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Purpose of this meeting

2

The purpose of this meeting is to

• Agree on our priorities for Budget 2026; and

• Agree the Budget 2026 Strategy ahead of Cabinet on 29 September



Economic and Fiscal Outlook
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• Since the Budget, March quarter GDP has come in stronger than expected but this 

reversed in the June quarter with a contraction in GDP as activity softened after the 

announcement of US tariffs on “Liberation Day” in early April. 

• It is too early to say if recent developments will change the economic or fiscal outlook. 

However, significant downgrades in the fiscal outlook – as occurred in late 2024 – are 

not anticipated at this stage. 

• The Government’s short-term fiscal intentions are to:

o Reduce core Crown expenses towards 30 per cent of GDP over time (on track)

o Return OBEGALx to surplus by 2027/28 (currently 2028/29)

o Put net core Crown debt on a downward trajectory towards 40% of GDP (on track)

• To deliver on this fiscal strategy, we will need to continue to identify savings, 

constrain any new spending, and sequence or alternatively finance investments.



Budget 2026 Priorities
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I propose that Budget 2026 prioritises funding in the following areas:

• Outstanding coalition agreements 

• Funding to maintain delivery of core services

• Priority initiatives, including growth-enhancing initiatives and likely initiatives in 

Defence, Education, Law and Order, Foreign Affairs and Health

• Productivity-enhancing infrastructure investments.

The operating allowance set aside for Budget 2026 is $2.4 billion and represents a ceiling 

on new spending.  This is a net concept so spending of more than $2.4 billion can be 

offset by savings.

The capital allowance of $3.5 billion in Budget 2026 has more flexibility, as in the previous 

Budget, depending on the quality of investments available for delivery.



Indicative gross spending and savings for Budget 2026
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[1] and [33]

[1] and [33]



New Spending
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New Spending Areas Assumptions and additional information

Outstanding commitments from our coalition 
agreements

This includes implementing Resource Management Reform Tranche 1, 
various outstanding Health commitments including changes to the Aged 
Care system and Going for Housing Growth.

Envelopes for Government priority areas

Like the last two budgets, I recommend envelopes in the following areas 
to ensure delivery of core services and/or new spending:
• Health 
• Education 
• Law and Order
• Defence
• Ministry of Foreign Affairs and Trade

I will seek agreement to the size of the low, medium and high envelopes 
at our next meeting in October. 



Pressures and Risks
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Risk and pressure areas​ Assumptions​ and additional information

Pressures in core services

There are a few areas (outside of envelope portfolios) that we will need to 

consider additional funding for critical pressures, such as forecast volume 

increases in Tertiary and Early Childhood Education. 

KiwiSaver costs 

Agencies will incur additional costs for Crown employees as a result of the 

Budget 2025 decision to increase employer contribution rates. This is 

expected to cost between $100 and $120m per annum per 0.5% increase. 

I recommend envelope agencies can seek funding for these costs. 

However, I expect remaining agencies to manage these costs within their 

baselines.

Time-limited funding

There are a number of initiatives for which time-limited funding is coming to 

an end that we will need to decide whether to provide additional funding, 

including:

• Domestic Screen Production Rebate

• Healthy School Lunches

• Most Ministers and agencies should not expect to be invited for  funding at Budget 

2026 and should instead address how they intend to continue to deliver core services 

within baselines through their Performance Plans.



Savings of are required to deliver new spend
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• To fund this indicative level of spending, Ministers need to work towards  of 

savings and reprioritisation for Budget 2026.  

• Current options for how to deliver this new spending are: 

• Baseline reprioritisation and reductions at 3-4% per annum from most departments’ 

discretionary spending baselines. This could form the first year of a total 10% baseline reduction 

phased over three Budgets and will be on top of non-envelope agencies absorbing KiwiSaver costs 

and other cost pressures. 

•

• I have met with the Minister of Revenue to discuss revenue-positive initiative options as part of the 

Tax and Social Policy Work Programme. These include integrity options for shareholder loans, 

options for bank measures and possible charities integrity measures. We have updated the public-

facing work programme for publication in October (see Annex).

• Are there any additional areas we want to pursue?

[1] and [33]

[1] and [33]

[33]



Capital investment
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• Lifting capital investment is a key part of the 

Government’s plan to increase economic growth 

and productivity. Improvements in agency 

planning are generating a pipeline of potentially 

high quality investments.

• The draft Quarterly Investment Report for June 

2025 signalled that Budget 2026 capital funding 

requests are likely to exceed $10 billion. 

• I propose to invite a broad range of investments 

for us to consider, but asking Ministers and 

Agencies to accelerate and demonstrate 

investment readiness as a condition of funding.

• There is $1.6 billion remaining for the capital 

allowance, but there is flexibility to raise this if 

needed when making decisions next year.

Expected capital funding requests at Budget 2026 ($b)

[33]



Next Steps
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• On 29 September, Cabinet will consider the 

Budget Strategy.

• At our next meeting on 6 October, I intend to 

provide an overview of the Budget Invitation 

process.

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



Annex 1 – Tax and Social Policy Work 

Programme
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The Work Programme’s overarching priorities are simplifying tax and reducing compliance 

costs, addressing integrity risks, and improving fiscal sustainability, in order to rebuild the 

economy.

The Work Programme covers the following workstreams: 

• Attracting and retaining capital and talent: this workstream makes New Zealand a better 

place to invest capital, work and do business by minimising biases on economic decisions, 

reducing international tax barriers and rewarding effort and individuals’ investment in their 

own skills. 

• Supporting small businesses: this workstream is focused on supporting small businesses 

by reducing compliance costs and making tax treatment simpler and fairer 

• Simplification and Integrity of the tax system: this workstream reduces compliance costs 

for taxpayers and protects against tax avoidance and evasion to maintain a simple, stable 

and predictable tax system. Social policy: this workstream involves improving the delivery of 

income support payments administered through the tax system and increasing work 

incentives. 

• Other agency work: this workstream involves other agency work that aligns with 

Government priorities that may have tax consequences or Inland Revenue delivery 

implications. 
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