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17 March 2011  

Budget Report: Update on Budget 2011 Forecasts and Fiscal 
Strategy 

Executive Summary 

The Treasury’s preliminary macroeconomic forecasts for the 2011 Budget Economic and 
Fiscal Update show that the outlook for the New Zealand economy is weaker than expected 
even before factoring in the impact of the 22 February earthquake. Including the impact of 
both earthquakes, our forecasts for nominal GDP are $15 billion lower across the 2011-15 
period compared with the Half-year Economic and Fiscal Update. This flows through to a 
reduction in tax revenue of $2.4 billion across the same period. 
 
Our preliminary forecasts for the operating balance (before gains and losses) are dominated 
by the fiscal cost to the Crown of the earthquakes in the 2010/11 year and a reduction in tax 
revenue in 2011/12, and to a lesser extent 2012/13. The operating deficit reaches its lowest 
point at -9.2% of GDP in 2010/11. The operating balance is forecast to return to a relatively 
modest surplus in 2014/15, assuming the current Budget 2011 package and net zero capital 
allowances are implemented. This is an improvement on the forecasts in the Half-year 
Update where a break-even point was reached in 2014/15.  
 
The forecasts show net debt peaking at 32.5% of GDP before the impact of the operating 
expenditure savings being considered by Ministers for Budget 2011. Factoring in these 
savings reduce this peak to 31.0%, while implementing net zero capital allowances from 
Budgets 2012-14 on top of the savings package would reduce this further to 29.9% of GDP. 
 
We think the path outlined in the preliminary Budget forecasts (including the assumed 
Budget 2011 package) is the minimum desirable given the economic impact of the 
earthquake remains highly uncertain and ongoing risks related to the global economy.  
 
We have modelled a scenario that reduces the Budget 2012 net operating allowance by $1 
billion per annum, leading to a return to surplus in 2013/14 (0.1% of GDP).  
 
The 2011 Fiscal Strategy Report, which we will be discussing with you over the coming 
weeks, provides an opportunity to consider fiscal policy responses to recent events and 
ongoing risks.  
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Recommended Action 

We recommend that you: 
 

a note that the Treasury’s preliminary forecasts, including the impact of the Budget 2011 
savings and initiatives and net zero capital allowance for Budgets 2012-14, show: 
 

•••• the operating balance returning to surplus in the 2014/15 year; and 
 

•••• net debt peaking at 29.9% of GDP; 
  

 
b note that, on the basis of risks associated with further shocks, we recommend you use  

the Fiscal Strategy Report to signal: 
 

• lower future spending allowances; and 

• a differentiated response to positive and negative fiscal surprises: 

o if the recovery is earlier and/or stronger, revenue “windfalls” should be used 
to pay down debt (consistent with the Government’s previously stated 
approach); 

o if the economy is weaker, the response would be to review and adjust 
expenditure. 

 
 
 
 
 
 
 
Colin Hall 
Manager, Fiscal Management 
for Secretary to the Treasury 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
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Budget Report: Update on Budget 2011 Forecasts and Fiscal 
Strategy 

Purpose of Report 

1. This report provides you with the Treasury’s latest assessment of the economic and 
fiscal outlook, including the impact of the current Budget 2011 package on the fiscal 
forecasts and projections. It also discusses the implications of this outlook for your 
fiscal strategy.  

   
2. The forecasts used in this report are the Treasury’s first cut at the forecasts (known as 

the preliminary forecasts) for the Budget Economic and Fiscal Update which will be 
released on 19 May. These forecasts will be finalised on the following dates: 

 

• 13 April: macroeconomic forecasts; 

• 20 April: tax forecasts; and 

• 2 May: fiscal forecasts.  

Background 
 
3. The Government’s short-term fiscal intention in the 2011 Budget Policy Statement was 

to return the operating balance (before gains and losses) to surplus as soon as 
practical and no later than 2015/16, subject to any significant shocks.  

 
4. Prior to Christmas, Budget Ministers indicated that they wanted to make savings to 

allow a return to surplus one year earlier i.e. no later than 2014/15. This strategy was 
motivated by the desire to: 

 

• adjust the mix of fiscal and monetary policy settings toward lower interest and 
exchange rates, which would assist in shifting the economy onto a more 
balanced and higher growth path;  

• maintain a strong fiscal position in order to differentiate New Zealand from other 
economies with weak private sector financial positions which are currently 
experiencing disruptive externally driven adjustments; and 

• restore the fiscal buffer provided by low debt which had been reduced by a series 
of shocks (the global financial crisis, finance company failures, and the 
September earthquake).  

Preliminary Macroeconomic Forecasts 

 
5. Our preliminary macroeconomic forecasts show that the outlook for the New Zealand 

economy was weaker even before the impact of the 22 February earthquake. This 
appears to reflect households and firms being more cautious in their spending and 
investment decisions than expected. This weakness in the domestic economy has 
occurred despite the global economic outlook being more positive than forecast in the 
Half-year Economic and Fiscal Update, with prices for New Zealand’s exports rising to 
historic highs. 

 
6. The impact of the earthquake will have a negative effect on economic activity in the 

near term through its direct effect on activity, ongoing impacts on confidence, and a 
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further delay in the reconstruction from the September earthquake. However, it is 
expected to have a positive impact on economic activity with the rebuilding phase from 
2012. Overall, our forecasts for nominal GDP are approximately $15 billion lower 
across the 2011 to 2015 years compared with the Half-year Update.  

 
7. The chart below shows the change in our forecast for New Zealand’s real GDP growth 

compared with the Half-year Update. The two ‘Budget Update’ lines show the change 
in GDP before and after the impact of the 22 February earthquake. 

 
Figure 1: New Zealand’s Real GDP Growth  
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Key Risks to the Macroeconomic Forecasts 

8. There are two main areas of risk to the forecasts that we will be monitoring closely up 
to the finalisation of the forecasts for the Budget Update.  

 
9. Firstly, the impact of the earthquake on the economy remains highly uncertain. The 

assumptions we have used are rough estimates at this early stage and are subject to 
change as more information comes to hand.  

 
10. The other major risks are related to the global economy, especially in light of the 

Japanese earthquake and tsunami, and civil unrest in the Middle East which has 
caused oil prices to increase because of concerns about supply. 

 
Preliminary Tax Forecasts 

 

11. Our preliminary tax forecasts show a $2.4 billion reduction in core Crown tax revenue 
from the 2011 to 2015 years compared with the Half-year Update. Lower estimates of 
nominal GDP across the forecast period are the main driver of the change to the tax 
forecasts. However, a change in the composition of forecast GDP (i.e. a shift from 
profits to labour incomes that are taxed at a higher rate) moderates the size of this 
reduction. 
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12. The table below shows the composition of this change by tax type:  

Table 1: Forecast changes in tax revenue by major tax type  

$ billions, June years 2011 2012 2013 2014 2015 5-year total

Corporate tax -0.3 -0.3 -0.5 -0.2 - -1.3

Other persons tax -0.2 -0.3 -0.2 -0.3 -0.3 -1.3

GST -0.3 -0.6 -0.2 - - -1.1

PAYE 0.2 0.2 0.4 0.1 -0.2 0.7

Other tax 0.2 -0.4 -0.1 0.4 0.6 0.7

Total tax forecast changes -0.4 -1.4 -0.6 - 0.1 -2.4
 

 
Key risks to the tax forecasts 

13. Since the tax forecasts are based on the macroeconomic forecasts, the two main areas 
of risk noted above (i.e. uncertainty about the impact of the earthquake combined with 
several areas of uncertainty in the global economy) also apply to the tax forecasts.  

 
14. There is an unusually large aggregate difference between the Treasury’s preliminary 

Budget tax forecasts and those of Inland Revenue. In total, across the June years 2011 
to 2015 inclusive, the Treasury’s tax revenue forecasts are $4 billion higher than those 
of Inland Revenue. In past forecasting rounds, forecast discussions between the two 
departments have tended to reduce the gap between the forecasts, which implies there 
may be some downside risk to the Treasury’s final tax forecasts.  

Preliminary Fiscal Forecasts and Budget 2011 Scenarios1 

15. The preliminary fiscal forecasts are a base case which assumes that Budget 2011 
results in net new spending of $1.1 billion per annum (growing at 2% each year for 
subsequent Budgets) and capital allowances of $1.39 billion for Budgets 2011-14. In 
addition, we have modelled the following scenarios to show the impact that they would 
have on the fiscal forecasts and projections: 

 
(a) Preliminary BEFU including Budget package: This scenario shows the impact 

of the proposed Budget 2011 package of initiatives and savings, which 
significantly reduces the amount of net new spending factored into the base 
case. The Budget package we have used to generate this scenario is found in 
Annex 2. 

 
(b) Preliminary BEFU including Budget package and net zero capital 

allowances for three Budgets: This scenario includes the impact of the 
proposed Budget package and the impact of implementing net zero capital 
allowances for Budgets 2012-14. 

 
Operating Balance before Gains and Losses 

16. The preliminary fiscal forecasts are dominated in the 2010/11 year by the impact of the 
Canterbury earthquake. The operating balance deficit peaks at -9.2% in 2011 as the 
cost of the Canterbury earthquake is recognised (see Figure 2 below). The impact of 
the current Budget package results in a modest surplus in the 2014/15 year. 

                                                
1
  Further detail about the assumptions behind the fiscal forecasts can be found in Annex 1. 
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Figure 2: Total Crown Operating Balance (before gains and losses) to GDP 
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17. Table 2 shows the composition of the change in the deficit since the Half-year Update:  

Table 2: Change in deficit since Half-year Economic and Fiscal Update 

2011 2012 2013 2014 2015

$million Forecast Forecast Forecast Forecast Forecast Total

OBEGAL 2010 Half-Year Update (11,098) (5,964) (4,371) (1,501) 39

% GDP -5.5% -2.8% -1.9% -0.6% 0.0%

Earthquake (6,000) -  -  -  -  (6,000)

Tax revenue (409) (1,420) (623) (28) 97 (2,383)

ETS (155) (340) 540 10 10 65

DGS impairment (330) -  -  -  -  (330)

Net finance costs (70) (130) (375) (584) (680) (1,839)

Other (262) (234) 67 188 261 20

Total change (7,226) (2,124) (391) (414) (312) (10,467)

OBEGAL 2011 Preliminary (18,324) (8,088) (4,762) (1,915) (273)

% GDP -9.2% -3.9% -2.1% -0.8% -0.1%

OBEGAL including Budget 2011 package (18,324) (7,409) (3,747) (897) 871

% GDP -9.2% -3.5% -1.7% -0.4% 0.4%

  
 
18. Changes in the assumptions used to calculate the recognition of ETS expenditure have 

resulted in expenses previously forecast to be recognised in the 2013 financial year 
now being recognised earlier. This is a change to timing and has minimal impact 
across the forecast period. Updated information received on assets held in relation to 
the deposit guarantee scheme has resulted in an impairment of $330 million in the 
current year.  
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Net Debt  

19. The base case shows net debt peaking at 32.5% of GDP in 2014/15 before returning to 
10.7% by the end of the projection period (see chart below). Under the Budget package 
scenario, debt peaks at 31.0% in 2014/15 and returns to 6.0% by 2024/25. 
Implementing net zero capital allowances for three consecutive Budgets further 
reduces net debt to 29.9% in the 2013/14 year before falling to 4.0% at the end of the 
projections. 

Figure 3: Net core Crown debt (excl. NZS Fund & advances) to GDP 
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Estimating the Impact of the Earthquakes 

 
20. For the preliminary forecasts we have used the early estimate of the fiscal cost to the 

Crown of both earthquakes, which was made directly after the 22 February event. 
These costs total $7.5 billion and comprise the following elements: 

• $3.0 billion to recognise the Crown’s EQC obligation ($1.5 billion for each event); 
• $3.0 billion for infrastructure costs; and 
• $1.5 billion for policy responses (such as business assistance). 
 

21. Of these costs, EQC’s share of the September earthquake ($1.5 billion) was included 
in the fiscal forecasts for the Half-year Update, leaving a further $6 billion to be 
incorporated into the 2011 Budget Update.  

 
22. We have currently recognised the full impact of the $7.5 billion cost in the 2010/11 

year. Before the fiscal forecasts are finalised on 2 May, we will be carrying out further 
work to improve the estimate of the amount and the timing of this expense, which may 
span into the next financial year. A more detailed description of how we have factored 
the fiscal cost of the earthquakes into the forecasts is included in Annex 1. 
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Key risks to the fiscal forecasts 

23. There are two main areas of risk to the fiscal forecasts: 
 

• Canterbury Earthquake: A detailed estimate of the costs associated with the 
February earthquake in Canterbury has not yet to been completed. Particular 
uncertainty surrounds the cost of replacing infrastructure and how much of this 
cost will be borne by the Crown. We have undertaken to provide an estimate of 
these costs prior to finalisation of the forecasts. There also remains some 
uncertainty around which financial year these costs will be recognised. 
 

• Outstanding forecasts: There are a number of forecast items outstanding (e.g. 
student loan impairments). These are detailed in Annex 1. 

 
Claims against the in-year revisions contingency for Budget 2012 

24. Changes to the Fiscal Management Approach in 2010 mean that the net impact of 
most in-year revisions to forecast expenses and revenue are included in the Budget 
operating allowance.  

 
25. Expense and revenue revisions resulting from the March Baseline Update and 

preliminary Budget Update result in a net fiscal impact in outyears of $9.3 million. This 
impact will be a claim against the operating allowance in Budget 2012, once adjusted 
for final Budget Update forecasts in April and any further changes resulting from the 
October Baseline Update.  

 
26. The main expense revisions in the March Baseline Update are a one-off payment to 

the Eden Park Trust to cover GST payments of $28 million in 2010/11, a decrease in 
fines revenue of $12 million across the period, and downward revisions in housing 
subsidies and revenue. 

 
27. Benefit forecasts include upward revisions to New Zealand Superannuation ($206 

million) and Sickness Benefits ($93 million). However, these are largely offset by 
downward revisions across a number of benefits, the largest of which are in the 
Domestic Purposes Benefit ($130 million) and Hardship Assistance (around $60 
million).  

Fiscal Strategy Implications  

28. The Budget Strategy Cabinet paper considered in October 2010 noted that the fiscal 
strategy for 2011 needed to be informed by a view of where we want the economy to 
be in three to five years. The intention was to use fiscal policy to set the conditions for a 
‘step change’ in real growth rates through higher productivity growth and stronger 
performance in the tradable part of the economy. Achieving these goals required an 
early return to surplus, a reduction in debt to prudent levels as a way to rebuild the 
fiscal buffer, and a commitment to a broad based low rate tax structure that minimised 
economic distortions.  

 
29. In terms of achieving these policy goals, the Canterbury quake represents a significant 

setback which has far reaching implications for the economy. However, beyond the 
human dimensions of the tragedy, most of the costs are temporary. Debt will peak at a 
higher level in the short term, providing more urgency to the need to rebuild fiscal 
buffers. Over the medium term, the goals set for Budget 2011 remain relevant.   
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30. Rebuilding Christchurch is likely to offer significant support to economic growth over 
the next few years. However, many resources (e.g. labour and capital) may become 
scarce, potentially contributing to inflationary pressures and higher interest rates. 
Further, building activity in Christchurch will mark a relative shift in scarce resources 
towards non-tradable (construction) activity. All else being equal, reduced government 
spending can free up resources for the tradeable sector and act to take pressure off 
monetary policy.  

 
31. Our discussions with the IMF, currently in New Zealand undertaking its annual “Article 

IV” review of the New Zealand economy, have again highlighted New Zealand’s 
economic vulnerabilities and the importance of returning to a prudent fiscal position. 

 
 32. Whereas New Zealand has had high external debt in the recent past, it has been offset 

by a strong fiscal position, which is no longer the case – net government debt is 
expected to move from 5.6% in 2007/08 to 29.9% in 2013/14 (assuming proposed 
savings and net zero capital allowances are implemented). With our fiscal buffer largely 
depleted the economy is exposed to any new shocks. In particular, the IMF have 
emphasised that although an earlier return to an operating surpluses is desirable, the 
sovereign debt crisis has increased the attention placed on cash deficits as the primary 
driver of public debt.  

 
33. Managing the cost of the earthquakes has required a more active fiscal strategy than 

was originally envisaged. Implementation of the Budget package as currently 
constructed results in net debt peaking at 29.9% of GDP and a return to modest 
surplus in 2014/15. However core-Crown residual cash remains in deficit until 2016/17. 

 
 34. We consider the path outlined by the preliminary Budget forecasts and projections 

(including the assumed Budget 2011 package) are the minimum desirable given the 
impact of the earthquake on the economy remains highly uncertain and ongoing risks 
related to the global economy, especially in light of the Japanese earthquake and 
tsunami, and civil unrest in the Middle East which has caused oil prices to increase. 

 
 35. We think the best way to deal with these forecasting risks is to be clear how fiscal 

strategy will respond to any future shocks. This could be done through signalling in the 
Fiscal Strategy Report: 

 
• lower future spending allowances; and 

• a differentiated response to positive and negative fiscal surprises: 

o if the recovery is earlier and/or stronger, revenue “windfalls” should be used 
to pay down debt (consistent with the Government’s previously stated 
approach); 

o if the economy is weaker, the response would be to review and adjust 
expenditure.  

This “asymmetric” approach protects the overall fiscal position and opens up choices 
around spending and taxes when net debt materially moves below 20%.  
 

36. The 2011 Fiscal Strategy Report will be a key part of articulating the various 
dimensions of the fiscal policy response. The advantage of early signalling of your 
intentions to reduce government expenditure further is that it is likely to take pressure 
off interest rates to the extent that the RBNZ are able to include the reductions in its 
forecasts. We will be discussing the content of the Fiscal Strategy Report with you over 
the coming weeks prior to finalisation in early May. 
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37. From a fiscal perspective it is desirable to find further expenditure savings in future 
Budgets. The scenario below reduces the Budget 2012 net operating allowance by $1 
billion. Achieving further savings of $1 billion per annum in addition to the savings 
proposed for Budget 2011 would require major policy decisions on top of the proposed 
efficiency dividend. However achieving this level of expenditure reductions would be 
sufficient to return the operating deficit to weak surplus in 2013/14 (0.1% of GDP or 
$300 million) and provide a more rapid reduction in net debt, thereby re-establishing a 
fiscal buffer more quickly.  

 
Figure 4: Net core Crown debt (excl. NZS Fund & advances) to GDP 
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Figure 5: Total Crown Operating Balance (before gains and losses) to GDP 
 

-10%

-8%

-6%

-4%

-2%

0%

2%

4%

6%

% GDP

Fiscal YearPrelim BEFU

Prelim BEFU including Budget package and net zero capital allowances for three Budgets

Prelim BEFU with additional savings of $1.0 billion p.a.

Actual and Forecast Projection

 
  



                        
                 

BR2011/5 : Update on Budget 2011 Forecasts and Fiscal Strategy  Page 12 
 

                        

Annex 1: Additional Information on Preliminary Fiscal Forecasts 
 

Key Assumptions in the Forecasts and Projections 
 
The key assumptions used for the preliminary forecast are the same as those used for the Half-
Year Update. 
  

• Operating allowances are assumed to be $1.12 billion for Budget 2011, growing at 2% 
per year throughout the forecasts and projections.  

 
• Capital allowances are assumed to be $1.39 billion for Budget 2011 to Budget 2014. 

Over the projection period the capital allowances are assumed to be $0.94 billion, 
growing at 2% per year. 

 
• ETS revenue and expenses over the forecast period are based on current government 

policies. Our assumption for ETS expenses post-2012 has changed since the last 
update to better reflect the most likely expense flows. Over the projection period the 
ETS has no fiscal impact as full recycling of revenue is assumed. For both the forecasts 
and projections it is assumed there is no cash or debt impact from the ETS. 

 

• Fiscal drag on source deductions is assumed to operate throughout the forecasts and 
projections. This means that source deductions increase as a percentage of GDP over 
this time, from a trough of 10.1% of GDP in 2011/12 to 11.9% of GDP in 2024/25. 
However, this is less than the 12.2% of GDP source deductions were in 2008/09. 

 
The preliminary forecasts do not include the following information: 
 

• The fiscal impact of the net savings outlined in the Budget package (new initiatives and 
estimated savings).  

 
• Net zero capital allowance. The ability to forecast a net zero capital allowance is linked 

to the Crown’s ability to fund future capital purchases from the balance sheet (e.g. 
through the mixed ownership model). Therefore the impact of a net zero allowance has 
been excluded from the preliminary forecasts awaiting confirmation of the funding 
alternatives.  

 
• Outstanding forecasts for the following: 
 

o Current KiwiSaver and Working for Families programmes (excluding proposed 
savings). Inland Revenue is currently finalising these expense forecasts and 
these will be included in the final forecast. The impact of this work is not expected 
to be material. 

 
o ACC claims liability and the Government Superannuation Fund. Updated 

valuations are currently being finalised. 
 

o Loan impairments. Updated impairment information is being gathered for the 
student loan book and tax debtors. 

 
o State-owned Enterprises and Crown Entities. Updated five year forecasts are due 

to be received on the 18th of March. 
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Earthquake Costs  
 
The following table illustrates how earthquake costs will be included in the 2011 Budget 
Economic and Fiscal Update. It differentiates between costs that will be included in the 
forecasts (and therefore increase the operating deficit) as opposed to the fiscal risks chapter. 
It also provides an indication of which financial year these costs are likely to be recognised. 
 
 
 2010/11 2011/12 and onwards 

Forecasts • EQC claims expenses. 
(Current forecast = $3 billion) 

• Obligations arising from current 
policy settings. 
(e.g. 60% of essential 
infrastructure). 
(Current forecast = $3 billion) 

• Specific policy responses 
(agreed by Cabinet prior to 
finalisation of forecasts) that 
have no conditions that need to 
be met in future years. 
(e.g. Earthquake Support 
Subsidy). 
(Current forecast = $1.5 billion) 

• Operating costs expected to be 
incurred prior to 30 June. 
(e.g. costs associated with 
rescue efforts). 
(Current forecast included in 
$1.5 billion above) 

• Specific policy responses 
(agreed by Cabinet prior to 
finalisation of forecasts) with 
conditions that need to be met in 
future years. 
(e.g. extension of tax credits on 
redundancy payments where 
redundancy is after 30 June 
2011). 

• Depreciation associated with 
capital expenditure. 
(e.g. depreciation on temporary 
housing). 

• Operating costs expected to be 
incurred after 30 June 2011. 
(e.g. repairs of government 
owned assets expected to occur 
after 30 June 2011) 

Fiscal risks • Potential policy decisions not yet agreed by Cabinet (e.g. land 
remediation – assuming no Cabinet decision prior to finalisation of the 
forecasts).  

• Risk around the uncertainty of the cost estimation. 

• Risk that additional costs will be met by the Crown                     
                                                                
                                                  

• Risk that EQC costs will be over the $4 billion for either event (and 
therefore above the reinsurance cap). 

 
 

[6]
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Core Crown residual cash 
 

2011 2012 2013 2014 2015

$million Forecast Forecast Forecast Forecast Forecast Total

Residual cash 2010 Half-Year Update (15,602) (9,693) (8,135) (6,112) (4,877)

% GDP -7.7% -4.5% -3.6% -2.6% -2.0%

Tax revenue (467) (1,573) (868) (30) (46) (2,984)

Earthquake (1,500) (3,000) -  -  -  (4,500)
DGS depositor payouts (174) -  -  -  -  (174)
Net finance costs (30) (130) (245) (620) (750) (1,775)

Expense and capital transfers 826 (715) (80) (28) (3) -  
Other 24 9 (183) 50 116 16

Total change (1,321) (5,409) (1,376) (628) (683) (9,417)

Residual cash 2011 Preliminary (16,923) (15,102) (9,511) (6,740) (5,560)

% GDP -8.5% -7.2% -4.3% -2.9% -2.3%  

 

• The residual cash impact is also impacted by the 
earthquake and the reduction in tax receipts. 

• The costs of the earthquake (excluding EQC 
insurance payouts) have been spread across two 
years. The timing and amount of these payments 
will be updated in the final forecasts. 
 

• In addition, monies paid to the depositors of 
Equitable Mortgages have increased the current 
year’s cash deficit. 

Core Crown Expenses 
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• Core Crown expenses increase from $64.0 billion 
in 2009/10 to $78.9 billion by 2014/15 (an increase 
of $14.9 billion) 
 

• The components of this increase are 
o Operating allowances ($5.7 billion) 
o Finance costs ($3.2 billion) 
o Expenses outside allowances ($6.0 billion) 

 
• Finance costs increase over the forecast period 

reflecting the increase in debt. These costs are 
$1.1 billion higher over the forecast period than 
included in the Half-year Update. 

 
• A major portion of expenses outside allowances 

relates to social assistance which increases by 
just over $4 billion by the end of the forecast 
period ($3.4 billion of this is New Zealand 
Superannuation).  
 

• Core Crown expenses by functional class are 
outlined below. Operating allowances (classified 
as “forecast new operating spending”) from 
Budget 2011 onwards have not yet been allocated 
to specific categories for the preliminary forecast.  

 

 
2011 2012 2013 2014 2015

$million Forecast Forecast Forecast Forecast Forecast

Social security and welfare 22,006 22,844 23,733 24,748 25,743
Health 13,885 14,010 13,999 13,783 13,758
Education 11,976 12,065 12,073 11,891 12,031
Core government services 8,842 4,137 4,034 4,077 4,113
Finance costs 3,112 3,623 4,354 4,912 5,489
Forecast new operating spending 129 1,284 2,370 3,516 4,700
Other core Crown expenses 15,511 14,004 13,270 13,175 13,119

75,461 71,967 73,833 76,102 78,953  
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• The cyclically-adjusted balance, also adjusting for 
earthquake expenses, shows an underlying 
operating deficit of 4.8% of GDP.  

• The output gap in 2011/12 is estimated to be 1.6% 
which accounts for a relatively small cyclical 
adjustment to tax revenues and unemployment 
expenses. The main reason for the difference 
between the actual and cyclically-adjusted 
balances in 2011/12 is the adjustment for 
earthquake-related costs.  

Fiscal Impulse 
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• The fiscal impulse indicator estimates the impact 
of discretionary fiscal policy on aggregate 
demand. 

• The key change from HYEFU is that the impulse is 
expected to be neutral in 2011/12. In HYEFU, 
planned consolidation meant that fiscal policy was 
expected to exert a significant tightening impact. 
This tightening is shifted by one year, now 
expected to occur from 2012/13.  

• The change in the 2011/12 impulse from HYEFU 
is mainly because the cash impact of earthquake-
related expenditure is assumed to substantially fall 
in 2011/12. It is also impacted by changes in the 
expected timing of capital expenditure (e.g. 
broadband) and changes to the forecast profile of 
tax receipts.  

• This estimate is even more uncertain than usual, 
and the effects will be less uniform across the 
economy given the localised nature of the 
earthquake-related expenditure.  
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Preliminary Fiscal Forecasts and Projections: Summary Tables (Excluding Budget 2011 Package and Net Zero Capital Allowances) 
 
In $ billion

$ billion 06/07 07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22 22/23 23/24 24/25

CC expenses 54.0 57.0 64.0 64.0 75.5 72.0 73.8 76.1 79.0 81.9 84.8 87.5 89.6 92.3 95.0 97.6 100.3 102.9 105.5

CC expenses less finance costs 51.7 54.5 61.6 61.7 72.3 68.3 69.5 71.2 73.5 76.2 78.7 81.3 83.4 86.2 89.0 91.9 94.9 98.1 101.3

CC finance costs 2.3 2.5 2.4 2.3 3.1 3.6 4.4 4.9 5.5 5.7 6.1 6.2 6.1 6.1 5.9 5.7 5.3 4.8 4.2

CC expenses less fc and transfers 34.9 36.7 42.2 40.5 50.3 45.5 45.7 46.4 47.7 49.1 50.4 51.7 52.6 54.0 55.4 56.8 58.2 59.7 61.2

CC transfers 16.8 17.9 19.4 21.2 22.0 22.8 23.7 24.7 25.7 27.1 28.3 29.6 30.9 32.2 33.7 35.2 36.7 38.4 40.1

CC revenue 58.2 61.8 59.5 56.2 58.0 61.9 67.0 72.1 76.6 81.5 86.2 90.4 94.4 98.3 102.6 107.2 111.9 116.9 122.0

CC tax revenue 53.5 56.7 54.7 50.7 51.7 55.8 60.4 64.9 68.7 74.1 78.6 82.6 86.4 90.0 94.0 98.3 102.8 107.4 112.3

TC OBEGAL 5.9 5.6 -3.9 -6.3 -18.3 -8.1 -4.8 -1.9 -0.3 1.7 3.6 5.1 7.1 8.2 9.9 11.9 14.0 16.4 18.9

CC OBEGAL 4.2 4.8 -4.5 -7.8 -17.4 -10.1 -6.8 -4.0 -2.3 -0.3 1.5 2.9 4.8 6.0 7.6 9.5 11.7 14.0 16.6

TC operating balance 8.0 2.4 -10.5 -4.5 -12.1 -6.2 -2.7 0.5 2.4 4.5 6.5 8.2 10.5 12.0 14.1 16.4 19.0 21.8 24.8

CC operating balance 6.5 3.9 -5.9 -7.0 -13.0 -8.6 -5.2 -2.3 -0.5 1.7 3.5 5.2 7.3 8.7 10.8 13.0 15.5 18.2 21.2

CC primary balance 4.0 4.9 -4.0 -7.6 -16.8 -8.8 -5.1 -1.9 0.1 2.2 4.2 5.7 7.4 8.3 9.6 11.1 12.6 14.2 15.9

GSID less RB bills and SC 30.6 31.4 43.4 53.6 66.4 74.6 82.7 92.1 94.0 97.0 97.6 96.6 95.6 93.3 89.2 83.1 74.8 63.9 50.2

Net debt 13.2 10.3 17.1 26.7 43.4 58.4 67.9 74.6 80.1 82.8 83.3 82.1 81.6 80.0 76.5 71.1 63.4 53.3 40.4

TC Net worth 96.8 105.5 99.5 95.0 82.8 76.6 73.9 74.5 76.9 81.4 88.0 96.2 106.6 118.6 132.7 149.1 168.1 189.9 214.7

Residual cash 2.9 2.1 -8.6 -9.0 -16.9 -15.1 -9.5 -6.7 -5.6

Nominal GDP 172.1 183.4 185.3 188.9 199.2 209.4 222.9 233.8 246.0 262.3 275.2 287.2 299.0 310.0 322.5 335.6 349.3 363.4 377.9

Real GDP 133.2 136.5 133.4 134.1 134.8 138.5 144.3 148.2 152.6 158.7 162.7 166.1 169.5 172.2 175.7 179.2 182.9 186.5 190.2

Cyclically-adjusted balance (*) 4.6 3.0 -3.9 -5.8 -9.5 -7.2 -4.7 -1.6 -0.2
Fiscal Impulse 0.0 1.4 6.9 3.4 3.7 0.4 -6.0 -3.5 -1.6

(*) Cyclically-adjusted balance measure excludes earthquake-related expenses

History Forecast Projection
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AS % GDP

% GDP 06/07 07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22 22/23 23/24 24/25

CC expenses 31.4 31.1 34.5 33.9 37.9 34.4 33.1 32.6 32.1 31.2 30.8 30.5 30.0 29.8 29.4 29.1 28.7 28.3 27.9
CC expenses less finance costs 30.0 29.7 33.2 32.7 36.3 32.6 31.2 30.5 29.9 29.0 28.6 28.3 27.9 27.8 27.6 27.4 27.2 27.0 26.8

CC finance costs 1.4 1.3 1.3 1.2 1.6 1.7 2.0 2.1 2.2 2.2 2.2 2.2 2.1 2.0 1.8 1.7 1.5 1.3 1.1

CC expenses less fc and transfers 20.3 20.0 22.8 21.4 25.3 21.7 20.5 19.9 19.4 18.7 18.3 18.0 17.6 17.4 17.2 16.9 16.7 16.4 16.2

CC transfers 9.7 9.7 10.5 11.2 11.0 10.9 10.6 10.6 10.5 10.3 10.3 10.3 10.3 10.4 10.4 10.5 10.5 10.6 10.6

CC revenue 33.8 33.7 32.1 29.8 29.1 29.6 30.1 30.8 31.1 31.1 31.3 31.5 31.6 31.7 31.8 31.9 32.0 32.2 32.3

CC tax revenue 31.1 30.9 29.5 26.9 26.0 26.7 27.1 27.8 27.9 28.2 28.6 28.8 28.9 29.0 29.2 29.3 29.4 29.6 29.7

TC OBEGAL 3.4 3.1 -2.1 -3.3 -9.2 -3.9 -2.1 -0.8 -0.1 0.7 1.3 1.8 2.4 2.6 3.1 3.5 4.0 4.5 5.0

CC OBEGAL 2.4 2.6 -2.4 -4.1 -8.7 -4.8 -3.1 -1.7 -1.0 -0.1 0.5 1.0 1.6 1.9 2.4 2.8 3.3 3.9 4.4

TC operating balance 4.7 1.3 -5.7 -2.4 -6.1 -3.0 -1.2 0.2 1.0 1.7 2.4 2.9 3.5 3.9 4.4 4.9 5.4 6.0 6.6

CC opering balance 3.8 2.1 -3.2 -3.7 -6.5 -4.1 -2.3 -1.0 -0.2 0.6 1.3 1.8 2.4 2.8 3.3 3.9 4.4 5.0 5.6

CC primary balance 2.3 2.7 -2.1 -4.0 -8.4 -4.2 -2.3 -0.8 0.0 0.8 1.5 2.0 2.5 2.7 3.0 3.3 3.6 3.9 4.2

GSID less RB bills and SC 17.8 17.1 23.4 28.4 33.3 35.6 37.1 39.4 38.2 37.0 35.5 33.6 32.0 30.1 27.7 24.8 21.4 17.6 13.3

Net debt 7.7 5.6 9.2 14.2 21.8 27.9 30.5 31.9 32.5 31.6 30.3 28.6 27.3 25.8 23.7 21.2 18.2 14.7 10.7

Net worth 56.3 57.5 53.7 50.3 41.6 36.6 33.2 31.8 31.3 31.0 32.0 33.5 35.7 38.3 41.1 44.4 48.1 52.3 56.8

Residual cash 1.7 1.1 -4.7 -4.8 -8.5 -7.2 -4.3 -2.9 -2.3

Nominal GDP growth 6.6 1.1 1.9 5.4 5.1 6.4 4.9 5.2 6.6 4.9 4.4 4.1 3.7 4.1 4.1 4.1 4.0 4.0
Real GDP growth 2.5 -2.3 0.6 0.5 2.8 4.1 2.7 3.0 4.0 2.5 2.1 2.0 1.6 2.0 2.0 2.0 2.0 2.0

Cyclically-adjusted balance (*) 2.7 1.6 -2.1 -3.1 -4.8 -3.4 -2.1 -0.7 -0.1
Fiscal Impulse 0.0 0.8 3.7 1.8 1.8 0.2 -2.7 -1.5 -0.6

% 06/07 07/08 08/09 09/10 10/11 11/12 12/13 13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22 22/23 23/24 24/25

Labour force participation rate 68.3 68.2 68.6 68.1 68.1 67.8 68.1 68.4 68.5 68.6 68.7 68.6 68.5 68.2 67.9 67.6 67.3 67.1 66.8

Unemployment rate 3.8 3.7 5.0 6.6 6.6 5.8 4.9 4.6 4.4 4.3 4.3 4.3 4.3 4.5 4.5 4.5 4.5 4.5 4.5

Labour force growth 1.0 1.8 0.6 1.4 0.7 1.5 1.4 1.2 1.1 0.9 0.8 0.7 0.3 0.5 0.5 0.5 0.5 0.5
Labour productivity growth 0.2 2.4 -1.5 2.1 -1.7 1.2 1.7 1.2 1.6 2.5 1.4 1.3 1.2 1.5 1.5 1.5 1.5 1.5 1.5

(*) Cyclically-adjusted balance measure excludes earthquake-related expenses

History Forecast Projection

History Forecast Projection



                        
                 

 

Annex 2: Summary of Budget 2011 Operating and Capital Packages (17 March 2011) 
Operating package Capital package

4-yr total Total Capital

2011/12 2012/13 2013/14 2014/15 $ m

Health, Justice and Education 810 810 810 810 3,240 Communications:

Between budget contingency 152 152 152 152 608 Broadband 942

In-year revisions 160 160 160 160 640 Fibre drops for schools 29

TOTAL 1,122 1,122 1,122 1,122 4,488 Transport:

KiwiRail 250

2. Operating initiatives - substantively agreed 4-yr total Tauranga Eastern Link 137

2011/12 2012/13 2013/14 2014/15 Metro rail 88

                                                  Joint Venture Airports 2

Repairs to Crown assets at Lake Taupo (Local Government) 0 3 0 0 3 Finance:

i-Govt (Internal Affairs) 12 16 0 0 28 IMF 181

KiwiSaver: Increase default member contribution rate to 4% 0 4 6 7 17             

KiwiSaver: Require employer matching to 3% from 2013 and 4% from 2015 0 19 42 38 99 Protected Land 10

Tourism New Zealand Funding (Tourism) 15 15 15 15 60 Other: 

Statistics 2020 business case (Statistics) 14 18 14 12 58 Repairs to Crown assets at Lake Taupo (Local Government) 2

SmartGate (Customs) 4 0 0 0 4 Capital injection (Lands) 12

Irrigation Investment (Agriculture and Forestry)       Maintenance (Parliamentary Services) 5

Phase Two of Mixed Ownership Model Design (Finance) 4 0 0 0 4                                          

Operating to capital swap to manage capital pressures 19 19 19 19 75 Smartgate (Customs) 5

Tagged contingency: Education capital allocation (Education)   

                                                                        

TOTAL                Statistics 2020 business case (Statistics) 13

* Note: This does not include the costs to the Crown as employer           

                                                                

                            8. Capital savings Total Capital

                                        $ m

                                                Savings from Wiri prison 325

                                                                 

                 

9. The bottom line Total Capital

4. Fiscal savings - substantively agreed 4-yr total $ m

2011/12 2012/13 2013/14 2014/15                              

In-year revisions savings 160 160 129 129 578 less capital savings (box 8) 325

ACC non-earners' account savings                          178 133                  

Working for Families: Increasing the abatement rate and decreasing the abatement threshol 26 103 127 200 456 Amount that capital allowance is oversubscribed by 75

KiwiSaver: Reducing Member Tax Credit and removing ESCT exemption 465 644 623 671 2,403 (funded by operating to capital swap in box 2)

Banking thin capitalisation 8 31 31 31 101

Decreasing the size of the between budget contingency 52 52 52 52 208

TOTAL 889 1,123                

                            

                            

                                                          

                                                 

                                        

                                        

                                                  

6. Other significant proposals funded by transfers between Votes 4-yr total

2011/12 2012/13 2013/14 2014/15

Whanau Ora (Social Development to Maori Affairs) 5 5 5 5 20

                                                                                            

TOTAL 5 5 5 5 20

1. Operating spending decisions taken (allocation of operating allowance) 7. Capital initiatives 
$ m (operating expenses)

$ m (operating expenses)

                        

$ m (operating expenses)

$ m (operating expenses)
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