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Growth funds COVID offset  
• Government economic support is well and truly funded 

• As unexpected growth delivered revenue dividend 

• No need to raise more debt, yet 

• Future revenue may come under pressure 

• But NZ’s relative fiscal stance commendable 

As expected, the audited fiscal accounts for the year ended 
June 2021 proved to be much healthier than they were 
projected to be when the Government published its Budget 
back in May. 

Most importantly, the core operating balance (OBEGAL) 
produced a deficit of just 1.3% of GDP. In dollar terms this is 
$4.6 billion. This compares with a $23.1 billion shortfall in 
fiscal 2020 (7.3% of GDP) and the $15.1 billion deficit (4.1% 
of GDP) forecast for this year at the Budget. 

So far so good 

 

If one looks at the residual cash deficit it falls to just $13.8 
billion from the $25.3 billion estimated back in May. What 
this means is that the Government has $11.5 billion to play 
with before it needs to contemplate going to the market for 
more funding. Additionally, the accounts show that, as at 30 
June 2021, $4.7 billion of the $50 billion COVID Recovery 
Fund had not yet been spent. Put the cash and 
underspending together and the funding available climbs to 
$16.2 billion. 

So far the Government has paid out around $4.0 billion in 
Deltarelief measures. That being the case, the Government 
still has another $12.0 billion to dole out if it wishes. To us, it 
seems like the Government can keep providing assistance 
for at least 12 more weeks of the current lockdowns, which 
would take us into next year. It is thus no surprise that the 
Minister of Finance feels fairly relaxed (at least in a fiscal 
sense) about current developments. 

Of course, the longer the current restrictions run the lower 
revenues will be and we think the government, and they are 
not alone, may be a tad optimistic in assuming (which 
appears to be the case) that the economy will bounce back 

with the same zeal it did back in 2020. That said, the 
improved starting base for the fiscal position will help offset 
some of these prospective shortfalls. 

Economic challenges ahead 

 

The other thing that will give the government a lot of 
comfort is the current relative strength in its net debt 
position. Net debt as a percentage of GDP is just 30.1%. It 
was expected to be 34%. While the improvement relative to 
forecast is meritable, it is the level that provides the 
Government with most solace. The Minister of Finance was 
quick to point out that the average net debt for advanced 
economies is around 90%. The Finance Minister also noted 
that total government debt (including local government), as 
estimated by the IMF, is around half that of Australia’s, as a 
percentage of GDP, a quarter of the UK’s and less than that 
again versus the United States. 

On this basis, the Government will feel that it has plenty of 
capacity to continue supporting the economy if needs be. 
From a central bank perspective, this is very important as 
fiscal policy looks set to do the heavy lifting going forward 
meaning the RBNZ is very unlikely to feel any pressure to 
contemplate lowering rates. The extent to which further rate 
increases are needed will be dependent on the extent to 
which the Government offsets the dampening demand 
effect of the current COVID outbreak and the extent to 
which COVID’s supply shock generates an inflationary offset 
to any deflationary impact of weaker demand. 

The Government has announced that its Half Year Economic 
Update will be released on December 15. This will give us a 
better picture of the effect of the current COVID outbreak on 
Treasury’s growth and fiscal expectations for the years ahead.  

The Minister of Finance also reaffirmed that Budget 2022 
will be the Government’s climate change Budget. 
Additionally, it will provide further details on the 
Government’s “major reform programmes”. We will await 
this with great interest. 
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