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We intend to publish this response on the Reserve Bank’s website at: www.rbnz.govt.nz/research-

and-publications/official-information-requests. We do this in order to improve transparency and 

provide an additional resource for anyone seeking information.  

Yours sincerely 

 

Jean McDowall 

Senior Adviser, Government and Industry Relations 
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Which measures are most useful for monetary policy purposes? 

Understanding fiscal policy is vital for monetary policy decision-making. This section outlines 

aspects of fiscal policy that are most important for monetary policy decision-makers to monitor 

and suggests a suite of fiscal measures suitable for those purposes. 

For the absolute story of fiscal policy, it is important to understand: 

 The stance of fiscal policy – the net impact of fiscal policy on aggregate demand.

 The specifics of fiscal policy – research on fiscal multipliers suggests different types of fiscal

activity may have different economic impacts (see section 2). This suggests that decision-

makers should distinguish between the specific areas where fiscal activity is taking place (e.g,

transfer, investment or consumption spending, or revenue).

 The magnitude of fiscal policy – how large is fiscal policy in real terms, or compared to

potential output?

For the relative story of fiscal policy, it is important to understand: 

 Comparison to previous forecasts – to discern how fiscal policy changed relative expectations.

 Comparison to previous time periods – to prompt insight from past experiences and assess the

size of fiscal policy compared to history.

To understand the impact of fiscal policy on activity and inflation, we need to know direct, indirect 

and second round impacts on the economy. The economic projections paper (see Paper 6) 

provides our best judgement on the impacts of current fiscal policy, and section 2 provides a 

summary of New Zealand fiscal multiplier research and factors that may influence the impact of 

fiscal policy. 

Measures of fiscal policy would ideally be consistent with our analytical frameworks. NZSIM is a 

‘gaps’ model and presents final output in line with SNA data from StatsNZ. This makes measures 

that aren’t in levels or in SNA (e.g., Treasury measures) difficult to reconcile with our forecasts. Box 

1 provides a brief overview of how fiscal policy is captured in the forecast system.  

Further, measures constructed with additional transformations or assumptions (e.g., presented in 

real terms or as a share of potential GDP) may be harder to communicate. When discussing the 

outlook for fiscal policy, it is not always clear which forecasts of inflation should or have been used 

to deflate measures, or which forecasts of GDP or potential GDP (Treasury or RBNZ) should be the 

denominator.  

That said, monitoring commonly used measures of fiscal policy would allow us to purposefully 

participate in or benefit from public discussion of fiscal policy. Market participants, the media and 

the Finance and Expenditure Committee tend to refer to the following measures of fiscal policy:  

 the operating balance before gains and losses (OBEGAL);

 residual cash;

 net debt;

 operating and multi-year allowances;
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 core tax revenue and expenses,

 the total fiscal impulse;

 Government consumption and investment; and

 Government spending as percentage of GDP.

Finally, there is the question of timeframe – monetary policy targets inflation and employment at a 

medium-term horizon, therefore this leads us to favour information about medium-term trends 

more highly – with the challenge being that short-term information tends to be more timely. 

Suggested suite of fiscal policy measures 

Table 2 presents a suggested suite of fiscal policy measures. These provide information on the 

stance, specifics, and magnitude of fiscal policy, with preference for those being commonly used in 

public discussion and that are consistent with our analytical frameworks where possible.  

An expanded table that summarises several fiscal measures published by the Treasury and StatsNZ 

respectively, detailing what they include, their usefulness for monetary policy purposes, and their 

outlook as of Budget 2023 is in Appendix (Tables 4-5). 

Box 1. Fiscal policy in the forecast system 

How fiscal policy is captured in NZSIM: 

 Government consumption – SNA forecasts from Treasury released in Budget or Half-Year

or Pre-Election Economic and Fiscal Updates (BEFU/HYEFU/PREFU).

 Government investment – fiscal forecasts from Treasury released in BEFU/HYEFU/PREFU;

scaled due to persistently delayed spending, adjusted to SNA.

 The government variable in NZSIM (‘g’) is government consumption plus government

investment (i.e., they are treated the same in NZSIM, although additional judgement can

be added to other parts of the model when differences between consumption and

investment are likely to be pronounced). It also includes inventories and some statistical

discrepancies.

 The government trend in NZSIM is the residual trend as a share of potential GDP after all

other trends for the other GDP components are set.

 Taxes are only implicitly captured through the estimated model coefficients (no explicit tax

rate in NZSIM).

 Transfers are only included through judgement in private consumption (transfers

mostly present additional income for households).
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2. The economic impact of fiscal policy

While Paper 6: Economic projections contains the current assumptions for the outlook and impact 

of fiscal policy, this section summarises the range of impacts that have been estimated empirically 

in New Zealand and circumstances identified in the international literature where these impacts 

may vary. These highlight the uncertainty around the magnitude of the impact of fiscal policy on 

the New Zealand economy. 

New Zealand fiscal multiplier research 

A key measure of the economic impact of fiscal 

policy is the fiscal multiplier. This represents the 

change in output caused by a $1 change in 

spending or revenue. 

There is no consensus on the empirical size of 

fiscal multipliers (Ramey, 2019). However, research 

to date on New Zealand’s fiscal multipliers has 

produced several insights (summarised in Figure 1, 

with more detail in Table 3 below): 

 Government spending, consumption, and

transfers have similar fiscal multipliers, where a

$1 increase in spending increases GDP by

around $0.1-0.3 to $0.8, cumulatively over one

year.

 The estimated range for government investment and tax revenue multipliers is wider, where a

$1 increase in investment, or $1 decrease in tax revenue, increases GDP by around $0.1-0.2 to

$1.3-1.4, cumulatively over one year.

 Haug and Power’s (2022) research suggests that an increase in government investment does

not increase real GDP when monetary policy is tight but does increase real GDP in times of

loose monetary policy as there is capacity in the economy to expand.12 In contrast, they find

that the impact of government consumption is similar regardless of the stance of monetary

policy.

 The effect of fiscal policy on output over a longer timeframe is unclear. Lyu (2021) and Haug

and Power (2022) find the impact of government consumption fades completely after three

years but find opposite results for the impact of government investment after three years – in

one the impact fades completely, in the other it persists strongly.

Estimates of New Zealand’s fiscal multipliers are generally smaller than those found internationally. 

Ramey (2019) surveys the evidence from developed countries and finds that the bulk of the 

multiplier estimates for government spending lie in the range of 0.6 to 1 – whereas New Zealand 

estimates for government spending range from 0.2 to 0.8. Likewise, the bulk of tax rate cut peak 

multipliers vary from below 1 to 3, while New Zealand one-year estimates range from 0.1 to 1.3. 

There is very little international evidence on transfer multipliers, with studies suggesting multipliers 

similar to government consumption. New Zealand has several structural features that are 

____________ 

12 They define the state of tight monetary policy as a 5YBR value greater than its stochastic trend value and loose monetary policy as a 5YBR value equal to, or below, its stochastic 

trend value. 
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Figure 1. New Zealand fiscal multiplier 

estimates (each dot is an estimate) 
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associated with smaller fiscal multipliers, including a floating exchange rate, more flexible wages, 

and high import volumes.  

It is important to note some caveats associated with the fiscal multiplier literature. Different 

methodologies and ways of presenting the multiplier statistic can lead to materially different 

results, even with the same data. Confidence intervals for estimates are often wide. Further, these 

multipliers are estimated for unanticipated fiscal shocks as opposed to say, fiscal policy announced 

in advance at Budget time.  

The impact of fiscal policy on inflation is not as widely reported as the impact of fiscal policy on 

output. The empirical literature suggests that expansionary fiscal policy tends to lead to higher 

inflation, although the evidence is not always conclusive.13 In their April 2023 Fiscal Monitor, the 

IMF find a 1 percentage point of GDP rise in government spending leads to a 50 basis point rise in 

inflation in less than one year after the spending news. They also use a HANK model to find that 

by taming spending, governments can help monetary policy curb inflation at lower costs for the 

overall economy.  

Factors influencing the impact of fiscal policy 

There is no consensus on the fiscal multiplier literature, but some trends have emerged about 

factors that influence the impact of fiscal policy: 

 Structural characteristics can influence the economy’s response to fiscal shocks. For instance, a

floating exchange rate,14 large automatic stabilisers,15 more flexible wages16 and a high import

propensity17 can offset or dampen the impact of fiscal policy (ie, lead to multipliers closer to

zero than otherwise, IMF 2014).

 Debt levels. Fiscal multipliers can be larger when public spending is financed with foreign

capital,18 when household debt is high,19 and when the government is in a sound fiscal position

(if debt is high, fiscal stimulus is likely to have negative credibility and confidence effects on

private demand and the interest rate risk premium).20

 The state of the economy. Fiscal spending and transfer multipliers may be larger in downturns

than in expansions, though evidence is fragile.21 Stimulus may be less effective in an expansion

because at full capacity an increase in public demand crowds out private demand, leaving

output unchanged (with higher prices). In contrast, some research suggests tax multipliers may

be insensitive to the cycle or even procyclical – with tax changes having a larger effect during

expansions than in recession.22

 Monetary policy. Monetary policy can complement or offset the effects of fiscal policy.

____________ 

13 Checherita-Westphal et al. 2023. 
14 Floating exchange rate. Countries with flexible exchange rate regimes tend to have smaller multipliers, because exchange rate movements can offset the impact of discretionary 

fiscal policy on the economy (Born and others, 2013; lzetzki and others, 2013.) 
15 Large automatic stabilisers. Larger automatic stabilizers reduce fiscal multipliers, since mechanically the automatic response of transfers and taxes offsets part of the initial fiscal 

shock, thus lowering its effect on GDP  
16 Labor market rigidity  Countries with more rigid labor markets (i.e., with stronger unions, and/or with stronger labor market regulation) have larger fiscal multipliers if such rigidity 

implies reduced wage flexibility, since rigid wages tend to amplify the response of output to demand shocks (Cole and Ohanian, 2004; Gorodnichenko and others, 2012).  
17 Trade-openness  Countries with a higher propensity to import (trade-openness) tend to have lower fiscal multipliers because the demand leakage through imports is more 

pronounced (Barrell and others, 2012; lzetzki and others, 2013) 
18 Broner et al. 2018, Priftis and Zimic 2020. 
19 Andres, Bosca and Ferri 2015, Klein 2017, Bernardini and Peersman 2018, Demyanyk, Loutskina and Murphy 2019. 
20 lzetzki, Mendoza and Vegh ´ 2013, Nickel and Tudyka 2014, Huidrom et al. 2019 
21 Research finding multipliers above one during recessions tend to be sensitive to small changes in specification or in the methods for calculating multipliers. More robust methods 

generally do not find multipliers above one (Ramey, 2019). 
22 Ramey 2019, Gechert & Rannenberg 2018. 
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Why haven’t we referred to other measures of fiscal policy? 

 Total fiscal impulse3 shows the change in the structural balance (residual cash less items that

don’t directly impact aggregate demand) from one year to the next, presented as a share of

potential GDP. As a change measure, it’s hard to see the absolute story or trends when looking

at the total fiscal impulse. We prefer to supplement the total fiscal impulse with looking at real

government spending as a percentage of potential GDP.

 Operating Balance Before Gains and Losses (OBEGAL)4 doesn’t capture capital spending (other

than through depreciation) – we prefer residual cash.

 The operating allowance5 doesn’t capture some important areas of spending (e.g., forecast

growth in spending) – we prefer government consumption or core Crown expenses.

 The multi-year capital allowance (MYCA).6 Capital spending announced at a Budget can differ

to the signalled MYCA, for instance be delayed or unspent – we prefer government

investment.

____________ 

3 The change in the residual cash (less some items that do not direct domestic demand) as a percentage of nominal potential GDP. 
4 Total Crown revenue less total Crown expenses 
5 The amount of new funding available at each Budget for the day-to-day operating costs of the government 
6 The amount of new funding available to spend on assets that will increase the value of the Crown s balance sheet 

Figure 1.  RBNZ forecast government spending 

(consumption and investment) as a share of 

potential GDP 

Figure 2. RBNZ forecast real government 

consumption  

Figure 3. Treasury’s fiscal forecasts 
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