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Summary 

• The Treasury’s Pre-election Economic and Fiscal Update (PREFU) is out 29 
September at 1pm. 

• There will be no accompanying fiscal strategy document from the Government 

and no major changes to discretionary fiscal policy settings, meaning there 
shouldn’t be any implications for monetary policy on the day. 

• Key economic data since May’s Budget Economic and Fiscal Update (BEFU) 

have landed in the ballpark of the Treasury’s forecast, with a mix of overs and 

unders, suggesting the PREFU may largely be a refresh of that. However, 

some medium-term BEFU assumptions looked optimistic to us, and monetary 

policy has tightened more aggressively than the BEFU forecast assumed, 
suggesting risks are skewed toward a downgrade.  

• Recent fiscal outturns have been a touch stronger than the BEFU forecast, 

also suggesting (at face value) that the starting point isn’t a reason to review 

some of the optimism baked into the BEFU’s medium-term outlook. But if 

those medium-term assumptions and tighter than expected monetary 
conditions aren’t reviewed in the PREFU, we suspect they will be in next 
year’s BEFU. 

• The impact of the above on NZDM’s bond issuance guidance is complicated. 

Recent fiscal data suggest there is no immediate funding pressure for NZDM 

to react to – in fact, we think there is scope to reduce the current year’s 

borrowing programme slightly. However, we also think risks are skewed 
toward a small increase to the borrowing task in the out years, which, 

combined with NZDM’s preference for stability in the issuance profile, could 
leave the overall bond programme unchanged. 

• The two scenarios as we see them are either no change to bond guidance (our 

central forecast), or slightly flatter guidance (where the current fiscal year is 
downgraded, but the out years lifted). 

NZDM bond issuance guidance ($bn)  

Year to June 
Jun-26 

(actual) 
Jun-27 Jun-28 Jun-29 Jun-30 

Total  

(27-30) 

BEFU 2026 35.1 34 32 30 28 124 

PREFU 2026  

(ANZ central) 
35.1 34 32 30 28 124 

PREFU 2026  

(ANZ scenario) 
35.1 32 32 32 30 126 

• The next funding update from NZDM after the PREFU is likely to be alongside 

Budget 2027 next May. See the “Where to from here” section for key events to 
watch out for after PREFU. 

https://www.anz.co.nz/content/dam/anzconz/documents/economics-and-market-research/NZ-Economic-Acronyms-Definitions.pdf
https://research.anz.com/preferences
https://open.spotify.com/show/3cxHGsGxh9Nh6hNxwMI4jX
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Background 

On 29 September, the Treasury will open the Government’s books with the 
publication of the Pre-election Economic and Fiscal Update (PREFU).  

This will essentially be a refresh of the Budget Economic and Fiscal Update 

(BEFU), capturing any starting-point surprises and changes to assumptions since 

the forecasts were finalised (24 April for the economic forecasts and 8 May for the 

fiscal forecasts). The updated outlook will also capture any tweaks to discretionary 

fiscal policy settings (which are likely to be very minor) and potentially an update to 

the timing of when key initiatives are expected to be implemented (for example, it’s 
common for capital spending to run into delays). 

The purpose of the PREFU is to ensure stakeholders (the voting public, political 
parties, investors etc) have an updated snapshot of the books and outlook ahead 

of the election. The PREFU is not “owned” by the Government of the day – it is a 

Treasury document. Accordingly, this is not a platform for major policy 

announcements by the incumbent Government, and there will not be any 

accompanying fiscal strategy documents. PREFUs assume current Government 

policy, which will be largely unchanged from the BEFU – any party policies being 
taken to the election that are not current Government policy will not be captured.  

Starting point and changes to the outlook 

Since BEFU, incoming economic data have landed in the ballpark of the Treasury's 

central forecast. Real production GDP printed stronger in Q1 (0.8% q/q versus the 

0.4% q/q forecast), headline inflation of 4.1% y/y in Q2 was near the 4.0% forecast, 

the Q2 unemployment rate printed slightly higher (5.6% vs 5.5%), while migration 
has surprised lower, with the Treasury recently noting that "annualised net 

migration for the first half of 2026 is about 22,000, presenting some downside risk 

to our Budget Update forecast for a net gain of 34,100 for the 2026 calendar year, 
and possibly to the outlook for domestic demand". 

It’s worth noting that the Treasury will have finalised its forecasts before the Q2 

GDP data are released (17 September). While there might be scope to make some 

cosmetic tweaks to account for this outturn, any signal these data provide on 

momentum into the medium-term fiscal outlook will not be captured – it takes a lot 
of time and resource to produce a full set of fiscal forecasts! 

Crucially for the fiscal outlook, nominal GDP – which is what drives the tax take – 

grew faster than the BEFU forecast in Q1 (up 1.6% q/q vs 0.3% forecast). 
However, revisions to history were larger than the forecast miss in Q1 2026 (figure 

1), and the Treasury already had a fair idea of the tax take for this period. Further, 

we think their Q2 forecast will be revised lower (owing partly to a weaker terms of 

trade in Q2). That suggests the stronger starting point for the level of nominal GDP 
may not be carried into the outlook. 

Figure 1. Nominal GDP forecast: ANZ vs HYEFU 
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Oil prices (Brent) have risen to well over USD100/bbl in recent days – having been 

more volatile than the BEFU assumed (which is hardly surprising). The Treasury's 

BEFU forecast assumed Brent would be approaching USD80/bbl by year end and 
ease to USD75/bbl by end-2027. However, given the oil price could have been 

closer to USD80/bbl than USD100/bbl when the Treasury finalised its forecast, it’s 
hard to know what their updated assumption will look like.  

More broadly, we were left wondering after the BEFU whether the Treasury’s 

forecast undercooked the extent to which higher oil prices could weigh on the tax 

take. While the higher oil price will bolster inflation and therefore at least partially 

offset some of the negative activity implications in nominal GDP terms, unlike 

demand-pull inflation, this cost-push inflation is squeezing margins – a downside 
risk to corporate tax. We were very surprised to see the forecast tax take revised 
around $10bn higher at Budget.  

We were also surprised to see that despite the oil price shock, the Treasury 
upgraded its medium-term terms of trade assumption compared to December’s 

HYEFU (i.e. the Treasury expected export prices were going to perform better 

relative to import prices, including fuel, over the medium term). Should that 
assumption get revised at PREFU, we suspect it’ll be to the downside. 

Then there’s the monetary policy outlook – a key driver of economic momentum in 

any model. The Treasury’s BEFU forecast for the 90-day rate was just 2.6% by 

year-end, lifting to a peak of 3.3% by March 2029 (implying an OCR peak close to 

3% given the historical spread). However, the 90-day rate is already more than 
50bps above the Treasury’s year-end forecast, following OCR hikes in July and 

September and an expectation of more to come. Unless the Treasury revises its 

neutral OCR assumption higher (which we think is a possibility), monetary policy 
will be less supportive of their growth outlook than in the BEFU forecast.  

Turning to the starting point for the fiscals, monthly financial statements for the 11 

months to May show core Crown tax revenue $0.9bn above forecast, driven by 

stronger provisional (corporate and other individuals') tax, while expenses were 

running $0.9bn below forecast. Together with favourable SOE results, the 

OBEGALx deficit was $3.0bn narrower than forecast at $6.8bn, and the core 
Crown residual cash deficit was $2.0bn narrower than forecast at $4.6 billion. Net 

core Crown debt was $2.8bn lower at 41.3% of GDP. Importantly, the tax beat had 

faded since April, suggesting the trajectory could be softening. Further, some of 
the underspend likely reflects timing.   

The full-year audited financial statements of the Government are scheduled for 

release on 8 October, meaning that while the Treasury accountants will have a 

very good handle on what the year to June 2026 looked like, they will not yet be 

able to call this an “actual”. That also suggests the PREFU will not extend the 
forecast horizon by a year – something that usually happens at HYEFU, after the 
audited statements.  

Recent EFUs have also delivered some significant swings in the tax-to-GDP ratio 

assumed over the forecast horizon (Figure 2, over). Figure 3 shows that the 

change in the tax-to-GDP ratio at the end of the Treasury's forecast horizon (when 

the economy is assumed to be roughly in equilibrium) has tended to be positively 

correlated with the annual change in the RBNZ's output gap estimate in recent 

years. That is, when the economy has cyclically weakened over the past year, the 

Treasury has tended to downgrade how tax-rich it expects the economy will be 
over the longer run, and vice versa.  

Forecasting the tax take is no easy feat, but these changes have coincided with 
sizeable revisions to bond-issuance guidance between EFUs, and raise the 

question of whether cyclical conditions present any risk to the PREFU forecast tax 

take. The RBNZ's most recent output gap estimate suggests changes in the 

cyclical position shouldn't have much influence on the tax-to-GDP ratio compared 

to the BEFU. However, that doesn’t rule out the possibility that the ratio changes 

for other reasons, such as assumptions about the composition of growth, profits, or 
fiscal drag. And in an absolute sense, the economy remains cyclically weak, 

suggesting the Treasury could one day revise its long-term tax-to-GDP ratio 

assumption higher as the output gap closes – perhaps in the fullness of time it’ll be 
revealed that the ratio presented at the last BEFU was still too pessimistic. 
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Figure 2. Changes to forecast tax to GDP ratio 
 

 
Source: NZ Treasury 

Figure 3. Change in end-point tax ratio between EFUs vs 
annual change in output gap  

 
Source: NZ Treasury 

Putting all of the above together, a quick review of the key economic and fiscal 

outturns against the BEFU forecast might suggest that changes to Treasury’s 

outlook will be relatively minor. However, we continue to see the risks as skewed 

to the downside. If not reflected in PREFU, these risks are likely to become more 
apparent further down the track. 

In terms of what that could mean for the forecast of key fiscal indicators, the 
answer is not much. Net core Crown debt as a share of GDP is expected to peak 

at a similar level to the BEFU forecast (46.1% of GDP in 2027/28, before declining 

to 44.4% by 2029/30), and the return to OBEGALx surplus is likely to remain on a 

similar timeline (a surplus of $2.6bn, or 0.5% of GDP, in 2028/29, widening to 
$6.1bn, or 1.1% of GDP, by 2029/30). 

Implications for bond issuance guidance 

There’s always a lot to weigh up when it comes to how our best guess of the 

Treasury’s forecasts could translate into the borrowing programme. While we see 

downside risks to the Treasury’s medium-term BEFU forecasts, data outturns since 

then have not yet presented a smoking gun. Our central expectation is that any 

downgrade to the Treasury’s economic and fiscal outlook will be relatively minor, 

with its impact on the funding task easily mopped up by the stronger starting point. 
It’s also worth noting that higher bond yields since the BEFU forecasts were locked 
down shouldn’t add significantly to the forecast funding task.  

However, based on the risk profile as we see it (a stronger fiscal starting point, but 

downside risks to the medium term), we include a scenario with a flatter profile for 

bond issuance guidance: the current fiscal year downgraded, but the out years 

lifted. That’s likely to be a strategy call on NZDM’s behalf – they can always flex 

short-term borrowings and/or liquid assets holdings to maintain BEFU guidance 
(assuming outlook changes aren’t too material).  

We should also flag the risk that the Treasury might upgrade their fiscal outlook, 

putting downward pressure on bond issuance guidance. While we don’t see the 
risks as being skewed that way, it wouldn’t be the first time the Treasury has 
continued to wear sunglasses on a cloudy day.  

Table 1. NZDM bond issuance guidance ($bn)  

Year to June 
Jun-26 

(actual) 
Jun-27 Jun-28 Jun-29 Jun-30 

Total  

(27-30) 

BEFU 2026 35.1 34 32 30 28 124 

PREFU 2026  

(ANZ central) 
35.1 34 32 30 28 124 

PREFU 2026  

(ANZ Scenario) 
35.1 32 32 32 30 126 

At Budget, NZDM did not signal how many syndications they expect to undertake 

this fiscal year. The only guidance provided was that a syndication to establish a 

new 15 May 2038 nominal bond line will be executed prior to calendar year-end 
2026 (this was executed in July). We suspect they will announce their intention to  
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syndicate another two bonds before the end of the fiscal year, although there is a 

possibility they could get away with just one more, sizable, deal. Possible 

contenders (in order of likelihood, in our view) include either a tap of the 2037s 
ahead of them becoming the on-the-run 10yr bond in 2027, a new 2047 line to 

close the 10 year gap between the 41s and 51s and create an on-the-run 20yr 

bond, a new on-the-run 30yr bond to match AOFM’s planned new 2057 bond, and 
a new 2039 bond to fill the gap between the 38s and 41s. 

Conclusion and where to from here 

All in all, if the PREFU ends up being a starting-point refresh of the BEFU 

forecasts, it shouldn’t be a significant event for markets on the day. However, more 

material medium-term assumption changes could have more meaningful 
implications for bond issuance guidance.  

Once the PREFU is in the bag, the next signals we’ll get on the fiscal stance are as 
follows:  

• Audited statements for the year to June 2026 are due 8 October. These are 

unlikely to vary significantly from the June-2026 figures published in the 
PREFU. 

• In the lead‑up to the 7 November election, political parties will campaign on 

their party policies. These do not constitute “Government policy” and, given the 

nature of coalition governments, may well not be implemented in full by the 
eventual governing parties. This complicates efforts to gauge the post‑election 

fiscal outlook in the lead up to, and the months following, election day. 

• Election day is 7 November. Coalition negotiations could take weeks (possibly 
months) to conclude after this.  

• Recent changes to the Public Finance Act extended the period during which a 

Half‑Year Economic and Fiscal Update (HYEFU) is not required in a PREFU 

year, meaning a HYEFU will not be required by legislation in 2026. However, 

the Government could still request a HYEFU if it wanted to (although a 

December publication probably wouldn’t be enough time to incorporate any 
major policy changes post the election).  

• By end‑March 2027, the Government is required to publish a Budget Policy 

Statement (BPS), setting out the broad strategic priorities for Budget 2027 and 

the wider fiscal strategy. If the decision is made not to publish a HYEFU in 

2026, the Treasury may provide updated interim forecasts to inform the BPS 
(e.g. preliminary BEFU forecasts). 

• BEFU 2027 (May) will deliver a comprehensive update to the fiscal outlook, 
fully incorporating post‑election policy decisions. This is likely to be the first full 

post‑election tally from the Treasury. 

• For NZDM, any material changes to the funding strategy between PREFU and 

BEFU 2027 would likely need to be communicated to market participants 
through other channels, most likely via the monthly tender schedule. 

• For the RBNZ, any post‑election changes to fiscal policy settings would require 

the RBNZ to apply its own judgement and analysis if they are to be 

incorporated ahead of the 2027 BEFU. The RBNZ has a track record of relying 

on the latest published Treasury fiscal projections when feeding fiscal 

assumptions into its forecasts. That said, this does not preclude the 

Committee from making its own judgements about the macroeconomic 

implications of a signalled change in the fiscal stance – particularly if such a 
shift appears highly likely. 

• Two out of three sovereign credit rating agencies currently have New Zealand 
on a negative outlook, but any decision to downgrade is likely to come after 

Budget 2027. Rating agencies will be looking for a clear and credible 

post‑election commitment to fiscal consolidation – in line with New Zealand’s 

pre-pandemic track record. 
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