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2014 Budget
A loosening of the purse strings

•	 The highlight of Budget 2014 was a notable 
increase in the spending allowance compared to 
recent years. 

•	 The Government remains on track for a surplus in 
2015 but projected surpluses in following years are 
substantially smaller.

•	 The projected spending changes are not significant 
enough to alter our growth or interest rate forecasts.

As expected, Budget 2014 included a variety of new spending 
initiatives primarily scattered across health, education and 
family support. What was most surprising to us was the 
Government’s willingness to increase its allowance for new 
spending in the absence of significant new sources of funding. 
There were limited measures to find savings compared to 
previous Budgets, and revenue forecasts were little changed 
despite a stronger set of economic forecasts (bringing them 
largely in line with our own).

Instead, the Government was willing to sacrifice larger 
surpluses in later years (and indeed increase the borrowing 
programme) in order to fund this new spending. The forecast 
operating balance (less gains and losses) for the 2017/18 
year has fallen from $5.6bn (in December’s Half Yearly Fiscal 
Update) to $3.5bn, as rising expenses more than offset a 
small improvement in the revenue forecasts. Even so, the 
Government remains on track to meet its targets of a modest 
surplus in 2014/15 and reducing the net debt to GDP ratio 
below 20% by 2020.

From a macroeconomic point of view, the implications of 
this Budget are limited. The additional spending will provide 
a slight boost to GDP growth, and increases the pressure 
for higher interest rates, though only marginally so – indeed, 
Finance Minister English was clear that he had sought 
Treasury advice on how much the spending allowance could 
be increased before having a significant impact on interest 
rates. The increase in projected bond issuance over the next 
few years is unlikely to worry investors, and may even be 
welcomed to the extent that it adds to bond market liquidity. 
The net debt projections are likely to keep the credit rating 
agencies happy.

Summary of Budget and Economic Forecasts

2013 2014 2015 2016 2017 2018

Actual Forecast Forecast Forecast Forecast Forecast

Economic (March years, %)

Economic 
growth

2.3 3 4 3 2.1 2.1

Unemployment 
rate

6.2 5.9 5.4 5.1 4.8 4.4

CPI inflation 0.9 1.5 1.8 2.5 2.3 2

Current 
account 
balance

-3.9 -3.1 -4.4 -5.9 -6.2 -6.3

Fiscal (June years, % billions)

Core Crown 
revenue

64.1 67.8 72.5 76.9 80.8 84.7

Core Crown 
expenses

70.3 71.6 73.1 76 78.7 81.5

Total Crown 
OBEGAL

-4.4 -2.4 0.4 1.3 2.4 3.5

Net core 
Crown debt

55.8 59.4 63.6 65.3 65.5 64.9
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New Policy initiatives
After keeping a very tight rein on spending in recent years, the 
Government loosed the purse strings a little in today’s Budget. 
New operating spending remains capped at $1bn in 2014, 
but increases to $1.5bn in 2015 and rises by 2% a year after 
this. That’s an increase from the flat $1bn per year profile 
incorporated into Treasury forecasts prior to today’s Budget.

As signalled, new spending focused a range of areas including 
health, welfare and education. Some of the initiatives 
announced today included:

•	An extension to the paid parental leave scheme, from 14 to 
16 weeks in April 2015 and to 18 weeks in April 2016.

•	Free GP visits and prescriptions extended from under-6s to 
under-13s.

•	Increased early childhood funding.

•	New funding for tertiary education providers targeted at 
particular disciplines. 

•	Additional funding for elective surgery, disability and home 
based support services

•	More funding for the community housing sector. 

There were also further announcements about new capital 
spending allocated to the Future Investment Fund (funded by 
the partial sales of state-owned assets). $3bn of this fund has 
now been allocated in the last three budgets, leaving $1.7bn 
yet to be allocated. 

Unlike in previous years, there were relatively few new 
initiatives on the revenue side of the ledger. As previously 
announced, Inland Revenue will get additional funding to bolster 
tax compliance and the duty-free tobacco allowance will be 
slashed. On the flip side, duties on some imported building 
materials will be temporarily suspended (estimated to reduce 
the cost of building a new home by $3,500) and there were 
some loosening of the criteria around R&D tax deductions.

Economic forecasts
The Treasury’s economic assumptions over the next few years 
are similar to our own. GDP growth is expected to peak at 
4% in the year to March 2015, slowing to around 3% in the 
following year and 2% afterward. Inflation is set to remain 
below 2% until the second half of next year (in part due to the 
ongoing strength of the exchange rate), but then to accelerate 
to around 2.5%yr over the following two years. With that in 
mind, the Reserve Bank is expected to continue to raise the 
OCR at a fairly rapid clip, reaching around 4% by March 2015 
and then more gradually heading to a peak of about 5% by 
March 2018.

There are a few aspects where we feel the Treasury forecasts 
are on the optimistic side, particularly in the later years. First, 
they have assumed a fairly muted response to rising interest 
rates in the housing market, with house prices forecast to 
rise 7.3% in the year to March 2015, 4.3% in the following 
year, then settling at around 2.5% annual growth – i.e. real 
house price growth never turns negative. We expect a more 
substantial cooling in the housing market, which in turn would 
undermine the Treasury’s assumptions about household 
spending growth and tax revenue.

Second, the Treasury is assuming a very gentle letdown in the 
pace of growth as the Canterbury rebuild passes its peak and 
the level of spending starts to fall. And the long-term fiscal 
forecasts are predicated on steady economic growth and 
rising surpluses as far as the eye can see. That assumption 
is not unusual, but it’s worth noting in a year when the 
Government has chosen to leave itself a substantially smaller 
buffer for coping with the inevitable future downturns.

Bond programme
The additional spending means an increased cash requirement 
compared to the December Half-Year Update. Total issuance 
over the forecast period has been increased by $3bn to 
$37bn, with an additional $1bn in each of the 2015, 2017 and 
2018 years.

Subject to market conditions, a new 15 April 2027 nominal 
bond, followed by a new inflation-indexed bond are expected 
to be launched, via syndication, in the first half of 2014/15. 
The maturity date of the inflation-indexed bond is yet to be 
determined. Inflation-indexed bond issuance will be up to 
$3bn of the $8bn 2014/15 domestic bond programme.
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