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All in all today’s HYEFU was fairly upbeat and will be taken well by the market,
as one would expect given the underlying strength of the economy. It showed
stronger growth forecasts, slightly higher surpluses, lower net debt, and
acknowledged the impact of the Kaikoura earthquake. But the new 2040
inflation-linked bond (“linker”) planned for next year might surprise some.



The Treasury now sees GDP growth of 3.6% and 3.5% respectively over 2017
and 2018 (up from 2.9% and 3.2% forecast in the May Budget). Tweaks to
GDP forecasts further out were minor, with 2019 growth revised up from
2.8% to 2.9% and 2020 revised down 0.1% to 2.4%.



The Treasury’s analysis assumes that the net cost to the Crown of the
Kaikoura earthquake will be $1bn (out of a total cost estimate of $2-3bn, with
the remainder covered by insurances and existing Budget allocations).



Importantly, nominal GDP is assumed to be a cumulative $23.7bn higher than
assumed in the Budget, courtesy of stronger nominal GDP year-to-date (i.e. a
better starting point), stronger real GDP forecasts, and expected higher prices
– CPI inflation is forecast to reach 2.0% in 2018 and hold steady thereafter.
Collectively, these factors support the collective $1.1bn improvement in
OBEGAL over the forecast period (compared to the Budget), despite absorbing
a net $1bn hit from the Kaikoura earthquakes.



OBEGAL surpluses were revised up in dollar terms for all future periods except
the current year. The net $1bn hit from Kaikoura slightly outweighed the
impact of a stronger starting point and better 2016/17 growth forecasts,
leading to a $0.2bn downward reduction to a current-year surplus of $0.5bn.



Owing to stronger growth and stronger fiscal outcomes (in percentage of GDP
terms), OBEGAL surpluses follow a similar trajectory to the Budget, with a
small downgrade (from 0.3% to 0.2%) in 2016/17, a small upgrade (from
0.9% to 1.2%) in 2017/18, and minor tweaks thereafter.



Net debt is assumed to continue falling (at a slightly more rapid clip than
assumed in the Budget), falling to 18.8% of GDP by 2020/21.



For markets, the “surprise” will be in the detail of the bond programme.
Although most (including us) assumed the hit from the Kaikoura quake would
lead to an upgrade in current year issuance (duly lifted from $7bn to $8bn),
the surprise is that the slack will be taken up by planned syndication of a 20
September 2040 linker to be launched via syndication in calendar H1 2017.
There was no change to the 2017/18 and 2018/19 bond programmes, but a
$1bn reduction (from $7bn to $6bn) in 2019/20.



Given the Treasury’s comment that linkers will account for “up to $2.5bn” of
issuance, assuming a continued pace of $100m per month of linker issuance,
this implies a syndication of $1.5bn. Linker demand has improved in recent
months, but this much longer bond is a surprise, given capacity in existing
linker lines. But while we do wonder about linker demand, we do believe
issuing ultra-long-term bonds is in NZ’s long-term interests, especially given
the Crown’s commitment to an additional $2.1bn of capital (infrastructure)
spending (see next point).
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While operating allowances remain unchanged at $1.5bn over the next 4 years,
there has been a significant increase in the capital allowance, which has been
increased from $900m to $3bn in Budget 2017 and to $2bn in future budgets
to provide for investment (mainly infrastructure).



The fiscal impulse is expected to turn expansionary in 2016/17 and 2017/18,
largely thanks to capital spending increases. The fiscal stance was
contractionary to the tune of 0.4% of GDP over the 2015/16 year, but it
becomes positive to the tune of 0.9% and 0.1% of GDP respectively over
2016/17 and 2017/18 respectively. Beyond that there is “payback”,
neutralising the overall fiscal impulse over the next 5 years.



Risks to the outlook are assumed to be greater than in the Budget, and the
HYEFU contains two scenarios. The first assumes slower trading partner growth
(especially in China). In this scenario, growth, tax revenue and OBEGAL are all
assumed to be lower. The second explores the inflationary impact capacity
constraints may have on the economy – potentially leading to faster nominal
growth, higher tax revenue and better surpluses.



Net migration is still expected to decline, but more slowly than in Budget 2016.
150,000 jobs are expected to be created over the next 5 years, and the
unemployment rate is expected to fall to 4.6% by 2018, before stabilising
around 4¼% in 2019 and beyond.



On a separate note, Finance Minister Bill English said that if he does become
Prime Minister next week, Steven Joyce will be Finance Minister.

HYEFU Forecasts (Budget forecasts in brackets)
June Years

2016/17

2017/18

2018/19

2019/20

2020/21

Real GDP (ann. ave. % chg.)

3.6 (2.9)

3.5 (3.2)

2.9 (2.8)

2.4 (2.5)

2.3 (na)

Nominal GDP (ann. ave. % chg.)

5.2 (3.6)

5.6 (5.6)

5.0 (5.1)

4.1 (4.1)

3.9 (na)

Current account deficit (% of GDP)

-3.0 (-4.6)

-3.8 (-4.1)

-4.1 (-4.3)

-4.4 (-4.8)

-4.4 (na)

Unemployment rate (March qtr, %)

4.8 (5.6)

4.6 (5.1)

4.2 (4.6)

4.3 (4.6)

4.3 (na)

CPI (ann. % chg.)

1.5 (1.5)

2.0 (2.0)

2.1 (1.9)

2.0 (2.1)

2.1 (na)

June Years

2016/17

2017/18

2018/19

2019/20

2020/21
2.7 (na)

OBEGAL – % of GDP

0.2 (0.3)

1.2 (0.9)

1.98 (1.7)

2.2 (2.2)

Core Crown Residual Cash – % of GDP

-0.8 (-1.6)

-0.7 (-0.8)

0.5 (0.7)

1.0 (1.3)

0.8 (na)

Net Core Crown Debt – % of GDP

24.3 (25.6)

23.8 (25.0)

22.2 (23.1)

20.3 (20.8)

18.8 (na)

8.0 (7.0)

7.0 (7.0)

7.0 (7.0)

6.0 (7.0)

6.0 (na)

Bond Programme (Gross)

FIGURE 1. CORE CROWN NET DEBT

FIGURE 2. TREASURY OBEGAL FORECASTS
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IMPORTANT NOTICE
The distribution of this document or streaming of this video broadcast (as applicable, “publication”) may be restricted by law in certain
jurisdictions. Persons who receive this publication must inform themselves about and observe all relevant restrictions.
1. Disclaimer for all jurisdictions, where content is authored by ANZ Research:
Except if otherwise specified in section 2 below, this document is issued and distributed in your country/region by Australia and New Zealand
Banking Group Limited (ABN11 005 357 522) (“ANZ”), on the basis that it is only for the information of the specified recipient or permitted user
of the relevant website (collectively, “recipient”). This document is confidential and may not be reproduced, distributed or published by any
recipient for any purpose. It is general information and has been prepared without taking into account the objectives, financial situation or
needs of any person. Nothing in this document is intended to be an offer to sell, or a solicitation of an offer to buy, any product, security,
instrument or investment, to effect any transaction or to conclude any legal act of any kind. If, despite the foregoing, any services or products
referred to in this document are deemed to be offered in the jurisdiction in which this document is received or accessed, no such service or
product is intended for nor available to persons resident in that jurisdiction if it would be contradictory to local law or regulation. Such local
laws, regulations and other limitations always apply with non-exclusive jurisdiction of local courts. Certain financial products may be subject to
mandatory clearing, regulatory reporting and/or other related obligations. These obligations may vary by jurisdiction and be subject to frequent
amendment. Before making an investment decision, recipients should seek independent financial, legal, tax and other relevant advice having
regard to their particular circumstances.
The views and recommendations expressed in this publication are the author’s. They are based on information known by the author and on
sources which the author believes to be reliable, but may involve material elements of subjective judgement and analysis. Unless specifically
stated otherwise: they are current on the date of this publication and are subject to change without notice; and, all price information is
indicative only. Any of the views and recommendations which comprise estimates, forecasts or other projections, are subject to significant
uncertainties and contingencies that cannot reasonably be anticipated. On this basis, such views and recommendations may not always be
achieved or prove to be correct. Indications of past performance in this publication will not necessarily be repeated in the future. No
representation is being made that any investment will or is likely to achieve profits or losses similar to those achieved in the past, or that
significant losses will be avoided. Additionally, this publication may contain ‘forward looking statements’. Actual events or results or actual
performance may differ materially from those reflected or contemplated in such forward looking statements. All investments entail a risk and
may result in both profits and losses. Foreign currency rates of exchange may adversely affect the value, price or income of any products or
services described in this publication. The products and services described in this publication are not suitable for all investors, and transacting in
these products or services may be considered risky. ANZ and its related bodies corporate and affiliates, and the officers, employees, contractors
and agents of each of them (including the author) (“Affiliates”), do not make any representation as to the accuracy, completeness or currency
of the views or recommendations expressed in this publication. Neither ANZ nor its Affiliates accept any responsibility to inform you of any
matter that subsequently comes to their notice, which may affect the accuracy, completeness or currency of the information in this publication.
Except as required by law, and only to the extent so required: neither ANZ nor its Affiliates warrant or guarantee the performance of any of the
products or services described in this publication or any return on any associated investment; and, ANZ and its Affiliates expressly disclaim 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 publication.
If this publication has been distributed by electronic transmission, such as e-mail, then such transmission cannot be guaranteed to be secure or
error-free as information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses. ANZ and its Affiliates do
not accept any Liability as a result of electronic transmission of this publication.
ANZ and its Affiliates may have an interest in the subject matter of this publication as follows:
 They may receive fees from customers for dealing in the products or services described in this publication, and their staff and introducers of
business may share in such fees or receive a bonus that may be influenced by total sales.
 They or their customers may have or have had interests or long or short positions in the products or services described in this publication,
and may at any time make purchases and/or sales in them as principal or agent.
 They may act or have acted as market-maker in products described in this publication.
ANZ and its Affiliates may rely on information barriers and other arrangements to control the flow of information contained in one or more
business areas within ANZ or within its Affiliates into other business areas of ANZ or of its Affiliates. This document is published in accordance
with ANZ’s policies on Conflicts of Interest and Information Barriers.
Please contact your ANZ point of contact with any questions about this publication including for further information on these disclosures of
interest.
2. Country/region specific information:
Australia. This publication is distributed in Australia by ANZ. ANZ holds an Australian Financial Services licence no. 234527. A copy of ANZ's
Financial Services Guide is available at http://www.anz.com/documents/AU/aboutANZ/FinancialServicesGuide.pdf and is available upon request
from your ANZ point of contact. If trading strategies or recommendations are included in this publication, they are solely for the information of
‘wholesale clients’ (as defined in section 761G of the Corporations Act 2001 Cth). Persons who receive this publication must inform themselves
about and observe all relevant restrictions.
Brazil. This publication is distributed in Brazil by ANZ on a cross border basis and only following request by the recipient. No securities are
being offered or sold in Brazil under this publication, and no securities have been and will not be registered with the Securities Commission –
CVM.
Brunei. Japan. Kuwait. Malaysia. Switzerland. Taiwan. This publication is distributed in each of Brunei, Japan, Kuwait, Malaysia,
Switzerland and Taiwan by ANZ on a cross-border basis.
Cambodia. APS222 Disclosure. The recipient acknowledges that although ANZ Royal Bank (Cambodia) Ltd. is a subsidiary of ANZ, it is a
separate entity to ANZ and the obligations of ANZ Royal Bank (Cambodia) Ltd. do not constitute deposits or other liabilities of ANZ and ANZ is
not required to meet the obligations of ANZ Royal Bank (Cambodia) Ltd.
European Economic Area (“EEA”): United Kingdom. ANZ in the United Kingdom is authorised by the Prudential Regulation Authority
(“PRA”). 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 publication is distributed in the United Kingdom by 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 PRA and the FCA. Germany. This publication is distributed in Germany by the Frankfurt Branch of ANZ solely for the information of its
clients. Other EEA countries. This publication is distributed in the EEA by ANZ Bank (Europe) Limited (“ANZBEL”) which is authorised by the
PRA and regulated by the FCA and the PRA in the United Kingdom, to persons who would come within the FCA definition of “eligible
counterparty” or “professional client” in other countries in the EEA. This publication is distributed in those countries solely for the information of
such persons upon their request. It is not intended for, and must not be distributed to, any person in those countries who would come within
the FCA definition of “retail client”.
Fiji. For Fiji regulatory purposes, this publication 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 publication.
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. If in doubt about the
contents of this publication, you should obtain independent professional advice.
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