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Figure 3.1 – Real GDP  
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Summary 
• The Budget Update forecasts reflect the balancing of a number of judgements about 

how the various forces operating on the economy will evolve.   

• If some of these judgements, or their quantification, evolve differently the economy 
could go down an alternative path to that of our central forecast, with consequent 
impacts on the fiscal outlook. 

• A variety of alternative paths are 
possible depending on which, and to 
what extent, forces operating on the 
economy evolve differently.  Two 
possible alternative paths are 
presented below.   

• A delay in the expected rebound in 
trading partner growth, or in the pace 
at which current geopolitical 
uncertainties dissipate, is likely to 
result in slower real and nominal 
GDP growth in 2003/04 and 2004/05 
compared with the central forecast.  

• This can be expected to flow through to the fiscal position with the OBERAC being 
smaller than under the central forecast and gross debt levels higher, although the fiscal 
position still remains robust.     

• A scenario in which domestic demand growth slows less than it does in the central 
forecast is likely to result in a less cyclical growth path over the forecast horizon.  As a 
result the forecast OBERAC is slightly higher than the central forecast throughout the 
forecast horizon and gross debt is lower, with the deviation from the central forecast 
increasing over time. 
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Economic Risks 
The central forecasts reflect the balancing of the upside and downside risks facing the 
economy in order to arrive at our best assessment of the way the economy is likely to 
evolve.  This requires a number of key judgements to be made about how the various 
forces operating on the economy will evolve.  If actual events differ from these 
judgements, the economy may deviate from our central forecast. 

These judgements relate to: 

• the “fundamental” drivers of growth, such as global growth and demand for New 
Zealand’s exports, the terms of trade, monetary conditions, net migration flows, the 
balance sheets of businesses and their willingness to invest and hire, household 
income growth, etc.  

• more “temporary” influences such as the current SARS outbreak, the conflict in Iraq 
and its aftermath, and low inflows to hydro-storage lakes. 

One of the main challenges in putting the Budget Update economic forecasts together 
was to disentangle the potential impact of temporary influences on the economy from 
more fundamental ones.   

The central forecast was produced against a backdrop of considerable international 
economic and geopolitical uncertainty.  We assume with regard to the global economy 
that the uncertainties stemming from non-economic factors (such as the conflict in Iraq 
and SARS) dissipate through 2003 and that the recovery follows a path in line with the 
April Consensus.  Risks surrounding the external environment look to be skewed to the 
downside over the short term, but as we have observed in past Updates a stronger 
rebound than is built into the Consensus once a recovery gets embedded is certainly 
possible.    

If uncertainty fails to dissipate as expected, or if recovery in the global economy is 
delayed, the real GDP growth track presented in Chapter 1 would be subject to downside 
risk.  Such a scenario is discussed in more detail later in the chapter. 

Oil prices in particular are influenced by geopolitical events.  Prices have been highly 
volatile in recent months and further volatility is likely for some time yet.  At the time of 
going to print oil prices are under the level assumed in the central forecast.  If these lower 
prices are maintained it would provide a boost to the terms of trade as well as household 
disposable income, both of which would be positive for the economic outlook.  

Recent dry weather conditions in parts of the country may negatively affect farm output 
and hydro-electricity generation.  The central forecast makes some explicit allowances for 
the effects of recent dry weather conditions, with the June and September quarters 
expected to bear the brunt of the impact of lower primary sector production.  The impact 
on exports is expected to spread over a longer timeframe.  If the dry conditions were to 
continue over winter and spring, there would be even greater impacts on agricultural 
production and electricity generation.  However, should affected areas receive sufficient 
rainfall in the near future these negative impacts may be ameliorated as was the case in 
2001 and 2002, especially with respect to farm production.   
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SARS and the New Zealand Economy 

The outbreak of SARS is a new risk that has appeared on the horizon since the December 
Update, which has already impacted significantly on economic developments in a number of 
economies, particularly Hong Kong, Singapore and some regions of China.  Visitor arrivals 
(for both tourism and business purposes) and household spending in those countries have 
been severely curtailed, hotel occupancy is down and airlines have cut back capacity into 
and out of the region.  As at 3 May nearly 90% of the approximately 6,200 reported cases 
have occurred in China and Hong Kong, followed by Singapore, Canada and Taiwan.   

While SARS cases have been reported in a large number of countries, it is the ‘fear’ of 
SARS that is appreciably altering behaviour.  Analysts are reducing their forecasts of 2003 
growth in the worst affected economies and for the Asian region as a whole.  To date most 
are treating the outbreak as a shock to aggregate demand that will begin to unwind over the 
second half of 2003 as authorities control its spread.  However, the longer this takes the 
more risk there is of a longer-term impact in the worst affected economies via reduced 
business travel and willingness to invest.        

Any assessment of the economic impact of SARS needs to take a view on the intensity and 
duration of the illness as well as an attempt to quantify the ‘fear’ element of current 
behaviour.  Such views are likely to be highly speculative and subject to significant change 
as new information becomes available. 

Trade channels (of goods and services) represent the direct routes through which the 
outbreak will impact on the New Zealand economy (unless there were a material outbreak 
here).  An impact via business and consumer confidence is also possible.  Reduced 
numbers of New Zealanders travelling overseas, increased arrivals from other countries and 
a possible boost to net migration (mainly from non-resident New Zealanders potentially 
returning) represent three possible offsets in terms of New Zealand growth.   

The following table summarises the trade and people linkages with selected economies.   

 Table 3.1 – Overseas trade and people linkages 

 Sources:  Statistics New Zealand, Department of Labour 

 

         Number Share $ Billion Share Number Share
China    79,766 3.9% 1.43 4.6% 42,133 45.7%
Hong Kong 26,658 1.3% 0.63 2.0% 1,734 1.9%
Singapore 33,752 1.6% 0.39 1.2% 242 0.3%
Japan    172,716 8.4% 3.57 11.5% 5,310 5.8%
Sth Korea    115,317 5.6% 1.38 4.4% 15,719 17.1%
Canada 39,699 1.9% 0.65 2.1% 365 0.4%
Australia 638,354 31.0% 6.22 20.0% n/a
UK       240,029 11.7% 1.49 4.8% 1,076 1.2%
US       205,796 10.0% 4.77 15.4% 1,777 1.9%

Merchandise Trade 
Exports (year to 
December 2002)

Student Visas           
(year to June 2002)

Visitor arrivals          
(year to March 2003)  
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While the worst affected economies are important trading partners, other countries still tend 
to dominate our trading and people relationships, with the exception of education services 
where China provides nearly one-half of overseas students. 

Tourism is likely to be one of the principal transmission channels through to the New 
Zealand economy.  Tourism exports (more precisely, travel exports) were worth $6.0 billion 
in the year ended September 2002, and the tourism sector employed around 95,000 people 
in 2000.  Since 2000 tourism has grown strongly with strong growth in visitor arrivals (5.4% 
in March 2003 year) and an increase in the average length of stay.  Asia as a whole is an 
important source of visitor arrivals, representing 25% of all arrivals in 2002.  Australia 
accounts for around 30% of arrivals and the US and UK around 10% each. 

To date official data on the impact on New Zealand is limited, but there have been a number 
of anecdotal and firm level reports that point to a negative impact already.  The latter has 
included reports of some export orders being cancelled because of a fall in demand in the 
affected economies, with perishable and time sensitive products seemingly most affected.   

The best information available thus far is provisional four-weekly visitor arrival data from 
Statistics New Zealand that is updated weekly.  Seasonally adjusted arrivals increased in 
March after a fall in February.  However, arrivals fell sharply in the second half of March.   

Figure 3.2 – Weekly Visitor Arrivals 

Number of arrivals in corresponding weeks* 

Source: Statistics New Zealand 

Change in arrivals (2003 compared with 2002)* 

 

*  Week 1 is the week ended the first Sunday of February 

The first three weeks of April have seen a strong bounce back in short-term visitor arrivals, 
with strong growth in arrivals from Australia and the UK.  This suggests that comparisons 
with 2002 are being heavily influenced by the different timing of Easter. It is too early to say 
whether this also reflects some switching away from Asia and to New Zealand.    

Arrivals from Asia are down compared to the corresponding week in 2002 for each of the six 
weeks to 20 April.  The largest falls have been in visitors from Japan and Korea and is 
suggestive of a broader influence than just SARS.  Reductions in airline capacity into and out 
of Asia are consistent with the broad based downturn in travel activity. 
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Figure 3.3 – Migration assumption  
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The influence of events like Iraq and SARS, together with the prospect of growth 
moderating from last year’s robust pace, has taken a toll on both business and consumer 
confidence.  At current levels, business confidence is probably suggestive of growth 
coming in below the central forecast if it feeds into businesses’ willingness to invest and 
hire.  On the upside, it is possible that some of the events contributing to lower confidence 
are already starting to unwind.  Moreover, the strong balance sheet position of 
businesses, evidenced by strong corporate tax revenues and anecdotal reports from the 
Treasury’s business talks, leaves them well placed to expand investment at a more rapid 
pace than currently assumed, particularly in light of the recent cut in interest rates by the 
RBNZ.  Further falls in interest rates and a reduction in uncertainty are also likely to assist 
the housing market to remain buoyant, resulting in domestic demand holding up relative to 
the central forecast through 2003/04.  Such a scenario is modelled in more detail later in 
the chapter. 

One of the factors influencing domestic demand growth is net migration.  Net migration 
flows in January and February 2003 
were high and we have substantially 
revised up our net migration 
assumptions for the June 2003, 2004 
and 2005 years by 10,000 migrants in 
2003 and 5,000 in 2004 and 2005 
compared with the December Update.  
Nevertheless, the quarterly net 
migration inflow is assumed to begin 
slowing from the June quarter.  If net 
migration flows were to hold up, the 
likely impact would be ongoing support 
for domestic demand growth, especially 
residential investment and household 
spending.  However, since net 
migration is traditionally volatile, there 
is also downside risk associated with net migration being lower than expected.   

If eventualities such as these transpire, the growth path for the economy and the 
composition of that growth could look very different. 

Economic Scenarios 
The following scenarios present two possible growth paths for the economy if some of the 
key judgements underlying the central forecast are altered.  Both scenarios are based on 
changes to the demand side of the economy.  The first scenario assumes a slower 
dissipation of geopolitical risk and uncertainty and recovery in global growth than is 
assumed in the central forecast.  The second scenario assumes more resilient domestic 
demand.  The scenarios are two of a large number of possible alternative examples, and 
do not represent upper or lower bounds for the central forecast, with more extreme paths 
being possible. 
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Table 3.2 – Alternative scenarios: summary 

 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07
 Actual Forecast Forecast Forecast Forecast Forecast

Production GDP (annual 
average % change, March 
years)     

Central forecast 3.5 4.4 2.2 3.2 3.1 2.8

Delayed global recovery 3.5 4.4 1.9 2.5 3.5 3.2

More resilient domestic demand 3.5 4.4 2.6 3.0 3.1 2.7

Nominal Expenditure GDP 
(annual average % 
change, March years)    

Central forecast 7.4 3.6 4.5 4.9 5.1 4.8

Delayed global recovery 7.4 3.6 3.9 3.5 5.5 5.2
More resilient domestic demand 7.4 3.6 5.0 5.1 5.3 4.8

OBERAC ($ billion, June years)    

Central forecast 2.7 4.0 3.8 4.5 5.3 6.2

Delayed global recovery 2.7 4.0 3.4 3.6 4.6 5.7
More resilient domestic demand 2.7 4.1 4.1 4.8 5.7 6.7

Sources: Statistics New Zealand, The Treasury 

Delayed global recovery 

Under the central forecast, real GDP growth slows in 2003/04 to 2.2% but recovers in 
2004/05 to 3.2%.  This recovery is underpinned by export growth increasing from 3.3% in 
2003/04 to 6.0% in 2004/05, with import growth slowing alongside domestic demand.  

In contrast, this scenario is based on a slower recovery in global growth than expected in 
the central forecast.  The result is real GDP growth of 1.9% in 2003/04 and 2.5% in 
2004/05.  Growth recovers to 3.5% in 2005/06, in part due to a recovery in world 
economic growth. 

We have proxied the effect of a delayed recovery in trading partner growth via lower 
export volumes and prices compared with the central forecast.  Export growth is one and 
a half percentage points lower than under the central forecast, and growth in the terms of 
trade is lower by one percentage point in 2003/04 and one and a half percentage points in 
2004/05.  Weaker prospects, lower export income and slower unwinding of risks have a 
negative impact on the domestic business sector.  Businesses cancel or defer investment 
plans, resulting in more muted growth in business investment than otherwise is expected.  
Businesses also cut back employment plans, resulting in employment growth almost 
coming to a halt in 2004/05, which contributes to the unemployment rate rising to 6.0%.  
An easing of labour market pressures leads to lower wage growth in the near to medium 
term.   

Lower consumer confidence, the softer labour market and weaker income growth all 
influence household spending behaviour.  Private consumption is lower than in the central 
track until the end of 2005.  In the shorter term, households are more cautious and display 
less willingness to take on debt, leading to slower residential investment growth. 
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Figure 3.4 – Nominal GDP  
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Import demand is reduced due to the joint effect of weaker domestic consumption and 
business investment, particularly in 2004/05 and 2005/06.  However, the size and timing 
of the negative shocks to exports and imports result in the current account deficit 
widening, peaking at 6.2% of GDP in the second half of 2004, before easing back to 4.3% 
of GDP at the end of the forecast horizon.   

Table 3.3 – Delayed global recovery 

(Annual average % change, 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07
March years) Actual Forecast Forecast Forecast Forecast Forecast
Private consumption 2.8 3.8 2.4 1.9 2.3 3.3
Residential investment 3.3 24.5 10.6 -7.7 3.3 1.0
Business investment 5.3 5.5 6.0 7.4 6.1 3.8
Gross national expenditure 3.4 4.8 3.7 2.2 2.7 3.3

       

Exports of goods and services 2.0 9.0 2.8 4.6 5.2 4.6
Imports of goods and services 2.1 10.4 8.4 3.2 2.8 4.5

     

GDP (production measure) 3.5 4.4 1.9 2.5 3.5 3.2
     

Unemployment rate1 5.3 5.1 5.7 6.0 5.5 5.0
90-day bank bill rate2 5.0 5.8 5.0 5.3 6.0 6.2
TWI2 51.6 60.6 59.5 56.4 54.3 54.3
CPI3 2.6 2.6 1.5 1.6 1.7 1.9
Current account balance (% GDP) -2.1 -4.0 -5.4 -5.6 -4.7 -4.3
Nominal GDP  
(expenditure measure) 7.4 3.6 3.9 3.5 5.5 5.2

Sources: Statistics New Zealand, RBNZ, The Treasury 

 
NOTES: 1 Percentage of labour force, March quarter, seasonally adjusted. 

2 Average for March quarter. 
3 Annual percentage change, March quarter. 

The weaker New Zealand economy flows through to lower inflationary pressures with 
annual CPI inflation being in the 1.5% to 1.7% range over the next three March years.  
With greater room for cuts to the OCR than under the central forecast, interest rates fall 
with 90-day bank bills falling to 4.5% in 
the second half of 2004.  This is around 
one percentage point lower than under 
our central forecast.  The lagged impact 
of lower interest rates helps drive the 
rebound in residential investment in 
2005/06 that occurs relative to the 
central forecast. 

An eventual recovery in the world 
economy coupled with more stimulatory 
monetary conditions helps support a 
rebound in GDP growth in 2005/06.  As 
exports and domestic demand recover, 
businesses begin investing and hiring 
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again, leading to higher consumption growth.  The RBNZ gradually raises the OCR to 
offset any emerging inflationary pressures. 

The effect of lower output growth and lower inflation is lower nominal GDP throughout the 
forecast period, although growth is higher in the last two years of the forecast period.  
While real economic activity rebounds to its central forecast level by the end of the 
forecast period, the price level shock is permanent, leading to a lower level of nominal 
GDP throughout the forecast period.  The greatest difference in nominal GDP compared 
with the central forecast occurs in the year to March 2005, when nominal GDP is about 
$2.6 billion smaller.  However, even at the end of the forecast horizon nominal GDP is still 
$1.8 billion lower than the central forecast. 

More resilient domestic demand 

In this scenario, real GDP growth displays a more muted cycle with GDP growth holding 
up better in 2003/04 relative to the central forecast, resulting in less of a rebound in 
2004/05.  Such a scenario could occur if domestic demand growth slows less during 
2003/04 than assumed in the central forecast. 

Relative to the central forecast, private consumption growth is higher in 2003/04.  This 
increase might reflect a greater willingness on the part of households to take on debt or to 
smooth their consumption.  An earlier unwinding of the uncertainties surrounding the 
global outlook compared with the central forecast works in the same direction, as well as 
driving an earlier pick-up in business investment (growth of 10% in 2003/04 compared 
with the central forecast of 6%) and employment growth. 

Table 3.4 – More resilient domestic demand 

(Annual average % change, 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07
March years) Actual Forecast Forecast Forecast Forecast Forecast
Private consumption 2.8 3.8 3.0 2.6 2.6 2.8
Residential investment 3.3 24.5 10.7 -7.5 -2.3 1.8
Business investment 5.3 5.5 10.3 9.7 0.9 1.0
Gross national expenditure 3.4 4.9 4.6 2.9 1.9 2.6

     
Exports of goods and services 2.0 9.0 3.5 6.1 5.8 3.5
Imports of goods and services 2.1 10.4 9.6 5.3 2.4 3.2

     
GDP (production measure) 3.5 4.4 2.6 3.0 3.1 2.7

     
Unemployment rate1 5.3 5.1 5.3 5.0 4.8 4.9
90-day bank bill rate2 5.0 5.8 5.5 6.3 6.2 6.1
TWI2 51.6 60.6 59.8 56.8 55.0 55.2
CPI3 2.6 2.6 1.7 2.3 2.4 2.2
Current account balance (% GDP) -2.1 -4.0 -5.2 -5.0 -4.3 -4.0
Nominal GDP  
(expenditure measure) 7.4 3.6 5.0 5.1 5.3 4.8

Sources: Statistics New Zealand, RBNZ, The Treasury 

 
NOTES: 1 Percentage of labour force, March quarter, seasonally adjusted. 

2 Average for March quarter. 
3 Annual percentage change, March quarter. 
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Figure 3.5 – 90-day bank bill rates  
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Higher consumption and investment growth flows through to higher demand for imports, 
resulting in import growth being higher than in the central forecast for 2003/04 and 
2004/05.  The higher import growth results in a deterioration of the current account 
balance, with the current account deficit progressively increasing to 5.6% of GDP in the 
second half of 2004.  Relative to the central forecast the exchange rate depreciates, 
reflecting the deterioration in the current account balance.   

With the economy operating closer to 
capacity, monetary policy is likely to be 
tighter relative to the central forecast.  
The RBNZ is assumed to leave the OCR 
unchanged until the second half of 2004 
before undertaking a modest tightening.  
This results in the 90-day bank bill rate 
peaking at 6.3% in 2005.  Relative to the 
central forecast both consumption and 
investment growth are slower in the last 
two years of the forecast horizon due to 
the effect of a lower exchange rate and 
higher interest rates, with the lower 
exchange rate also reducing import 
growth.   

Under this scenario, the nominal economy gets progressively larger than under the central 
forecast, with nominal GDP being $0.7 billion higher in 2003/04, rising to $1.3 billion 
higher in 2006/07.   

Fiscal Scenarios  
The fiscal position is strongly influenced by the economy. The major economic 
determinants, and how they impact on the fiscal position, are listed below. While each 
effect is expressed in terms of an increase, the opposite impact applies for a decrease. 

• Nominal GDP – stronger GDP levels are reflected in a higher tax take, which increases 
the operating balance and lowers the Government’s debt. 

• Interest rates – higher interest rates lead to increased debt financing costs. While 
interest-based revenue increases too, the negative effect of higher finance costs on the 
operating balance dominates, meaning debt increases. 

• The level of unemployment – higher levels of unemployment translate to increased 
spending, because the numbers of unemployment beneficiaries rise. This decreases 
the operating balance and raises debt levels. 

• CPI inflation – as most benefits are indexed to CPI movements, higher inflation results 
in increased benefit costs. This reduces the operating balance and increases debt. 

Table 3.4 shows the effects of the two scenarios on the operating balance and gross debt. 

Under the stronger “More resilient domestic demand” scenario, the operating balance is 
higher than that of the central forecast in all forecast years.  However, its profile is similar. 
In general, more tax revenue arises from stronger GDP, while higher interest rates negate 
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Figure 3.6 – OBERAC 
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some of these gains via increased finance costs. Higher inflation also leads to increased 
benefit expenses, although this is offset to some extent by a lower unemployment rate. 

Table 3.5 – Alternative scenarios: OBERAC and gross debt 

June years 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07
 Actual Forecast Forecast Forecast Forecast Forecast
OBERAC ($ billion)     
Central forecast 2.7 4.0 3.8 4.5 5.3 6.2

Delayed global recovery 2.7 4.0 3.4 3.6 4.6 5.7
More resilient domestic demand 2.7 4.1 4.1 4.8 5.7 6.7

   
Gross sovereign-issued debt ($ b)   
Central forecast 36.2 35.0 34.5 35.1 35.5 35.6
Delayed global recovery 36.2 35.0 34.9 36.3 37.4 37.9
More resilient domestic demand 36.2 35.0 34.1 34.4 34.4 34.0
   
OBERAC (% GDP)   
Central forecast 2.2% 3.1% 2.8% 3.2% 3.6% 4.0%

Delayed global recovery 2.2% 3.1% 2.5% 2.6% 3.2% 3.7%

More resilient domestic demand 2.2% 3.2% 3.0% 3.4% 3.8% 4.3%
   
Gross sovereign-issued debt (% GDP)   
Central forecast 29.3% 27.3% 25.7% 24.9% 24.0% 23.0%
Delayed global recovery 29.3% 27.3% 26.3% 26.3% 25.7% 24.7%
More resilient domestic demand 29.3% 27.2% 25.3% 24.2% 23.1% 21.7%

Sources: Statistics New Zealand, The Treasury 

The biggest change from the central 
forecast occurs in 2003/04, when the 
boost to real GDP growth is greatest. 
After this, the growth of the operating 
balance is not much greater than that of 
the central forecast, due to similar GDP 
growth. By the end of the forecast period 
in 2006/07, the operating balance is 
4.2% of GDP, compared with 4.0% of 
GDP in the central forecast. 

For the weaker “Delayed global 
recovery” scenario, there is a bigger 
difference from the central forecast in 
the operating balance’s growth path.  
Overall, it is lower in all years because weaker GDP growth leads to less tax revenue. 
Lower interest rates mitigate the tax effects somewhat because they reduce debt 
financing costs, and reduced CPI inflation also helps pull down benefit costs. Higher 
unemployment rates weaken the latter effect. Delayed recovery means GDP growth is 
substantially weaker than in the central forecast in 2003/04 and 2004/05, so that the 
impact on the operating balance is similar in these years. After this, GDP growth picks up 
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Figure 3.7 – Gross sovereign-issued debt 
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and the gap with the central forecast reduces, so that the operating balance is only 0.2% 
less at 3.8% of GDP by 2006/07. 

The operating balance changes in the 
scenarios flow through to gross 
sovereign-issued debt, where they 
impact in the opposite way.  The higher 
operating balance levels in the stronger 
scenario lead to lower debt levels in 
each year. On the other hand, debt is 
higher in every forecast year under the 
weaker scenario, as operating balances 
are lower. By the end of the forecast 
period, gross sovereign-issued debt in 
the “More resilient domestic demand” 
scenario is 1.3% lower than the 23% of 
GDP in the central forecast. By contrast, 
the “Delayed global recovery” scenario 
has gross debt 1.7% higher. 

Fiscal Sensitivities 
The scenario above indicates the sensitivity of fiscal aggregates to changes in economic 
conditions.  Table 3.5 provides some “rules of thumb” on the sensitivities of the fiscal 
position to changes in specific variables. 

Table 3.6 – Fiscal sensitivity analysis  

($ million) 2003/04 2004/05 2005/06 2006/07
  Forecast Forecast Forecast Forecast
1% Lower Nominal GDP Growth per Annum         
 Tax revenue        (750)     (1,160)     (1,610)     (2,100) 
 Expenses (mainly debt servicing)           50          110          210          330  
Impact on the Operating Balance       (800)    (1,270)     (1,820)     (2,430)
          
Revenue Impact of a 1% Decrease in the Growth         
 Wages and salaries        (170)        (350)        (545)        (760) 
 Taxable business profits          (80)        (190)        (305)        (430) 
          
One Percentage Point Lower Interest Rates          
 Interest income           (16)          (23)          (29)          (34) 
 Expenses         128          171          204          229  
Impact on the Operating Balance        112        148         175          195 
          
One Percentage Point Lower Real Interest Rates         
 ACC liability (SOE and Crown entity surpluses)        (500)       
 GSF liability (expenses)     (1,700)       
Impact on the Operating Balance    (2,200)     
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The forecasts of capital contributions to the NZS Fund for 2003/04 to 2006/07 exhibit 
sensitivities to the various assumptions outlined at the start of Chapter 2 as follows:1 

Table 3.7 – New Zealand Superannuation Fund contributions sensitivity analysis 

Variable Marginal 
change 

Effect on net 
return after tax Effect on capital contribution ($ billion) 

 (%age points) (%age points) 2003/04 2004/05 2005/06 2006/07 

Nominal bond rate +1% +0.80% -0.165 -0.179 -0.194 -0.210 

Equity premium +1% +0.56% -0.116 -0.126 -0.137 -0.148 

Portfolio composition 
(equities) +5% +0.16% -0.034 -0.037 -0.040 -0.043 

Management fees +0.1% -0.08% +0.017 +0.018 +0.020 +0.022 

Tax +5% -0.44% +0.093 +0.101 +0.109 +0.118 

 

 

                                                 
1 The effects shown in this table are the marginal effects (that is, all else held equal).  This overstates the 

effects for some variables that are interdependent.  For example, a portfolio with a higher weighting in 
equities would be likely to have a lower average tax rate. 


