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New Zealand 

1. Economic situation 

The New Zealand economy experienced a recession through 2008 and early 2009, yet 
the contraction in output was less than the OECD average (Figure 1A). Consistent fiscal 
surplus due in part to earlier fiscal reforms, swung to a deficit of 3.7% of GDP in 2009 
(Figure 1B). Gross debt increased to 34.5% of GDP by 2009, but remains well below the 
OECD average (Figure 1C). 

The economic recovery gained momentum at the end of 2009, benefitting from 
monetary and fiscal policy stimulus and a rebound in commodity prices. However, the 
recovery remains fragile in 2010 due to high private sector indebtedness and economic 
uncertainties weighing on households and firms. The OECD expects the mild recovery to 
become self-sustaining in coming years as businesses hire and invest to meet the expected 
recovery in export and consumer demand. 

Figure 1. Key economic indicators 
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Figure 1. Key economic indicators (cont’d) 

0

20

40

60

80

100

2005 2006 2007 2008 2009

% of GDP C. Gross debt

NewZealand

OECD

 

Notes: Fiscal balance and gross debt are general government financial balance and gross financial liabilities as 
a per cent of nominal GDP. 

Source: OECD (2010), “OECD Economic Outlook No. 88”, OECD Economic Outlook: Statistics and 
Projections (database), doi: 10.1787/data-00533-en. 

2. The government’s fiscal consolidation strategy 

The government’s fiscal strategy aims to return the operating balance to surplus 
(before adjusting for gains and losses on investment portfolios) as quickly as is practical. 
The May 2010 budget did not project an operating surplus until 2016. The government 
has also set itself a non-binding commitment to return “net debt” to 20% of GDP by 2022 
(and for net debt to remain consistently below 40% of GDP). Current projections see net 
debt peaking at 27.4% of GDP in 2015. 

The government’s revenue strategy focuses on minimising tax impediments to 
growth, which should indirectly support fiscal consolidation by increasing trend growth 
rates. In budget 2010, the government delivered a fiscally neutral tax package, with 
personal and corporate income tax rate cuts funded from an increase in the consumption 
tax rate. The government has also said that favourable revenue surprises will be used for 
deficit reduction purposes. 

The focus of recent budgets has been to restrain the growth in government spending 
and limit the rise in sovereign debt. As a result the operating allowance on new spending 
has been capped at NZD 1.1 billion per annum in 2011, with growth of only 2% in 
following years. Deficits are therefore expected to diminish over time as the projected 
growth in revenues exceeds that of expenditure. New Zealand’s fiscal consolidation effort 
is entirely expenditure-based (Figure 2D) with the survey response having estimated the 
cumulative size to be 3.6% of GDP to 2014 (Figure 2C). 

The government’s operating deficit is forecast to deteriorate from 2.1% of GDP in 
2009, to a trough of 4.2% by 2011 (Figure 2A). Gross debt is projected to peak at 32.8% 
of GDP in 2011 and stabilise at around this level thereafter (Figure 2B). 
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Figure 2. The government’s planned fiscal adjustments 
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Notes: Fiscal balance and gross debt are general government financial balance and gross financial liabilities as 
a per cent of nominal GDP. Fiscal consolidation is cumulative consolidation as a per cent of GDP, defined by 
the New Zealand Treasury to be “reduced operating allowances relative to budget 2008”. The composition of 
the contribution to fiscal consolidation is expenditure reductions (total = 100%). OECD calculations. 

Source: “OECD Fiscal Consolidation Survey 2010”. 

3. Major fiscal consolidation measures 

The primary focus of fiscal adjustment has been on containing public consumption 
spending, and reducing operational expenditures across ministries. Parameters for social 
entitlements (such as pensions, working-age benefits and other transfers) have not been 
changed. 
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Table 1. Major consolidation measures 

  Budgetary impact 
2010-14 

Expenditures   
1. Operational measures   

– Operating allowances Reduction in government operating allowances from 2010-14. Savings 
include a cap on new spending for the government administration and 
public services such as health and education, efficiency gains from 
amalgamating departments, and budget reprioritisation following 
expenditure reviews. 

n.a. 

2. Programme measures   
– Entitlement spending  Rules for receiving entitlements have been tightened to avoid abuse of 

the system and eliminate wasteful spending. 
n.a. 

3. Other initiatives   
 Payments to the New Zealand Superannuation Fund have been 

suspended until 2018/19. 
n.a. 

 In 2009 and 2010, independent working groups were created to 
provide recommendations for reform across taxation, capital markets, 
infrastructure, national savings, welfare, and healthcare spending 
efficiency. 

n.a. 

Revenues   
– VAT  New Zealand’s consumption tax was increased from 12.5% to 15% in 

2010. Revenue gains were offset by a reduction in the corporate tax 
rate from 30% to 28%, and a fall in the top income tax rate from 38% to 
33%. 

n.a. 

– Property depreciation rates Building depreciation rates were reduced to zero to help address the 
problem of over-investment in residential property. 

n.a. 

Source: “OECD Fiscal Consolidation Survey 2010”. 

Table 2. The government’s fiscal consolidation plan 

Fiscal consolidation (% of GDP) 2010 2011 2012 2013 2014 
Consolidation measures (cumulative)1 0.2% 0.7% 1.4% 2.4% 3.6% 
Total deficit/surplus (% of GDP) -3.7% -4.2% -2.5% -1.9% -1.3% 
Total level of net debt  14.1% 19.6% 23.0% 25.3% 26.5% 
Total level of gross debt  28.4% 32.8% 32.3% 31.7% 32.7% 
Composition of fiscal consolidation (total = 100%)      
Expenditure reductions 100% 100% 100% 100% 100% 

1. New Zealand Treasury estimates of the reduced operating allowances relative to budget 2008. 

Source: “OECD Fiscal Consolidation Survey 2010”. 
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