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Fiscal Outlook 

Overview 

Table 2.1 – Fiscal indicators 

Year ended 30 June 
2013

Actual 
2014

Forecast 
2015

Forecast 
2016 

Forecast 
2017 

Forecast 
2018

Forecast 

$billions             

Total Crown OBEGAL1  (4.4)  (2.6) 0.3 0.8  1.9  3.0 

Core Crown residual cash  (5.7)  (4.2)  (4.6)  (2.9) (0.4)  (0.3) 

Net core Crown debt2 55.8 59.9 64.3 67.0  67.5  67.9 

Net worth attributable to the Crown 68.1 74.4 77.4 81.0  85.9  92.0 

% of GDP             

Total Crown OBEGAL1  (2.1)  (1.1) 0.1 0.3  0.7  1.1 

Core Crown residual cash  (2.7)  (1.8)  (1.9)  (1.1) (0.2)  (0.1) 

Net core Crown debt2 26.2 25.9 26.8 26.7  25.8  25.0 

Net worth attributable to the Crown 32.0 32.2 32.2 32.3  32.8  33.9 

Notes: 1 Operating balance before gains and losses. 

 2 Net core Crown debt excluding the NZ Superannuation Fund and advances. 

Source:  The Treasury 

 The Treasury forecasts an OBEGAL surplus of $297 million in the 2014/15 fiscal year.  
Beyond 2014/15, annual surpluses are expected to increase by between $500 million 
and $1.1 billion each year of the forecast and, by 2017/18, the OBEGAL surplus is 
expected to reach $3.0 billion. 

 Core Crown tax revenue continues to grow across the forecast period and is expected 
to reach $77.1 billion by 2017/18. 

 Beyond 2013/14, core Crown expenses are expected to rise by $10.2 billion by the end 
of the forecast period.  This rise is largely owing to operating allowances1 (which 
contribute $6.0 billion) and increases in social assistance spending of $3.7 billion.  This 
forecast growth in core Crown expenses is slower than growth in the nominal economy 
so by the end of the forecast period core Crown expenses are expected to fall to 30.0% 
of GDP. 

                                                 

1  Operating allowances are assumed to flow through as expenses.  However, allowances can be used for a 
combination of both revenue and expense initiatives when allocated. 
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 In nominal terms, net core Crown debt is forecast to increase, reaching $67.9 billion in 
2017/18 while the residual cash position remains in deficit across the forecast period. 
As a share of GDP, net core Crown debt is expected to decline, falling to 25.0% by 
June 2018 (Table 2.2). 

 The Crown’s balance sheet strengthens across the forecast period with net worth 
attributable to the Crown reaching $92.0 billion by 2017/18 (compared to $74.4 billion 
in 2013/14).  

 Compared to the Budget Update, core Crown tax revenue forecasts have been revised 
downwards owing to the changes in macroeconomic conditions.  Weaker tax forecasts, 
both revenue and receipts, result in surpluses that are expected to be smaller than the 
Budget Update in each of the four years across the forecast period and a larger cash 
shortfall.  As a result, debt repayments now commence a year later (the first year 
outside the forecast period) once residual cash surpluses are achieved. 

 In preparing these fiscal forecasts, key assumptions have been made on the 
performance of the economy as well as new operating allowances.  As with all 
assumptions, there is inherent uncertainty and a change in any one assumption could 
negatively or positively impact forecasts for the Crown’s fiscal indicators.  The Risks 
and Scenarios and the Specific Fiscal Risks chapters outline the key risks to the Crown 
achieving these forecasts. 

Table 2.2 – Reconciliation between OBEGAL and net core Crown debt 

Year ended 30 June  
$billions 

2013
Actual 

2014
Forecast 

2015
Forecast 

2016
Forecast 

2017 
Forecast 

2018
Forecast 

Core Crown revenue 64.1 67.3 72.2 76.5 80.3  84.2 

Core Crown expenses (70.3) (71.3) (72.8) (75.9) (78.6) (81.5) 

Net surpluses/(deficits) of SOEs and CEs 1.8 1.4 0.9 0.2 0.2  0.3 

Total Crown OBEGAL (4.4) (2.6) 0.3 0.8 1.9  3.0 

Net retained surpluses of SOEs, CEs and 
NZS Fund 

(1.2) (0.9) (0.8) (0.2) (0.1) (0.3) 

Non-cash items and working capital movements 1.1 0.5 1.7 1.7 2.5  1.2 

Net core Crown cash flow from operations (4.5) (3.0) 1.2  2.3  4.3  3.9  

Net purchase of physical assets (1.2) (1.9) (2.5) (2.4) (2.2) (1.8) 

Advances and capital injections (1.7) (1.6) (3.8) (2.4) (1.8) (1.6) 

Forecast for future new capital spending -  - (0.1) (0.4) (0.7) (0.8) 

Proceeds from government share offers 1.7 2.3  0.6  -   -   -   

Core Crown residual cash balance (5.7) (4.2) (4.6) (2.9) (0.4) (0.3) 

Opening net core Crown debt 50.7 55.8 59.9 64.3 67.0  67.5 

Core Crown residual cash deficit/(surplus) 5.7 4.2 4.6 2.9 0.4 0.3 

Valuation changes in financial instruments (0.6) (0.1) (0.2) (0.2) 0.1  0.1 

Closing net core Crown debt 55.8 59.9 64.3 67.0 67.5  67.9 

As a percentage of GDP 26.2% 25.9% 26.8% 26.7% 25.8% 25.0% 

Source:  The Treasury 

 This chapter also includes medium-term projections to 2027/28.  These projections 
represent a potential future path based on historical averages.  The weaker OBEGAL 
outlook compared to the Budget Update would mean there would be a delay by one 
year to the re-commencement of the Crown’s NZS Fund contributions (to 2020/21). 
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Core Crown Tax Revenue  
Core Crown tax revenue is weaker than at the Budget Update... 

Overall, tax revenue is forecast to be 
$2.1 billion less than the Budget 
Update across the forecast period with 
tax revenue between $0.3 billion and 
$0.5 billion lower each year.   

Most of the lower tax revenue is owing 
to changes in macroeconomic 
conditions that have been reflected in 
the economic forecasts.  In particular, 
reductions in forecasts of nominal 
private consumption resulting in 
decreases in the goods and services 
tax (GST) forecasts across each year 
of the forecast, and a lower deposit 
rate track resulting in reduced forecasts of residents’ withholding tax (RWT) (included in 
Other taxes in Figure 2.1).  Partially offsetting these influences, a higher forecast for 
corporate profits is expected to deliver higher-than-previously anticipated corporate tax 
revenue.  As the reductions in overall tax forecasts mirror macroeconomic conditions, the 
tax-to-GDP profile is very similar to the Budget Update.  Refer Table 2.3 for a summary of 
the key drivers of the changes in tax forecasts from the Budget Update. 

The 2013/14 forecast, which is based on preliminary, unaudited results for the 2013/14 
year, is $0.4 billion lower than the Budget Update.  This change comprises $0.2 billion for 
GST, $0.1 billion for corporate tax and $0.1 billion for other taxes (Figure 2.1).  Refer to 
the box on page 28 for further discussion of the 2013/14 forecast tax revenue result. 

Table 2.3 – Change in core Crown tax revenue forecasts since the Budget Update 

Year ended 30 June 2014 2015 2016 2017 2018

$billions Forecast Forecast Forecast Forecast Forecast

61.9 66.4 70.6 74.1 77.6
As a percentage of GDP 26.8% 27.6% 28.0% 28.2% 28.5%

Changes in forecasts by principal factor
Employees' compensation -  -  -  (0.1) (0.1)
Entrepeneurial income -  (0.1) -  -  -  
Corporate profits 0.1 0.1 -  -  0.1
Private consumption (0.2) (0.1) (0.1) (0.1) (0.2)
Residential investment -  -  -  -  (0.1)
Other macroeconomic factors -  -  (0.1) (0.1) -  
Interest rates -  (0.1) (0.1) (0.1) (0.1)
Other factors (0.3) (0.1) (0.1) (0.1) (0.1)

Total changes since the Budget Update (0.4) (0.3) (0.4) (0.5) (0.5)

61.5 66.1 70.2 73.6 77.1
 As a percentage of GDP 26.6% 27.5% 28.0% 28.1% 28.4%

Changes in forecasts by major tax type
Source deductions -  -  (0.1) (0.1) (0.2)
Net other persons tax -  (0.1) -  (0.1) (0.1)
Corporate tax (0.1) 0.1 0.1 0.1 0.1
Resident withholding taxes -  (0.1) (0.1) (0.1) (0.1)
GST (0.2) (0.1) (0.1) (0.1) (0.2)
Customs and excise duties -  -  -  (0.1) (0.1)
Other taxes (0.1) (0.1) (0.2) (0.1) 0.1

Total changes since the Budget Update (0.4) (0.3) (0.4) (0.5) (0.5)

Core Crown tax revenue - 2014 Pre-election Update

Core Crown tax revenue - 2014 Budget Update

 

Figure 2.1 – Movement in core Crown tax 
revenue since the Budget Update 
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...but continues to grow by 5.6% per year on average over the forecast period 

Core Crown tax revenue is forecast to 
rise in each year of the forecast 
period.  While tax is weaker than 
previously forecast, growth of 5.6% 
per year across the forecast period is 
still expected and, by 2017/18, core 
Crown tax revenue is expected to 
reach $77.1 billion. 

Forecast tax revenue increases 
relative to nominal GDP, reaching 
28.4% by the end of the forecast 
period compared to 27.5% in 2012/13  
(Figure 2.2) mainly owing to the 
progressive nature of the personal tax 
scale.   

Most of the growth in nominal tax 
revenue forecasts can be attributed to 
growth in the nominal economy, with 
nominal GDP forecast to grow at 5.0% 
per year on average over the forecast 
period.  Tax revenue growth increases in 
2014/15 before slowing over the 
remainder of the forecast period as the 
growth in nominal GDP slows 
(Figure 2.3).   

All tax types are expected to increase 
across the forecast period as shown in 
Table 2.4. 

Table 2.4 – Movement in core Crown tax revenue over the forecast period by tax type 

Year ended 30 June  
$billions 

2014
Forecast 

2015
Forecast 

2016
Forecast 

2017
Forecast 

2018 
Forecast 

Total 

Movement in core Crown tax owing to:       

Source deductions 1.4 1.4 1.4 1.5  1.6  7.3 

Other persons tax 0.1 0.3 0.2 0.2  0.1  0.9 

Corporate tax 0.3 0.8 0.4 0.4  0.3  2.2 

Resident withholding tax (RWT) (0.1) 0.3 0.6 0.4  0.4  1.6 

Goods and services tax (GST) 0.9 1.6 1.1 0.8  0.9  5.3 

Other taxes 0.2 0.2 0.4 0.1  0.2  1.1 

Total movement in core Crown tax 2.8 4.6 4.1 3.4  3.5  18.4 

Plus: previous year's tax base 58.7 61.5 66.1 70.2  73.6  58.7 

Core Crown tax revenue 61.5 66.1 70.2 73.6  77.1  77.1 

As a % of GDP 26.6% 27.5% 28.0% 28.1% 28.4%  

Note:   These numbers may not add due to rounding. 

Source:  The Treasury  

Figure 2.2 – Core Crown tax revenue 
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Figure 2.3 – Core Crown tax revenue growth 
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Growth in employees’ compensation and the progressive nature of the personal tax scale 
(fiscal drag) see source deductions increase by $7.3 billion over the forecast period while 
growth in corporate profits sees corporate tax increasing by $2.2 billion over the forecast 
period.  Private consumption is expected to grow, contributing to a forecast $5.3 billion 
increase in GST. 

Forecast increases in deposit interest rates and growth in the interest-bearing deposit 
base are expected to result in growth in tax on interest earned on residents’ savings 
(RWT) of about $1.6 billion across the forecast period. 

The Risks and Scenarios chapter provides further discussion of the risks around tax 
revenue.   

IRD has also prepared a set of tax forecasts based on the Treasury’s macroeconomic 
forecasts (Table 2.5).2  

Table 2.5 – The Treasury and IRD core Crown tax revenue forecasts 

Year ended 30 June 2014 2015 2016 2017 2018

$billions Forecast Forecast Forecast Forecast Forecast

Source deductions

Treasury           23.8           25.2           26.6           28.1           29.7 

Inland Revenue           23.8           25.3           26.7           28.2           29.7 

Difference               -              (0.1)            (0.1)            (0.1)               - 

Net other persons tax

Treasury             3.6             3.9             4.1             4.3             4.4 

Inland Revenue             3.6             3.8             4.0             4.2             4.3 

Difference               -               0.1             0.1             0.1             0.1 

Corporate taxes

Treasury           10.2           11.0           11.4           11.8           12.1 

Inland Revenue           10.2           10.9           11.3           11.6           11.8 

Difference               -               0.1             0.1             0.2             0.3 

Goods and services tax

Treasury           16.1           17.7           18.8           19.5           20.4 

Inland Revenue           16.1           17.8           18.8           19.7           20.4 

Difference               -              (0.1)               -              (0.2)               - 

Other taxes

Treasury             7.8             8.3             9.3             9.9           10.5 

Inland Revenue             7.8             8.5             9.6           10.2           11.0 

Difference               -              (0.2)            (0.3)            (0.3)            (0.5)

Total tax

Treasury           61.5           66.1           70.2           73.6           77.1 

Inland Revenue           61.5           66.3           70.4           73.9           77.2 

Difference               -              (0.2)            (0.2)            (0.3)            (0.1)

Total tax (% of GDP)

 Treasury           26.6           27.5           28.0           28.1           28.4 

 Inland Revenue           26.6           27.6           28.1           28.2           28.5 

 Difference               -              (0.1)            (0.1)            (0.1)            (0.1)  

Source:  The Treasury, IRD 

                                                 

2  For more details of the Treasury and IRD’s forecasts, see the Additional Information document on the 
Treasury website www.treasury.govt.nz 
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Unaudited 2013/14 Tax Revenue Outturn 

The Financial Statements of Government for the full 2013/14 year have not yet been 

completed. They are due for release in October 2014. 

Preliminary, unaudited data indicate that core Crown tax revenue for the year was 

approximately $381 million (0.6%) below the Budget Update forecast.  

Table 2.6 – Comparison of 2013/14 forecasts of core Crown tax revenue by tax type 

Year ended 30 June 

Budget 
Update 

$m 

Pre-election 
Update  

$m 
Variance 

$m 
Variance 

% 

GST 16,285 16,104 (181) (1.1) 

Corporate tax 9,877 9,743 (134) (1.4) 

Source deductions 23,818 23,779 (39) (0.2) 

Customs and excise duties 3,967 3,931 (36) (0.9) 

Other individuals tax 4,117 4,133 16 0.4 

Other taxes 3,833 3,826 (7) (0.2) 

Total tax 61,897 61,516 (381) (0.6) 

Source:  The Treasury 

The largest variances from forecast occurred in GST and corporate tax. 

The main economic driver of GST is private domestic consumption.  The latest Statistics NZ 

GDP data indicated that nominal private consumption grew by 0.1% in the March 2014 

quarter, whereas the Budget Update had forecast an increase of 1.1%.  We estimate that 

this shortfall versus forecast in domestic consumption through the first half of the 2014 

calendar year has decreased GST by about $150 million relative to the Budget Update 

forecast.  The remaining $30 million is mainly the result of earthquake-related refunds being 

higher than was previously assumed. 

The lower-than-forecast private consumption in the March quarter has led to a reduction in 

the level of the private consumption forecast across the forecast period, with a 

corresponding reduction in the level of the GST forecasts. 

The reasons for the corporate tax shortfall are not as clear-cut as for GST.  This is because 

returns for corporate income tax are filed annually and the 2014 returns are not due until 

next year, whereas the vast majority of GST returns are filed every one or two months.  

However, based on the currently-available data, it appears that June quarter terminal tax 

assessments, ie, end-of-year square-ups for the 2013 tax year, were slightly below 

expectations.  Since terminal tax is effectively ‘backward-looking’, this is not expected to 

have implications for future years.  The corporate tax forecasts have been increased by 

around $100 million each year from 2015 onwards, owing to a slight increase in the forecast 

of the underlying macroeconomic driver. 
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Core Crown Expenses  
Core Crown expenses have decreased marginally since the Budget Update... 

Core Crown expense forecasts are 
slightly lower than forecast at the 
Budget Update across all years with 
the exception of 2015/16.  Expenses 
by the end of the 2017/18 year are 
expected to be a cumulative 
$0.8 billion lower than previously 
expected (Figure 2.4). 

These lower expenses include 
$0.2 billion of tax impairments that 
were forecast in 2013/14 at Budget 
Update that have not eventuated, as 
well as around $0.4 billion related to 
phasing changes resulting in expenses 
now falling outside the current forecast 
period.  

...but continue to grow across the 
forecast period...  

Core Crown expenses are expected to 
increase in nominal terms by around 
$11.1 billion by 2017/18 compared 
with 2012/13, with $10.2 billion of this 
beyond 2013/14 (Figure 2.5).  
However, as core Crown expenses are 
forecast to grow at a slower rate than 
growth in the nominal economy, they 
are expected to ease from 33.0% of 
GDP in 2012/13 to 30.0% of GDP by 
the end of the forecast period. 

Nominal growth in core Crown 
expenses is largely attributable to 
2013/14 and future operating 
allowances, coupled with increasing 
social assistance spending as shown 
in Figure 2.6. 

In these forecasts, finance costs also 
increase over the forecast period to 
reflect increasing gross debt and rising 
interest rates. 

Other increases in expenses include 
core Crown expenses for the 
Canterbury rebuild (refer to pages 34 
to 35 for details of the profile and 
phasing of earthquake expenses). 

Figure 2.4 – Changes in core Crown expenses 
since the Budget Update 
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Figure 2.5 – Core Crown expenses 
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Figure 2.6 – Increase in core Crown expenses 
(compared to 2012/13) 
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Social assistance spending is 
expected to increase by $3.7 billion 
between 2012/13 and 2017/18.  Of 
this, New Zealand Superannuation 
payments (around half of social 
assistance costs), grow by $3.4 billion 
as payments are linked to wage 
growth and recipient numbers increase 
(Figure 2.7).  Other benefit expenses, 
largely income-related rent, are also 
expected to increase marginally over 
the forecast. 

 

 

 

Election Promises vs Government Policy 

In the lead up to an election, political parties, including the current Government, make 

announcements regarding their policies and intentions.  It does not automatically follow, 

however, that all announcements are included in these fiscal forecasts. 

The criteria for inclusion in the fiscal forecasts is outlined in the Specific Fiscal Risks chapter 

with a decision by Cabinet being the key criteria for distinguishing government policy from 

the policies of individual political parties, and therefore inclusion in the forecasts.   

Figure 2.7 – Components of social assistance 
spending 
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Operating Balance 
The Crown is forecast to return to surplus this financial year… 

The OBEGAL is expected to return to surplus in the current 2014/15 year with a surplus of 
$297 million forecast.  Beyond 
2014/15, surpluses are expected to 
increase by between $0.5 billion and 
$1.1 billion per year. 

Figure 2.8 shows the composition of 
OBEGAL from the different segments 
of the total Crown.   

The core Crown segment moves from 
a forecast OBEGAL deficit of 
$4.0 billion in 2013/14 to a forecast 
$2.7 billion surplus in 2017/18, largely 
reflecting growth in tax revenue. 

The State-owned Enterprise (SOE) 
and Crown entity (CE) segments together positively impact the OBEGAL balance by 
$2.0 billion in 2013/14, easing back to $0.9 billion in the final year of the forecast period 
largely reflecting ACC levy rate reductions announced in Budget 2013.   

These forecast surpluses are expected to assist in strengthening the Crown’s balance 
sheet and contribute to the Crown’s ability to repay debt in the future. 

...although OBEGAL is lower compared to the Budget Update 

These forecasts indicate the annual OBEGAL surpluses are forecast to be smaller in all 
years relative to the Budget Update.  The surplus in 2017/18 is forecast, for example, to 
be $3.0 billion, half a billion lower than previously forecast (Table 2.7).   

Table 2.7 – Changes in OBEGAL since the Budget Update 

Year ended 30 June  
$billions 

2014
Forecast 

2015
Forecast 

2016
Forecast 

2017 
Forecast 

2018
Forecast 

OBEGAL – 2014 Budget Update (2.4) 0.4 1.3 2.4 3.5 

Changes in forecasts:      

 Tax revenue (0.4) (0.3) (0.4) (0.5)  (0.5) 

 IRD tax impairments 0.2 - - - - 

 Treaty settlement expenses  0.1 0.2 0.1 0.1 0.1 

 EQC forecasts (0.1) 0.1 - - - 

 ACC forecasts - - - 0.1  0.1 

 Social assistance expenses - - - - (0.1) 

 Other changes - (0.1) (0.2) (0.2) (0.1) 

Total changes since the Budget Update (0.2) (0.1) (0.5) (0.5)  (0.5) 

OBEGAL – 2014 Pre-election Update (2.6) 0.3 0.8 1.9 3.0 

Source:  The Treasury 

Figure 2.8 – Components of OBEGAL by segment
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Material changes to OBEGAL forecasts since the Budget Update include: 

 Tax revenue is weaker across the forecast period than the Budget Update as 
discussed earlier (refer page 25). 

 IRD’s tax impairments were forecast to be higher than eventuated in 2013/14. 

 The Office of Treaty Settlements (OTS) has updated its Treaty settlement expenditure 
forecasts for the timing of forthcoming Deeds of Settlement.  The timing for Deeds is 
determined by milestones earlier in the settlement process such as claimant groups 
achieving a mandate for negotiations and agreements being reached on redress 
packages with the Crown.  As settlements get closer to being finalised, the OTS has a 
greater amount of certainty about when they will occur and impact on Crown expenses. 

 Earthquake Commission (EQC) forecasts in the first two years have changed following 
an updated valuation of EQC’s insurance liabilities at 30 June 2014. 

 ACC’s results in the later years of the forecast largely reflect increases in investment 
income from investments outweighing changes in insurance costs.   

 Social assistance expenses are slightly higher than previous forecasts and are 
expected to be higher by $0.1 billion in the final 2017/18 year. 

...with increases in OBEGAL lifting 
the operating balance 

The total Crown operating balance, 
inclusive of gains and losses, is 
forecast to be in surplus across all 
years of the forecast period.  Figure 
2.9 shows the growth in the operating 
balance and its components.  The 
2013/14 year’s forecast surplus of 
$2.8 billion includes $5.2 billion of 
gains made by Crown financial 
institutions (CFIs), largely ACC and 
NZS Fund.  While the 2013/14 year 
reflects the current strong market 
growth, lower long-term rates of 
returns are assumed in future years, resulting in lower growth in these years.  These gains 
result in increased financial assets which lead to increases in the Crown’s share of net 
worth (refer page 38 for discussion).   

In addition, updated long-term liability valuations for ACC and the Government 
Superannuation Fund (GSF) at 30 June 2014 have led to $1.1 billion of actuarial gains in 
the 2013/14 year (compared to $3.6 billion in 2012/13). 

When compared to the Budget Update, the operating surplus is forecast to be lower in all 
years.  In 2017/18 the operating balance is forecast to be a $6.1 billion surplus, 
$0.6 billion lower than previously forecast. 

 

Figure 2.9 – Components of operating balance 
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Cyclically-adjusted Balance and Fiscal Impulse 

In addition to OBEGAL and the operating balance (both of which are total Crown indicators), 

the cyclically-adjusted balance and the fiscal impulse are useful indicators in assessing the 

relationship between fiscal policy and the economy.  These indicators are summarised in 

Table 2.8. 

Table 2.8 – Cyclically-adjusted balance and fiscal impulse indicators 

Year ended 30 June  
% of GDP 

2013
Actual 

2014
Forecast 

2015
Forecast 

2016
Forecast 

2017 
Forecast 

2018
Forecast 

OBEGAL (2.1) (1.1) 0.1 0.3 0.7 1.1 

Cyclically-adjusted balance (CAB) (1.5) (1.0) (0.2) (0.1) 0.6 1.1 

Fiscal impulse (1.6) 0.0 (0.2) (0.4) (1.0) (0.1) 

Source:  The Treasury 

Cyclically-adjusted Balance (CAB)3 

CAB is an estimate of the fiscal balance (OBEGAL) adjusted for fluctuations of actual GDP 

around trend GDP.  Adjustments are also made for significant one-off expenses in order to 

provide a picture of the underlying fiscal position and the effects of policy decisions. 

Figure 2.10 shows CAB tracking close to OBEGAL in recent years, indicating that the 

operating deficits between 2009 and 2013 have been largely structural.  OBEGAL is expected 

to reach a surplus of 0.1% of GDP in the year ending June 2015.  However, because the 

economy is assumed to be operating a little above capacity over much of the forecast period, 

the CAB is expected to reach surplus two years later in the year ending June 2017. 

Fiscal impulse 

The fiscal impulse is a summary measure of how changes in the fiscal position impacts 

aggregate demand.  The fiscal impulse is calculated on a cyclically-adjusted basis and 

excludes net interest payments.  To better capture the role of capital spending, this indicator 

uses the change in a cash-based version of the fiscal balance (CAB supplemented by capital 

expenditure).  Figure 2.10 shows fiscal policy is expected to withdraw from aggregate 

demand over the forecast period.  

Figure 2.10 – Operating balance indicators and fiscal impulse 
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3  For more details of both CAB and fiscal impulse, see the Additional Information document on the Treasury 
website www.treasury.govt.nz  
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Cost to the Crown of the Canterbury Rebuild 

As reported previously, the Canterbury earthquakes were unprecedented events. Early 

estimates of costs were very challenging.  Over time, as agreements are reached and 

decisions are made, the costs of the rebuild become clearer and are re-estimated and 

published. 

Estimates of the cost to the Crown of the Canterbury rebuild have increased significantly 

since 2011.  At the time the 2011 Budget Update was prepared, only months after the 

February earthquake, the initial estimate of total costs was $8.8 billion (including $3.1 billion 

of claims costs to EQC). All expenses were assumed to be operating, in the absence of 

information regarding the Crown’s contribution to capital expenditure. In these early 

estimates the Treasury emphasised the high levels of uncertainty. 

Three and a half years after the 2011 Budget Update, these forecasts estimate operating 

costs have increased to $12.6 billion (including $7.4 billion in relation to EQC) reflecting 

updated estimates and agreements reached.  In addition, capital expenditure of asset 

rebuilds, such as the new Canterbury hospitals, is estimated to be $3.2 billion.  The Treasury 

is a long way from determining the final costs to the Crown arising out of the Canterbury 

rebuild because uncertainty remains around the likely final costs to the Crown of a number of 

items (eg, Christchurch central city anchor projects) have not yet been determined. 

The Treasury uses the same approach for forecasting the costs of the Canterbury rebuild 

that are used in the Financial Statements of the Government, which are subject to audit by 

the Auditor-General.     

Costs associated with water infrastructure are recognised up-front while the costs of road 

repairs are recognised in the year of repair.  This is consistent with the way the Crown treats 

repairs to local roadways across New Zealand, where there is a spreading of costs to reflect 

that the first call for funding these future expenses will be from dedicated ring-fenced 

revenue sources.  

Operating expenditure will have an impact on the Crown’s OBEGAL while capital 

expenditure does not.  Instead capital expenditure results in growth in the Crown’s balance 

sheet. 

The current forecasts reflect the Treasury’s best professional judgement of the known costs 

under current government policy.  They do not include future decisions the Government may 

or may not take regarding the rebuild.  

Table 2.9 outlines the latest estimates of the net impact of the earthquakes included in these 

forecasts and future years.  As the rebuild progresses the composition of expenditure shifts 

more towards capital spending as Crown assets are replaced. 

Latest estimates for the total cost to the Crown are $15.8 billion and are expected to extend 

beyond the forecast period.  This compares to an estimate of $15.4 billion to 2018 in the 

Budget Update.  These latest estimates include updates from entities with significant 

earthquake costs (primarily CERA, EQC and Southern Response).  A full update of all 

entities with earthquake-related expenses will be undertaken in the next Half Year Update.  

Refer to page ii which discusses the Treasury’s process for this forecast update.  
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Table 2.9 – Net earthquake expenses (operating and capital) 

Year ended 30 June  
$millions 

2011-13 
Actual 

2014
Forecast 

2015
Forecast 

2016
Forecast 

2017
Forecast 

2018 
Forecast 

Outside 
forecast 

period 

Total 
Pre-

election 
Update 

Total 
Budget 
Update 

Local infrastructure 1,364  81 170 113 50 50  -  1,828 1,828 

Crown assets1 40  114 586 520 456 280  50 2,046 1,996 

Land zoning 912  114 (12) 70 5 -   -   1,089 1,034 

Christchurch central city rebuild2 115  412 570 169 124 (13) (260) 1,117 1,030 

Welfare support 269  19 9 4 3 2  -  306 306 

Southern Response support 
package 458  124 (50) (31) (10) 1 - 492 415 

Other costs 508  130 170 136 44 35  -  1,023 997 

Core Crown Canterbury 
earthquake recovery costs 3,666  994 1,443 981 672 355  (210) 7,901 7,606 

EQC (net of reinsurance 
proceeds) 8,026  (257) (245) (79) (2)  (39)   -   7,404 7,291 

Other SOE and CEs (217) 25 247 283 127 41  -  506 506 

Total Crown 11,475  762 1,445 1,185 797 357  (210)  15,811 15,403 

Operating and capital 
expenses                   

Operating expenditure 
(OBEGAL) 11,253  403 316 374 231 82  (47) 12,612 12,132 

Capital expenditure 222  359 1,129 811 566 275  (163) 3,199 3,271 

Total Crown 11,475  762 1,445 1,185 797 357  (210)  15,811 15,403 

Total cash payments3 6,595  1,367 4,872 1,730 587 382  (5)  15,528 15,006 

Notes: 1 Crown assets includes capital expenditure on Canterbury hospitals, schools, Tertiary 
Education Institutions (TEIs), housing and the Justice and Emergency Services Precinct. 

 2 Central city rebuild costs include land acquisition and are net of expected recoveries. 

 3 Some expenses are non-cash (eg, asset write-offs and impairments) and therefore do not 
have a cash element to them. 

Source:  The Treasury 

Forecasts have been updated to take account of the latest information available.  Overall, 

updated forecasts have led to rephasing of both operating and capital net costs with some 

costs now falling outside the forecast period.  Updated valuations of both EQC and Southern 

Response Earthquake Services Limited’s earthquake liabilities at 30 June 2014 have 

resulted in an increase of $0.2 billion in operating costs being recognised in these forecasts.  

Additional operating costs in relation to anchor projects (including write-downs and 

impairments of property) also add $0.1 billion, while re-estimations of insurance recoveries, 

demolition costs and red zone property management costs result in $0.1 billion of additional 

net operating costs. 

The full cost of EQC’s earthquake claims liability is captured in the table above. It outlines 

the costs of the Canterbury rebuild to the total Crown (which includes all Crown entities, such 

as EQC, State-owned Enterprises and core Crown departments).  

Under the Earthquake Commission Act, if the assets of the EQC are not sufficient to meet its 

liabilities, the Crown is responsible for funding the deficiency by way of a grant or advance. 

EQC continues to expect its National Disaster Fund (NDF) will be depleted during the current 

fiscal year.  Whether these claims are funded by the NDF, or directly by the Crown, however, 

will have no bearing on the overall costs to the total Crown because that funding will 

represent a transfer within the total Crown reporting group.  

The Specific Fiscal Risks chapter discusses the fiscal risks associated with the Canterbury 

earthquake forecast net expenses. Key risks include the timing of expenditure and escalating 

costs as well as the independent review of infrastructure costs shared by the Christchurch 

City Council and the Crown (due to be completed by 1 December 2014).  
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Net Core Crown Debt 

Net core Crown debt peaks as a share of GDP in 2014/15... 

Net core Crown debt as a share of GDP is expected to peak in 2014/15 at 26.8% (Figure 
2.11).  By 2017/18 net core Crown debt is expected to have fallen to 25.0% of GDP.  

While operating cash flows are 
expected to return to surplus in 
2014/15, net capital spending is 
expected to exceed operating cash 
flows resulting in core Crown residual 
cash4 deficits across the forecast 
period.  Cash deficits are funded by 
increases in net core Crown debt4 
(either through additional borrowing or 
a reduction in financial assets).   

Over the forecast period, the Crown is 
expected to generate cash flows from 
core Crown operations of $8.6 billion 
and will receive the last of the proceeds from the Meridian share offer ($0.6 billion)5.  The 
core Crown is forecast to spend $24.0 billion on capital items such as purchasing of 
physical assets (eg, school buildings), advances (eg, student loans) and future new capital 
spending.  Overall, this results in a cash shortfall across the forecast of $12.4 billion.  As a 
result of this cash shortfall, net core Crown debt is expected to increase in nominal terms 
and to peak on an annual basis in 2017/18 at $67.9 billion (one year later than previously 
forecast), and then fall after residual cash surpluses are achieved. 

...but is higher than the Budget 
Update... 

Core Crown residual cash is expected 
to remain in deficit across the forecast 
period and is higher than the Budget 
Update largely owing to lower tax 
receipts than previously forecast 
(Figure 2.12).  As a result, net core 
Crown debt (in both nominal terms and 
as a share of GDP) is forecast to be 
higher in each of the forecast years 
when compared to the Budget Update. 

                                                 

4  Net core Crown debt and residual cash indicators are measured on a core Crown basis.  Residual cash 
includes both operating and capital activity.  This differs from OBEGAL, which is measured at a total 
Crown level and includes operating activity only. 

5    Although the Government’s Share Offer programme has now been completed, owing to the use of 
instalment receipts for the Meridian Energy share offer some proceeds (approximately $0.6 billion) are 
expected to be received in the 2014/15 year.  Refer to page 40 of the 2014 Budget Update for further 
detailed information regarding the final proceeds of the programme. 

Figure 2.11 – Net core Crown debt 
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Figure 2.12 – Core Crown residual cash 
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...with the bond maturities funding residual cash deficits 

There has been no change in the bond programme to 2017/18 from the Budget Update.  
The bond programme is expected to raise funds of $36.6 billion over the forecast period, 
while $25.4 billion of existing debt will be repaid, providing net cash proceeds of 
$11.2 billion (Table 2.10).  While there is a greater cash shortfall over the forecast period 
($12.4 billion compared to $9.4 billion forecast at the Budget Update), this additional 
shortfall is expected to be managed 
through reductions in financial assets. 

The movement in gross debt generally 
reflects the timing of the bond 
programme and maturities.  As a 
percentage of GDP it is forecast to 
decrease from 36.6% in 2012/13 to 
32.5% in 2017/18 (Figure 2.13) 
consistent with the decrease in net 
debt as a share of national income. 

 

 

Table 2.10 – Net increase in government bonds 

Year ended 30 June  
$billions 

2014
Forecast 

2015
Forecast 

2016
Forecast 

2017 
Forecast 

2018 
Forecast 

5-year 
Total 

Face value of government bonds issued 
(market) 

8.0 8.0 7.0 7.0  7.0  37.0 

Cash proceeds from government bond 
issue             

Cash proceeds from issue of market bonds 7.7 8.1 7.0 6.9  6.9  36.6 

Repayment of market bonds  (2.2) (8.7) (1.8) -   (11.3) (24.0) 

Net proceeds from market bonds 5.5 (0.6) 5.2 6.9  (4.4) 12.6 

Repayment of non-market bonds - (1.4) -  -   -   (1.4) 

Net repayment of non-market bonds  - (1.4) -  -   -   (1.4) 

Net cash proceeds from bond issuance 5.5 (2.0) 5.2 6.9  (4.4) 11.2 

Source:  The Treasury  

Figure 2.13 – Gross debt vs net debt 
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Total Crown Balance Sheet 

Operating balance surpluses 
strengthen the balance sheet...  

Net worth attributable to the Crown is 
forecast to grow steadily in nominal 
terms across the forecast period 
largely owing to forecast operating 
balance surpluses.  Beyond June 
2014, net worth attributable to the 
Crown is expected to grow by 
$17.6 billion to stand at $92.0 billion or 
33.9% of GDP by 2017/18 
(Figure 2.14). 

...with assets increasing by 
$41 billion over the forecast period... 

Total assets are forecast to grow by $41.1 billion over the forecast period with the largest 
asset growth in the financial assets portfolio (Figure 2.15).  This growth reflects 
investments by CFIs, with much of this growth recognised as gains in the Crown’s 
operating balance.   

The commercial asset portfolio is 
expected to increase by $9.6 billion 
over the forecast period, with growth in 
Kiwibank’s mortgage book comprising 
$7.2 billion of this increase.  (This 
growth is also reflected in the Crown’s 
liabilities as Kiwibank deposits grow in 
line with these mortgages.) 

Social assets (eg, schools, hospitals 
and social housing) are expected to 
increase by $16.8 billion by the end of 
the forecast period, primarily as a 
result of new capital investments via 
the Future Investment Fund.6 

At the Budget Update, $1.7 billion remained in the fund to be allocated to future capital 
spending ($3.0 billion had already been allocated).  Subsequent to Budget 2014, 
$0.1 billion has been allocated to regional roading packages.  This is a pre-commitment 
against Budget 2015, leaving $1.6 billion yet to be allocated across Budget 2015 and 
Budget 2016. 

 

                                                 

6  Proceeds from the Government Share Offer programme were set aside to fund future new capital spending through this 

Fund.  Refer to the 2014 Budget Update page 41 for further information on the Future Investment Fund.   

 

Figure 2.14 – Size of the Crown’s balance sheet
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Figure 2.15 – Total Crown assets 
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...and liabilities begin to fall in 
2017/18 

The Crown’s liabilities are expected to 
increase by $13.5 billion (Figure 2.16) 
over much of the forecast period, 
largely driven by increased borrowing 
($16.4 billion over the forecast period) 
before beginning to fall in 2017/18.  
Borrowings are forecast to peak at 
$119.9 billion in 2016/17 before 
decreasing slightly to stand at 
$116.4 billion by 2017/18. 

The Crown’s balance sheet remains 
sensitive to market movements...  

Many of the assets and liabilities on the Crown’s balance sheet are measured at “fair 
value” in order to disclose current estimates of what the Crown owns and owes.  While the 
measurement at fair value is seen as the most appropriate value of these items, it can be 
volatile, resulting in fluctuations in the value of the assets and liabilities reflecting changes 
in the market and underlying assumptions. 

Financial assets have increased significantly in recent years.  CFIs (eg, NZS Fund and 
ACC) hold investments to make financial returns, and those asset values are dependent 
on market prices, interest rates and exchange rates, which can all be volatile.  For 
example, a 10% change in the NZ dollar exchange rate or share prices can impact the 
Crown’s operating balance by $1 billion to $2 billion.   

In addition, the Crown has a number of significant long-term liabilities (eg, ACC claims 
and GSF retirement liability) that are actuarially valued based on estimated future cash 
flows 50 years into the future.  As part of the actuarial valuation, inflation rates are used to 
help estimate future cash flows, while discount rates are used to obtain the value of those 
future cash flows in today’s dollars (their present value).  Even small changes in these 
assumptions can have significant impacts on the valuation because the cash flows are so 
large and over such long periods. 

...and judgements and estimates will also impact on the balance sheet... 

Outside of market factors, valuations are subject to a number of judgements and 
estimates.  In general, as time goes on, better information becomes available and initial 
estimates are updated to reflect current information.  Some examples of this include ACC 
rehabilitation costs, earthquake-related insurance liabilities and student wage growth.  

...while other risks still remain 

In addition to those items on the balance sheet there are a number of liabilities (and 
assets) that may arise in the future but are not yet included in our forecasts, either 
because they are contingent on an uncertain future event occurring (eg, outcome of 
litigation) or the liability cannot be measured reliably.  If these liabilities crystallise, there 
will be associated costs with a negative impact (or positive in the case of contingent 
assets) on the operating balance or net debt.  Refer to page 75 for a list of the contingent 
liabilities that the Crown was exposed to at 31 May 2014.  The Risks and Scenarios 
chapter also includes further discussion on risks to the Crown’s balance sheet. 

Figure 2.16 – Total Crown liabilities 
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Fiscal Forecast Assumptions 

The fiscal forecasts are based on assumptions and judgements developed from the best 
information available on 5 August 2014, when the forecasts were finalised.  Actual events 
may differ from these assumptions and judgements.  Furthermore, uncertainty around the 
forecast assumptions and judgements increases over the forecast period.  The impact of 
the Canterbury earthquakes adds further uncertainty to the economic and fiscal forecasts. 

The fiscal forecasts are prepared on the basis of underlying economic forecasts.  Such 
forecasts are critical for determining revenue and expense estimates.  For example: 

 A nominal GDP forecast is needed in order to forecast tax revenue. 

 A forecast of CPI inflation is needed because social assistance benefits are generally 
indexed to inflation. 

 Forecasts of interest rates are needed to forecast finance costs, interest income and 
discount rates. 

A summary of the key economic forecasts that are particularly relevant to the fiscal 
forecasts is provided in Table 2.11 (on a June-year-end basis to align with the 
Government’s balance date). 

Table 2.11 – Summary of key economic forecasts used in fiscal forecasts 

Year ended 30 June 
2013

Actual 
2014

Forecast 
2015

Forecast 
2016

Forecast 
2017 

Forecast 
2018

Forecast 

Real GDP1 (ann avg % chg) 2.2 3.6 3.6 2.8 2.1  2.1 

Nominal GDP2 ($m) 212,955 231,149 240,199 251,041 261,741 271,173 

CPI (ann avg % chg) 0.8 1.5 1.6 2.3 2.4  2.2 

Govt 10-year bonds (ann avg, %) 3.6 4.5 4.6 4.8 5.0  5.2 

5-year bonds (ann avg, %) 2.9 4.1 4.4 4.8 5.0  5.2 

90-day bill rate (ann avg, %) 2.6 2.9 4.1 4.8 5.0  5.3 

Unemployment rate (ann avg, %) 6.7 6.0 5.6 5.3 4.9  4.6 

Employment (ann avg % chg) 0.4 3.3 2.5 1.5 1.4  1.1 

Notes: 1 Production measure. 

 2 Expenditure measure. 

Source:  The Treasury 
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In addition, a number of other key assumptions are critical in the preparation of the fiscal 
forecasts.  

Government 

decisions 

The forecasts incorporate government decisions and other circumstances 

known to the Government and advised to the Treasury up to 5 August 2014. 

Tax revenue Tax policy changes enacted and announced by the Government will take 

place as planned and will affect tax revenue and receipts as calculated and 

agreed between IRD and the Treasury. 

Earthquake costs Expenditure (accrual measure) is forecast based on estimates of when key 

decisions will be taken.  The timing of cash payments is based on estimates 

of when actual spending will take place.  Refer to page 35 for further 

discussion. 

Operating 

allowance 

Operating allowances are net $1.5 billion from Budget 2015, growing at a 

rate of 2.0% per year for subsequent Budgets.  For further details, see note 

8 of the Forecast Financial Statements. 

Provision for new 

capital spending 

Capital allowances are $0.8 billion in Budget 2015 and $0.9 billion in Budget 

2016.  The Treasury’s forecasts then assume capital allowances grow at a 

rate of 2.0% per year for subsequent Budgets.  For further details, see note 

8 of the Forecast Financial Statements.  

Finance cost on 

new bond 

issuances  

Based on the 5-year rate from the main economic forecasts and adjusted for 

differing maturities. 

Top-down 

adjustment 

A top-down adjustment is made to compensate for departments that tend to 

forecast upper spending limits (appropriations) rather than best estimates. 

Top-down adjustments to operating and capital expenses are as follows: 

Year ended 30 June 
$billions 

2015
Forecast 

2016
Forecast 

2017
Forecast 

2018 
Forecast 

Operating 0.9 0.5 0.4 0.4  

Capital 0.4 0.1 0.1 0.1  
 

The adjustment will be higher at the front end of the forecast period as 

departments’ appropriations (and therefore expenses) tend to be higher in 

these years, reflecting the flexibility departments have around transferring 

underspends to later years. 

Property, plant 

and equipment 

For the purposes of the forecast financial statements, no revaluations of 

property, plant and equipment are projected beyond the current year.  

Valuations that have occurred up to 30 June 2014 are included in these 

forecasts.   

Student loans The carrying value of student loans is based on a valuation model adapted 

to reflect current student loans policy.  As such, the carrying value over the 

forecast period is sensitive to changes in a number of underlying 

assumptions, including future income levels, repayment behaviour and 

macroeconomic factors such as inflation and discount rates used to 

determine the effective interest rate for new borrowers.  Any change in these 

assumptions would affect the present fiscal forecasts. 
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Investment rate 

of returns 

The forecasts incorporate the unaudited actual results to 30 June 2014.  

Beyond this time, gains on financial instruments are based on long-term 

benchmark rates of return for each portfolio.  

GSF and ACC 

liabilities 

The GSF and ACC liabilities included in these forecasts have been valued 

as at 30 June 2014 respectively.  Both liabilities are valued by projecting 

future cash payments, and discounting them to the present.  These valuations 

rely on historical data to predict future trends and use economic assumptions 

such as inflation and discount rates.  Any changes in actual payments or 

economic assumptions would affect the present fiscal forecast.  For example, 

if the discount rate decreases, the value of the liabilities would increase. 

GSF’s assets are offset against the gross liability and have been updated to 

reflect market values.  The value of assets over the forecast period reflects 

long-run rate of return assumptions appropriate to the forecast portfolio mix. 

NZS Fund 

contributions 

No contribution is assumed in the forecast period in line with the 

Government’s stated intentions to commence contributions once net core 

Crown debt has reached 20% of GDP as set out in the Fiscal Strategy 

Report (FSR). 

Year ended 30 June 
$billions 

2015
Forecast 

2016
Forecast 

2017 
Forecast 

2018 
Forecast 

Required contribution1 2.3 2.3 2.2 2.1 

Actual contribution - - - - 

1.  Calculations of annual contributions if they were to resume in 2013/14. 

The underlying assumptions in calculating the required contribution in each 

year are the previous year’s NZS Fund balance and projected series, over 

the ensuing 40 years of nominal GDP, net (after-tax) New Zealand 

superannuation expenses, and the government 5-year bond rate. The latter 

is used in calculating the Fund’s expected long-run after-tax annual 

return.  Over the forecast years, all Fund variables, apart from the capital 

contributions, are provided by the NZS Fund itself.  

Refer to the Treasury’s website for the NZS Fund model.  
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Medium-term Projections 

The previous sections of this chapter have concentrated on the five-year forecast horizon, 
up to and including 2017/18.  The focus now switches to the decade beyond the last 
forecast year, extending to 2027/28, referred to as the medium-term projections. The 
different names reflect different levels of precision. 

Forecasts are based on comprehensive modelling of, and expert opinion on, economic and 
fiscal conditions.  They take into account the relationships and interactions between 
variables, and make allowance for the impacts of existing policies.  Based on the 
information available, they represent the best attempt to predict future outcomes. 

Projections represent potential future paths of variables.  They are usually based on 
historical averages of the levels or growth rates, and depend greatly on both the forecast 
base from which they arise and the assumptions used to generate them.  Projections should 
not be viewed as accurate predictions, but rather as indicators of potential outcomes under 
a given set of assumptions.  The projections assume an economy that is free of cycles and 
growing on trend, and contain no unplanned policy responses that might, in actuality, be 
enacted to address unfavourable trends or encourage positive outcomes. 

Projected nominal GDP growth slows... 

The two economic variables that most significantly influence the fiscal projections are 
nominal GDP and the CPI inflation measure.  A table in the annex to this section shows 
the paths of the other main economic projections. 

Annual growth of nominal GDP gradually slows over the projections, from a peak of 4.5% 
in the year ending June 2021 to 4.2% by the year ending June 2028.  This is mainly owing 
to the labour force contribution, where an ageing population slowly reduces overall 
participation rates. 

While projected nominal GDP growth rates are virtually identical to those produced for the 
2014 Fiscal Strategy Report (FSR), they arise from an end-of-forecast GDP base which is 
$1.4 billion (0.5%) lower.  This wedge is maintained over the projection decade.  Because 
tax revenue is brought to a stable ratio of nominal GDP in projections, based both on 
history and current tax parameters, this results in reduced tax, in dollar terms, relative to 
the 2014 FSR. 

Figure 2.17 illustrates the paths of 
core Crown revenue and expenses, as 
percentages of nominal GDP, in recent 
history and the Pre-election Update 
forecasts and projections. 

Lower tax revenue is the main reason 
why the fiscal projections are not quite 
as strong as those of the 2014 FSR.  
As depicted in Figure 2.18 the total 
Crown operating balance before 
gains/(losses) tracks slightly below the 
previous projection. 

Figure 2.17 – Core Crown revenue and expenses 
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The Pre-election Update projection of 
expenses, in dollar terms, is only 
slightly higher than the previous 
projection.  The majority of the small 
difference is owing to higher interest 
costs, which arise from debt not 
reducing as quickly. 

...with OBEGAL surpluses projected 
to continue... 

The projection of OBEGAL continues 
the rising profile exhibited in the 
forecast years.  Surpluses increase, 
not just in dollar terms but also as 
percentages of GDP, principally because revenue growth outstrips that of expenses.  
Allowances for new operating spending grow more slowly than nominal GDP.  By 
contrast, most revenue types, and in particular tax revenue, grow in line with nominal 
GDP.  The track also receives a boost in the initial years of projections as some tax types 
lift to their long-run stable ratios of nominal GDP. 

...resulting in net core Crown debt reaching 20% of GDP in 2020/21 

Weaker revenue projections also 
result in a projection of net core Crown 
debt to GDP that is marginally higher 
than in the 2014 FSR, as shown in 
Figure 2.19.  The narrowing of the gap 
between the two net debt tracks in 
2019/20, before moving apart again, 
reflects the assumed resumption of 
capital contributions to the NZS Fund 
shifting out one further year. 

The current policy relating to 
resumption of capital contributions to 
the NZS Fund is that these will restart 
once net core Crown debt is no higher 
than 20% of GDP.  This was projected 
to occur in 2019/20 in the 2014 FSR.  However, the reduction in both forecast and 
projected tax revenue means that net core Crown debt is projected to fall below 20% of 
GDP one year later.  As a result, capital contributions are now projected to also resume 
one year further out, in 2020/21. 

Further long term projections are available in the Treasury’s latest Statement on 
New Zealand’s Long-Term Fiscal Position, which was published in July 2013.  It outlines 
how, in common with many advanced economies, New Zealand faces an ageing 
population structure which will bring with it both challenges and opportunities.  

Figure 2.18 – Total Crown operating balance 
before gains/(losses) or OBEGAL 
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Figure 2.19 – Net core Crown debt (excluding 
NZS Fund and advances) assuming no policy 
intervention  

-5

0

5

10

15

20

25

30

2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028

% GDP

Year ending 30 June
Pre-election Update Budget Update

Actual ProjectionForecast

Source:  The Treasury 



  F ISCAL OUTLOOK   

B.16   |   45 

Assumptions for Medium-term Fiscal Projections 

The assumptions for the medium-term economic and fiscal projections are outlined in this 
section. The full assumptions can be found in the 2014 FSR, at 
http://www.treasury.govt.nz/budget/2014/fsr 

Table 2.12 – Summary of economic and demographic assumptions*  

June Year7 2014 2015 2016 2017 2018 2019 2020 2021 2022 ….. 2028

Forecasts Projections 

Labour force  2.6 2.1 1.2 0.9 0.8 1.1 1.0 1.0 0.9  0.7

Unemployment rate** 6.0 5.6 5.3 4.9 4.6 4.5 4.5 4.5 4.5 4.5

Employment  3.3 2.5 1.5 1.4 1.1 1.2 1.0 1.0 0.9  0.7

Labour productivity 

growth*** 
0.5 1.3 1.6 1.0 1.1 1.4 1.5 1.5 1.5  1.5

Real GDP 3.6 3.6 2.8 2.1 2.1 2.3 2.4 2.5 2.4  2.2

Nominal GDP  8.5 3.9 4.5 4.3 3.6 4.3 4.4 4.5 4.5  4.2

Average hours paid per 

week**** 32.8 32.6 32.5 32.4 32.4 32.3 32.2 32.2 32.2  32.2

Average hours worked per 

week***** 33.4 33.4 33.3 33.2 33.1 33.0 33.0 33.0 33.0  33.0

CPI  

(annual % change) 1.6 2.1 2.3 2.3 2.1 2.0 2.0 2.0 2.0  2.0

Government 5-year bonds 

(average % rate) 4.1 4.4 4.8 5.0 5.2 5.3 5.5 5.5 5.5  5.5

Nominal average hourly 

wage  2.6 2.8 3.1 3.3 3.4 3.4 3.5 3.5 3.5  3.5

* Annual average % change unless otherwise stated. 

** Level of unemployment (average for year ending June). 

***   Hours worked measure. 

****  Average over public and private sector. 

***** Total hours worked ÷ total number employed. 

Sources:  The Treasury, Statistics New Zealand 

 
No economic variables have had their medium-term, stable assumptions changed since 
the 2014 FSR.  As average hours worked per week is assumed to grow at the rate of 
average hours paid per week, it has stabilised at a slightly higher level, but in the same 
projected year.  This does not affect projected GDP as it depends on the unchanged 
growth rate, not the level, of average hours worked per week. 

Economic projections display the potential paths that some key economic indicators take 
beyond their forecast bases, while simultaneously providing inputs to projecting many 

                                                 

7 Note that the economic forecasts in the Pre-election Update are based on a March year. 
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fiscal variables.  For example, the modelling of many future benefit expenses uses 
inflation to annually index payment rates.  Nominal GDP acts as the denominator in fiscal 
indicators to make them more comparable over periods of a decade or more. 

The stable projection assumption for annual growth in CPI is 2%, which is the midpoint of 
the 1% to 3% target in the Reserve Bank’s Policy Targets Agreement.  With annual 
growth in CPI at 2.1% by the end of the forecasts, the stable assumption is attained in the 
first projected year and maintained in all later ones. 

Nominal GDP is projected using a growth rate produced by combining those of real GDP 
and CPI.  Projected real GDP growth is itself derived from the growth rates of several 
economic variables, particularly that of the labour force and annual labour productivity 
growth.   

Table 2.13 – Summary of fiscal projections, as percentages of nominal GDP 

Year ended 30 June 2014 2015 2016 2017 2018 2019 2020 2021 2022 ... 2028 

Forecast Projections 

Core Crown revenue 29.1 30.1 30.5 30.7 31.0 31.4 31.4 31.3 31.3 ... 31.2 

Core Crown expenses 30.8 30.3 30.2 30.0 30.0 29.7 29.2 28.9 28.6 ... 27.0 

Total Crown revenue 38.8 39.6 39.7 39.8 40.2 40.5 40.6 40.5 40.5 ... 40.3 

Total Crown expenses 39.8 39.3 39.2 39.0 38.9 38.6 38.1 37.8 37.5 ... 36.0 

Total Crown OBEGAL1 -1.1 0.1 0.3 0.7 1.1 1.8 2.3 2.5 2.7 ... 4.2 

Total Crown operating balance 1.2 1.2 1.4 1.8 2.2 3.0 3.3 3.5 3.8 ... 5.5 

Core Crown GSID2 38.3 36.1 36.4 37.5 34.6 32.6 29.8 27.4 24.9 ... 10.0 

Core Crown net debt3 25.9 26.8 26.7 25.8 25.0 23.3 20.8 19.0 16.9 ... -0.7 

Total Crown net worth 34.5 34.5 34.5 34.9 36.0 37.5 39.2 41.1 43.2 ... 59.5 

Net worth attributable to the Crown4 32.2 32.2 32.3 32.8 33.9 35.2 36.9 38.6 40.6 ... 55.9 

Notes: 1 Operating balance before gains/(losses). 

 2 Gross sovereign-issued debt. 

 3 Excludes financial assets of the NZS Fund and core Crown advances. 

 4 Excludes assets and liabilities belonging to minority interests. 

Source:  The Treasury 
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Summary of medium-term fiscal assumptions 

Tax revenue Linked to growth in nominal GDP. Source deductions (mainly PAYE 

tax on salary and wages) are grown using employment growth and 

nominal average hourly wage growth, multiplied by a fiscal drag 

elasticity of 1.35, at the beginning of the projection period.  Beyond 

2019/20 source deductions remain at a long-term stable value of 

11.2% of GDP.  The four other major tax categories – Corporate tax, 

GST, hypothecated Transport taxes and Other taxes – are gradually 

returned, from their end-of-forecast values, to long-term constant 

ratios to GDP.  This transitional adjustment is to ensure that tax 

revenue projections are based on ratios to GDP that are neither 

higher nor lower than would be expected when the economy is 

performing at its potential.  All tax categories change at a rate of 0.2% 

of GDP per year, with final ratios-to-GDP of 4.1% for Corporate tax, 

7.6% for GST, 1.3% for hypothecated Transport taxes and 4.5% for 

Other taxes.  The long-term ratios are based on historical data, taking 

into account tax rate and policy changes that could affect these.  Once 

the long-term ratios are reached the tax types remain at them in later 

projected years.  

New Zealand 

Superannuation (NZS) 

Demographically adjusted and linked to net wage growth, via the 

“wage floor”.  The latter refers to the net (after-tax) weekly NZS rate 

for a couple being constrained in legislation to lie between 65% and 

72.5% of net average weekly earnings.  As tax on average weekly 

earnings increases owing to fiscal drag, the net average weekly 

earnings do not grow as quickly as the gross earnings in the years 

where fiscal drag is applied in modelling source deductions.  

Other benefits Demographically adjusted and linked to inflation. 

Health and education Held constant at the end-of-forecast values, because their growth is 

assumed to come from a share of the projected Operating Allowance 

annual increment. 

Other expenditure Held constant at the end-of-forecast values, because their growth is 

assumed to come from a share of the projected Operating Allowance 

annual increment. 

Finance costs A function of debt levels and interest rates. 

Operating allowance $1.592 billion in 2018/19, based on 2% growth from a $1.5 billion 

value in Budget 2015.  Operating Allowances continue to grow at 2% 

per year from this value in later projected years. 

Capital allowance $0.955 billion in 2018/19, based on 2% growth from a $0.9 billion 

value in Budget 2016.  Capital Allowances continue to grow at 2% per 

year from this value in later projected years.  

NZS Fund Contributions to the Fund suspended until 2019/20.  Contributions 

begin again in 2020/21, at a level consistent with the New Zealand 

Superannuation and Retirement Income Act 2001.  

Source:  The Treasury 
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