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Fiscal fortitude

¢ NZ budget returns to balance one year earlier
¢ Debt peak brought forward

¢ Rating agencies should be mollified

¢ Debt programme reduced

¢ Growth forecasts at threat

Surpluses sooner . ..

The government went into this Budget hell-bent on
proving to the electorate, and the rating agencies, that it
could return its core operating balance (OBEGALXx) to
surplus and, in so doing, start lowering the debt track in a
meaningful way. In this regard the 2026 Budget fully
delivers.

The Prime Minister Chris Luxon effectively let slip a week
or so ago that the accounts would return to the black
when he stated that the Government was still targeting a
2028/2029 surplus despite its last published forecast being
a deficit for the period. Why would you do that ahead of
the Budget unless you were fairly certain that would be
the case. And so it was!

So the Minister of Finance has proudly announced a 0.5%
of GDP forecast surplus for the year ended June 2029 rising
to 1.1% of GDP the year after.

This improvement now means that the forecast drop in net
debt occurs a year earlier than previously expected. Net
core crown debt now peaks at 46.1% in fiscal 2028 falling
to 45.6% and 44.4% in the following two years.

Surpluses sooner
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From an electoral position the Government can certainly
claim that it is delivering what it promised so should be
judged as capable managers of the state’s finances. This is
an important benchmark for any government but whether
the public buys into this or not is moot especially when
part of the government’s success relies on very tight
expenditure control at a time when all and sundry are
clamouring for more.

Debt rating agencies appeased . ..

The debt rating agencies should be happy with this set of
forecasts. The agencies had been giving New Zealand
credit for the fact that the government was focusing on
targeting fiscal balance. However, recent moves to
negative credit watch were based on concerns that the
surplus target was being delayed and looked increasingly
untenable. Had their concerns played out moves from
negative watch to a full downgrade were looking
increasingly likely. For now, though, the Government has
probably done enough to delay that proposition.

The big question is whether the economic forecasts on
which this analysis is based, and the ensuing fiscal
forecasts are credible? And, will they survive the next
election.

Expense growth contained . . .

Key to achieving surplus will be keeping to the
Government’s expense path. The last two years provide
evidence that the Government has been able to deliver
very low real expense growth largely by redistributing
available funds. There is an expectation that there will be a
stronger lift in expenditure in 2026/27 but then a return to
only very modest growth. Time will tell whether this can be
managed.
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Spending constrained
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The election may well play a part here in determining
what happens to spending. Based on current polling it
is reasonable to assume that the shape of
government will be different to what it now is. Either
we will get a change of colour to Labour or,
potentially, a modest shift in emphasis if National has
lesser weight in a return of the current coalition
government.

One thing that everyone should be questioning is why is
government spending still so far away from trend? The
upward shift that has occurred in this series has never
really been explained. Sure, the increase largely reflected
COVID spending but why is it still there?

Mind the gap
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A super problem . . .

A bothersome aspect of the fiscal outlook, and it is not a
new one, is the extent to which the biggest cost impost on
the government over the forecast period will be growth in
welfare spending focussed on superannuation. If future
government’s want to free up money one of the few
places they will be able to get those funds in a meaningful
amount will be from this source. This is an issue that New
Zealand really needs to face into. We don’t have sufficient
detail to provide a true picture of the pressure coming
from welfare during the forecast horizon but a look at

what has happened over the last four years provides a
good insight.

Welfare costs soaring

Shift in spending
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Eco forecasts optimistic? . . .

With regard to the economic forecasts, we think there is a
clear risk that growth ends up lower than Treasury is
currently picking and unemployment higher. Treasury has
lowered its near term forecasts in light of the Middle
Eastern chaos but we wonder whether they have lowered
them enough. Treasury sees the economy growing 2.3% in
the year ended June 2027 rising to 3.2% in fiscal 2028 and
2.7% the year after. Our forecasts for the same period are
1.7%, 2.5% and 2.6% respectively.

We are quick to note, however, that it is unwise to be
critical of anyone’s forecasts in the current environment.
There are simply too many moving parts and even slight
changes in assumptions about key variables, such as oil
prices, can have disproportionate impacts on outcomes.

Additionally, to the extent that we think there are
downside risks to Treasury’s growth forecasts there are
upside risks to its inflation outlook. Given that it is the
nominal economy that produces tax revenue then it may
well be that higher inflation completely offsets lower
growth in the revenue stakes.

All that said, the risks are clear and will need to be
monitored closely.

Minimal monetary policy implications . . .

For the central bank there should be little in today’s
announcement that will dissuade them from their
projected course of action. The fiscal impulse in the year
ended June 2027 is stronger than previously expected and
but the years thereafter largely offset this impact and
reveal broadly contractionary fiscal policy.

www.bnz.co.nz/research

Page 2



Economy Watch

29 May 2026

Fiscal policy to turn contractionary
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Be that as it may, Treasury does not appear to have
the same views as the Reserve Bank or perhaps more
aptly doesn’t have the same views as the Monetary
Policy Committee. Treasury assumes that there is just
one rate hike between now and June 2027 and then
another one in each of the following two years. We
certainly don’t buy into this. And, if our more
aggressive track comes to fruition this would go some
way to explaining the difference between our and
Treasury’s growth forecasts.

Debt demands diminish . . .

The most interesting thing from this Budget for financial
markets will be the fact that New Zealand Debt
Management was able to announce no change in the year
ahead bond programme and a reduction in the programme
of $2.0 billion per annum in each of the June years 2028,
2029 and 2030.

Additionally short term borrowings on issue have been
reduced by $3.0 billion in the June years 2026 and 2027.

While these changes are not big they will, for now at least,
qguash concerns of a pre-election spend up (not that there
was any evidence of this anyway). More generally it
provides comfort that the risk of a sharp increase in supply
is diminished.

For the record a syndication of a new May 2038 bond
before the end of this calendar year is proposed. And gross
inflation-indexed bond issuance is expected to be less than
$1.0 billion in 2026/27.

Bond issuance shrinks
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Economic Forecasts =]\V4 Treasury (Budget 2026)
(Annual average % change, 2025 2026 2027 2028 2029 2030 2025 2026 2027 2028 2029 2030
June years) Actual Fcast Fcast Fcast Fcast Fcast Actual Fcast Fcast Fcast Fcast Fcast
Private consumption 0.6 1.1 1.5 2.6 2.8 2.9 0.6 1.0 2.4 3.0 3.0 3.0
Public consumption -0.8 4.1 0.3 -0.5 -0.1 0.1 -0.8 2.7 -1.3 1.1 0.2 0.0
Residential investment -12.3 0.9 7.7 1.0 2.5 3.1 -12.3 -1.9 8.5 10.4 4.9 3.0
Business investment -2.5 2.0 4.8 4.2 5.3 5.5 -2.4 0.8 1.3 7.4 5.2 3.6
Exports 2.9 4.3 3.9 3.8 3.6 4.6 2.9 3.6 3.0 2.2 2.2 2.3
Imports 2.0 6.3 4.9 2.7 3.7 4.9 1.9 4.0 0.5 3.7 2.9 25
GDP (expenditure measure) -0.9 1.5 1.7 25 2.6 2.7 -0.9 1.4 2.6 3.3 2.8 2.6
GDP (production measure) -1.1 1.4 1.7 25 2.6 2.7 -1.1 1.2 2.3 3.2 2.7 25
Employment -1.0 0.2 1.4 2.2 2.3 2.4 -1.0 0.3 2.0 2.3 1.8 1.5
Unemployment 5.2 5.4 5.7 5.5 5.4 5.1 5.2 5.5 5.0 4.5 4.4 43
CPI inflation 2.7 4.0 2.2 2.1 2.3 2.1 2.7 4.0 1.6 2.1 2.1 2.0
Current account balance
- % of GDP -3.7 -3.8 -4.0 -3.0 -3.0 -2.8 -3.8 -4.1 -3.5 -2.9 -2.6 -2.5
TWI (June gtr avg) 69.2 66.5 70.3 69.5 69.1 71.2 69.1 66.8 67.6 68.8 69.7 70.3
90-day bank bill rate (June gtr avg) 3.4 2.5 4.0 41 3.7 3.7 3.4 2.5 2.8 3.1 3.3 3.3
Budget 2026 2022 2023 2024 2025 2026 2027 2028 2029 2030
actual actual actual actual f/cast f/cast f/cast f/cast f/cast
(June years, % of GDP)
Core Crown Revenue 32.2 30.7 31.7 30.9 30.4 30.7 30.9 31.2 31.4
Core Crown Expenses 34.4 31.7 33.0 32.6 32.6 32.6 31.5 30.7 30.3
OBEGAL -2.7 -24 -3.1 -3.2 -3.3 -3.0 -1.5 -0.1 0.5
OBEGALX -2.4 -1.8 -21 -21 -2.6 -2.4 -0.8 0.5 1.1
Gross Debt 32.6 33.8 41.8 46.8 49.5 52.7 53.0 52.5 51.3
Net Core Crown Debt 35.3 38.6 41.7 41.9 42.4 45.6 46.1 45.6 44.4
Domestic Bond Programme ($NZm) 20,000 28,000 39,300 42,600 35000 34,000 32,000 30,000 30,000
(June years)
Real GDP (annual average % change) 0.4 4 1.1 -1.1 1.2 2.3 3.2 2.7 2.5
Consumer Price Index (annual % change) 7.3 6 3.3 2.7 4.0 1.6 2.1 2.1 2.0
Unemployment rate (June qtr) 3.3 3.7 4.7 5.2 55 5.0 4.5 4.4 4.3
90-day Bank Bill Yield (March gtr. av.) 2.2 5.6 5.6 3.4 2.5 2.8 3.1 3.3 3.3
Trade Weighted Index (March gtr. av.) 72.2 70.9 71.4 69.1 66.8 67.6 68.8 69.7 70.3

stephen_toplis@bnz.co.nz

www.bnz.co.nz/research Page 4


mailto:stephen_toplis@bnz.co.nz

Economy Watch 29 May 2026

Contact Details

BNZ Research

Stephen Toplis Doug Steel Jason Wong Stuart Ritson
Head of Research Senior Economist Senior Markets Strategist ~ Senior Interest Rate Strategist

Mike Jones
BNZ Chief Economist

Main Offices

Wellington

Level 2, BNZ Place

1 Whitmore St

Private Bag 39806
Wellington Mail Centre
Lower Hutt 5045

Auckland

80 Queen Street
Private Bag 92208
Auckland 1142

New Zealand

Toll Free: 0800 283 269

Christchurch

111 Cashel Street
Christchurch 8011

New Zealand

Toll Free: 0800 854 854

New Zealand
Toll Free: 0800 283 269

This document has been produced by Bank of New Zealand (BNZ). BNZ is a registered bank in New Zealand and is only authorised to offer products and services to customers in New Zealand.

Analyst Disclaimer: The Information accurately reflects the personal views of the author(s) about the securities, issuers and other subject matters discussed, and is based upon sources
reasonably believed to be reliable and accurate. The views of the author(s) do not necessarily reflect the views of the NAB Group. No part of the compensation of the author(s) was, is, or will
be, directly or indirectly, related to any specific recommendations or views expressed.

BNZ maintains an effective information barrier between the research analysts and its private side operations. Private side functions are physically segregated from the research analysts and
have no control over their remuneration or budget. The research functions do not report directly or indirectly to any private side function. The Research analyst might have received help from
the issuer subject in the research report.

New Zealand: The information in this publication is provided for general information purposes only, and is a summary based on selective information which may not be complete for your
purposes. This publication does not constitute any advice or recommendation with respect to any matter discussed in it, and its contents should not be relied on or used as a basis for entering
into any products described in it. Bank of New Zealand recommends recipients seek independent advice prior to acting in relation to any of the matters discussed in this publication.

Any statements as to past performance do not represent future performance, and no statements as to future matters are guaranteed to be accurate or reliable.

Neither Bank of New Zealand nor any person involved in this publication accepts any liability for any loss or damage whatsoever which may directly or indirectly result from any advice,
opinion, information, representation or omission, whether negligent or otherwise, contained in this publication.

USA: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation for the purchase or sale of any
securities, financial instrument or product or to provide financial services. It is not the intention of nabSecurities to create legal relations on the basis of information provided herein.

www.bnz.co.nz/research Page 5



