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source, and it is in the public interest that such information should continue to be supplied. 
 

[6] 9(2)(d) - to avoid prejudice to the substantial economic interests of New Zealand 
 

[7]  9(2)(f)(iv) - to maintain the current constitutional conventions protecting the confidentiality of 
advice tendered by ministers and officials  
 

[8] 9(2)(g)(i) - to maintain the effective conduct of public affairs through the free and frank expression 
of opinions 
 

[9] 9(2)(h) - to maintain legal professional privilege 
 

[10] 9(2)(i) - to enable the Crown to carry out commercial activities without disadvantage or prejudice 
 

[11] 9(2)(j) - to enable the Crown to negotiate without disadvantage or prejudice 
 
[12] 9(2)(k) - to prevent the disclosure of official information for improper gain or improper advantage 

 
[13] Not in scope 

 
[14] 6(e)(iv) - to damage seriously the economy of New Zealand by disclosing prematurely decisions 

to change or continue government economic or financial policies relating to the entering into of 
overseas trade agreements. 

 

Where information has been withheld, a numbered reference to the applicable section of the Official 
Information Act has been made, as listed above. For example, a [3] appearing where information has been 
withheld in a release document refers to section 9(2)(a). 

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



Managing the cycle 

Implications for fiscal strategy 
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Context 
• We want to manage fiscal policy in the current economic upswing in 

a way that takes pressure off monetary policy, while still 
contributing to longer-term goals of 
– improving economic growth and living standards 
– returning debt to prudent levels and rebuilding the balance sheet 
– ensuring Crown resilience and ability to respond to shocks 

 
• Doing this will ensure that fiscal policy: 

– Does not put unnecessary upward pressure on interest rates and the 
exchange rate  

– Supports export sector performance  
– Does not impede economic re-balancing 

 
• Net debt has increased from around $10 billion in 2008 to over 

$55 billion; reducing this will help rebuild resilience to future 
shocks 
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Features of a good fiscal strategy 
 

• A good fiscal strategy will achieve stabilisation, 
sustainability and structure goals, and: 
– Be internally consistent (sensitive to interactions between the 

different fiscal targets) 
– Be simple to understand and communicate 
– Implications able to be understood by Departments 
– Have an element of ‘stretch’ 
– Help Ministers achieve policy objectives 

 
• Fiscal targets help operationalise and deliver this fiscal 

strategy   
 

• There is no single fiscal target that can do all this 
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Summary of proposed targets 
In addition to continuing commitments to run OBEGAL surpluses and keep 

expenditure-to-GDP below 30% of GDP... 
 
For next term: 

‘reduce the value of net debt at the end of the next term of 
government to below the June 2014 level of ($60 bn)’  

 
Longer-term objectives – following on from ‘20 by 20’: 

‘maintain net debt within a range of 10-20% of GDP over the 
cycle’ 
and 

Announce a specific strategy for building up financial assets 
(see slide 10 for example) 
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Fiscal target for next term 
‘reduce the dollar value of debt at the end of the next term of government 

to below the June 2014 level (of $60 bn)’ 
 

• This would effectively reduce nominal net debt by $3bn over 3 years to 
2017/18 

• Benefits of suggested target include: 
– More direct and easier to communicate relationship to the long-term strategy - they’re 

both debt 
– Targeting total figure rather than reduction helps reduce impact of changes to peak debt 

from forecast revision 
– Avoidance of a single year point target (such as previously recommended residual cash 

target) that can lead to gaming and shifting of spending between years in order to 
meet... (although any multi-year target may become a point target in final year) 

– Focus on entities directly under Government control 
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Fiscal target for next term 
• However, some potential issues: 

– STRETCH: $60bn target, and $3bn reduction over 3 years to achieve it, is not a stretch 
based on current forecasts... 

– We recommend that for any cash release (e.g. sale of Housing NZ stock), target would 
need to be strengthened by equivalent value 

– Also, in the event of further revenue surprises, the target should be exceeded to prevent 
allowances being increased 

– Forecasts are highly volatile: eg forecast debt in 2017/18 was $69.6bn in BEFU 2013 and 
$60.4bn in HYEFU 2013. Range of 2017/18 debt in high-low scenarios was $16.7bn in 
BEFU and $14bn at HYEFU 

– Risk of loss of focus on CEs and SOEs that are still important to government finances  
 

• Additional considerations 
– Should still be considered alongside other commitments, eg OBEGAL surplus 
– This target does not take account of the work-in-progress to update the presentation of 

the Crown financial statements/segment reporting 
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First Long-term Objective:  
Net debt in range of 10-20% of GDP 

Why 10-20%? 
• “Below 20 by 2020” anchors debt until 2020 but is not clear about what will happen beyond 
• Nothing magical about 10-20%  
• Previous analytical work suggests a “prudent” debt level is something below 20% of GDP and: 

– Provides a buffer against risk, which in NZ is high because of our NIIP position and reliance on a narrow 
commodity base.  

– Helps us prepare for demographic change. 
• Going below 20% starts to get net debt back towards 2008 levels (5.5% of GDP) 
• A wider range may better reflect uncertainty and likely variation over a cycle, but debt may go beyond 

range in large cycles (no “hard edges”) 
• Goal is to anchor debt over the 2020s, after the ‘20 by 20’ has been achieved. Appropriateness going 

forward is conditional on other factors. E.g: 
– policies that impact long-term spending paths for NZS, health 
– Economic developments, e.g. net international investment position 

Why a range instead of a point? 
• Pros: Helps manage uncertainty and economic cycles by recognising that debt will fluctuate over the 

cycle (see next slide). Similar approach to Government’s target for RBNZ monetary policy, which seems 
to be well understood. 

• Cons: A range may be less effective at providing a fiscal anchor – manageable if the debt target is 
paired with a short-term fiscal target (see previous slide), and other long-term balance sheet targets. 
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Midpoint 
Lower 
bound 

Upper 
bound 

During 
upswing: 

During 
downturn: 

If debt falls to bottom 
of range, may need to 
consider additional 
asset accumulation 
(stabilisation fund 
and/or rainy day fund) 
and/or allow debt to 
go below bottom of 
range during long 
expansion 

Focus on reducing 
debt while above the 
range; restart NZSF 
contributions once 
within the range 

Reducing debt 
should be the focus 
if above the 
midpoint; below the 
midpoint, repair the 
balance sheet 
alongside debt 
repayment 

Allow debt to rise to 
top of range; debt 
may exceed range in 
large downturn, but 
consider the plan to 
return to the range 

Debt near the bottom 
of the range at the start 
of a downturn provides 
scope for potential 
fiscal stimulus 

10% 15% 20% Proposal 

How would the net debt range be used? 
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Debt likely to rise 
above midpoint 
during downturn 



Second long-term objective  
(Financial asset strategy)  

• A debt target alone is not sufficient to ensure ongoing 
balance sheet repair or to avoid fiscal pro-cyclicality, as 
target loses its power during a prolonged upturn or in 
the face of cycle-driven revenue surprises. 

• Must be supplemented with an announced strategy for 
broader balance sheet repair or asset building.  

• Other options (not currently being recommended) 
could include additional institutional mechanisms. e.g. 
more independent assessment. 
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Possible Financial Asset Strategy  
(aka jam jar prioritisation) 

1. Restart contributions to NZSF once 
net debt falls to 20% (current policy) 

2. Keep prioritising gross debt 
repayment until mid-point of net 
debt range reached (15%) 

3. Then work on building up other jam 
jars (EQC, GSF, NZSF) 

Considerations: 
• Could do #2 and #3 simultaneously. But proposed strategy has the benefit of 
clarity and simplicity. 
• Prioritisation of EQC vs GSF vs NZSF depends on several factors (next slide) 
• EQC could be incorporated into a more general-purpose contingency fund. 
• A general-purpose contingency fund could serve as more of a buffer (like 
debt) than specific ear-marked funds. But political risks. 10 



How do we think about prioritising the 
jam jars? 

Debt 
Obligations 
GSF Liability 

EQC (NDF) 
Obligation 

NZSF 

Contingent 
liability  

 
 

Certain Contingent 

Explicit 
(Contracted) 

Implicit 
(Non-
contracted) 

ACC fits here 
but already 
fully funded 

NZS liability could – in principle – 
be split into an “explicit” 
component to be pre-funded by 
NZSF and a less certain 
component (to be managed 
through policy solutions) 

 
 

 
 

There is a case to be made for 
creating a general purpose “rainy 
day” contingency fund  (possibly 
containing separate notional jam 
jars) for all contingent obligations. 
This would have risk management 
and efficiency benefits. But there 
may be more political risks if 
institutional framework weak. 
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Strategy for revenue surprises 
• Keep increase in allowances (↑ spending or ↓taxes) to a minimum, with a 

focus on: 
– composition that least aggravates monetary policy (see TR ‘Macroeconomic implications 

of a change in the fiscal impulse’)  
– drip-feeding any stimulus, to help manage uncertainty 
– ensuring that fiscal impulse remains counter-cyclical over the forecast period 

• Repay debt to bottom of range or below and build up assets more.  
• If perceived limits to paying down debt and building up assets are 

reached, look at institutional mechanisms, e.g. a stabilisation fund to pre-
fund for demand-stimulating expenditure and tax cuts to be implemented 
in downturn. 
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There are more than one possible “fiscal 
strategies” that would achieve objectives. 

• We have only proposed one.  
• We are not wedded to any one component of the 

proposed strategy. 
• But changes to one part might require changes to 

another. If change one part, need to look at 
whether the whole is still consistent. E.g. 
– If no specific strategy announced for prioritising “jam 

jars”, debt target should be lower. 
– The larger the asset sales programme, the larger the 

near-term debt reduction target should be. 
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Questions for Discussion 

• Does the overall strategy hang together? Is it 
robust to alternative economic outcomes over 
the next 5 years or so? 

• Which specific bits need modification? 
• Have we been specific enough (or too specific) 

with our recommendations for: 
– Debt target? 
– Intermediate target? 
– Jam jar prioritisation? 
– Dealing with revenue surprises? 

• What is missing? 
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Annex: Indicators  
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Annex: Forecast breakdown 
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Year ending 30 June 2015 2016 2017 2018
$billions

0.1 1.7 3.1 5.6 10.4
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Annex: Cumulative forecast 
OBEGAL surplus 

$10.4 billion 

Net core Crown 
cash flows from 

operations 
$15.5 billion 

Debt repayment 
$3.2 billion 

Capital spending 
$12.4 billion 

Net purchase of physical assets 
$4.0 billion 

Forecast for new capital spending 
$2.4 billion 

Advances and capital injections 
$5.7 billion 

For 2015/16 to 2017/18 

Technical factors:  
(less SOE & CE surpluses, 

Non-cash items)  



Annex: Fiscal target theory 
• Intermediate target should be aimed at operationalising the overall fiscal strategy 
• In addition to the aims of consistency and ease of communication, previous guidance on intermediate targets has stressed they 

should: 
– Reflect the fiscal choices of the government, not those of independent entities 
– Be transparent and based on external standards 
– Minimise volatility  

 
 

 

Target considerations Details
Point target/ Range

Tax Spending
Can adjust tax take by policy levers, but rule is harder to formulate and control Operating Presentation

Can set overall spending rule or focus on components Capital Real
Nominal
Proportion of GDP
Growth rate

Timing
Aggregate Flow Indicator Forecast horizon

Cash/Accrual? Election
Capital included?
Which entities?

Further exclusions - eg interest payments?
Adjust for economic cycle?

Stock Indicator (Debt)
Gross or Net

Further exlusions - eg NZSF

Proximity to final fiscal strategy goals

18 


	Managing the cycle
	Context
	Features of a good fiscal strategy
	Summary of proposed targets
	Fiscal target for next term
	Fiscal target for next term
	First Long-term Objective: �Net debt in range of 10-20% of GDP
	Slide Number 8
	Second long-term objective �(Financial asset strategy) 
	Possible Financial Asset Strategy �(aka jam jar prioritisation)
	How do we think about prioritising the jam jars?
	Strategy for revenue surprises
	There are more than one possible “fiscal strategies” that would achieve objectives.
	Questions for Discussion
	Annex: Indicators 
	Annex: Forecast breakdown
	Annex: Cumulative forecast
	Annex: Fiscal target theory
	cover-release-02jul14.pdf
	The Treasury
	Budget 2014 Information Release
	Release Document
	July 2014




