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The Treasury is New Zealand’s economics and finance ministry. We advise on the direction of New Zealand’s economic 
policy with the aim of achieving a strong and sustainable economy and lifting living standards for all New Zealanders. 
We also advise the Government on its fiscal strategy, report on the revenue and expenditure of the Government (fiscal 
outlook), and assist to ensure spending is fit for purpose and can improve outcomes for current and future generations. 
We use our Living Standards Framework and He Ara Waiora to recognise the different aspects of New Zealanders’ living 
standards and wellbeing.

The Treasury is responsible for economic and fiscal forecasts. We release these twice a year. We have an annual 
Budget Economic and Fiscal Update (BEFU, or Budget Update) and an annual Half Year Economic and Fiscal Update
(HYEFU, or Half Year Update). In the 20-30 days before a general election we also prepare a Pre-election Economic 
and Fiscal Update (PREFU, or Pre-election Update).

This BEFU forms part of Budget 2022 and provides context about the economy and the Government’s finances,  
including Budget 2022 decisions and the Government’s future spending intentions. It primarily outlines what the 
Treasury observes in our current economic and fiscal climate, what we might see in the future, and what risks we may 
face over the next five years. This gives an indication of what the economy is most likely to do and what the fiscal 
situation is most likely to be.

BEFU Basics 2022 provides an overview split into two parts. The Economic outlook is how our country is expected to do 
economically. It is the big picture that helps us position ourselves as a country to earn, grow, spend wisely, and pay off 
debt. The Fiscal outlook is about the health of our public purse. It looks at the Government’s expected income (largely 
from tax), and how the Government is expecting to spend and manage its debt.

Our Economic and Fiscal Updates
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Modernisation of the public sector funding approach
• The Government has introduced a multi-year funding approach for the health sector (two-year funding) and 

two clusters covering the Natural Resources and Justice sectors (three-year funding). The move to a multi-
year funding approach is seen as a way of better addressing complex multi-generational challenges and 
facilitating longer-term investment and strategic planning.

• The Government has also established an enduring multi-year Climate Emergency Response Fund (CERF) to 
address the challenges presented by climate change.

New fiscal rules 
The Government focuses on specific headline fiscal indicators to measure and communicate its objectives and to 
ensure its fiscal policy decisions are sustainable. In Budget 2022, the Government has announced fiscal rules for 
OBEGAL (operating balance before gains and losses) and net debt.

• Once an OBEGAL surplus is achieved, the Government intends to keep OBEGAL surpluses in the range of 
0% to 2% of Gross Domestic Product (GDP) on average over time.

• There is a net debt ceiling of 30% of GDP based on a new debt measure that includes Crown entity 
borrowings, advances (such as student loans) and the New Zealand Superannuation Fund. This net debt 
ceiling is equivalent to 50% of GDP based on the net core Crown debt measure used until now.

Key changes introduced in Budget 2022



Here are some of the key indicators we use to tell us what’s happening in the economy:

• Gross Domestic Product (GDP) measures the value of goods and services produced in an economy 
in a period of time. When GDP increases the economy is growing. If GDP falls for two quarters in a row 
we call it a recession. There are two ways we look at GDP – nominal and real. Nominal GDP is 
estimated at current prices and is a good indicator for how much tax is generated by all the individuals 
and businesses in the economy. Real GDP is estimated at constant prices so it takes account of 
inflation. How real GDP changes over time is a good measure for how fast the economy is growing.

• Unemployment is the number of people actively looking for work who are not currently in jobs. 

• Inflation is the rise in prices for goods and services over time and decline of the purchasing power of 
money. A common measure of inflation is the Consumers Price Index (CPI), which measures the 
changing price of a ‘basket’ of goods and services New Zealand households buy.

• Terms of Trade represent the ratio between a country's export prices and its import prices. Terms of 
Trade above 100% means the country is earning more from its exports than it spends on imports, and 
vice-versa if the figure is less than 100%.

Economic outlook: indicators
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The New Zealand economy has continued to prove resilient to disruption from COVID-19. The Omicron 
outbreak does weaken GDP growth in the first half of 2022, but the economic impact is expected to be 
small and temporary relative to prior COVID-19 variants.

The Russian invasion of Ukraine is assumed to have ongoing economic implications throughout 2022, 
including in relation to oil prices, international commodity prices, supply chain disruption, and the global 
growth outlook.

The waning of Omicron, easing border restrictions, elevated terms of trade and robust investment are 
forecast to support GDP growth in 2022 and drive average annual GDP growth up to 4.2% for the 
June 2023 year. However, rising interest rates are expected to slow economic growth over time. The 
reduction in COVID-19 related expenditure contributes to a slowdown in real government consumption 
and adds further downward pressure on economic growth, which falls to 0.7% in the year ending 
June 2024. GDP growth is then expected to rise gradually, reaching 2.5% in 2026.

Gross Domestic Product (GDP)
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GDP (continued)
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Inflation

Inflation has emerged as the principal 
economic challenge in New Zealand and 
abroad. Annual consumers price index (CPI) 
inflation reached 6.9% in the March 2022 
quarter, the highest since 1990. Strong 
household demand has been supported by 
fiscal and monetary policy and a buoyant 
housing market, while pushing up against 
supply constraints as businesses navigate 
restrictions and struggle to obtain materials 
and labour.  The domestic supply constraints 
have been compounded by global supply 
disruption and the Russian invasion of 
Ukraine. 

The Reserve Bank has begun tightening 
monetary policy in response to high inflation 
and signalled an intention to continue doing 
so at pace. Inflation is forecast to ease from 
its peak in 2022 to 5.2% in 2023 and down to 
2.2% by 2026.

Consumers Price Index

7



Labour market

The demand for labour continues to outpace 
labour supply, and the unemployment rate is 
forecast to fall to 3.0% at the end of 2022. 
This tightness in the labour market is 
expected to push up wages, with employers 
competing to hire people and workers 
seeking higher pay as costs rise. Annual 
nominal wage growth is forecast to reach 
6.3% in 2023, before gradually falling over 
the rest of the forecast period as the labour 
market eases. As higher interest rates affect 
demand and economic growth slows, 
unemployment is expected to rise to a peak 
of 4.8% at the end of 2025.

Unemployment
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Household spending

Rising costs along with higher interest rates 
for borrowers have reduced the real 
purchasing power of households and 
knocked consumer confidence. These factors 
point to a subdued near-term outlook for real 
private consumption. This is the key reason 
for slowing GDP growth in the middle of the 
forecast period. From 2023, as inflation falls 
back and nominal wage growth rises, a 
recovery in real wages restores households’ 
purchasing power. This drives a pick-up in 
private consumption and GDP growth 
from 2024. 

Real private consumption
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Residential and business investment

Residential building consents reached a new 
record of over 50,000 in the year ended 
March 2022. Despite shortages of materials 
and labour in the construction industry that 
might delay building projects, real residential 
investment is forecast to have strong annual 
average growth of 12.1% in the June 2023 
year. The strength is expected to fade once 
the current backlog of building consents flow 
through and the housing market cools, with 
growth becoming negative from 2024.

Business investment is forecast to grow 
strongly this year, driven by elevated terms of 
trade, before plateauing as monetary 
conditions tighten. 

Real investment
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House prices

Stricter loan-to-value ratios and consumer 
credit laws came into effect in 2021, and 
mortgage rates have lifted significantly as 
markets expect the Reserve Bank to keep 
tightening monetary policy at pace. In 
addition, significant residential investment will 
boost the supply of housing. These factors 
have had an immediate impact on house 
prices. House prices are forecast to fall 5.0% 
in 2022 and a further 1.5% in 2023.

House prices
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Terms of trade

Global commodity prices surged in 2021 
as a recovery in demand ran up against 
constrained supply, and have risen even 
further in the wake of Russia’s invasion of 
Ukraine. In 2021 New Zealand’s goods 
export prices rose 14.0%, but a similar rise 
in import prices meant the terms of trade 
increased by only 3.7%. Goods export and 
import prices are  both forecast to rise 
sharply in the first quarter of 2022. The 
near-term impact is expected to be positive 
on the goods terms of trade, but over the 
second half of 2022 the terms of trade are 
expected to ease as export prices fall more 
than import prices.

Goods terms of trade
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Services exports

The easing of New Zealand’s border 
restrictions has proceeded more rapidly than 
we anticipated in our Half Year Update in 
December 2021. A boost in international 
visitor numbers is expected to drive an earlier 
and faster recovery in services exports 
(which are usually dominated by tourist 
spending). Services exports are forecast to 
reach 80% of their pre-pandemic level by the 
beginning of 2024 and 95% by June 2026. 
There are some headwinds to the recovery in 
the near term, including limited airline 
capacity to New Zealand, the ongoing closure 
of China’s border cutting off a major supply of 
tourists, and caution from travellers as 
COVID-19 continues to cause disruption.

Real services exports and imports
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We use some key indicators to tell us what’s happening with the Government’s revenue and 
expenditure trends:

• Core Crown Tax Revenue is the income the Government receives from taxpayers (eg, income tax, GST, 
companies tax). 

• Core Crown Expenses are the day-to-day spending of the Government to provide services to 
New Zealanders (eg, health and education), as well as to run the agencies that provide those services and 
interest costs from borrowing money. (It excludes Crown entity and State-owned enterprise expenses.)

• OBEGAL stands for operating balance before gains and losses and is what’s left after expenses are 
deducted from revenue. As well as capturing the revenue and expenses of the core Crown, it also includes 
the revenue and expenses of other Government reporting entities such as ACC and New Zealand Post.

• Net debt represents the balance left when borrowings is offset with financial assets. The net debt measure 
for the New Zealand Government takes the borrowings of the core Crown and Crown entities and 
subtracts the financial assets (eg, cash, banks deposits, share investments) of the core Crown, which will 
include the investment portfolio of the New Zealand Superannuation Fund. Net debt shows whether the 
Government’s fiscal policy setting are sustainable. For example, if net debt was increasing this would imply 
additional borrowing is required to fund the day-today activities of the Government. 

Fiscal outlook: indicators
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Revenue

Total revenue is expected to increase by 
$55.4 billion over the forecast period, and is 
expected to increase more sharply as a share 
of the economy in 2025/26 as a result of the 
first full year of levies from the New Zealand 
Income Insurance Scheme.

Most of the total revenue growth is driven by 
core Crown tax revenue, which is expected to 
increase by $40.5 billion over the forecast 
period. Higher-than-usual inflation is one of 
the key drivers of the tax revenue outlook.

Source deductions are forecast to grow 
$3.6 billion per year on average, mainly due 
to wage growth, fiscal drag and employment 
growth. Over the forecast period, source 
deductions are expected to increase by 
$18 billion, goods and services tax (GST) by 
$9.1 billion, corporate tax by $7.7 billion, and 
net other persons tax by $4.0 billion. 

Total revenue and core Crown tax revenue
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Expenses

Total expenses increase significantly in the 
2021/22 year owing to temporary expenditure 
and then grow more evenly from 2022/23. 
Overall, total expenses are forecast to 
increase by $43.4 billion by the end of the 
forecast period, reaching $177.3 billion by 
2025/26.

Most of the growth in total expenses is from 
core Crown expenses, which increase by 
$30.3 billion over the forecast period. Budget 
2022 decisions and future Budget allowances 
contribute significantly to the growth in 
expenses after 2021/22. Benefit costs also 
increase, reflecting demographic change 
(more people receiving NZ Superannuation) 
and economic conditions (benefits indexed to 
wage growth). Core Crown finance costs are 
expected to increase from $1.9 billion in 
2021/22 to $4.6 billion by 2025/26, largely 
due to higher interest rates. 

Total expenses and core Crown expenses
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OBEGAL

The operating balance before gains and 
losses (OBEGAL) is expected to be a deficit 
of $19.0 billion in the current year, primarily 
owing to the sharp lift in core Crown 
expenses driven by the Government’s 
COVID-19 support measures. As most of the 
COVID-19 measures are temporary, and with 
continued economic growth expected, the 
OBEGAL deficit is forecast to narrow 
considerably in 2022/23. An OBEGAL 
surplus is expected by 2024/25, reaching 
$7.0 billion (1.5% of GDP) in 2025/26.

Components of OBEGAL by segment
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Net debt

Net debt peaks at 19.9% of GDP 
($83.6 billion) in 2023/24, then falls to 15.0% 
of GDP ($69.5 billion) by 2025/26. Across 
the forecast period net debt increases by 
$33.6 billion, predominantly owing to 
accumulated residual cash deficits. The net 
debt measure is also impacted by changes 
in the level of Crown entity borrowings, and 
the financial assets and borrowings of the 
New Zealand Superannuation Fund 
(NZS Fund). 

Crown entity borrowings increase from 
$11.8 billion in 2020/21 to $22.6 billion in 
2025/26, mainly driven by forecast increases 
in Kāinga Ora’s third party borrowings.

Over the same period, the financial assets of 
the NZS Fund are expected to increase from 
$62.3 billion to $89.0 billion.

Net debt
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2022 BEFU forecast summary

19

June years

2021 2022 2023 2024 2025 2026

Actual Forecast Forecast Forecast Forecast Forecast

Real production GDP (annual average % change) 5.3 1.7 4.2 0.7 1.6 2.5

Unemployment rate (June quarter) 4.0 3.1 3.3 4.4 4.8 4.7

CPI inflation (annual % change) 3.3 6.7 5.2 3.6 2.7 2.2

Current account (annual, % of GDP) -3.3 -6.7 -6.4 -4.9 -4.0 -3.6

Fiscal measures ($billions)

Core Crown tax revenue 98.0 103.8 116.1 122.7 129.9 138.5

Core Crown expenses 107.9 128.4 127.1 131.1 134.1 138.2

Total Crown OBEGAL1 -4.7 -19.0 -6.6 -2.6 2.6 7.0

Core Crown residual cash -13.8 -31.8 -29.3 -9.3 7.9 17.7

Net debt2 35.9 61.2 75.0 83.6 76.4 69.5

as a percentage of GDP 10.5 16.9 18.7 19.9 17.3 15.0

Total borrowings 162.6 200.5 230.6 245.1 243.0 248.2

Net worth attributable to the Crown 151.2 123.9 122.4 125.9 135.1 149.1

Note:  1   Operating balance before gains and losses.
2   A series of net core Crown debt (the previous headline net debt indicator) can be found on pages 38-39 and page 157 of the BEFU document. 



Resources

If you want to dig deeper, you can see the 
different chapters of our full BEFU including:

• Executive Summary

• Economic Outlook

• Fiscal Outlook

• Risks to the Fiscal Forecasts

• Forecast Financial Statements

• Core Crown Expense Tables

There is a glossary explaining some of the 
terms used.

We publish a lot of useful up-to-date information 
on the Treasury website, including: 

• Fortnightly Economic Updates

• End-of-month Financial Statements of the 
Government

You can also keep in touch with the work of 
the Treasury by: 

• signing up to our Te Tai Ōhanga newsletter

• following us on LinkedIn

• following us on Twitter
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