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• Nominal economic growth, a key driver of tax revenue, is forecast to 
average 5.4% over the next three years.  Over the same period, tax 
revenue grows at a lower average rate of 3.7%, reflecting tax-rate 
reductions, removal of the New Zealand Superannuation (NZS) 
surcharge and declining tariff rates. 

• Tax revenue forecasts have been revised down by about $850 million 
(2.5%) and $300 million (0.9%) in 1998/99 and 1999/2000 respectively 
since the December Update.  This mainly reflects downward revisions 
in nominal economic growth in 1997/98 and 1998/99, and the removal 
of tariffs on motor vehicles. 

• However, strong growth in tax revenue as the economy picks up in 
1999 and beyond means that tax revenue in 2000/01 is about 
$220 million (0.6%) higher than in the December Update. 

• Tax outturns to March 1998 do not reflect the downward revision in 
nominal economic growth for the current year.  This is a source of 
uncertainty around these forecasts, especially for 1998/99.  Overall, 
the risks are evenly balanced.



 

 

Table 3.1 - Total Revenue 

 1996/97 1997/98 1998/99 1999/2000 2000/01 
($ million) Actual Estimated Actual Forecast Projection Projection 

  December 
Update 

Budget December 
Update 

Budget December 
Update 

Budget December 
Update 

Budget  

Source deductions 12,264 12,670 12,812 12,619 12,606 13,329 13,302 13,927 13,960 

Other persons 3,382 3,425 3,360 3,435 3,299 3,495 3,310 3,777 3,552 

Refunds to individuals (658) (680) (660) (705) (685) (705) (685) (730) (710) 

Company tax 3,233 4,115 4,023 4,596 4,340 4,856 4,947 4,991 5,290 

Residents’ withholding tax 1,036 999 983 1,093 985 1,118 1,137 1,083 1,270 

Non-residents’ withholding tax 824 669 728 681 664 692 701 703 742 

Foreign dividend withholding payments 72 97 191 28 45 11 9 12 8 

GST 7,725 8,096 8,080 8,584 8,361 8,852 8,758 9,175 9,171 

Excise taxes 1,796 1,842 1,867 1,863 1,982 1,891 2,001 1,912 2,017 

Customs duty 909 917 828 916 663 899 649 872 630 

Other taxation 1,333 1,401 1,378 1,441 1,438 1,484 1,487 1,530 1,543 

Total Tax Revenue 31,916 33,551 33,590 34,551 33,698 35,922 35,616 37,252 37,473 

Compulsory fees, fines, penalties and levies 263 265 259 271 263 276 271 289 276 

Total Revenue Levied by the Crown 32,179 33,816 33,849 34,822 33,961 36,198 35,887 37,541 37,749 

Revenue earned through the Crown’s 
operations 

2,599 2,165 2,198 2,245 2,296 2,349 2,342 2,411 2,457 

Total Revenue 34,778 35,981 36,047 37,067 36,257 38,547 38,229 39,952 40,206 

Total Net Surplus of SOEs and CEs 83 612 1,049 779 880 910 906 1,015 1,058 

Source: The Treasury  

Note: The tax forecasts were finalised on 16 April 1998 apart from the inclusion of the decision on 4 May to remove motor vehicle tariffs from 15 May 1998.  Numbers presented in 
this chapter are after elimination of GST paid on departmental outputs.  “Budget” refers to the 1998 Budget Economic and Fiscal Update in all cases. 
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Overview 

Nominal economic growth, a key driver of tax revenue, is forecast to average 5.4% 
over the next three years.  Over the same period, tax revenue grows at a lower 
average rate of 3.7%, largely reflecting tax-rate reductions on 1 July 1998, removal of 
the NZS surcharge on 1 April 1998

1
 and declining tariff rates over the forecast period.   

Table 3.2 - Inflation and the Growth in Nominal GDP 

 1997/98 1998/99 1999/2000 2000/01 3-year 

Annual average % change  
(June years) 

Estimated 
Actual 

Forecast Projection Projection Average 

Nominal GDP (expenditure based)      

1997 December Update 5.4 6.6 5.0 4.3 5.3 

1998 Budget 2.9 5.1 5.9 5.2 5.4 

CPI inflation      

1997 December Update 3.0 1.6 0.6 0.8 1.0 

1998 Budget 2.0 1.3 1.8 1.5 1.5 

Source: The Treasury 

Key features of the Budget economic forecasts are that economic growth and 
inflationary pressures are now expected to be much lower in the short term.  However, 
lower growth in the current year is not reflected in the tax outturns to the end of March 
1998.  Therefore, a key judgment in these forecasts is whether some firms have not yet 
lowered their tax payments in line with the weaker economy and will, therefore, receive 
this tax back in the future.  

Overall, weaker nominal growth in the short term and removal of tariffs on motor 
vehicles, combined with a lower income base in the current year and additional refunds 
next year, have contributed to tax revenue forecasts being revised down by about 
$850 million and $300 million in 1998/99 and 1999/2000 respectively.  In other words, 
compared with the December Update, this new outlook shaves about 2.5% off tax 
revenue in 1998/99 and 0.9% in 1999/2000. 

Much of the downward revision in short term growth falls on businesses as subdued 
growth in domestic demand and continuing wage growth squeeze profits.  Growth in 
nominal operating surplus

2
 for the year ending March 1998 is now forecast to be 0.2%, 

rather than 5.5% forecast in the December Update.  Most of this impact falls in 1998/99 
with corporate and small-business tax revenue in that year down about $370 million 
(4.6%) compared with the previous forecast. 

                                                 
1
  Tax-rate reductions on 1 July 1998 and the abolition of the surcharge on 1 April 1998 are estimated to reduce tax 

revenue by about $1.2 billion in 1998/99,  $1.4 billion in 1999/2000 and $1.5 billion in 2000/01.  
2
  A System of National Accounts measure closely related to profits. 
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Whereas the growth in operating surplus has changed markedly since the December 
Update, the growth in compensation of employees and consumption is only slightly 
lower in the short term than previously expected. 

Strong growth in tax revenue, as economic growth picks up in 1999 and beyond, 
means that tax revenue in the final year of the forecast is about $220 million higher 
than in the December Update.  Overall, the average growth rates of the nominal 
economy and tax revenue for the forecast period are in line with the December Update 
forecasts. 

Table 3.3 - Growth in Major Components of Nominal GDP 

 1997/98 1998/99 1999/2000 2000/01 3-year

Annual Average % change  
(March years) 

Estimated 
Actual

Forecast Projection Projection Average

Compensation of employees      

1997 December Update 3.5 4.0 4.9 3.9 4.3

1998 Budget 4.3 3.2 5.0 5.4 4.5

Operating surplus  

1997 December Update 5.5 10.1 5.7 4.5 6.7

1998 Budget 0.2 6.8 9.1 6.6 7.5

Total consumption  

1997 December Update 5.2 5.3 3.4 3.2 4.0

1998 Budget 5.3 3.8 3.9 4.4 4.1

Source: The Treasury 

Note: Economic forecasts are compiled on a March-year basis in order to be consistent with Statistics 
New Zealand’s System of National Accounts, while tax revenue forecasts are prepared on a June-
year basis.  Nominal GDP stated elsewhere in this chapter is on a June-year basis. 

These forecasts also incorporate the removal of motor vehicle tariffs from 15 May 
1998.  This lowers tax revenue by $58 million in 1997/98, $285 million in 1998/99, 
$250 million in 1999/2000 and $255 million in 2000/01, compared with the December 
Update forecasts.  However, other items, including increases in fuel and tobacco 
excise, have a positive impact on revenue (see the policy changes box). 
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Table 3.4 - Comparison with the 1997 December Update 

($ million, June years) 1997/98 1998/99 1999/2000 2000/2001
1997 December Update Revenue   35,981  37,067  38,547  39,952 
      

Removal of tariffs on motor vehicles
3
  (58)  (285)  (250)  (255) 

Policy changes  8  168  223  155 
Economic and other forecasting  89  (736)  (279)  321 

Total Change in Tax Revenue   39  (853)  (306)  221 
Non-tax revenue changes since the December Update  27  43  (12)  33 

1998 Budget Update Revenue  36,047  36,257  38,229  40,206 

Source: The Treasury 

The ratio of tax revenue to GDP 
declines over the forecast period 
owing largely to tax reductions in 
the short term and continuing 
tariff reductions over the forecast 
period.  These push the tax-to-
GDP ratio down to 32.4% by 
2000/01. 

Adjusting tax revenue for the 
estimated impact of new and 
previous major policy initiatives, 
the tax-to-GDP ratio would 
remain a little under 34%. 

A relatively small part of Crown 
revenue is earned through the Crown’s operations rather than collected as tax revenue.  
Non-tax revenue falls in 1997/98 by 14%, largely reflecting the impact of the Crown 
receiving special dividends in the prior year.  Over the following three years, non-tax 
revenue then grows at an average rate of 3.6% owing to increases in accrued interest 
on student loans and increases in SOE and Crown entity dividends. 

The principal risk to the revenue forecasts is economic.  Uncertainty over the timing of 
a recovery in confidence is a key risk to the economic forecasts and therefore also to 
the tax forecasts.  There are also forecast risks because of the number of policy 
changes in the forecast period.  These exist because behavioural responses to policy 
changes may be different from those expected.  The forecasts are also quite sensitive 
to the judgment about the extent to which tax has been overpaid in the current year. 
Overall, the risks around the forecast are considered to be evenly balanced. 

                                                 
3
 This includes the cost of the Government’s policy on duty refunds  ($31 million in 1997/98), and alternative specific 

tariff reductions ($25 million and $50 million in 1998/99 and 1999/2000 respectively) which are charges against the 
Coalition Agreement’s spending limit.  

Figure 3.1 - Tax-to-GDP Ratio 
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The following sections give additional details of the forecasts for the major tax revenue 
categories, revenue earned through the Crown’s operations, and the net surplus from 
SOEs and Crown entities. 

 

Impact of major policy changes and motor vehicle tariff removal 

From 15 May 1998, the petrol excise rate increases by 2.1 cents per litre and the LPG excise 
rate increases by 2.0 cents per litre.  Road user charges increase from 1 July 1998.  From 
15 May 1998, the tobacco excise rate increases by the equivalent of 50 cents per packet of 
20 cigarettes. 

As part of the programme to simplify taxpayer requirements, rules governing the withholding rate 
on residents’ interest income will change from 1 April 1999.  The main change will allow 
taxpayers with a higher marginal tax rate to elect to have tax withheld at 33%.  The key effect of 
this change is to increase revenue in 1999/2000.  In later years, the extra amount withheld will 
be offset by an equivalent drop in terminal tax. 

Amendments to the rules governing the valuation of trading stock for tax purposes will apply 
from the 1998/99 income year.  The new reforms will generate a better measure of income from 
trading stock for tax purposes than the rules that currently apply, and increase revenue from 
1998/99 onwards. 

From 15 May 1998 tariffs on motor vehicles will be zero.    

Table 3.5  - Estimated Revenue Impact of Policy Changes  

($ million) 1997/98 1998/99 1999/2000 2000/01 

Increase in fuel excise
4
 5 84 84 84 

Increase in tobacco excise
5
 8 64 66 70 

Trading stock tax reform 0 18 16 16 
Changes to RWT withholding rates 0 13 72 0 
Other (5) (11) (15) (15) 
Removal of  tariffs on motor 

vehicles
6
 

(58) (285) (250) (255) 

Total changes (50) (117) (27) (100) 

Source: The Treasury 

                                                 
4
 Gross revenue impact including GST.  These figures also include an LPG excise increase from 15 May 1998 and an 

increase in road user charges from 1 July 1998. 
5
  Gross revenue impact including GST. 

6
  This includes the cost of the Government’s policy on duty refunds  ($31 million in 1997/98), and alternative specific 

tariff reductions ($25 million and $50 million in 1998/99 and 1999/2000 respectively) which are charges against the 
Coalition Agreement’s spending limit. 
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Tax Revenue Forecasts 

Source Deductions 

This is the largest revenue category and includes 
taxes withheld on wages, salaries, social welfare 
benefits, bonuses, lump-sum payments, and pension 
fund contributions.  About 80% of source deductions 
come from PAYE on wages and salaries. 

1997/98 estimated actual 

Source deductions are estimated to be about $140 
million above the December Update forecast, largely 
owing to higher-than-expected growth in wages.  Private and public sector wages 
increased 3.6% and 4.3% respectively in the year to December 1997.  Public sector 
wage growth was boosted by, among other things, teachers’ pay settlements. 

Forecast trend 

Employment growth, which tends to lag economic activity, is expected to pick up in 
1999, before peaking at around 3.0% per annum in early to mid-2000.  Average wage 
growth is moderated in the short term by the weak labour market.  However, wage bill 
growth over the next three years still averages 5.0% per annum. 

A second round of tax reductions and the removal of the superannuation surcharge, 
combined with slow employment and wage growth, sees source deductions decline in 
1998/99.  However, as the labour market strengthens, source deductions increase 
steadily through 1999/2000 and 2000/01.  Changes to withholding rates on extra 
emoluments add about $100 million in 1998/99 and beyond while other persons’ taxes 
will fall by a similar amount from 1999/2000 onwards. 

Table 3.6 - Source Deductions Forecasts 

 1996/97 1997/98 1998/99 1999/2000 2000/01

($ million) Actual Estimated 
Actual

Forecast Projection Projection

Source deductions 12,264 12,812 12,606 13,302 13,960 

% growth  (2.2)  4.5  (1.6)  5.5  4.9 

Wage bill % growth (June years)  5.9  3.5  4.1  5.5  5.3 

Source: The Treasury 

                                                 
7
 Based on the 1997/98 estimated actual. 

Source deductions comprise 
38.1% of total tax revenue7
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Other Persons 

This category includes taxes paid by individuals and 
trusts on income that is not withheld, or is under-
withheld, at source.  About three-quarters of other 
persons tax is provisional tax from small-business 
owners and investors.  The other quarter is terminal 
tax from taxpayers whose withholdings and 
provisional tax are insufficient to cover their tax 
liabilities. 

Refunds to individuals, which occur when withholdings 
and provisional tax exceed liabilities, are offset to give “net other persons” tax revenue. 

1997/98 estimated actual 

Net other persons tax revenue in 1997/98 is estimated to be 0.9% down on the prior 
year.  This reflects, among other things, falling farm incomes, owing to weak 
commodity prices and higher exchange rates, and the lagged impact of the first round 
of tax reductions on 1 July 1996.  

Forecast trend 

Despite the lagged impact of drought conditions, growth in farm incomes is expected to 
pick up in 1998/99 owing to the recent fall in the New Zealand dollar.  However, the 
slowdown in the domestic economy is expected to constrain growth in non-farm small-
business income in the short term.  Overall, small-business income is projected to rise 
by 5.0% in 1998/99. 

As the economy picks up in 1999 and beyond, growth in small-business income 
reaches 8.1% and 7.6% in the final two years of the forecast period.  However, net 
other persons tax revenue is expected to grow more slowly than small-business 
income, averaging 1.7% per annum over the next three years.  This reflects: 

• the second round of tax-rate reductions and the abolition of the NZS surcharge, 
which reduce tax revenue in the short term 

• revised withholding rates for extra emoluments and secondary employment effective 
from 1 July 1998, which lower terminal tax revenue by about $100 million in 
1999/2000 and beyond. This is offset by a similar rise in source deductions 

• revised withholding rates on residents’ interest income, which lower terminal tax 
revenue by $83 million in 2000/01 and beyond. This is offset by a similar rise in 
residents’ withholding tax. 

Other persons (net of 
refunds to individuals) 

comprise 8.0% of total tax 
revenue

 



REVENUE 

B.3   ⎟    83 

 

Table 3.7 - Other Persons Tax Forecasts 

1996/97 1997/98 1998/99 1999/2000 2000/01

($ million) Actual Estimated 
Actual

Forecast Projection Projection

Other persons tax 3,382 3,360 3,299 3,310 3,552

Refunds to individuals (658) (660) (685) (685) (710)

Net other persons 2,724 2,700 2,614 2,625 2,842

% growth (1.3) (0.9) (3.2) 0.4 8.3

Entrepreneurial income % growth 
(March years) 

3.8 2.9 5.0 8.1 7.6

Source: The Treasury  

Corporate Taxes 

Tax is paid on New Zealand-derived profits of resident 
and non-resident companies, SOEs, superannuation 
funds and unit trusts. 

The term corporate tax refers to the combination of 
taxes on company income.  This tax is mostly 
collected as net company income tax.  However, the 
portion collected as non-residents’ withholding tax on 
dividends (NRWT) increased markedly following the 
1 December 1995 changes to the international tax 
regime.  In addition, some tax on company profits is collected as withholding payments 
on dividends paid to New Zealand companies from overseas (FDWP).  This is likely to 
decrease sharply with the introduction on 1 April 1998 of the conduit tax regime.  

1997/98 estimated actual 

Annual growth in corporate profits was unspectacular in 1997/98.  Firms’ aggregate 
profit growth has been affected by subdued growth in domestic demand and strong 
wage growth.  The easing in the New Zealand dollar through the 1997/98 fiscal year 
has helped exporters, although this will take some time to flow through to profits.  
Some of the favourable effects of a lower currency have been offset by lower 
commodity prices and forward exchange rate cover.  The financial sector’s profits 
continued to improve in 1997/98 owing to steady interest margins, strong investment 
returns and ongoing restructuring. 

Corporate taxes comprise 
14.7% of total tax revenue
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Corporate taxes are estimated to grow by 19.7% in 1997/98 despite subdued corporate 
profit growth.  This reflects: 

• a change in revenue recognition rules for imputation credit account balances which 
boosts company tax revenue in 1997/98 by an estimated $140 million 

• lower-than-normal net company taxes in 1996/97 as a result of overpaid tax in 
1995/96 and the impact of the December 1995 international tax reforms 

• overpayments in 1997/98 owing to an assumption that some firms have been slow 
to react to lower-than-expected profits in recent months 

• strong growth in profits from the financial sector. 

Forecast trend 

Corporate profit growth is expected to improve slowly in 1998/99 with a strong pick-up 
projected in 1999/2000.  In 1998/99, the improvement in corporate profits is mainly 
driven by productivity improvements and lower interest rates.  The substantial fall in the 
New Zealand dollar over the past year means that exporters are well placed for 
improvements in profitability, although the deepening of the economic difficulties in 
Asia has led to a more subdued near-term outlook for New Zealand’s exports.  
Corporate taxes are expected to grow more slowly than corporate profits in the short-
term because overpaid tax in 1997/98 will translate into lower provisional tax payments 
and higher refunds in 1998/99. 

Growth in corporate taxes is 
expected to peak in 1999/2000 in 
line with nominal economic 
growth before falling off slightly in 
the final year of the forecast 
period.  

Reform of rules governing the 
valuation of trading stock 
increases company tax by an 
estimated $18 million in 1998/99 
and $16 million in each of the 
final two years of the forecast 
period. 

NRWT is forecast to decline 
slightly in 1998/99 owing to a 
lower level of one-off dividend payments but rebounds in the final two years of the 
forecast period largely driven by higher corporate profits. 

Figure 3.2 -  Annual Growth in Corporate Tax 
Revenue 

A
nn

ua
l %

 c
ha

ng
e

-15

-10

-5

0

5

10

15

20

25

30

1995 1996 1997 1998 1999 2000 2001

Corporate tax revenue GDP(E)
Year ended 30 June

 

Source: The Treasury 
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Table 3.8 - Corporate Tax Revenue Forecasts 

 1996/97 1997/98 1998/1999 1999/2000 2000/01 

($ million) Actual Estimated 
Actual 

Forecast Projection Projection 

Net company tax 3,233 4,023 4,340 4,947 5,290 

NRWT 824 728 664 701 742 

FDWP 72 191 45 9 8 

Total Corporate Taxes 4,129 4,942 5,049 5,657 6,040 

Total corporate taxes 
% growth 

(10.5) 19.7 2.2 12.0 6.8 

Corporate operating surplus % 
growth (June years) 

(0.6) 0.3 9.3 9.6 6.3 

Source: The Treasury 

 

The Treasury’s measure of corporate operating surplus 

The Treasury’s corporate tax8 forecasts rely on the concept of corporate operating surplus as a 
proxy for corporate profits.  This provides the Treasury with a forecast for corporate taxes that is 
consistent with macroeconomic forecasts and the taxation of other sources of income in the 
economy. 

Statistics New Zealand produces the System of National Accounts which includes a measure of 
the New Zealand economy’s operating surplus.  This operating surplus is split into corporate and 
non-corporate components based on historical proportions.  Forecast operating surplus is then 
divided on a similar basis to arrive at the part of income that is subject to corporate tax as 
opposed to individuals’ taxation.  

 

                                                 
8
 Corporate taxes include net company tax, foreign dividend withholding payments and non-residents withholding tax.  
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Goods and Services Tax 

Goods and services tax (GST) is a broadly based tax 
imposed on most goods and services consumed in 
New Zealand.  Forecasts of goods and services tax 
are based on forecasts of total consumption adjusted 
to include, among other things, residential housing 
construction and foreign tourist spending, and to 
exclude housing rentals and spending by New 
Zealand residents abroad. 

1997/98 estimated actual 

Total GST revenue in 1997/98 is estimated to be 4.6% higher than in 1996/97, owing to 
strong growth in nominal consumption and residential investment.  This is in line with 
the December Update forecast.  

Forecast trend 

Forecasts of consumption, tourism exports and residential investment are weaker, in 
the short term, than in the December Update.  Lower employment and reduced 
consumer confidence in the near term are expected to slow household spending.  
However, these effects are partially offset by the impact of tax reductions and the AMP 
demutualisation.  Overall, GST is expected to grow by 3.5% in 1998/99.  The arrival of 
the second ANZAC frigate contributes about $80 million to GST in the 1998/99 year. 

Consumption is expected to continue to grow through the remainder of the forecast 
period.  As tourism recovers and growth in residential investment picks up, growth in 
GST increases through 1999/2000 and 2000/01 in line with these trends. 

Table 3.9 - Goods and Services Tax Forecasts 

 1996/97 1997/98 1998/99 1999/2000 2000/01

 Actual Estimated 
Actual

Forecast Projection Projection

GST revenue ($ million) 7,725 8,080 8,361 8,758 9,171 

% growth 6.4 4.6 3.5 4.7 4.7 

(% change, March years):      

Consumption 5.6 5.3 3.8 3.9 4.4 

Residential investment 7.3 8.6 3.2 8.6 2.9 

Tourist spending in New Zealand (4.7) (10.3) 2.5 11.6 8.7 

Source: The Treasury 

GST comprises 24.1% of 
total tax revenue
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Other Indirect Taxes 

Other indirect taxes include excise duties, Customs 
duty, stamp and cheque duties, road user charges, 
motor vehicle registration fees, gaming duties and 
energy resource levies. 

Excise duties 

Excise duties comprise approximately half of other 
indirect taxes.  Excise is collected on the domestic 
production of tobacco products, alcohol and 
petroleum fuel. 

Excise duty for 1997/98 is expected to be 4.0% higher than in 1996/97.  This reflects 
the annual indexation of excise rates on alcohol and tobacco, and increased 
consumption of petroleum fuels. 

Excise collections are forecast to rise by 6.2% in 1998/99 largely owing to the following 
policy initiatives to take effect from Budget night: 

Table 3.10 - Excise Rate Increases 

Excise Type Excise Rate Increase 

Cigarettes (containing less than 0.8 kilograms of 
tobacco per 1,000 cigarettes) 

$25 per 1,000 cigarettes 

Other tobacco products $31.25 per kilogram of tobacco content 

Petrol 2.1 cents per litre 

LPG 2.0 cents per litre 

Source: The Treasury 

From 1999/2000 onwards, excise duty forecasts are relatively static.  Forecasts of 
alcohol and tobacco excise reflect declining consumption which is offset by inflation 
indexation of the excise rates.  Petroleum fuels excise is forecast to grow modestly 
over the forecast period, in line with consumption expectations. 

Customs duty 

Customs duty revenue in 1997/98 is expected to be down about 8.9% on 1996/97 
levels. Ongoing reductions in tariff rates, and the complete removal of tariffs on motor 
vehicles

9
 on 15 May 1998, are the major influences in this drop.  Partially offsetting 

these effects is the growth in imports of dutiable goods other than motor vehicles. 

                                                 
9
  The forecast for 1997/98 includes $31 million for duty refunds provided for under current policy. 

Other indirect taxes 
comprise 11.1% of total tax 

revenue
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Customs duty drops further in 1998/99 as the full-year effect of the removal of motor 
vehicle tariffs becomes evident.  Ongoing reductions in tariff rates on other goods also 
contribute to the projected downward trend.  Moderating this decline is the continuing 
growth in excise duty on imported refined fuel, which is collected as Customs duty. 

Table 3.11 - Other Indirect Tax Forecasts 

 1996/97 1997/98 1998/99 1999/2000 2000/01

($ million) Actual Estimated 
Actual

Forecast Projection Projection

Total other indirect 3,702 3,732 3,734 3,772 3,811

% growth (0.4) 0.8 0.1 1.0 1.0

Excise duties 1,796 1,867 1,982 2,001 2,017

Customs duty 909 828 663 649 630

Other 997 1,037 1,089 1,122 1,164

Source: The Treasury  

Resident Withholding Tax on Interest 

Resident withholding tax on interest (RWT) is tax withheld on New Zealand residents’ 
interest income.  The level of RWT depends on retail interest rates and the level of 
funds held in interest-bearing deposits.  Both of these change slowly in response to 
wholesale interest rates because of the wide range of interest-bearing deposits with 
varying maturity profiles. 

Estimated revenue for 1997/98 is expected to decline by $56 million (5.6%) on the prior 
year owing to declining interest rates through 1997.  This is broadly in line with 
expectations in the December Update.  However, RWT has been revised down by 
$100 million in 1998/99 compared with the December Update owing to a downward 
revision in interest rates.  While interest rates have risen sharply in recent months, 
interest rates are expected to decline through the remainder of 1998. 

The withholding rate on interest income drops from 21.5% to 19.5% on 1 July 1998 in 
line with tax-rate reductions.  Overall, this means that growth in RWT is expected to be 
flat in 1998/99. 

Table 3.12 - Resident Withholding Tax Forecasts 

1996/97 1997/98 1998/99 1999/2000 2000/01

($ million) Actual Estimated 
Actual

Forecast Projection Projection

Resident withholding tax on interest 1,001 945 954 1,100 1,232

% growth 1.7 (5.6) 1.0 15.3 12.0

90-day interest rate (June year, annual 
average % per annum) 8.4 8.5 7.8

 
9.1 8.9

Source: The Treasury  
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Growth in RWT is expected to rebound sharply in 1999/2000 owing to rising interest 
rates, and a change to the rules governing RWT.  From 1 April 1999, taxpayers will be 
able to elect a 33% withholding rate which is expected to increase RWT by $83 million 
from 1999/2000 onwards.  This change increases tax revenue in 1999/2000 but is 
offset by lower terminal taxes in subsequent years. 

Inland Revenue’s Tax Forecasts 

Inland Revenue’s forecasts 

The official forecasts discussed in this chapter are produced by the Treasury.  However, an 
alternative set of tax forecasts has been prepared by Inland Revenue.  These independent 
forecasts were developed at the same time as the Treasury’s forecasts and were used in the 
Treasury’s quality assurance process. 

Inland Revenue’s forecasts of aggregate tax revenue are similar to the Treasury’s over the 
forecast period, with differences being less than $100 million in any year.  These variances are 
well within the range of uncertainty surrounding  the tax forecasts. 

For some specific tax types, Inland Revenue’s forecasts differ more significantly from the 
Treasury’s.  In summary, the Treasury’s forecasts on direct tax revenue are higher than Inland 
Revenue’s over the forecast period with a gap widening to $234 million in 2000/01, largely owing 
to a more optimistic view of corporate taxes.  On the other hand, Inland Revenue expects 
greater growth in indirect tax revenue, especially GST, over the forecast period.  As a result, the 
bottom lines of both sets of forecasts are very similar despite differences in specific tax types. 

Annex A contains tables showing the detailed Treasury and Inland Revenue forecasts on both 
an accrual revenue and cash receipts basis. 
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Revenue Earned Through the Crown’s Operations 

Revenue earned through the Crown’s operations comprises interest and dividend 
income, other investment income, sales of goods and services, other operational 
revenue and unrealised gains and losses in the value of commercial forests.  Table 
3.13 summarises the forecasts for these components.  

Table 3.13 - Revenue Earned Through the Crown’s Operations 

 1996/97 1997/98 1998/99 1999/2000 2000/01 

($ million) Actual Estimated 
Actual 

Forecast Projection Projection 

Interest income 617 644 707 778 845 

Dividend income 907 403 536 498 556 

Other investment income 72 75 .. .. .. 

Sales of goods and services 664 698 673 702 704 

Other operational revenue 387 385 380 364 352 

Unrealised losses in the 
value of commercial 
forests (48)  (7) .. 

 
 

.. 

 
 

.. 

Total Revenue Earned 
through the Crown’s 
Operations 2,599 2,198 2,296 

 
 

2,342 

 
 

2,457 

Source: The Treasury 

Forecast trend 

Between 1997/98 and 2000/01 revenue earned through the Crown’s operations is 
projected to increase by $259 million.  This principally reflects: 

• increased interest income, primarily from student loans as the level of student loans 
increases from $2.5 billion in 1997/98 to $4.1 billion in 2000/01 

• increased dividend income over the forecast period from SOEs and Crown entities 
reflecting increased profitability. 

Surplus from State-Owned Enterprises and Crown Entities 

Financial results of SOEs and Crown entities are combined using the equity basis of 
accounting.  Dividends, including those received from SOEs and Crown entities, are 
reported as investment income in the Statement of Financial Performance.  SOE and 
Crown entity dividends are deducted from the entities’ surpluses to arrive at a net figure 
which represents surpluses retained by SOEs and Crown entities.  This net surplus 
forms part of the Crown operating balance and boosts the Crown’s investment in SOEs 
and Crown entities. 
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Dividends of SOEs and Crown entities have no net impact on the operating balance.  

Table 3.14 - Surplus/Dividends from SOEs and Crown Entities 

 1996/97 1997/98 1998/99 1999/2000 2000/01 
($ million) Actual Estimated 

Actual 
Forecast Projection Projection 

Surplus      
State-owned enterprises  632  498  514  479  586 
Crown  entities  356  952  889  923  1,025 

Total Surplus  988  1,450  1,403  1,402  1,611 
Dividends        
State-owned enterprises  (814)  (326)  (384)  (359)  (386) 
Crown entities  (91)  (75)  (139)  (137)  (167) 

Total Dividends   (905)  (401)  (523)  (496)  (553) 
Net Surplus        
State-owned enterprises  (182)  172  130  120  200 
Crown entities  265  877  750  786  858 

Total Net Surplus  83  1,049  880  906  1,058 

Source: The Treasury 

Forecast trend 

The gross surplus of SOEs and Crown entities contributes significantly to the overall 
operating balance.  Between 1997/98 and 2000/01 the gross surplus attributable to 
SOEs and Crown entities is forecast to increase by $161 million of which $88 million is 
attributable to SOEs and $73 million is attributable to Crown entities. 
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Changes since the December Update 

 Figure 3.3 - Change in Gross Surpluses Since the 
December Update 

Compared with the December 
Update the gross surpluses of 
Crown entities are higher in all 
periods.  In 1997/98 gross 
Crown entity surpluses are 
higher by $432 million largely 
reflecting: 

• a correction in the forecast 
timing of ARCIC attendant 
care expenses which has 
boosted ARCIC’s forecast 
surplus by around $200 
million 
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Source: The Treasury 

• a $141 million higher surplus in the Earthquake Commission reflecting unrealised 
foreign-exchange gains on the Commission’s foreign-currency asset holdings.  
These foreign-currency assets are fully hedged by foreign-currency liabilities on the 
New Zealand Debt Management Office’s (NZDMO’s) balance sheet, and therefore 
corresponding foreign-exchange losses have been recorded by NZDMO. 

Total gross surpluses of SOEs are lower than forecast in the December Update in all 
periods.  The major influence is a projected reduction in surpluses of ECNZ and 
Contact Energy.  This reflects lower wholesale electricity prices following the decision 
to introduce more competition into the wholesale electricity market.  The decision to 
split ECNZ is forecast to lower SOE surpluses by $50 million in 1998/99, $120 million in 
1999/2000 and $80 million in 2000/01. 
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Annex A: Tax Revenue Tables 

Table 3.15 - Treasury and Inland Revenue Forecast of Tax Revenue (Accrual) 

1996/97 1997/98 1998/99 1999/2000 2000/01
 Actual Estimated Actual Forecast Projection Projection

($ million) Treasury IRD Treasury IRD Treasury IRD Treasury IRD

Direct Tax

Individuals
Source deductions 12,264 12,812 12,820 12,606 12,505 13,302 13,175 13,960 13,990
Other persons 3,382 3,360 3,340 3,299 3,280 3,310 3,385 3,552 3,585
Refunds (658) (660) (655) (685) (670) (685) (705) (710) (720)
Fringe benefit tax 336 340 327 348 330 364 340 378 351
Subtotal: individuals 15,324 15,852 15,832 15,568 15,445 16,291 16,195 17,180 17,206

Company tax (net) 3,233 4,023 3,952 4,340 4,188 4,947 4,730 5,290 5,050

Withholding tax
Residents' interest income 1,001 945 916 954 1,068 1,100 1,161 1,232 1,170
Non-residents' income 824 728 733 664 690 701 740 742 750
Residents' dividend income 35 38 37 31 40 37 40 38 40
Foreign-source dividends 72 191 193 45 64 9 40 8 40
Subtotal: withholding tax 1,932 1,902 1,879 1,694 1,862 1,847 1,981 2,020 2,000

Total income tax 20,489 21,777 21,663 21,602 21,495 23,085 22,906 24,490 24,256

Other direct tax
Estate and gift duties ..  1 1 1 1 1 1 1 1
Land tax ..  ..  ..  ..  ..  ..  ..  ..  ..  
Subtotal: other direct tax ..  1 1 1 1 1 1 1 1

Total Direct Tax 20,489 21,778 21,664 21,603 21,496 23,086 22,907 24,491 24,257

Indirect Tax

GST (Customs) 2,790 2,945 2,979 3,195 3,227 3,372 3,396 3,579 3,554
GST (IRD) 4,935 5,135 5,126 5,166 5,254 5,386 5,483 5,592 5,762
Subtotal: GST 7,725 8,080 8,105 8,361 8,481 8,758 8,879 9,171 9,316

Excise duties on:
Alcohol drinks 438 436 435 442 440 449 449 456 458
Tobacco products 666 685 689 739 738 739 743 738 747
Petroleum fuels 692 746 748 801 795 813 795 823 795
Subtotal: excise duties 1,796 1,867 1,872 1,982 1,973 2,001 1,987 2,017 2,000

Customs duty 909 828 832 663 670 649 675 630 662
Road user charges 426 469 467 490 485 508 515 530 535
Motor vehicle fees 155 157 160 162 162 164 165 166 168
Stamp and cheque duties 183 189 195 200 198 209 201 220 205
Gaming duties 129 137 140 139 146 146 151 153 154
Energy resources levy 104 85 95 98 100 95 100 95 100
Subtotal: other indirect 1,906 1,865 1,889 1,752 1,761 1,771 1,807 1,794 1,824

Total Indirect Tax 11,427 11,812 11,866 12,095 12,215 12,530 12,673 12,982 13,140

Total Tax 31,916 33,590 33,530 33,698 33,711 35,616 35,580 37,473 37,397

Tax-to-GDP 33.3% 34.0% 34.0% 32.5% 32.5% 32.4% 32.4% 32.4% 32.3%  

Sources: The Treasury and Inland Revenue  

Note: Numbers are after elimination of GST on departmental outputs. 
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Table 3.16 - Treasury and Inland Revenue Forecast of Tax Receipts (Cash) 

1996/97 1997/98 1998/99 1999/2000 2000/01
Actual Estimated Actual Forecast Projection Projection

($ million) Treasury IRD Treasury IRD Treasury IRD Treasury IRD

Direct Tax

Individuals
Source deductions 12,238 12,777 12,820 12,571 12,505 13,267 13,175 13,925 13,990
Other persons 3,661 3,730 3,710 3,639 3,640 3,650 3,715 3,892 3,905
Refunds (978) (1,000) (1,020) (1,025) (1,030) (1,025) (1,035) (1,050) (1,040)
Fringe benefit tax 331 336 325 344 328 360 338 374 349
Subtotal: individuals 15,252 15,843 15,835 15,529 15,443 16,252 16,193 17,141 17,204

Company tax (net) 3,347 3,873 3,832 4,320 4,108 4,927 4,690 5,270 5,020

Withholding tax
Residents' interest income 990 937 926 947 1,053 1,099 1,146 1,231 1,155
Non-residents' income 809 728 723 664 680 701 730 742 740
Residents' dividend income 35 39 37 32 40 38 40 39 40
Foreign-source dividends 72 191 193 45 64 9 40 8 40
Subtotal: withholding tax 1,906 1,895 1,879 1,688 1,837 1,847 1,956 2,020 1,975

Total income tax 20,505 21,611 21,546 21,537 21,388 23,026 22,839 24,431 24,199

Other direct tax
Estate and gift duties 2 1 1 1 1 1 1 1 1
Land tax ..  ..  ..  ..  ..  ..  ..  ..  ..  
Subtotal: other direct tax 2 1 1 1 1 1 1 1 1

Total Direct Tax 20,507 21,612 21,547 21,538 21,389 23,027 22,840 24,432 24,200

Indirect Tax

GST (Customs) 2,823 2,935 2,969 3,185 3,215 3,362 3,388 3,569 3,542
GST (IRD) 4,632 5,105 5,101 5,136 5,234 5,356 5,465 5,562 5,740
Subtotal: GST 7,455 8,040 8,070 8,321 8,449 8,718 8,853 9,131 9,282

Excise duties on:
Alcohol drinks 437 436 431 441 440 448 449 455 458
Tobacco products 664 685 689 739 738 739 743 738 747
Petroleum fuels 715 741 740 800 795 812 795 822 795
Subtotal: excise duties 1,816 1,862 1,860 1,980 1,973 1,999 1,987 2,015 2,000

Customs duty 908 833 832 678 682 651 677 632 665
Road user charges 436 452 455 490 483 508 510 530 535
Motor vehicle fees 171 155 156 162 162 164 165 166 168
Stamp and cheque duties 215 191 195 199 198 208 201 220 205
Gaming duties 127 137 140 139 146 145 151 153 154
Energy resources levy 104 85 95 98 100 95 100 95 100
Other (8) (1) ..  ..  ..  ..  ..  ..  ..  
Subtotal: other indirect 1,953 1,852 1,873 1,766 1,771 1,771 1,804 1,796 1,827

Total Indirect Tax 11,224 11,754 11,803 12,067 12,193 12,488 12,644 12,942 13,109

Total Tax 31,731 33,366 33,350 33,605 33,582 35,515 35,484 37,374 37,309

Tax-to-GDP 33.1% 33.8% 33.8% 32.4% 32.3% 32.3% 32.3% 32.3% 32.2%  

Sources: The Treasury and Inland Revenue 

Note:  Numbers are after elimination of GST on departmental outputs. 


