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Figure 1.1 � GDP forecast profile 
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Figure 1.2 � Trading partner GDP growth 
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Economic Outlook 

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

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

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

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

• One of the key risks to the forecasts 
is if the global slowdown is deeper 
and more protracted than expected.  
As well as directly impacting on 
prices and demand for our exports, 
this would also likely feed into weaker domestic spending. 



2001 �  ECONOMIC AND FISCAL UPDATE �  

40   |   B.2 & B.3 

Figure 1.4 � Consumer Price Index 
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Figure 1.3 � Interest and exchange rates 
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Sources: Statistics New Zealand, The Treasury 

�but there are offsetting forces at work 

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

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

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

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

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

• The underlying strength of the 
economy represents another key 
risk to the Central Forecast.  The 
recent income gains in the export 
sector, combined with a tight labour 
market and lower interest rates, could feed into stronger domestic spending than 
forecast. 
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Figure 1.5 � Current account 
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Growth is expected to pick up towards the end of 2001, as global growth recovers 

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

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

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

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

The current account deficit is expected to show further improvement 

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

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

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

Nominal GDP growth underpins the fiscal outlook 

• The current spike in inflation pushed up nominal GDP growth to 5½% in 2000/01.  
However, as inflation moves back towards the middle of the band, nominal GDP growth 
slows over the next year.  Thereafter, nominal growth averages 4% to 5% over the last 
three years of the forecast horizon, owing to the combined contributions of relatively 
steady real GDP growth and stable inflation around the middle of the band. 
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Figure 1.6 � Operating Balance Excluding 
Revaluations and Accounting policy Changes 
(OBERAC)  
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Source: The Treasury 

Figure 1.7 � Revenue and expense growth  
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Fiscal Outlook 
Operating surpluses continue to rise � 

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

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

� as tax revenue growth exceeds expenditure growth � 

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

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

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

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

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

• Changes to the provisions since the December Update impact from 2002/03.  These 
changes relate mainly to an increase in the 2002/03 Budget provisions from 
$575 million to $815 million, and $100 million increases in the 2003/04 and 2004/05 
indicative provisions. 
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Figure 1.8 � Gross debt ($ and % of GDP) 
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Source: The Treasury 

Figure 1.9 � Gross debt (comparison to 
December Update) 
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�assisting the Government to meet its investment requirements 

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

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

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

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

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

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

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

• See page 80 for a detailed breakdown of decisions. 

Table 1.1 � Fiscal provisions 

 

Table 1.2 � Capital provisions 

 

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

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

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

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

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

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

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

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

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

Remaining provision -  -  315 360 675

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

Table 1.3 � Economic indicators1 

 

Sources: Statistics New Zealand, Primark Datastream, The Treasury 

NOTES: 1 Finalised 10 May 2001.  The GDP expenditure figures are based upon Statistics New 
Zealand research series made available in March 2001.  They are not official series. 

2 Excludes computers to give a better assessment of underlying trends. 
3 Contribution to GDP growth. 
4 Household Labour Force Survey, full-time equivalent employment. 
5 Household Labour Force Survey, percentage of the labour force, March quarter, seasonally 

adjusted. 
6 Quarterly Employment Survey, average hourly ordinary time earnings. 
7 This is the CPI-consistent series targeted by the Reserve Bank.  Annual percentage 

change, March quarter. 
8 Year to 31 March, percentage of GDP. 
9 Average for the March quarter 
 

2000 2001 2002 2003 2004 2005
(Annual average % change, Actual Estimate/ Forecast Forecast Forecast Forecast
March years) Actual

Consumption 3.6 0.3 1.9 2.3 3.1 2.5
Investment2 6.2 1.9 3.9 4.4 3.5 2.9
Stock change3 1.4 (0.9) (0.3) 0.5 0.1 0.0
Gross National Expenditure 6.0 0.2 2.4 3.9 4.0 3.4
Exports 6.8 5.5 4.2 5.8 5.5 5.1
Imports2 10.6 (0.5) 2.7 5.5 6.8 4.6
GDP (Production Measure) 4.6 2.3 2.6 3.3 3.0 2.8
- annual % change 5.5 1.0 2.8 3.4 2.9 2.8

Employment4 1.9 2.2 1.2 1.3 1.3 1.3
Unemployment5 6.4 5.4 5.5 5.1 5.0 5.1

Wages6 2.3 2.4 3.7 3.8 3.6 3.4
CPI inflation7 1.5 3.1 2.3 1.7 1.7 1.5

Current account balance8 (7.0) (5.0) (4.7) (4.0) (3.8) (3.5)

TWI9 54.1 50.5 52.1 55.0 55.7 55.9
90-day bank bill rate9 6.0 6.4 5.8 6.5 6.5 6.5
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Table 1.4 � Fiscal indicators 

 
Source: The Treasury 

NOTES: 1 The figure for 2001/02 is the face value of the bond programme.  The actual cash raised 
by the programme is forecast to be $3,588 million, as the bonds are forecast to be 
issued at a premium.  Further out the bond programme is an estimate of the cash 
expected to be raised.  For the reconciliation between the bond programme and 
operating cash flows see the Statement of Cash Flows. 

 2 Returns on NZS Fund assets are recorded as revenue from investments in the operating 
balance (see Note 3 of the Crown Financial Statements).  However only the "after tax" 
portion of investment income accumulates in the NZS Fund. 

 

 

($million) 2000 2001 2002 2003 2004 2005
Actual Forecast Forecast Forecast Forecast Forecast

Operating Balance 
Revenue 36,526 39,201 39,996 42,287 44,431 46,553
Expenses

Allocated expenses (36,171) (38,280) (39,205) (39,719) (40,435) (41,064)
Unallocated provisions for future initiatives -            -            (160) (955) (1,855) (2,755)

State Owned Enterprise/Crown Entity surpluses 1,094 (280) 745 828 916 918
Operating Balance 1,449 641 1,376 2,441 3,057 3,652

Less revaluations (565) 1,009 -            -            -            -            
Operating Balance Excl Revaln and 

Accounting policy Changes (OBERAC) 884 1,650 1,376 2,441 3,057 3,652
Less contributions and returns on NZS Fund -            -            (617) (1,271) (1,964) (2,813)
Available after NZS Fund Requirements 884 1,650 759 1,170 1,093 839
Less

Unallocated capital provisions -           -           (315) (360) (850) (850)
   Physical asset purchases and other (579) (686) (1,475) (1,388) (1,432) (1,019)
Movement in Net Debt 305 964 (1,031) (578) (1,189) (1,030)
Net Debt 21,396 20,432 21,463 22,041 23,230 24,260
Net Debt (% of GDP) 20.0% 18.1% 18.3% 17.8% 18.0% 18.0%

Domestic Bond Programme1 -            -            3,500 4,535 4,936 4,940

Nominal GDP 106,771 112,717 117,323 123,573 129,179 134,563

Fiscal Indicators as a % of GDP
Gross debt 33.8% 32.7% 30.5% 29.9% 30.5% 30.3%
Net debt 20.0% 18.1% 18.3% 17.8% 18.0% 18.0%
Net worth 8.0% 9.4% 10.2% 11.7% 13.5% 15.7%
Revenue 34.2% 34.8% 34.1% 34.2% 34.4% 34.6%
Expense 33.9% 34.0% 33.6% 32.9% 32.7% 32.6%
Operating balance 1.4% 0.6% 1.2% 2.0% 2.4% 2.7%

New Zealand Superannuation Fund
Fund asset returns (after tax)2 -            -            17 71 164 303
Fund assets (year end) -            -            617 1,888 3,852 6,665
% of GDP -            -            0.5% 1.5% 3.0% 5.0%


	1 - Economic and Fiscal Overview
	Economic Outlook
	Fiscal Outlook
	Summary Tables


