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Execu t i ve  Summary  
• There has been increasing attention, both within New Zealand and overseas, on the 

fiscal implications of population ageing.  This report provides a summary of work 
undertaken by the New Zealand Treasury on the fiscal implications of population 
ageing, with a particular focus on New Zealand Superannuation.   

• Over the next few decades there will be a significant increase in the cost of New 
Zealand Superannuation, rising from about 4% of Gross Domestic Product (GDP) to 
over 8%. 

• The overall ratio of government expenses-to-GDP is projected to rise over the next few 
decades.  This is due in large part to rising New Zealand Superannuation costs and 
rising health care costs.  These long-term fiscal projections should be viewed with the 
knowledge that they make various assumptions about future government policy and 
are subject to large uncertainties. 

• New Zealand is not alone amongst OECD countries in facing higher projected pension 
and other age-related costs.  Cross-country results indicate that although New Zealand 
has reasonably favourable demographics relative to other OECD countries, when 
government policies are taken into account New Zealand is in a more average position 
in regards to future fiscal pressures.  

• Broadly speaking, the financing options involve increasing taxes and/or reducing 
expense growth in line with rising pressures (the “balanced budget” approach) or 
increasing taxes and/or lower spending ahead of the rising pressures (the “tax 
smoothing” approach).   

• The policy objective of the New Zealand Superannuation Fund is to put in place 
arrangements to assist the public finances in the face of the projected rise in New 
Zealand Superannuation costs.  This policy could be considered to be a form of tax 
smoothing. 

• Establishment of the Fund has not involved any significant changes to the parameters 
surrounding New Zealand Superannuation.  The Fund does not preclude changes to 
entitlement parameters over time.  The Fund does not preclude other retirement 
policies from being introduced.  Such policies would need to be considered on their 
own merits and how they fit within the overall fiscal strategy and objectives. 

• Whether higher economic growth (through productivity) helps offset the fiscal effects of 
higher pension costs depends on country-specific arrangements, in particular, the link 
to wages.   Higher labour force participation rates could be a key way the economy 
adjusts through time to demographic changes.  An illustrative scenario indicates that 
New Zealand Superannuation costs are sensitive to changes to the age of eligibility. 
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The Fiscal Implications of 
Population Ageing in New Zealand  

1  In t roduc t ion  
There has been increasing attention, both within New Zealand and overseas, on the fiscal 
implications of population ageing.  In New Zealand, recent interest has largely been 
focussed on New Zealand Superannuation (NZS) and the establishment of the New 
Zealand Superannuation Fund (NZSF) under the New Zealand Superannuation Act 2001. 

From an international perspective, the OECD has undertaken detailed cross-member 
projections of age related spending (OECD, 2001).  Similar projection exercises have 
been carried out for the European Union (European Commission, 2001, 2002).  Countries 
such as the United Kingdom and Australia have incorporated specific long-term reporting 
requirements into the institutional frameworks guiding their fiscal policy.  

This report provides a summary of work undertaken by the New Zealand Treasury on the 
fiscal implications of population ageing, with a particular focus on NZS.  The report also 
presents comparisons with other countries and some illustrative sensitivity analysis 
around projections of NZS costs. 

2  The  p ro jec ted  r i se  in  NZS cos ts   
The projected rise in NZS costs relative to Gross Domestic Product (GDP) is a reasonably 
well-documented result.  The most recent projections of NZS costs have featured in the 
policy development associated with the NZSF (see McCulloch and Frances, 2001, 2003).

1
 

NZS is a universal payment and so the cost is directly related to the number of people of 
eligible age.  The rates of NZS are linked to wage levels.  The share of wages in GDP 
tends to be reasonably constant. As a result, the cost of NZS as a proportion of GDP 
under current policy can be reliably projected for several decades into the future.  Key 
aspects of these projections to keep in mind include:

 
 

                                                                 
1 This section, together with Section 6 (which details the NZSF) draws extensively on these two papers. 
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• The proportion of the population over the age of sixty-five is expected to increase from 
12% to 27% over the next fifty years.

 2
   

• This will result in a transition to a permanently higher proportion of the population being 
eligible for NZS. 

• The decline in the cost of NZS over the past decade is about to be reversed.  The 
decline resulted not from demographic changes, but from a combination of policy 
changes – a rapid transition in eligibility age from 60 to 65, and a decline in the rates of 
NZS as a percentage of average wages. 

• Over the next few decades there will be a significant increase in the cost of NZS net of 
tax, rising from about 4% of GDP to over 8% (see Figure 1).

3
  The projected higher cost 

is a permanent shift that is driven by the fundamental demographic change noted 
above. 

Figure 2 – New Zealand Superannuation (% of GDP, years ended June) 

 

3  The  p ro jec ted  long- te rm f i sca l  pos i t ion  
The Treasury’s recent long-term fiscal modelling suggests that the overall ratio of 
government expenses-to-GDP is expected to rise over the next few decades (Janssen, 
2002; Davis and Fabling 2002; Creedy and Scobie, 2002).  This is due in large part to 
rising NZS costs discussed above and rising health care costs (see Appendix 1 for details 
on rising health care costs).  These long-term fiscal projections should be viewed with the 
knowledge that: 

• They make various assumptions about future government spending and tax policy.  For 
example, although benefits, other than NZS, are currently indexed to inflation, in the 

                                                                 
2 Unless otherwise stated, all projections in this report are based on Statistics New Zealand (medium fertility, medium mortality, and net 
migration of 5,000 per year). 
3 NZS is taxed as income to recipients. This tax is deducted on payment and returned to the Government. The “net cost” is the after-
tax cost and is generally treated as the relevant cost to the Government. 
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models they are indexed to productivity to prevent large differences developing 
between wage and benefit levels. 

• There are very large uncertainties around the projections (see Appendix 2 for details). 

One simple analytical approach to assessing the long-term fiscal position is the so-called 
“fiscal gap”.  The fiscal gap is the change in fiscal policy settings needed today to achieve 
a particular debt-to-GDP target at some point in the future.

4
  A positive fiscal gap indicates 

that a permanent increase in the fiscal balance is required today (and maintained) to 
achieve a particular debt-to-GDP target in a selected terminal year.  Calculations for New 
Zealand suggest that the fiscal gap out to 2051, for a debt target of 30% of GDP, is 
positive at around 1 to 1.5% of GDP.  These calculations should be viewed with the 
following caveats in mind: 

• To the extent that fiscal deficits persist beyond 2051, say because the demographic 
changes and resulting expense levels are permanently higher, the fiscal gap calculated 
over the 50-year horizon understate the degree of adjustment required. 

• The terminal year debt-to-GDP target is somewhat arbitrary. It may be appropriate for 
governments to set somewhat higher debt targets in the face of population ageing 
(although there are limits to this if taxes-to-GDP remain unchanged and the expense 
change is permanent). 

• The fiscal gap merely quantifies the extent of any long-term fiscal imbalance – it tells 
us little about the costs and benefits of particular financing strategies (see Section 5 
below). 

Despite increased quantification of long-term fiscal issues, and some increased 
sophistication (primarily in the area of modelling uncertainty), there are still limits to the 
projection models and analytical tools.  These limitations need to be kept in mind when 
translating the results into policy conclusions.  For example, the projection models 
necessarily involve some mechanical assumptions about government spending and taxes 
– yet governments will always have a degree of policy choice about these.  The 
uncertainty surrounding the projections does not imply that a “do nothing now” approach is 
the best policy response because of the adverse consequences of delay should more 
unfavourable fiscal outcomes eventuate. 

4  In te rna t iona l  compar isons  o f  age- re la ted  
spend ing  p ro jec t ions  

New Zealand is not alone amongst OECD countries in facing higher projected public 
pension and other age-related costs (notably health).  The OECD (2001) has reviewed the 
effects of population ageing on public finances using estimates generated by OECD 
member countries.  The use of individual country models helps capture the institutional 
detail affecting spending in each country.  At the same time, population and 
macroeconomic projections that share similar underlying assumptions across countries 
increase consistency and comparability.     

                                                                 
4
 This approach has been applied in the United States (Auerbach, 1994) and in the United Kingdom (HM Treasury, 2002). The New 

Zealand results reported here are from Janssen (2002) and are based on the 2001 Budget.  
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The OECD review indicates that at the time of the analysis:  

• Pension spending in New Zealand was 4.8% of GDP in 2000, compared to an average 
across the group of 7.4%.  However, pension spending was projected to increase, 
between 2000 and 2050, by 5.7% points to 10.5% of GDP for New Zealand, compared 
to the average increasing 3.4% points to 10.8%.

5
 

• Total age-related spending in New Zealand was projected to increase by 8.4 
percentage points of GDP over the next 50 years, compared to an average increase of 
5.8 percentage points. 

These results remind us that although New Zealand has reasonably favourable 
demographics relative to other OECD countries, when government policies are taken into 
account New Zealand is in a more average position in regards to the fiscal pressures that 
demographic change produces. 

Although there are institutional differences across countries, projecting pensions is 
relatively easier than the other areas of government spending. Cross-country comparisons 
become more problematic as the scope of the analysis shifts away from spending 
categories like public pensions, to health, other government spending and then onto 
taxes, fiscal balances and debt.  For example, the OECD acknowledges that the impact of 
ageing on long-term fiscal balances and debt is sensitive to initial debt levels and the 
initial fiscal balance.  This makes simulations of debt outcomes for individual member 
countries difficult to compare.    

5  Po l i cy  responses  to  f i nance  p ro jec ted  
shor t fa l l s  

Given that governments are potentially facing permanently higher expenses in the future, 
broadly speaking the financing options at the two extremes are: 

• Increase taxes and/or reduce expense growth in line with rising pressures in the future. 
This is referred to as “pay as you go” (PAYGO) or the “balanced budget” approach.  It 
results in potentially large changes in tax rates and/or spending over time. In the case 
of increased taxes, future generations fund the public pension costs of retirees; or 

• Increase taxes and/or lower spending ahead of the rising pressures, so that the 
government can build up assets to cover increased costs in the future.  This is referred 
to as “pre-funding” or the “tax smoothing” approach.  This results in higher taxes now, 
and in the future, but results in the overall change in tax rates being smaller then in the 
case of the balanced budget approach.  Current generations pay for part of their 
retirement.  This results in large reserves of assets being built up. 

 

 

Which financing approach is best? 

                                                                 
5
 These results will differ somewhat from those presented elsewhere in this report because of differences in assumptions and/or 

approaches imposed by the cross-member exercise. However, the general trends remain the same.  
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• Some argue that the balanced budget approach is fairer in an intergenerational sense, 
as future generation will have higher living standards than today.  The future 
generation can afford to pay for retirees, and still be better off then we are today.  The 
other side to this argument is that it may not fair to expect future generations to pay 
high taxes to support the current generation when it retires. 

• The balanced budget approach eventually results in higher taxes than with tax 
smoothing.  Tax theory suggests that the deadweight costs from the higher taxes under 
balanced budgets are higher than with the rates under tax smoothing, even when 
accounting for the fact that initially tax rates are lower under pay as you go. This is 
because deadweight costs rise disproportionately with the tax rate. 

• The return on the assets built up under tax smoothing is fundamental in determining 
the benefit to this approach (and the effect on the wider economy and growth).  The 
governance structure of the entity managing these assets is critically important so as to 
protect the value of these assets. 

• The other consideration is the opportunity cost of building up assets versus tax cuts 
and/or increased government spending elsewhere. 

• Any benefits of tax smoothing can be offset by pressure on governments to spend 
more as the balance sheet position improves. 

There are mixed results on whether there are welfare gains from tax smoothing.  Analysis 
suggests that any benefits are critically dependent on having strong institutions and 
governance arrangement to mitigate the adverse incentive that might lead to poor returns 
on funds over time. 

6  The  New Zea land  Superannuat ion  Fund  
Until recently NZS has been operating under a pay as you go approach. This approach 
has been modified with the establishment of the New Zealand Superannuation Fund 
(NZSF) under the New Zealand Superannuation Act 2001. 

Government policy is to preserve NZS as a universal age-related benefit, retaining 
substantially the current provisions indefinitely.  The policy objective of the NZSF is to put 
in place arrangements to assist the public finances in the face of the projected rise in NZS 
costs.  It involves drawing resources off the Budget for the next two to three decades, and 
then progressively drawing on those resources over the following decades as the annual 
cost continues to increase.  This policy could be considered to be a form of tax smoothing 
(see Appendix 3 for a discussion on how this smoothing is achieved).   
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Figure 2 – The smoothing effect of the New Zealand Superannuation Fund (% of 
GDP, years ended June)  

 
 

The smoothing effect of the NZSF falls between the previous pay as you go financing 
arrangement and a more substantive tax smoothing approach in that: 

• It does build up a stock of financial assets to help cover costs later on. 

However… 

• The policy is not set up so that each generation’s contribution into the Fund will cover 
all the NZS costs associated with that generation.  

• Eventually, the Fund will have been fully drawn down and we will revert back to pay as 
you go.  At this stage NZS costs will be about 9% of GDP. 

• It only applies to NZS costs (i.e., does not smooth health costs). 

Establishment of the Fund has not involved any significant changes to the parameters 
surrounding NZS.  The focus has instead been on how to help finance the existing policy 
in the context of the Government’s broader set of long-term fiscal objectives, including that 
for gross debt-to-GDP (see the 2003 Fiscal Strategy Report). 

Establishment of the Fund does not preclude changes to NZS entitlement parameters 
over time.  For example, if the eligibility age were to be increased in the future, this would 
have the effect of reducing the projected annual cost of NZS, and so reduce the required 
contributions to the Fund.  The policy objective of smoothing the impact on the rest of the 
Budget would continue to be pursued. 

Finally, the Fund does not preclude other retirement policies from being introduced, such 
as compulsory saving or incentives for voluntary saving.

6
  Such policies would need to be 

                                                                 
6 Without parallel changes to the parameters for NZS, these other policies would not directly reduce the future cost of NZS. 
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considered on their own merits and how they fit within the overall fiscal strategy and 
objectives. 

7  Sens i t i v i t y  ana lys is  a round  p ro jec t ions  o f  
NZS cos ts  

Being primarily a mechanism for long-term fiscal management, the NZSF can by no 
means be considered a complete solution to issues of retirement income policy or the 
broader consequences of population ageing on the long-term fiscal position.   

The above discussion has focused on the means of smoothing the projected costs of 
NZS.  In this section we consider the role of economic growth and changes to NZS 
parameters in reducing the relative cost of NZS to GDP.   

7 .1  “Growth mat ters”  –  product iv i ty  

Even relatively small changes in the average economic growth rate (the trend rate) have 
significant effects on the living standards of New Zealanders. Higher living standards 
brought about by higher productivity may provide more scope to address demographic 
issues.  However, because of the way the models are constructed this result is not readily 
apparent from the projections.   

In the models, projected real GDP growth is the result of bottom-up assumptions about 
labour productivity growth (assumed annual growth of 1.5%) and projected changes in 
employment.

7
  Nominal GDP grows with real GDP and inflation (assumed annual rate of 

2%).   

Under this bottom-up modelling approach, a stronger labour productivity growth 
assumption will, keeping other factors (such as labour input growth) equal, lead to a 
higher projection of real GDP growth.  Lower employment growth, all else equal, sees a 
lower projection of real GDP growth. 

Figure 3 shows the effect of two alternative labour productivity growth assumptions on the 
level of constant dollar (real) GDP in 2051 and on the cost of NZS.  Given that projected 
population growth is the same under both scenarios, absolute real per capita GDP will be 
larger in the higher productivity case.  Because NZS is indexed to wages, and wages are 
linked to labour productivity and so to GDP, the cost of NZS relative to GDP is projected 
as unchanged.  On the face of it, increased productivity has not gained us much. 

                                                                 
7 See Woods (2000), Janssen (2002) and Creedy and Scobie (2002) for details. The bottom-up approach is widely used in the long-
term fiscal projections cited in the Introduction of this report. 



 

F i s c a l  i m p l i c a t i o n s  o f  p o p u l a t i o n  a g e i n g  9  

 

 

Figure 3 – Comparison of NZS to GDP in $2001/02 (years ended June)  

 

As Ignazio Visco (OECD) notes, whether increasing productivity helps offset the fiscal 
effects of population ageing on public pension costs depends on country-specific 
arrangements governing pension systems.  Yet, “…if productivity growth can be raised, 
this is in itself a positive achievement as it implies an improvement in living standards and 
increased government revenues.  This would provide additional scope to modify pension 
benefit levels and contribution rates, helping to introduce the public pension reforms 
necessary to address the fiscal challenges that ageing populations pose “ (Visco, 2001, 
p.12).   

Figure 3 indicates that given continued labour productivity growth, absolute incomes of 
future generations will be higher.  It has been suggested that even after allowing for higher 
relative transfers, future generations would still have a level of well-being substantially 
greater than that enjoyed by workers today (see Guest and McDonald, 2000; Guest, 
Bryant and Scobie, 2003). 

However, depending on the overall extent of fiscal pressures, the relative tax burden could 
be higher.  This may pose challenges in that high marginal tax rates may still create 
disincentives to work, save and invest.  Future generations may still be concerned about 
relative tax burdens and this may limit the extent to which they are willing to accommodate 
the shift in resources associated with population ageing.  These challenges reinforce the 
limits of current analytical tools since they typically exclude behavioural and political 
economy effects. 
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7 .2  “Growth mat ters”  –  labour  input  

Figure 4 shows the projected population and key labour market aggregates, including 
employment.  As the population ages, a higher proportion of people of working age are in 
age groups with lower participation rates.   A constant assumed rate of unemployment 
means that employment grows in-line with the labour force.  All else being equal, 
increased labour input, say from increased labour force participation, increases GDP.  The 
labour force line moving closer to the working age line in Figure 4 would show increasing 
participation rates.  

Figure 4 – Projected population and labour market aggregates (000’s) 

 

Figure 5 – Projected NZS under different labour force participation rates for 50 to 70 
year olds (% of GDP, years ended June)  
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Figure 5 demonstrates the effect of higher participation rates on the ratio of NZS to GDP.  
This ratio is changed because the cost of NZS is the same but GDP is higher.  In this 
case, higher participation rates could be a key way the economy dynamically adjusts 
through time to demographic changes. 

This illustrative scenario of increased labour force participation can be justified by: 

• The recent dramatic increases in labour force participation by those aged 60-69. 

• When cohorts that are currently young reach old age, they will be significantly healthier 
and better educated than cohorts that are currently old.  Health and education are 
strongly correlated with labour force participation. 

Increasing participation is plausible as there is currently a significant gap between the 
working age population and the labour force as shown in Figure 4 above (although this 
situation is comparable with OECD countries).   

7 .3   “Parameters  mat ter ”  –  age of  e l ig ib i l i ty  

Although there are a number of NZS parameters that could be considered (e.g., the 
nature of indexation) we consider an illustrative change to the age of eligibility (see Figure 
6).  For illustrative purposes, it is assumed that the age of eligibility increase to 68 over a 
6-year period starting in 2013.  This demonstrates that changes to the age of eligibility 
have a marked effect on NZS costs. To the extent that changing the age of eligibility 
results in higher labour force participation, then all else equal, some of the effects shown 
in Figure 5 may also occur. 

Figure 6 – Projected NZS under different age-of-eligibility (% of GDP, years ended 
June)  
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Append ix  1  Hea l th  cos ts  
Researchers in the United States and elsewhere have developed models for projecting 
long-term potential increases in government health expenditures (Cutler and Sheiner 
1998; Mayhew 2000; Miller 2001).  They divide the determinants of expenditure growth 
into three categories: (1) age structural changes; (2) trends in health status, measured by 
disability or number of years to death; and (3) an ‘underlying growth rate’ term that takes 
in changes in technology, coverage, and prices for inputs. 

Building on earlier work by Johnston and Teasdale (1999), a team from the Treasury and 
Ministry of Health has been developing a similar projection model for New Zealand.  
Appendix Table 1 summarises three scenarios constructed using the model.  Appendix 
Figure 1 presents the results from the scenarios, expressed as percentages of GDP.  
These results should be considered as illustrative, as the model has not yet been subject 
to extensive sensitivity testing and validation. 

Appendix Table 1 – Summary of scenarios 

Scenario Assumption about health status within each age group Assumption about underlying 
growth rate of health 
expenditures 

Scenario 1 Remains constant at present level Equal to growth rate of labour 
productivity (output per worker) 

Scenario 2 Continuation of current downward trends in disability 
prevalence; adjustments for number of years to death 

As above 

Scenario 3 As above Equal to growth rate of labour 
productivity plus 1% 

 

Scenario 1 is essentially the approach taken in the current version of the Treasury’s long-
term fiscal model (LTFM) when run over 50-year projection periods.  Comparison of 
Scenarios 1 and 2 illustrates preliminary findings from the model about the potential effect 
of health trends on expenditure pressures.  Incorporating plausible changes in health 
status leads to projected health expenditures being reduced by the equivalent of 1-2% of 
GDP.  Scenarios 1 and 2 both assume that the underlying growth rate for health 
expenditures (the growth rate any given age-gender-health status group) equals the 
growth rate of labour productivity.  Scenario 3 shows the effect of assuming that the 
underlying growth rate is 1% higher per annum than the growth rate of labour productivity.  
The effect is very large.  Scenarios 1-3 suggest two results: (i) ongoing trends in health 
status are likely to offset some of the extra spending pressures created by population 
ageing; and (ii) the effects of the underlying growth rate can dominate over the long run. 
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Appendix Figure 1 – Projected Health spending scenarios (% of GDP)   
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Past trends in the underlying growth rate can be estimated from historical data, and the 
Treasury-Ministry of Health team will be doing so.  The usual finding internationally is that 
the underlying growth rate is significantly higher than the growth rate of labour productivity 
(Cutler and Sheiner 1998; Mayhew 2000; Miller 2001). 
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Append ix  2  Uncer ta in ty  in  f i sca l  p ro jec t ions  
Reporting on long-term fiscal issues is increasingly emphasising the uncertainty 
surrounding the projections.  Long-term fiscal projections in New Zealand and elsewhere 
have traditionally utilised a “deterministic” approach where each input variable (e.g., 
fertility) fed into the model is given a single value for each year of the projection period 
and the model produces a single outcome for each year.  A “stochastic” approach fits a 
statistical model for each input variable.  The stochastic projection uses random draws 
from the distribution of model errors to assign values to each input variable in each year.  
When combined with other components (e.g., underlying cost drivers) these generate a 
stochastic outcome. The projections are run repeatedly (say 1000 times) to yield a 
probability distribution of outcomes.  

Creedy and Scobie (2002) undertake stochastic projections of New Zealand government 
social expenditures.  They allow for uncertainty about a number of input variables (e.g., 
fertility, mortality, migration, labour force participation and labour productivity (with regard 
to its influence on GDP growth)).   

The initial benchmark results are based on the assumption that real unit costs of social 
expenditure grow with labour productivity growth (1.5%).  In the benchmark projection, 
social expenditures rise from about 23% of GDP to a mean of 31% of GDP in 2051 (with a 
90% confidence interval of 21% to 45%).   

Further analysis uses historical trends in real per capita social expenditure rather than 
constant labour productivity growth.  Total social expenditure projections now rise to a 
mean of 55% of GDP by 2051 as historical real per capita social expenditures grow in 
excess of labour productivity.  Creedy and Scobie argue that the fiscal pressures 
generated by these growth rates make this result improbable.  They report that with the 
exception of health costs, annual average growth rates of other major groups of social 
expenditure have been slowing over time.       
 



 

F i s c a l  i m p l i c a t i o n s  o f  p o p u l a t i o n  a g e i n g  1 7  

 

 

Append ix  3  New Zea land  Superannuat ion  Fund  
The smoothing effect of the NZSF is achieved by using a 40-year horizon in the 
calculation that determines the level of contributions required in any one year.  This 
involves setting the rate of total contribution from the Budget (that is, current year expense 
on NZS entitlements plus the capital contribution to the Fund) so that if that same rate (as 
a percentage of nominal GDP) was to be provided over the next 40 years, it would be just 
enough, along with the accumulating Fund and its investment returns, to meet the 
expected cost of NZS entitlements over that 40 year period.  

Each year, the level of required contribution is recalculated based on the latest projections 
and a rolling 40-year time horizon.  The “40-year rolling horizon” scenario in Appendix 
Figure 2 illustrates the effect of this rolling time horizon calculation.  It produces an annual 
capital contribution amount of 1% to 2% of GDP.  This declines to zero by the mid-2020s, 
after which those resources and compounding investment returns are progressively drawn 
on to smooth the continuing increase in the annual cost of NZS entitlements.

8
   

Although the contribution rate in each year is calculated so as to be the same (as a 
percentage of nominal GDP) for the next 40 years, it will change with each successive 
year because of two different effects.  First, the projections will change in the light of new 
information (e.g., demographics).  Second, the 40-year period to be covered by the 
calculation shifts out by an extra year.   

Given current projections beyond the next 40 years, NZS expenses will reach a more or 
less steady percentage of GDP after around 2060.  As the funding horizon rolls out, it 
encompasses years with more onerous NZS costs, and the rolling average contribution 
rates will trace out a rising path through time (as in Appendix Figure 2).   Under current 
projections this means that the Fund does not last forever, although it could last for over a 
century.  Eventually, the Fund’s resources are fully drawn on, and the Budget will have to 
adjust to a new structure that incorporates the permanently higher ongoing cost of NZS. 

The choice of the 40-year rolling horizon is essentially arbitrary.  It influences the extent to 
which the funding of NZS is smoothed over time.  Appendix Figure 2 also shows the effect 
of extending the rolling horizon to 100 years (with Appendix Figure 3 showing the 
associated path of Fund assets).

9
   If the Government wanted to establish a Fund that 

provides a greater degree of smoothing it would have to raise contributions (and so, all 
else equal, fiscal surpluses) over the next 15 years, relative to the rate required with the 
current NZSF arrangements. 

 

 

                                                                 
8 The Government decided to adopt a transitional approach for the first three years (2001/02, 2002/03 and 2003/04) to allow its 
finances to adjust to making capital contributions. In the 2003 Budget the Government announced that it would shift to the full 
contribution in 2003/04. The NZSF projections presented here are based on the assumptions contained in the 2003 Budget Economic 
and Fiscal Update (page 54) and so prior to the finalisation of the investment strategy.  
9 Calculating the contribution rate in 2101 involves making assumptions that extend beyond the current population projection period.  
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Appendix Figure 2  – NZS and NZSF contributions (% of GDP, years ended June)   

 

Appendix Figure 3  – NZS Fund assets (% of GDP, years ended June)   

 

 

0%

10%

20%

30%

40%

50%

60%

70%

80%

01/02 11/12 21/22 31/32 41/42 51/52 61/62 71/72 81/82 91/92

40-year rolling horizon (current arrangement)

100-year rolling horizon

0%

2%

4%

6%

8%

10%

01/02 11/12 21/22 31/32 41/42 51/52 61/62 71/72 81/82 91/92

Net NZS (equivalent to a one-year rolling horizon)

40-year rolling horizon (current arrangement)

100-year rolling horizon




