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More than a feeling
Bottom line


The Government’s books are in a healthy position, and the Treasury’s
Budget Economic and Fiscal Update forecasts should show this persisting.
However, we expect a slightly softer economic outlook to drive a small
deterioration in the fiscals compared to December’s Half-Year Update.



Despite the softer economy there should be enough wiggle room for the
Government to still meet its 20% debt objective.
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Key points
The starting point for the Government’s books is in good shape…
The starting point for the Government’s books is in good shape. Here’s what we
know from the Government Financial Statements for the nine months ended
March 2019 compared to the Half-Year Update forecasts:


The total Crown OBEGAL surplus of $2.5bn is running ahead of the HalfYear Update forecast by $329 million. Two thirds of the variance is owing to
factors outside of the core Crown, with Crown entities posting a strongerthan-expected surplus on the back of lower expenses. Lower core Crown
expenses also contributed.



As at March, tax revenues were running $542 million below forecast. Softer
GST revenues account for around two thirds of the forecast variance, but
some of this appears timing related, so should reverse in coming months.
Lower corporate tax accounts for the remainder.



Core Crown expenses of $63.5bn show a $583 million underspend, more
than offsetting weaker tax revenues. As Minister Robertson and the
Treasury have already outlined, around $200 million of this is because of
an underspend on the Fees Free programme with enrolments not meeting
initial forecasts. Spending on social assistance benefits was also a little
lower, reflecting ongoing tightness in the labour market.



Net core Crown debt (the most binding of the Government’s fiscal target
indicators) was $855 million lower than forecast at $60.5bn (20.6% of GDP
vs 20.9% expected).

All up, there’s nothing in the starting position to suggest urgent and drastic
change is required to steer the books towards where the Government wants
them to be. But a weaker economic and fiscal outlook could have made for a
few tough choices.
…but the economic outlook is probably due for a downgrade…
We wouldn’t be surprised if the Treasury’s economic outlook proves a little
more upbeat than our own. That’s at least been the recent experience.
However, we know the starting point will be weaker, and suspect the near-term
outlook will have been downgraded too.
The Half-Year Update included quarterly growth forecasts of 0.7% for both Q3
and Q4 2018. Actual data printed at 0.3% and 0.6% respectively. And now,
near-term indicators suggest their earlier forecast for quarterly growth of 0.8%

q/q over 2019 is on the optimistic side. So far, indicators for Q1 GDP point to
growth closer to 0.5% q/q – we’d be surprised if the Treasury haven’t at least
downgraded this one. Thereafter, we’re less certain. It’s likely the Treasury are
expecting growth to pick up from mid-2019 (we are too, albeit gradually), but
the question is how strong it will be? And that’s a tricky one. Because the
Treasury’s forecasts are finalised well before the Budget publication date (in
order to accommodate the Budget decision-making process), it’s possible that
the economic outlook doesn’t include the impact from the OCR cut that was
delivered on May 8. Cosmetically it may be in the tables, but the additional
stimulus may not be baked fully into the GDP and inflation outlooks.
What really matters for tax revenue is nominal GDP. And on that front, things
are probably looking a little softer than at the Half-Year Update too. As outlined
above, real GDP is due for a downgrade (at least in the near term). And on the
prices side, the recent loss of economic momentum and waning capacity
indicators suggest inflation pressures are a little softer. From a trade
perspective, despite prices for New Zealand’s key exports holding up
remarkably well in the face of slowing global growth (for dairy a lot of the
explanation here lies with softening global supply), it would be hard to justify
an upgrade to the terms of trade outlook.
…and that’s likely going to impact the fiscal outlook
Fiscal policy decisions (which are guided by Government’s Budget
Responsibility Rules, and at a more detailed level the Wellbeing Budget
priorities) together with the Treasury’s economic outlook (which informs the
revenue and expenses forecasts) will determine where the fiscal forecasts land.
From the slightly higher starting point, delayed and reprioritised spending,
alongside a slightly softer tax revenue outlook, will likely see the forecast
OBEGAL surplus downgraded a touch. However, lifting surpluses across the
forecast horizon are still expected.
Given the likelihood of a small downgrade in tax revenues, we don’t see much
upside in terms of higher discretionary spending. However, a downgrade to the
labour market outlook could see forecast spending on social assistance
payments rise, but this has actually been tracking below forecast to date.
As at the Half-Year Update, operating allowances for Budget 2019 to Budget
2022 were confirmed at $2.4bn per Budget, with some pre-commitments
leaving a little less than that in the kitty for 2019 and 2020. We expect
operating allowances to remain unchanged, but if anything, the risk is skewed
towards these being lowered slightly to keep the debt projection on course
towards 20% of GDP. Capital spending, set by the multi-year capital envelope,
is also expected to remain unchanged. No change to allowances implies all new
spending decisions will either be made against what’s yet to be allocated, or
from reprioritised spending. Minister Robertson has said the Government has
found cost savings of $1bn over the forecast period.
Overall, the Government appears quite adamant about achieving its fiscal
targets, with the Minister of Finance recently stating “fiscal sustainability is an
inherent part of a wellbeing approach”. Of these targets, reducing the level of
net core Crown debt to 20% of GDP within five years of taking office is perhaps
the most focused on and therefore binding.
But we think there’ll be enough wiggle room to accommodate that…
“Within five years of taking office” implies the net debt forecasts will land at or
below 20% of GDP in the 2022 fiscal year. And indeed the Half-Year Update
forecasts showed the Government overachieving on this front, with net debt
reaching 19% of GDP in June 2022. This implies there was always a little
wriggle room for a slightly softer economy and/or unplanned expenses (such as
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the one-off cost of the Government’s recent firearm buyback scheme).
Provided discretionary spending remains contained, a slightly softer revenue
forecast shouldn’t derail the projected return of net debt to 20% by 2022.
All things considered, we’re not expecting large changes to Debt Management’s
bond issuance guidance. At the Half-Year Update the face value of gross NZGB
issuance was forecast at $8bn from fiscal years 2019 to 2021, followed by
$7bn in 2022 and $6bn in 2023. This didn’t test the 20% of GDP lower limit
and with nominal GDP expected to come in a little softer, it shouldn’t test it
now. However, there could be a little more funding pressure at the margin, so
a small increase (of around $1bn) somewhere in the forecast wouldn’t surprise
us.
With the large nominal bond maturity this year, and similarly sized maturities
due over the next two years, we are probably due for a new bond syndication
to be announced. A replacement 10-year benchmark nominal bond is a strong
contender here, but a 15-year or 20-year also wouldn’t surprise. Debt
Management will want to set up lines where demand is highest, and that’s the
tricky part, as demand can vary significantly from investor to investor.
Treasury bills outstanding were at $4.6bn as at 30 April 2019. This is a bit
higher than earlier guidance, but that likely reflects greater short-term funding
requirements associated with the maturity and repurchase of March 2019
nominal bonds, so should unwind.
…but there’s limited upside for fiscal policy to support a sustained
return of inflation to the RBNZ’s target midpoint
In terms of the macroeconomic impacts of fiscal policy (ie pressure on GDP,
inflation and interest rates), we expect only small changes from the Half-Year
Update. Delayed spending will likely see the positive fiscal impulse previously
forecast for the year to June 2019 revised lower, but with some of that
strength pushed into the later years. At the end of the day, the ability for the
Government to use fiscal policy to stimulate the economy will remain
constrained so long as strict adherence to the debt target continues.
The Wellbeing impact
New spending decisions made out of the operating allowances, capital
envelope, and reprioritised spending will be guided by the Government’s
Budget Wellbeing priorities of:


Creating opportunities for productive businesses, regions, iwi and others to
transition to a sustainable and low-emissions economy;



Supporting a thriving nation in the digital age through innovation, social
and economic opportunities;



Reducing child poverty and improving child wellbeing, including addressing
family violence;



Supporting mental wellbeing for all New Zealanders, with a special focus on
under 24-year-olds; and



Lifting Māori and Pacific incomes, skills and opportunities.

Some decisions have already been announced, including $320 million to fight
domestic violence and $98 million for a whānau-centred pathway to break the
cycle of Māori reoffending. And more are likely to be announced before Budget
day.
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Important notice
This document is intended for ANZ’s institutional, professional or wholesale clients, and not for individuals or retail persons.
It should not be forwarded, copied or distributed. The information in this document is general in nature, and does not
constitute personal financial product advice or take into account your objectives, financial situation or needs.
This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and
observe all relevant restrictions.
Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand
Banking Group Limited (ABN11 005 357 522) (ANZ); or its relevant subsidiary or branch (each, an Affiliate), as appropriate or as set out
below.
This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant
website (recipients).
This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by ANZ
to sell, or buy, receive or provide any product or service, or to participate in a particular trading strategy.
Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for
distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or
regulations, or in jurisdictions where ANZ would be subject to additional licensing or registration requirements. Further, the products and
services mentioned in this document may not be available in all countries.
ANZ in no way provides any financial, legal, taxation or investment advice to you in connection with any product or service discussed in this
document. Before making any investment decision, recipients should seek independent financial, legal, tax and other relevant advice
having regard to their particular circumstances.
Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ does
not represent or warrant the accuracy or completeness of the information Further, ANZ does not accept any responsibility to inform you of
any matter that subsequently comes to its notice, which may affect the accuracy of the information in this document.
Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. Unless
specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all price
information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.
ANZ does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in both
profits and losses. Past performance is not necessarily an indicator of future performance. The products and services described in this
document may not be suitable for all investors, and transacting in these products or services may be considered risky.
ANZ expressly disclaims any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense
(Liability) arising directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of or in connection with
this document to the extent permissible under relevant law. Please note, the contents of this document have not been reviewed by any
regulatory body or authority in any jurisdiction.
ANZ and its Affiliates may have an interest in the subject matter of this document. They may receive fees from customers for dealing in the
products or services described in this document, and their staff and introducers of business may share in such fees or remuneration that
may be influenced by total sales, at all times received and/or apportioned in accordance with local regulatory requirements. Further, they
or their customers may have or have had interests or long or short positions in the products or services described in this document, and
may at any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market maker in such
products. This document is published in accordance with ANZ’s policies on conflicts of interest and ANZ maintains appropriate information
barriers to control the flow of information between businesses within it and its Affiliates.
Your ANZ point of contact can assist with any questions about this document including for further information on these disclosures of
interest.
Country/region specific information: Unless stated otherwise, this document is distributed by Australia and New Zealand Banking
Group Limited (ANZ).
Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please click here
or request from your ANZ point of contact. If trading strategies or recommendations are included in this document, they are solely for the
information of ‘wholesale clients’ (as defined in section 761G of the Corporations Act 2001 Cth).
Brazil, Brunei, India, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by
ANZ on a cross-border basis.
Cambodia. This document is distributed in Cambodia by ANZ Royal Bank (Cambodia) Limited (ANZ Royal Bank). The recipient
acknowledges that although ANZ Royal Bank is a subsidiary of ANZ, it is a separate entity to ANZ and the obligations of ANZ Royal Bank
do not constitute deposits or other liabilities of ANZ and ANZ is not required to meet the obligations of ANZ Royal Bank.
European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation Authority
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details about the extent
of our regulation by the PRA are available from us on request. This document is distributed in the United Kingdom by Australia and New
Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition of “eligible
counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come within the FCA
definition of “retail client”. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have under the UK
Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the Prudential Regulation Authority
(PRA) and the FCA. ANZ is authorised in the United Kingdom by the PRA and is subject to regulation by the FCA and limited regulation by
the PRA. Details about the extent of our regulation by the PRA are available from us on request.
Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice. Fiji
investors must seek licensed professional advice should they wish to make any investment in relation to this document.
Hong Kong. This publication is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong
Kong Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate
finance) regulated activities. The contents of this publication have not been reviewed by any regulatory authority in Hong Kong.
India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify on it
your name and place of printing.
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Myanmar. This publication is intended to be general and part of ANZ’s customer service and marketing activities when implementing its
functions as a licensed bank. This publication is not Securities Investment Advice (as that term is defined in the Myanmar Securities
Transaction Law 2013).
New Zealand. This document is intended to be of a general nature, does not take into account your financial situation or goals, and is
not a personalised adviser service under the Financial Advisers Act 2008 (FAA).
Oman. ANZ neither has a registered business presence nor a representative office in Oman and does not undertake banking business or
provide financial services in Oman. Consequently ANZ is not regulated by either the Central Bank of Oman or Oman’s Capital Market
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and agrees that this document has not been approved by the CBO, the CMA or any other regulatory body or authority in Oman. ANZ does
not market, offer, sell or distribute any financial or investment products or services in Oman and no subscription to any securities,
products or financial services may or will be consummated within Oman. Nothing contained in this document is intended to constitute
Omani investment, legal, tax, accounting or other professional advice.
People’s Republic of China (PRC). This document may be distributed by either ANZ or Australia and New Zealand Bank (China)
Company Limited (ANZ China). Recipients must comply with all applicable laws and regulations of PRC, including any prohibitions on
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offering of any products or services of such an entity or distribution or re-distribution of this document in the PRC. Accordingly, the
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with any applicable laws and regulations. If and when the material accompanying this document relates to the products and/or services of
ANZ China, the following statement and the text below is applicable: This document is distributed by ANZ China in the Mainland of the
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Qatar. This document has not been, and will not be:
• lodged or registered with, or reviewed or approved by, the Qatar Central Bank (QCB), the Qatar Financial Centre (QFC) Authority, QFC
Regulatory Authority or any other authority in the State of Qatar (Qatar); or
• authorised or licensed for distribution in Qatar,
and the information contained in this document does not, and is not intended to, constitute a public offer or other invitation in respect of
securities in Qatar or the QFC. The financial products or services described in this document have not been, and will not be:
• registered with the QCB, QFC Authority, QFC Regulatory Authority or any other governmental authority in Qatar; or
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services described in this document and distribution of this document is being made in, and is subject to the laws, regulations and rules
of, jurisdictions outside of Qatar and the QFC. Recipients of this document must abide by this restriction and not distribute this document
in breach of this restriction. This document is being sent/issued to a limited number of institutional and/or sophisticated investors (i) upon
their request and confirmation that they understand the statements above; and (ii) on the condition that it will not be provided to any
person other than the original recipient, and is not for general circulation and may not be reproduced or used for any other purpose.
Singapore. This document is distributed in Singapore by the Singapore branch of ANZ solely for the information of “accredited
investors”, “expert investors” or (as the case may be) “institutional investors” (each term as defined in the Securities and Futures Act
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