 
year and in the 2011 budgeted year. The primary fiscal balance, which 
removes the net finance costs of servicing accumulated net public debt, is in its 
largest deficit in four decades. 
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Note: For 1972-1 993, the primary cash balance is measured by the adjusted financial balance plus net finance costs. For 1994 to 
2014, core Crown residual cash Jus net finance costs is used. 
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Structural budget balances in OECD economies 
• Deterioration in structural balance from 2007 • Structural balance, 2007 %GDP 

12 --

8 

4 

- :allll ·l 
I • • • • • • • • • • • • • 

0 

-4 

• • 
-8 

i::' >. c "0 .~ tll E Cl> >. 1/) "0 Cl ro c >. . tll e> (ij -c E "0 Cl> 1/) "0 "0 c "0 

~ Cl> c ·c 0 c "0 c "0 ro ro c 0 Cl> c c c tll "0 ro :0 1ii .2 c tll c ro () ro c.. ~ (ij :J 0) tll 0 tll Cl> iij ro ro ro tll 0) Cl> -.::: :J 0) tll E ro 0 w c tll ..... 0 :J E "0 c Cl> Cil (ij c.. Cil c 3: Cl> c.. :J 
Cil ..... -.::: 0 ro ..., 0 1ii ..c t: c 0) ..... Ci5 Cl) 

:J .t! Cl> < LL. Cl> Cl> c.. () z :J E 0 Cl> c u::: (!) .!:::: Cl> ~ 
I Cl) CO (ij c.. i: "0 N 

-~ 0::: (!) ..c < (I) Cl 2 ..c a; ~ X "0 ~ Cl) 0 z :J 
2 ·c: 

Cl> ...J ::> z 
{j ·c: 

::> 
Note: Source is the OECD's cyclically-adjusted balance estimates in Economic Outlook 2010. The New Zealand estimate has been adjusted by 
Treasury to renect the latest Budget . The deterioration is measured by comparing the 2007 CAB with each county's lowest CAB over 2009-2011. 

• Although New Zealand's public debt levels are relatively low by OECD 
standards (see earlier chart), the change in New Zealand's structural fiscal 
balance- from surplus to deficit - appears to be at the larger end. One way to 
gauge this is to put the structural fiscal measures on a similar basis and allow 
for Budget 2010. Although this exercise is imprecise, it suggests that OECD 
estimates of the structural fiscal deficit would be higher in 2010 and 2011 . The 
change in New Zealand's structural balance implies that a substantia l fiscal 
stimulus has occurred. 

• Over the Budget forecast period as a whole, cash deficits are expected to raise 
net core Crown debt from $17.1 billion (9.3% of GDP) in the June 2009 year to 
$63.0 billion {26.5% of GDP) in the June 2014 year. 

• New Zealand's structural fiscal deficits of around 5% of GDP would next year 
only be exceeded by Ireland , Japan, Pc:>land, the United Kingdom, and the 
United States. The OECD numbers assume significant austerity measures 
announced recently by Greece, Portugal and Spain are successful. The 
substantial beginnings of a UK fiscal consolidation have been announced . 

• A shift to faster fiscal consolidation across the G20 creates risks for New 
Zealand in that our fiscal deficits and economic vulnerabi lities will start to stand 
out. Our imbalances would continue to worsen as fiscal consolidation 
elsewhere widens our current account deficit and raises the exchange rate, 
impeding New Zealand 's growth and rebalancing prospects. 
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consumption is a proxy measure, calculated by deducting transfers, subsidies. finance costs and ETS expenses from core Crown expenses .. 

• Recent fiscal decisions and the budgeted fiscal outlook do not indicate major 
progress on fiscal consolidation. This is reflected in the (initial) non-neutrality of 
tax package and the path of core Crown spending and its components. Fiscal 
consolidation is largely embodied in stated intentions (ie, $1 .1 bn allowance). 
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Note. Measure is core Crown operating expenses (less depreciation) plus net purchase or physical assets. 
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