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MMiinniisstteerr’’ss  SSttaatteemmeenntt  
 

Budget 2001 continues the themes that the Labour-Alliance Government announced in 
Budget 2000. 

Budget 2000 was characterised by its predominant concern with social issues and the 
carrying out of pre-election promises related to them.  That was accompanied by measures 
that envisaged a more active role in the promotion of business and economic development. 

Budget 2001 continues that change of emphasis and adds two new core elements. 

The first is a strong commitment to sound fiscal management and a contribution to improving 
national savings. 

The Budget forecasts operating balances rising to 2%, and net debt being maintained at a 
highly manageable 18% of GDP by the 2003 financial year.  It initiates the transfer of funds 
into the New Zealand Superannuation Fund, a process that contributes to higher national 
savings and improves the ability of future governments to meet the costs of an ageing 
population structure. 

The second core element is an equally strong commitment to the transformation of the 
economy, away from excessive dependence on commodity trade and towards a more 
diverse, high-value, knowledge-intensive product mix. 

The economic outlook is in fact very positive.  It anticipates steady growth, low 
unemployment, low inflation and a long overdue decline in the balance of payments deficit. 

It is good, but by no means good enough.  The longer-term outlook will not be improved by 
fine-tuning the existing economic structure.  It requires no less than a transformation of that 
structure. 

Transformation is assisted by the industry and regional development initiatives that are now 
gathering momentum.  It is boosted by innovative steps to bolster the commercialisation of 
science in government research institutes, the universities and in private businesses through 
the establishment of a venture capital fund focused on the seed and start-up end of the 
venture capital spectrum. 

However, the evidence from New Zealand and elsewhere indicates that the most important 
prerequisite for lifting productivity and economic growth rates is increasing human capital. 

Budget 2001 addresses this imperative at two levels.  The first is a series of measures to 
improve the broad base of the education system and to build on last year’s initiatives. 

The second relates to post-compulsory education.  The Budget announces the key elements 
of the Government’s planned overhaul of the structure, management and funding of the 
tertiary sector.  The aim is to improve quality and relevance, reduce duplication and enhance 
cost effectiveness. 
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Economic transformation does not ignore other pressing and longer-term imperatives: to 
foster a sense of national identity; to contribute to regional and national security; to keep 
New Zealand safe; to respond to the health needs of the population; to nurture the 
environment; and to improve capacity at the level of community organisation. 

The Labour-Alliance Government recognises that change is a continuous process, not a 
finite one, and it has to work with the grain of society, not against it. 

Budget 2001 is a budget both for New Zealand today and for the New Zealand we seek to 
build in the future. 

 

 
 
 
Hon Dr Michael Cullen 
Treasurer and Minister of Finance 
 
16 May 2001 
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Budget 2001 looks to 
the future… 

…and focuses on the 
building blocks that 
make up future 
prosperity... 

…while remaining 
fiscally prudent 

BBuuddggeett  22000011  OOvveerrvviieeww  

Introduction 

In our Budget Policy Statement in December we promised that 
Budget 2001 would build on our achievements in last year’s 
Budget.  We have done this, but this is not a backward-looking 
Budget; it provides the foundations of progress.  This Government 
is focusing clearly on the future, on making the best decisions now 
to realise our vision of New Zealand’s future as a vibrant, educated 
and innovative society.  We are building on our progress so far in 
order to put in place our plans for the way ahead. 

There is no silver bullet.  Achieving our potential requires us to 
determine and deliver on the building blocks of success, and these 
are at the heart of Budget 2001.  The Budget continues our 
commitment to prudent and measured fiscal management now, to 
ensure that we capture the opportunities for policy development 
that lie ahead. 

New operating spending is around $700 million in 2001/02, 
including contingency funding.  The package is described in the 
pages that follow.  Initiatives fall into three priorities: 

• investing in education, health and disability services, social 
services and housing (the fundamentals) 

• enhancing economic transformation and cultural development 
(moving New Zealand forward) 

• investing in our defence and police forces, conservation, 
biosecurity, and the environment (protecting New Zealand and 
New Zealanders). 

The Budget also reflects our commitment to fiscal prudence and 
achieving value for money with public expenditure.  It is consistent 
with our long-term fiscal strategy and the current economic and 
fiscal environment.  The Fiscal Strategy Report outlines in more 
detail our plans going forward and demonstrates that the 
expenditure measures in Budget 2001 (and those planned for 
future budgets) are consistent with the Government’s long-term 
objectives. 

Our total package (summarised on page 13) aims to ensure that 
we continue to make progress against all of our objectives for 
New Zealand society. 
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We are investing in 
the “fundamentals” – 
the foundations of 
progress 

The Fundamentals 

New Zealand’s future depends on setting good foundations for 
society, focusing on investing in human capital.  This part of the 
package ensures these fundamentals are in place. 

Key initiatives 

Operating 
 

($m) GST incl 2000/01 2001/02 2002/03 2003/04 2004/05 Total 

Education - 76 131 130 130 467 

Health - 246 239 239 239 963 

Social services - 87 84 84 84 339 

Housing - 7 7 8 8 30 

Māori initiatives1 - 4 16 16 10 46 

Other2 11 56 45 38 40 190 

Total 11 476 522 515 511 2,035 
 

1 Table excludes $11 million that was agreed for 2001/02 but does not impact 
on the Government’s operating provision. 

2 Includes operating spending in all other Votes not highlighted in summary 
tables. 

 

Capital 
 

($m)  2000/01 2001/02 2002/03 2003/04 2004/05 Total 

Education 28 98 (28) (31) (33) 34 

Health (43) 102 138 254 - 451 

Social services - - 23 2 - 25 

Housing - 50 50 50 50 200 

Total (15) 250 183 275 17 710 
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Budget 2001 focuses 
on education, skill 
building and 
training… 

…with a 
comprehensive 
package that covers 
early childhood, 
compulsory and 
tertiary education… 

… and includes 
provision for further 
investment 

The Budget also 
reflects the high 
priority we put on 
quality healthcare… 

Improving New Zealanders’ skills 
Investing in human capital is one of the priorities in this year’s 
Budget.  New Zealand’s future depends on the skills of our people; 
today’s young people are tomorrow’s leaders and thinkers.  This 
Budget package commits us to promoting and extending the 
learning and development of participants in early childhood 
education, increasing the effectiveness of teaching and leadership 
in schools, and ensuring affordability, quality and capacity within 
the tertiary sector. 

The Budget package features (over four years): 

• additional funding of $68 million to ensure fair and more 
affordable access to early childhood education 

• new funding of $109 million to strengthen teacher capacity, 
including $48 million to provide professional development for 
school teachers and principals 

• an increase in resource funding for schools of $74 million, 
including an annual inflation adjustment to schools’ operational 
funding of $66 million over four years  

• new funding for tertiary education (including further education 
and training) of $215 million.  This includes $119 million which 
allows for an increase in the tertiary tuition subsidy to stabilise 
tertiary education fees, $18 million to advance the adult literacy 
strategy and $56 million for industry training 

• new capital funding that includes a $98 million investment in 
school property to ensure that the quality of school property is 
maintained and expanded to respond to demographic change. 

Funding has also been set aside for initiatives that will be 
introduced throughout the year or will require additional resources.  
This includes the teachers’ collective employment contract and 
further investment in school property. 

A strong focus on healthcare 
Improving healthcare is a priority for this Government.  The New 
Zealand Public Health and Disability Act 2000 is in place, and 
District health boards are focusing on improving the health of their 
local populations.  This Government is supporting these changes 
by committing just under $1 billion new operating funding and over 
$450 million capital for the health sector over the coming four 
years. 
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…we are funding a 
wide range of health 
initiatives, totalling 
over $1.4 billion over 
the next four years 

Social services 
investment… 

…will maintain core 
government 
services,…  

The new funding covers a range of health and disability services.  
It focuses on elective surgery and primary care.  We will: 

• support the gains made in elective surgery over the last year by 
providing substantial additional funding of $338 million over the 
next four years 

• provide an additional $94 million over four years for primary 
healthcare, to invest in early intervention in ill health, reducing 
hospital admissions and the later complications of disease and 
disability.  There is also new funding for specific primary care 
initiatives in areas such as maternity, oral health and provider 
development.  These specific initiatives will be of particular 
benefit to Māori and Pacific peoples. 

This Budget also funds pressures being experienced by the sector.  
It includes: 

• new funding for hospitals, in addition to planned productivity 
improvements 

• $178 million over four years for continuing to move from 
residential care to home support for the disabled as well as 
increased funding of hospital care for those with severe support 
needs 

• $16 million over four years in new funds to see that the 
recommendations of the Cervical Cancer Inquiry are 
implemented. 

Building strong social services 
As we signalled in the Budget Policy Statement, strong social 
services are a priority area for Budget 2001.  Investing in people is 
fundamental to transforming the economy and taking New Zealand 
into the future.  Gains in this area will be achieved through 
investing in the Department of Child, Youth and Family Services 
and the Department of Work and Income, to ensure that they have 
sufficient service capacity to provide effective assistance. 

New investment totals $339 million operating and $25 million 
capital over four years.  To provide for the shift in focus towards 
investing in social services, the package includes $209 million of 
reprioritised expenditure from low-priority areas.  The total 
package includes: 

• $207 million over four years for maintaining core services 
initiatives including funding increases of: 

− $56 million for care services to address the concerns raised 
in the Judge Brown review of the Department of Child, Youth 
and Family Services’ operations 
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…enhance community 
and voluntary 
services,… 

…and provide for New 
Zealanders’ housing 
needs… 

… as part of a 
comprehensive and 
dynamic strategy … 

… that puts particular 
emphasis on Māori 
outcomes 

− $29 million to address difficulties in recruiting and retaining 
experienced social workers  

− $10 million to fund a strategy for children and young people 
with high and complex needs  

− $71 million to meet increased Department of Work and 
Income information technology requirements 

• $47 million operating and $25 million capital for initiatives 
targeted towards at-risk youth, such as the completion of the 
residential services strategy 

• $40 million to provide opportunities for participation, such as 
increases in access to childcare subsidies and a “making work 
pay” package 

• $15 million to strengthen community initiatives through 
enhanced funding for community and voluntary services. 

New initiatives help build the foundations of success, but to ensure 
lasting success into the future, we must also invest in the capability 
of the public service.  Our spending decisions reflect this aim and 
will help us to build the public’s trust in Government. 

The housing package includes $200 million capital and $30 million 
operating spending over four years: 

• $136 million to purchase and lease 600 properties, and 
modernise around 9,000 existing state houses 

• $54 million for an expanded rural lending programme 

• $40 million to purchase additional properties for the community 
housing stock and to expand the rent relief fund for community 
tenants. 

Running throughout our spending decisions is this Government’s 
commitment to reducing inequalities in health, education, 
employment and housing.  The elements of our strategy must all 
work together as a cohesive and dynamic strategy.  This Budget 
highlights our aim for a society that offers an exciting future for all 
New Zealanders. 

For Māori, the Budget 2001 will: 

• contribute to improved Māori language outcomes, by 
establishing a television channel dedicated to Māori language 
and culture 

• enable local-level solutions for Māori by providing funding for 
services delivered by hapu and urban Māori to their local 
communities 

• strengthen regional Māori Tourism Organisations, enabling 
organisations to improve their planning, increasing the value 
added to Māori tourism operators. 
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Budget 2001 will drive 
New Zealand 
forward… 

…as an innovator and 
leader in research, 
science & technology 

Moving Forward 

Building on the fundamentals, the Budget 2001 package aims to 
drive New Zealand forward as an innovative, vibrant country with a 
distinct and celebrated culture. 

Key initiatives 

($m) GST incl 2000/01 2001/02 2002/03 2003/04 2004/05 Total 

Research, science 
and technology - 11 11 11 11 44 

Tax treatment of 
research and 
development - 9 4 - - 13 

Arts, culture and 
heritage - 6 7 9 9 31 

Sport, fitness and 
leisure - 2 2 24 34 62 

Total (net) - 28 24 44 54 150 
       
Industry and 
regional 
development3 - 34 34 34 34 136 

Total (gross) - 62 58 78 88 286 

3 Funding profile agreed in Budget 2000 to be allocated in Budget 2001. 

Driving research, science and technology 
It is essential to our future that we build the capability now for 
thinking and innovating in the future.  This Budget places a priority 
on developing New Zealand’s research credibility.  We are 
investing $44 million over four years for research, science and 
technology.  The package will: 

• increase the amount of research, through funding injections to 
the Marsden Fund, New Economy Research Fund and 
environmental research  

• put health research on a full cost funding basis 

• continue to fund the Science and Innovation Advisory Council to 
promote science. 

We are also making $100 million capital available for forming 
partnerships with the private sector to invest in start-up ventures in 
New Zealand, and have aligned the tax system for research and 
development. 
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Our $130 million 
industry and regional 
development 
strategy… 

…supports new 
businesses… 

…and helps develop 
entrepreneurship and 
a highly skilled 
workforce 

The Budget package 
celebrates New 
Zealand’s unique 
culture… 

An innovative and positive approach to industry 
and regional development 
Our decisions in this year’s package reflect the Government’s 
focus on increasing the productivity of natural, people and 
intellectual property resources and on improving the skills of all 
New Zealanders. 

We are encouraging innovation and celebrating success by 
investing over $34 million a year over the next four years for the 
total industry and regional development package.  This funding 
was agreed in last year’s Budget for allocation this year.  We will: 

• support the development of fledgling businesses through 
incubator support and enterprise awards, and support business 
and investment opportunities that have high growth potential 

• work in partnership with regions and industries to maximise the 
potential of New Zealand’s resources 

• create an economy that supports entrepreneurship and a highly 
skilled workforce by funding the World Class New Zealanders 
initiative through fellowship awards, with funding of $20 million 
over the next four years. 

This package propels us into the future.  We are on our way to 
developing an economy that is adaptive to change, that provides 
opportunities and increases employment while reducing 
inequalities and increasing incomes for all New Zealanders. 

Promoting arts, culture and heritage throughout 
New Zealand 
Moving our country forward is not just about science and 
economics – this Government puts a strong emphasis on 
developing New Zealand’s unique culture and strengthening our 
national identity.  This Budget package reflects this emphasis.  We 
will: 

• boost broadcasting policy and maintain current levels of funding 
for NZ On Air by investing $4 million in these areas over the 
next four years 

• celebrate our culture throughout New Zealand by investing over 
$22 million over four years in regional museums 

• ensure Māori capability in the Ministry of Arts, Culture and 
Heritage. 

We are also committing $62 million over four years for Sport, 
Fitness and Leisure initiatives. 

… and our sporting 
achievements 
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Budget 2001 aims for 
a safe and flourishing 
society 

Protecting New Zealand and 
New Zealanders 

The Budget 2001 is about achieving our potential as a country.  An 
important element of that success is to ensure a safe and 
flourishing society that is fair and orderly, that values and protects 
our environment, and builds our reputation as a world leader in 
environmental issues. 

Key initiatives 

Operating 

($m) GST incl 2000/01 2001/02 2002/03 2003/04 2004/05 Total 

Justice - 3 6 2 3 14 

Corrections 7 19 23 32 31 112 

Courts - 1 2 2 2 7 

Attorney-General 2 2 2 2 2 10 

Police 12 33 31 32 32 140 

Traffic safety4 4 9 10 9 9 42 

Biosecurity 3 29 30 30 30 122 

Ecopackage - 11 14 13 13 51 

Defence 24 45 58 73 73 273 

East Timor - 17 - - - 17 

Total 48 160 166 186 186 746 
 

4 Funded by National Roads Fund; no impact on the Government’s operating 
provisions. 

 
Capital 

($m) 2000/01 2001/02 2002/03 2003/04 2004/05 Total 

Corrections  21 30 21 4 - 76 

Purchase of light 
armoured vehicles - - - 35 - 35 

Other - 6 3 3 - 12 

Total 21 36 24 42 - 123 
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We are providing 
$283 million over the 
next four years for a 
comprehensive, 
responsive justice 
package… 

…and investing to 
protect our 
environment from 
risks… 

…including 
$50 million over four 
years for conservation 
and the environment 

A comprehensive approach to justice 
Our justice initiatives present a multi-faceted approach for dealing 
with public concerns about the criminal justice system.  We are 
investing: 

• $139 million to maintain the capability of our police force 

• $18 million over four years for the Sentencing and Parole 
Reform Bill, to ensure the length of the sentence served by an 
inmate is commensurate with their risk to the community 

• $5 million to establish the Property (Relationships) Amendment 
Bill. 

This comprehensive package will: 

• recognise the interests of crime victims by funding victims 
services and strengthening reparation rights 

• address the causes of offenders’ criminal behaviour through 
rehabilitative programmes 

• allow more flexibility to the Judiciary when considering 
aggravating and mitigating circumstances in murder cases  

• establish a New Zealand Parole Board as an independent 
statutory body to ensure consistent, focused and improved 
management of parole decisions. 

Investing in biosecurity, conservation and the 
environment 
This Government’s biosecurity initiatives are designed to protect all 
New Zealanders, the New Zealand economy and the environment 
from risks posed by pests and diseases.  To ensure a coordinated 
approach, Vote Biosecurity brings together the activities of several 
government departments.  Initiatives include: 

• strengthening the border inspection process to prevent 
incursions 

• investing $25 million a year to develop systems to achieve TB 
freedom by 2011 

• increasing resources to undertake research on better 
understanding the biosecurity threats facing New Zealand. 

Conservation spending of $21 million over four years will ensure 
further protection of New Zealand’s natural heritage through the 
establishment of a new National Park on Stewart Island and that 
opportunities for recreational visits to the Conservation Estate in 
New Zealand are maintained through the funding of a visitor asset 
maintenance and replacement programme.  The package also 
ensures the continuation of the Conservation Awareness 
Programme. 
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Our aim is a nation 
safe from internal and 
external risks 

The Budget package 
sits comfortably 
within our long-term 
fiscal strategy 

Our $30 million four-year environment package ensures that the 
Ministry for the Environment has a sustainable and long-term 
footing on which to carry out valuable environmental policy work.  
Initiatives include increasing funding to the Environment Risk 
Management Authority to provide increased support for the 
implementation of the Hazardous Substances and New Organisms 
Act. 

Rebuilding the Defence Force 
As announced on 8 May 2001, the Government is committed to 
reshaping and building a modern, professional and well-equipped 
Defence Force with the necessary military capabilities across all 
three services to meet New Zealand’s objectives.  The 
Government has set clear goals and priorities and made a careful 
and thorough assessment of New Zealand’s defence and security 
needs. 

The key funding decisions in this Budget are: 

• $74 million over four years to increase the remuneration of 
service personnel 

• $127 million over four years to give the New Zealand Defence 
Force sustainable baselines for at least the next five years 
(including operating funding for light armoured vehicles) 

• funding to cover the East Timor deployment until 31 May 2002. 

Fiscal strategy 
This Budget sets the foundations of success and provides 
initiatives to take New Zealand into the future.  We are doing this 
within our aim of sound fiscal management. 

In the period since the Budget Policy Statement 2000, we have 
faced a number of unexpected and unavoidable pressures, mainly 
around maintaining current service provision levels.  We have 
absorbed nearly $570 million of these pressures within the 
operating limit, but we are unable to incorporate further pressures 
of around $270 million that relate to preserving our national and 
regional security.  The Government’s response has been to lift the 
counting limit from $5.9 billion to $6.1 billion, leaving a credible 
allocation of around $800 million for Budget 2002.  We have also 
increased the capital provisions (reflecting, in part, our 
commitment to defence).  These measures strike an appropriate 
combination of sound fiscal management and credible financial 
allocation. 
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Taking into account these increases to the provisions, we are still 
comfortably within our long-term fiscal aims.  The 2001 Fiscal 
Strategy Report outlines in more detail our plans going forward 
and demonstrates that the expenditure measures in Budget 2001 
(and those planned for future Budgets) are consistent with the 
Government’s long-term objectives. 

Summary 
Budget 2001 is an important milestone for this Government.  It 
builds on our past decisions and puts in place a comprehensive 
foundation for moving forward.  It ensures the capability of our 
fundamental services and institutions and puts in place the building 
blocks for taking New Zealand into the future as a dynamic, vibrant 
and successful country. 

Summary of Budget 2001 decisions ($m, GST incl) 

Operating 

 2000/01 2001/02 2002/03 2003/04 2004/05 Total 

The 
Fundamentals 11 476 522 515 511 2,035 

Moving Forward - 28 24 44 54 150 

Protecting New 
Zealand 48 160 166 186 186 746 

Revenue and 
savings initiatives (7) (132) (186) (204) (224) (753) 

Total Budget 2001 
(net of savings5) 52 532 526 541 527 2,178 

Contingency for 
further initiatives in 
2001/02 - 160 140 140 140 580 

Total 2001 
provision utilised 52 692 666 681 667 2,758 

 
5 Excludes figures that do not impact on the operating provision. 

 
Capital 

 2000/01 2001/02 2002/03 2003/04 2004/05 Total 

The 
Fundamentals (15) 250 183 275 17 710 

Moving Forward - - - - - - 

Protecting New 
Zealand 21 36 24 42 - 123 

NZ Post Banking 
Proposal & Other (1) 83 (3) (3) - 76 

Total Capital 
Decisions 5 369 204 314 17 909 
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Figure 1 – GDP forecast profile 
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Figure 2 – Trading partner GDP growth 
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Economic Outlook 

The outlook for the year ahead is weaker than previously forecast owing to weaker 
world growth prospects ... 

• Since the December Update was 
published the economy has grown 
broadly as expected, with the 
economy estimated to have 
expanded by 2.3% in the year to 
31 March 2001. 

• Looking forward, GDP growth of 
2.6% is expected over the year 
ahead, less than anticipated in the 
December Update owing to 
considerably weaker world growth 
prospects.  Consensus Economics 
forecasts of trading partner growth 
for 2001 have fallen from 3.7% in 
October last year to 2.4%. 

• Slower export volume growth and 
uncertainty around the world outlook 
are expected to lead firms to be 
more cautious about hiring new staff 
and undertaking new investment.  In 
this environment, households are 
also likely to be more cautious 
about consumption. 

• One of the key risks to the forecasts 
is if the global slowdown is deeper 
and more protracted than expected.  
As well as directly impacting on 
prices and demand for our exports, 
this would also likely feed into weaker domestic spending. 
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Figure 4 – Consumer Price Index 
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Figure 3 – Interest and exchange rates 
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Sources: Statistics New Zealand, The Treasury 

…but there are offsetting forces at work 

• However, near-term growth will be maintained by continuing but moderating export 
growth and a reversal of the recent falls in residential investment and consumer 
spending.  Farm incomes are expected to maintain their recent levels on the back of 
steady production levels and prices, while a pick-up in wage growth provides some 
offset to lower employment growth.  A decline in oil prices, together with the reduction 
in interest rates, also supports household spending. 

• A historically competitive exchange 
rate and high export prices have 
also provided important offsets to 
lower demand from the rest of the 
world. 

• Domestic monetary policy has 
altered direction in response to the 
changed outlook for growth and 
inflation.  Rather than rising to over 
7% to offset rising inflation 
pressures flowing from a strongly 
growing economy as was forecast in 
the December Update, the Official 
Cash Rate (OCR) has been lowered 75 basis points since the start of the year.  The 
OCR is expected to remain around current levels through to mid-2002. 

• Overall the labour market remains strong.  However, with firms likely to be cautious in 
light of uncertainty over global growth and modest growth in domestic demand, it is 
expected that employment levels will remain relatively unchanged over 2001/02.  
Further out, modest employment growth resumes as the economy strengthens. 

• Inflation is expected to move back to 
the top of the Reserve Bank’s 0% to 
3% target band in the current 
quarter.  As the forces that drove 
inflation up last year (oil prices and 
the exchange rate fall) unwind, 
inflation tracks back toward the 
middle of the band in the coming 
year. 

• The underlying strength of the 
economy represents another key 
risk to the Central Forecast.  The 
recent income gains in the export 
sector, combined with a tight labour 
market and lower interest rates, could feed into stronger domestic spending than 
forecast. 
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Figure 5 – Current account 
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Growth is expected to pick up towards the end of 2001, as global growth recovers 

• The substantial easing of monetary policy in many countries overseas is expected to 
underpin a recovery in growth in key trading partners toward the end of 2001 and into 
2002. 

• New Zealand GDP growth is expected to recover to 3.3% in 2002/03 on the back of a 
rebound in export growth, and an acceleration in domestic spending.  This follows the 
removal of uncertainty about the global outlook, and stimulatory policy settings.  The 
recovery in general economic activity also encourages a lift in investment. 

• As GDP growth accelerates in 2002/03 and the labour market tightens further with the 
unemployment rate falling to near 5%, interest rates are assumed to rise modestly to 
mitigate prospective inflation pressures.  Moderate but sustained appreciation of the 
exchange rate works in the same direction. 

• The rebound in export growth and the pick-up in the domestic economy see GDP 
growth averaging 3% over the period 2002/03 to 2004/05. 

The current account deficit is expected to show further improvement 

• The rebound in export growth and some improvement in the investment income 
balance lead to an improvement in the current account over the forecast period.  This is 
somewhat offset by an increase in import growth as economic growth picks up in 
2002/03, and the Trade Weighted Index (TWI) begins to appreciate. 

• The increase in government saving 
through the rise in the structural 
surplus from 1.5% of GDP 
($1.7 billion) in 2000/01 to 2.7% of 
GDP ($3.7 billion) in 2004/05, acts 
to support this improvement in the 
current account deficit. 

• After a moderate reduction in the 
current account deficit to around 
4¾% in March 2002, the balance is 
expected to improve to around 3½% 
of GDP by March 2005. 

Nominal GDP growth underpins the fiscal outlook 

• The current spike in inflation pushed up nominal GDP growth to 5½% in 2000/01.  
However, as inflation moves back towards the middle of the band, nominal GDP growth 
slows over the next year.  Thereafter, nominal growth averages 4% to 5% over the last 
three years of the forecast horizon, owing to the combined contributions of relatively 
steady real GDP growth and stable inflation around the middle of the band. 
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Figure 6 – Operating Balance Excluding 
Revaluations and Accounting policy Changes 
(OBERAC)  
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Source: The Treasury 

Figure 7 – Revenue and expense growth  
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Fiscal Outlook 
Operating surpluses continue to rise … 

• Operating surpluses continue to rise 
over the forecast period.  While 
there are few cyclical effects, 
expected negative ACC and 
Government Superannuation Fund 
(GSF) revaluations of $1.1 billion 
are significant in 2000/01.  The 
operating balance for the year is 
$641 million. 

• However, the operating balance, 
adjusted for revaluations and 
accounting policy changes 
(OBERAC), in 2000/01 is 
$1.7 billion. 

… as tax revenue growth exceeds expenditure growth … 

• The strength of the OBERAC in 2000/01 reflects stronger than expected growth in 
taxes on wages and salaries, and company profits.  A key judgement in these forecasts 
is that the strong growth in company 
tax is expected to unwind somewhat 
in 2001/02. 

• From 2002/03, tax revenue growth 
averages 4.5% per annum, broadly 
in line with the nominal GDP growth 
forecasts in the economic outlook. 

• By comparison, from 2001/02 
expense growth averages 3.8% over 
the period. 

• Relative to the December Update, 
the operating balance is lower by a 
total of $2.9 billion across the 
forecast horizon. 

• Both the OBERAC and operating balances are $600 million lower each year from 
2001/02 owing to changes in the GDP forecasts as well as demand-driven factors, 
including the impact of population ageing on benefits. 

• Changes to the provisions since the December Update impact from 2002/03.  These 
changes relate mainly to an increase in the 2002/03 Budget provisions from 
$575 million to $815 million, and $100 million increases in the 2003/04 and 2004/05 
indicative provisions. 
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Figure 8 – Gross debt ($ and % of GDP) 

0

10

20

30

40

50

1997 1998 1999 2000 2001 2002 2003 2004 2005

Year ended 30 June

% GDP

0

10,000

20,000

30,000

40,000

50,000

$ million

$ million
(RH axis)

 

Source: The Treasury 

Figure 9 – Gross debt (comparison to December 
Update) 
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…assisting the Government to meet its investment requirements 

• Investment outlays outweigh the $12 billion cash generated by operating surpluses.  
The investment outlays include: building New Zealand Superannuation Fund assets 
($6.1 billion); purchasing physical assets ($7.9 billion); and funding student loans 
($3.3 billion). 

There is also a modest increase in nominal debt, although it falls as a percentage of 
GDP 

• To fund the shortfall between 
operating cash flows and 
investment outlays, gross debt rises 
by $4.8 billion in nominal terms over 
the forecast period. 

• While gross debt has increased in 
nominal terms, as a percentage of 
GDP, gross debt falls over the 
forecast period to around 30% of 
GDP.  Similarly, net debt (which 
excludes NZS Fund assets) 
increases by $2.9 billion over the 
forecast period, but decreases from 
20% to 18% of GDP. 

• The $2.6 billion lower cash generated by operating balance changes contributes to a 
$3.2 billion increase in gross debt relative to the December Update (net debt increases 
$3 billion).  The impact of policy 
increases to the capital provisions in 
2003/04 and 2004/05 contributes to 
the change in gross and net debt 
relative to the December Update. 

• Compared to the December Update, 
net debt is lower in the first half of 
the forecast horizon before rising in 
the outyears, reflecting the higher 
operating cash in 2000/01 and 
delays in capital spending.  By 
2003/04, the impact of lower tax 
receipts and higher operating and 
capital provisions means net debt is 
higher than previously forecast. 

• The Government’s fiscal provision for 1999/2000 to 2002/03 was $5.86 billion at the 
time of the December Update, and is now set at $6.125 billion.  The $265 million 
increase in the provisions reflects: an underspend in the Budget 2000 ($10 million); an 
increase in the Budget 2001 ($30 million); and an increase in the Budget 2002 
($245 million).  The table following summarises how the $6.125 billion is allocated 
between years. 
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• The Government capital provision for 1999/2000 to 2002/03 has been decreased from 
$3.2 billion to $3 billion.  The table below summarises how this amount is now allocated 
between years. 

Table 1 – Fiscal provisions 

 

Table 2 – Capital provisions 

 

The fiscal forecasts are highly sensitive to risks around the economic forecasts 

• Should the slowdown in global growth be prolonged, the operating balance will be 
lower in every year compared with the Central Forecast, as lower economic growth and 
inflation both reduce nominal GDP relative to the Central Forecast, and as expenses 
increase with unemployment.  However, if stronger domestic demand occurs, the 
operating balance will be higher throughout the forecast period. 

• The changes in the operating balance will also have an impact on debt.  The lower 
operating balance as a result of weaker world growth would lead to higher gross debt 
as a percentage of GDP, because both GDP and the operating surpluses will be lower.  
The converse is true in the case of stronger domestic demand. 

 

($million, GST inclusive) 1999/2000 2000/01 2001/02 2002/03 Total

Budget 2000 420 1,149 1,134 1,198 3,901
Budget 2001 -  52 692 666 1,410
Budget 2002 -  -  -  815 815

Total 420 1,201 1,826 2,679 6,126

($million, GST inclusive) 1999/2000 2000/01 2001/02 2002/03 Total

Budget 2000 decisions (54) 827 576 568 1,917
December Update 2000 decisions (15) (58) (4) 40 (37)
Receipts from spectrum sale -  (135) -  -  (135)
Budget 2001 decisions -  5 369 204 578

Total Decisions to Date (69) 639 941 812 2,323

Remaining provision -  -  315 360 675

Total Provision (69) 639 1,256 1,172 2,998
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