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2015 Budget
Taking the long view

•	 The 2015 Budget forecasts were much as expected, 
with low inflation weighing on revenue growth while 
allowances for new spending were unchanged.

•	 The operating balance is expected to scrape into 
surplus in 2015/16, but the profile of projected 
surpluses is looking increasingly slim.

•	 That’s a particular concern for the later years of 
the projections, where we are less optimistic than 
the Treasury about the pace of economic growth as 
the Christchurch rebuild winds down.

The 2015 Budget contained little in the way of surprises. As 
in the Half-Year Fiscal and Economic Update (HYEFU) last 
December, weaker than expected inflation has further eroded 
the tax revenue forecasts, which the government has largely 
taken on the chin through lower projected surpluses rather 
than reducing its plans for new spending. The operating 
balance is projected to return to surplus in the 2015/16 fiscal 
year, though the projected balance has continued to shrink 
compared to earlier forecasts and could easily be tipped into 
another year of deficit.

The government continues to highlight its “responsible” fiscal 
management. We’d agree with that assessment to the extent 
that the government has largely avoided the temptation 
to run fiscal policy in a pro-cyclical manner. The spending 
increases planned for the next two years are moderate, with 
a step-up in 2017/18 when the pace of economic growth is 
expected to be slowing. But we question whether the medium-
term economic outlook is realistic enough, with ever-rising 
surpluses projected at a time when we expect the wind-down 
of the Christchurch rebuild to be a significant drag on the 
pace of growth. And that reignites our long-running question 
of what is being done to position the fiscal accounts to deal 
with longer-term challenges such as population aging. If the 
government were to achieve only a couple of slim surpluses 
before the balance started to deteriorate again, it would not 
reflect well on the structural position of the fiscal accounts.

On balance this is a more stimulative package than we 
expected on the day (notwithstanding the previously-
announced measures on ACC levies and property taxation). 
The size of the new spending initiatives was even greater than 
in last year’s election year Budget, and the offsetting savings 
measures – a new border levy and the removal of the $1000 
kick-start for Kiwisaver – won’t do much to dampen domestic 
demand. It’s possible that the government chose to spend 
more because it could – remember that last year the Finance 
Minister sought advice from the Treasury on how much 

Summary of Budget and Economic Forecasts

2014 2015 2016 2017 2018 2019

Actual Forecast Forecast Forecast Forecast Forecast

Economic (March years, %)

Real GDP 
growth

2.5 3.3 3.1 2.8 2.8 2.4

Unemployment 
rate

6.1 5.6 5.1 4.7 4.5 4.5

CPI inflation 1.5 0.2 1.4 2.1 2 2.1

Current 
account 
balance 

-2.6 -4.1 -5.6 -4.9 -5.1 -5.3

Fiscal 

(June years, % of GDP)

Total Crown 
OBEGAL

-1.3 -0.3 0.1 0.6 0.7 1.3

Net core 
Crown debt

25.6 25.7 26.3 25.5 24.4 22.9

(June years, $ billion)

Core Crown 
revenue

67.3 71.9 74.9 78.9 83.5 87.4 

Core Crown 
expenses

(71.5) (73.1) (74.9) (77.1) (80.8) (83.4)
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spending could be increased without provoking the Reserve 
Bank into raising interest rates. Today, the risks for interest 
rates if anything go in the opposite direction. 

New policy initiatives
Many of the new policy initiatives covered in the Budget had 
already been well-signalled, including further chunky ACC levy 
cuts in 2015/16 and 2016/17, a tightening of capital gains 
tax rules around investor property, and more money to open 
up Crown-owned land for Auckland housing development. 

The main new policy announcement was the Budget’s flagship 
$790m Child Hardship Package, raising benefit rates for 
families with children, Working for Families payments, and 
childcare subsidies – while also raising the pressure on 
beneficiary parents to work. 

The total amount of net new spending was unchanged from 
Budget 2014 and in line with the $1bn-a-year new operating 
allowance from the December HYEFU. But compared to 
Budget 2014 each side of the ledger has increased, with 
more spending ($6,168m of new spending initiatives over the 
next four years vs $5,652m last Budget) funded by reduced 
expenditure elsewhere. Expenditure reductions include the 
removal of the $1000 KiwiSaver ‘kick-start’ subsidy, which is 
estimated to save about $500m over the next four years, and 
a new customs and biosecurity levy, estimated to generate 
about $100m of revenue a year. 

Economic forecasts
Since the December HYEFU, the Treasury has been surprised 
on the upside in terms of domestic economic activity, but 
on the downside for inflation. The new forecasts incorporate 
stronger than expected migration and house price inflation, 
the drop in oil prices since the half-year forecasts were put 
together, and interest rates that are likely to stay low for longer. 

Over the next year or two the Treasury’s forecasts are now 
fairly similar to our own, with GDP growth of a little above 3% 
expected over 2015/16. Where we continue to have questions 
is around the Treasury’s forecasts in the outer years of the 
projection, as the Canterbury rebuild winds down. The growth 
forecasts hover around 2.8% through to 2017/2018, slowing 
to 2.4% in the last year. That strikes us as a very benign view 
of what a post-rebuild economic slowdown might look like. 
Indeed it’s rather more optimistic than the Treasury’s own 
forecasts six months ago, reflecting the more stimulatory 
interest rate backdrop.

That optimism suggests downside risks to the Treasury’s 
revenue forecasts further down the track - in a context where 
forecasts for surpluses are already looking vulnerable. That 
vulnerability clearly emerged in the Treasury’s economic 
risk scenarios. The upside scenario (featuring stronger net 
immigration) makes small surpluses a little larger, the downside 
scenario (greater weakness in the export environment) is 
enough to push a return to surplus out to 2018/2019. 

Bond programme
The weaker fiscal position in the near term means a modest 
increase in the cash requirement compared to the December 
HYEFU. Gross bond issuance has been increased from $7bn to 
$8bn for the 2015/16 year, but remains unchanged at $7bn in 
each of the following three years.

Subject to market conditions, a new April 2033 nominal bond 
will be launched via syndication in the second half of this year. 
Inflation-indexed bonds will account for up to $2bn of the 
$8bn bond programme for the 2015/16 fiscal year.

Dominick Stephens 
Chief Economist

Michael Gordon 
Senior Economist
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