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Purpose of this meeting
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The purpose of this meeting is to

• discuss the medium/long-term work to achieve the Government’s fiscal 

strategy; and

• what this means for our approach to Budget 2026.



Fiscal Strategy and Policy 

Objectives



Fiscal Strategy
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• At Budget 2025, we reaffirmed our commitment to:

• reduce core Crown expenses towards 30 

per cent of GDP over time,

• return OBEGALx to surplus by 2027/28, 

and

• put net core Crown debt on a downward 

trajectory towards 40 per cent of GDP, and 

in the longer term keep it below that 

percentage.

• While OBEGALx is forecast to improve from 

2026/27 onwards, achieving our fiscal strategy 

relies on us meeting our tight operating and capital 

allowances. This will require big policy choices if 

we want to continue to deliver Government priority 

projects and services.

• The projections I published at Budget showed that 

the more ambitious we want to be in future 

Budgets on spending, tax, or investment, the more 

we will need to identify reprioritisation or funding 

sources.

Projection of OBEGALx under different scenarios (per 
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Key levers to meet our fiscal strategy
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Expenditure Revenue Balance Sheet

Overall 

strategy

Deliver fiscal repair, reducing core 

Crown expenses below 30% of GDP.

We are not seeking major new 

sources of revenue, but some 

initiatives can help fund our priorities 

within our fiscal strategy.

By more actively managing the 

balance sheet we can improve 

economic performance and fund and 

finance capital priorities in future 

Budgets.

Proposed 

priorities 

for further 

work

Minister Upston and I have met to 

discuss opportunities for welfare 

reform, 

I have also asked Treasury officials to 

scope work for consideration in the 

medium term on: 

•

•

•

Minister Watts and I have met to 

discuss the tax policy work 

programme. We discussed work on:

• Ensuring our tax settings support 

growth and productivity; and

• Options to broaden tax bases or 

improve the integrity of the tax 

system that could offset the fiscal 

cost of other priorities, including in 

tax.

Minister Bishop and I have met 

officials to discuss initiatives across 

four "pillars": 

• capital allocation and recycling; 

• capital performance;

• risk and liability management; and 

• operational excellence.

• Alongside these levers, I am also discussing how to progress reforms to the Public Service Operating Model with the 

Public Service Commission and Treasury, to drive operational improvements such as digitisation and machinery of 

government changes that could improve performance and productivity.

[33]

[33]



Budget 2026



Budget 2026 Context
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• Through Budget 2024, we delivered tax relief to New Zealanders and 

through Budget 2025, we made investments to lift economic growth. 

• Budget 2026 will be our last opportunity to fund outstanding coalition 

commitments before the election. 

• For Budget 2026, we have agreed to pre-commit some of our operating and 

capital allowances to Health and the Defence Capability Plan.

Budget 2026 Allowances Amount remaining

Operating – $2.4 billion per annum $0.9 billion per annum

Capital – $3.5 billion total $1.8 billion total



Precommitments
 $1.5 billion 

Cost Pressures - Core 
Services

 $1.5 billion 

Time-limited Funding $0.5 billion 

Operating Allowance
 $2.4 billion 

New Spending 
Pressures including 

Manifesto Commitments 
$0.9 billion 

B26 Operating Pressures B26 Operating Funding

Indicative Budget 2026 Stacks
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Time-limited funding of 

some initiatives is 

coming to an end. This 

will require further 

investment if we want to 

continue these 

services.

As funding has already 

been committed for 

investments in Health 

and Defence, only $0.9 

billion remains in our 

operating allowance. 

This includes 

outstanding initiatives 

in our coalition 

agreements as well as 

policies agreed by 

Cabinet.

Note that the figures included above are operating per annum and reflect the Treasury’s current assessment.

There are additional Ministerial priorities and other initiatives that may require investment at Budget 26. I am aware of around $700 million of additional pressures from 

these priorities at this stage.  Additionally, not all cost pressures have been included in the chart above, as I expect many agencies to meet these within their baselines.  

These are cost 

pressures associated 

with continuing to fund 

areas that are aligned 

with our Governments 

priorities.  

These are the savings 

and reprioritisation we 

need to find if we want 

to fund all outstanding 

pressures. 

[1] and [33]

[1] and [33]

[1]



Priorities for Budget 2026
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• The table below sets out likely priority areas for new funding at the Budget. I am 
particularly interested in Budget Ministers’ input on whether there are broader 
priority areas where we should be kicking off work for now beyond our outstanding 
coalition commitments.

Potential priority area Proposed approach

New Spending – Manifesto and Coalition 

commitments (e.g. financial incentives in 

Going for Housing Growth)

Prioritise funding outstanding coalition commitments but I will expect 

Ministers to first look at options for funding within baselines.

Pressures in core services  

 and time-limited 

funding (e.g. Healthy School Lunches)

I will expect Ministers to first look at options for funding within baselines, 

and set envelopes in priority areas where new funding may be necessary.

Defence Capability Plan
We have committed to increasing our defence spending t

Capital Investments 

and the next 

Transport GPS)

Given remaining capital allowances, we need to consider both:

• prioritising our capital investments and considering alternative financing 

and funding options, 

• identifying reprioritisation or balance sheet options that can support our 

capital plans this year.

Other spending priorities

I would welcome Budget Ministers’ views on whether there are further 

priorities for Budget 2026, and whether we want to prioritise spending or tax 

initiatives not set out in the coalition agreements.

[38]

[33] and [37]

[1] and [33]

[1] and [33]



Funding our priorities
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• While I expect to manage down spending requests as much as possible, we will still 

need to identify significant savings. I currently propose that the savings workstreams 

will be focused on:

•

• Baseline reductions – we will need broad savings over multiple Budgets from 

efficiencies, changes to operating models, and reducing lower value spending. I 

intend to set savings targets for Ministers, informed by work from the Treasury and 

the Public Service Commission on opportunities for savings across Government.

• Reprioritisation for new initiatives – where new funding is proposed, I intend to 

ask Ministers to identify options to fully or partially meet new initiatives from 

reprioritisation.

• Revenue options from the tax work programme – tax measures not progressed 

at Budget 2025 include potential new taxes on banks and tax treatment of charity 

business income and shareholder loans.

• In addition to these savings workstreams, Minister Bishop and I have discussed 

balance sheet options that could support capital investment at Budget 2026. 

[33]



Next Steps for Budget Ministers
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• Similar to Budget 2025, I propose we meet 

regularly from now, ahead of setting the Budget 

strategy and issuing invitations for Budget 2026 

submissions.

• I expect that, as part of our Budget 2026 

discussions, we will consider the larger fiscal and 

economic challenges facing New Zealand.

• Next meeting, I intend to discuss the strategy for 

Budget 2026.

September

Cabinet 
agrees to 
Budget 2026 
strategy

October

Budget 2026 
savings and 
spending 
invitations 
issued

December

Budget 2026 
initiatives due 
from agencies 
and Ministers

February-
April

Ministerial 
decision-
making on 
Budget 2026 
package


