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SSttaatteemmeenntt  ooff  RReessppoonnssiibbiilliittyy  
On the basis of the economic and fiscal information available to it, the Treasury has used 
its best professional judgement in supplying the Minister of Finance with this Economic 
and Fiscal Update.  The Update incorporates the fiscal and economic implications both of 
Government decisions and circumstances as at 2 December 2002 that were 
communicated to me, and of other economic and fiscal information available to the 
Treasury in accordance with the provisions of the Fiscal Responsibility Act 1994. 

 

 

 

John Whitehead 
Acting Secretary to the Treasury 

11 December 2002 

 

This Economic and Fiscal Update has been prepared in accordance with the Fiscal 
Responsibility Act 1994.  I accept overall responsibility for the integrity of the disclosures 
contained in this Update, and the consistency and completeness of the Update 
information in accordance with the requirements of the Fiscal Responsibility Act 1994. 

To enable the Treasury to prepare this Update, I have ensured that the Acting Secretary 
to the Treasury has been advised of all Government decisions and other circumstances 
as at 2 December 2002 of which I was aware and that had material economic or fiscal 
implications. 

 

 

 

Hon Dr Michael Cullen 
Minister of Finance 

11 December 2002 
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Figure 1.1 � Drivers of GDP growth 

Six months on previous six months at an annual rate
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EEccoonnoommiicc  aanndd  FFiissccaall  OOvveerrvviieeww  
Real GDP growth and tax revenue have both come in better than previously expected.  
With both economic activity and tax revenue forecast to hold up, improved cash flow over 
2002/03 is setting up a favourable dynamic around the Government�s operating balance 
and gross debt position for the remainder of the forecast horizon.  This sees 
improvements in the forecasts of the operating balance and gross debt compared with the 
Pre-Election Update.  However, as usual, increasing uncertainty surrounds the forecasts 
as they extend out in the projection period.  In particular, key judgements in the forecasts 
are around the extent to which the current higher-than-expected tax revenues are 
underpinned by cyclical or structural factors; and whether the global recovery proceeds as 
assumed in our economic forecasts.   

Economic Outlook 

The New Zealand economy has performed strongly over 2002  

• The domestic economy has been 
strong over 2002.  At the heart of 
this strength has been solid growth 
in both private consumption and 
residential investment.  

• The external sector has also 
contributed to growth.  Export 
volume growth has held up, 
although some of this reflects a 
rundown in stocks.  Growth in 
imports has also been solid, 
reflecting domestic demand growth. 

• Past income growth, high levels of 
net migration, positive wealth effects 
from rising house prices, rising employment and positive consumer confidence have all 
underpinned household and business spending.  This has been reinforced by a modest 
recovery in global growth over 2002, following very weak growth in 2001.  
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Figure 1.2 � Trading partner growth 
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Figure 1.3 � GDP growth 
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• Falling terms of trade arising out of lower export prices and higher oil prices have been 
the major negative to emerge over the last year, but as yet this has not had a 
significant impact on growth.  

• Domestic strength, particularly in the construction, and wholesale and retail trade 
sectors, is expected to continue to support solid GDP growth in the September quarter, 
although not at the same rates seen in the first half of the year. 

Looking forward, GDP growth is expected to moderate, but nevertheless remain 
robust   

• The short-term economic outlook is 
dependent on the relative weightings 
given to the fall in the terms of trade 
and weak outlook for the world 
economy, and the current strength in 
the domestic economy. 

• Since the Pre-Election Update, the 
global outlook has weakened.  
Consensus Forecasts of trading 
partner growth have been revised 
down to 2.5% from 2.9% in 2002 
and to 3.0% from 3.6% in 2003. With 
this change in sentiment, 
expectations of the global economy 
returning to trend growth have been pushed further out. 

• The subdued pace of global economic recovery is forecast to continue to put downward 
pressure on the world prices of New Zealand goods.  These are expected to feed 
through to lower terms of trade and are forecast to have an impact on the domestic 
economy from mid-2003, with GDP 
growth expected to slow to around 
2.5% in annual terms.  Consumption 
and residential investment growth 
rates ease as the impact of falling 
disposable income affects 
households.  A slowing in net 
migration from mid-2003 also 
contributes to a slowing in the pace 
of growth.   

• The strong start to the year sees 
real GDP growth of 4.0% for the 
year to March 2003, significantly 
higher than the 3.1% expected in the 
Pre-Election Update.  Growth of 
2.5% is forecast for 2003/04. 
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Figure 1.5 � Nominal GDP 
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Figure 1.4 � CPI inflation 
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Inflationary pressures are forecast to ease  

• The slowing in growth sees some reduction on the current pressures on resources, 
particularly in domestically orientated sectors.  Employment growth is expected to slow, 
although the labour market remains tight, with the unemployment rate forecast to peak 
at 5.7%.  This is a relatively low level 
compared with the last decade. 

• Annual CPI inflation is forecast to fall 
below 2% in 2003 as the economy 
slows, and fluctuate around this rate 
for the rest of the forecast period.  
Wage pressure from the labour 
market, that continues to remain 
tight in historical terms, counters 
some of the downward pressure on 
inflation. 

Growth picks up in the medium term 
as the global economy recovers 

• Economic growth is forecast to recover to 2.8%-3.0% in annual average growth terms 
from the March 2005 year onwards.  As the global economy recovers, export prices, 
manufacturing export volumes, and investment growth all pick up.  The relatively low 
level of unemployment reinforces stronger investment growth over the medium term.  
As global growth recovers, firms look towards meeting extra output growth through 
additional capital.   

Nominal GDP growth is more cyclical in the short term  

• The decline in the terms of trade in 
the March 2003 year sees nominal 
expenditure GDP growth slow to 
3.6%, below the rate of growth in 
real GDP.  Growth in nominal GDP 
picks up to 5.0% in the March 2004 
year and remains above that 
forecast in the Pre-Election Update.  

• In the short term, the current 
account deficit is forecast to 
increase with the combined impact 
of the fall in the terms of trade, and 
moderate export volume growth 
hitting the goods and services 
balance, with the deficit deteriorating 
to 4.3% of GDP in March 2004.  However, the marked improvement that we have seen 
around services� exports moderates the decline in the current account, which falls to 
4.7% of GDP in March 2005 before improving to just over 4.0% of GDP at the end of 
the forecast horizon.   
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Figure 1.6 � OBERAC (comparison with the Pre-
Election Update) 
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Figure 1.7 � OBERAC (% of GDP and $ million)
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Fiscal Outlook 

The OBERAC has improved since the Pre-Election Update and rises over the 
forecast horizon … 

• Taxation revenue in 2001/02 and the first four months of 2002/03 was much stronger 
than previously forecast, reflecting the stronger economic activity during 2002.   

• Looking forward, the revised 
macroeconomic forecasts result in 
increases to nominal GDP forecasts 
from the Pre-Election Update.  In 
turn, this results in increases to the 
taxation revenue forecasts of around 
$1 billion in each year (around 2.5% 
increase on total tax revenues). 

• Growth in tax revenues has run 
ahead of the economic data, with 
the result that the tax-to-GDP ratio 
has risen towards 33%.  A key 
judgement in these forecasts is that 
the tax-to-GDP ratio unwinds 
towards 32% over the forecast 
period. 

• There is some relatively minor offset through higher expenses due to higher indexation 
of benefits and an increase of between $150 million and $200 million in the forecast 
new operating spending in each year from 2003/04.  The ongoing impact of the new 
operating spending for the 2003 Budget is therefore $1.1 billion (GST inclusive) (which 
includes the previously announced health package of $400 million). 

• A lower net debt position due to 2001/02 outturns and improvements to tax forecasts 
result in lower net finance costs throughout the forecast period. 

• Overall, the OBERAC (operating balance excluding revaluations and accounting policy 
changes) is higher than Pre-Election 
Update forecasts on average by 
$1 billion in each year.  Net ACC 
and Government Superannuation 
Fund (GSF) valuation changes of 
around $1 billion since the Pre-
Election Update have decreased the 
operating balance in the 2002/03 
year. 

• The OBERAC rises over the forecast 
horizon towards 4% of GDP by 
2006/07. 



"  ECONOMIC AND FISCAL OVERVIEW "  

B.1 & B.6   |   21 

Figure 1.9 � Gross sovereign-issued debt (% of 
GDP and $ million) 
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Figure 1.8 � Gross debt and OBERAC as a % of 
GDP 

0%

5%

10%

15%

20%

25%

30%

35%

2002 2003 2004 2005 2006 2007

Year ended 30 June

0%

1%

2%

3%

4%

5%

OBERAC  (RH axis)

Gross sovereign-issued debt (LH axis)

% GDP% GDP

Source: The Treasury 

... enabling the Government to continue to apply surplus cash to its investment 
programme 

• Relative to the Pre-Election Update 
the forecast financing requirements 
for the period 2001/02 to 2005/06 
have reduced by a net $4.9 billion 
($1 billion occurred in 2001/02), 
reflecting improved cash flows from 
operations driven largely by the 
improvement to tax receipts. As a 
result, both gross sovereign-issued 
debt and net debt decrease relative 
to the Pre-Election Update.  

• A consequence of the cash flow 
improvements is that the 2002/03 
bond programme has been reduced 
by $900 million to $2.5 billion.  
Projected programmes in future years have also reduced, particularly for 2003/04 
where a reduction from $5.6 billion to $3.4 billion has been forecast. 

• Gross sovereign-issued debt is flat at around $36.2 billion.   

• The additional cash inflows over 
2001/02 and 2002/03 have not 
been fully applied to a reduction in 
the 2002/03 bond programme, but 
rather are applied across two years 
to even out the impact.  As a result, 
marketable securities and deposits 
(MSDs) are higher than would 
otherwise be the case (because of 
over-funding in 2001/02 and the 
timing of bond programme 
reductions across 2002/03 and 
2003/04).  Looking forward, MSDs 
fall from $10.7 billion in 2001/02 to 
$7.3 billion in 2004/05 (and remain 
flat thereafter)1.   

                                                 
1 Core Crown marketable securities and deposits are mainly the foreign-currency reserves maintained by 

the Reserve Bank. 
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Government Budget decisions since Pre-Election Update 

• The Government has allocated all of the 2002/03 contingency provision (the 
contingency provision was an amount set aside as a contingency to manage risks 
between the 2002 and 2003 Budgets).   

• The tables below provide a breakdown of the Government�s operating and capital 
decisions since the Pre-Election Update.    

Table 1.1 � Government operating decisions since Pre-Election Update 

Source: The Treasury 

  The fiscal forecasts included Cabinet decisions up to and including 2 December (the fiscal 
forecasts were finalised on 4 December).  On 9 December, Cabinet agreed to decisions with an 
impact of between $9 million and $19 million.  The largest decision was for additional funding of 
$12 million in 2002/03 and $13 million on an ongoing basis for the Department of Child, Youth 
and Family Services, to enable it to respond to increased demand. 

Table 1.2 � Capital spending 

Source: The Treasury 

2002/03 
($m)

2003/04 
($m)

2004/05 
($m)

2005/06 
($m)

2006/07 
($m)

Fixed Wing Transport Review (C-130 Hercules and Boeing 757) -  250 -  -  -  
Auckland City Council Pensioner and Public Rental Housing 85 15 15 15 15
Tertiary Education Reform 27 -  -  -  -  
Other capital decisions 12 2 -  -  -  

Total decisions since the 2002 Pre-Election Update 123 267 15 15 15

2002/03 
($m)

2003/04 
($m)

2004/05 
($m)

2005/06 
($m)

2006/07 
($m)

Secondary Education: Collective Agreement 89 142 145 147 147
Primary Education: Collective Agreement 6 55 56 56 56
Kindergarten Teachers' Collective Agreement 5 9 15 20 20
Other education decisions 22 25 17 17 17
Painted Apple Moth 56 -  -  -  -  
Southern Saltmarsh Mosquito 13 12 3 3 3
Other decisions 41 23 17 15 15

Total decisions since the 2002 Pre-Election Update 232 266 252 257 257
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Figure 1.11 � Gross sovereign-issued debt 

10%

15%

20%

25%

30%

35%

2002 2003 2004 2005 2006 2007
Year ended 30 June

% GDP

 Delayed global recovery

 Central forecast

Source: The Treasury 

 

Figure 1.10 � Real GDP growth 
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The fiscal forecasts are highly sensitive to risks around the economic forecasts 

• Underpinning our central forecast are the Consensus Forecasts for New Zealand�s 
trading partners and key judgements about the interplay of the two main competing 
forces at work throughout the forecast period.  These are the feed-through of weaker 
world growth into the domestic economy via declining terms of trade and lacklustre 
demand for exports, and a buoyant 
household sector that begins to slow 
in 2003. 

• However, events may turn out 
differently from our central forecast.  

• One of the major sources of 
uncertainty is around the 
international economic outlook, and 
at present, the risk appears 
weighted to the downside.  Should 
global growth recover more slowly 
than expected, this would likely feed 
through into a more marked 
slowdown in the domestic economy 
than in our central forecast. 

• This would have implications for the 
fiscal position.  In a scenario of 
delayed global recovery, lower 
nominal GDP growth would lead to 
lower tax revenues, and a lower 
operating balance.  Weaker cash 
flows would also lead to lower debt 
repayments and hence higher 
finance costs. This means that even 
when economic growth recovers, the 
Government�s operating balance 
continues to remain lower over the 
forecast horizon.   

• However, there are other scenarios 
where the outlook is more positive than our central forecast, which would result in 
improved fiscal positions from that forecast. 
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Table 1.3 � Economic Indicators1 

Sources: Statistics New Zealand, Datastream, The Treasury 

 
NOTES: 1 Finalised 21 November 2002. Text finalised 9 December 2002.  Additional tables are available 

on the internet: www.treasury.govt.nz. 
2 Contribution to GDP growth. 
3 Household Labour Force Survey, full-time equivalent employment. 
4 Household Labour Force Survey, percentage of the labour force, March quarter, seasonally 

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

March quarter. 
7 Average for the March quarter. 

 2002 2003 2004 2005 2006 2007
(Annual average % change, Actual Forecast Forecast Forecast Forecast Forecast
March years)

Consumption 1.9 3.7 2.9 2.0 2.4 3.1
Investment 4.9 6.1 6.0 3.9 4.2 3.8
Stock change2 0.1 (0.6) 0.2 0.0 0.0 0.0
Gross national expenditure 2.6 3.5 3.8 2.4 2.8 3.2
Exports 2.0 9.1 4.3 5.2 4.3 3.6
Imports 2.1 8.7 7.7 4.1 3.5 4.5
GDP (production measure) 3.3 4.0 2.5 2.9 3.0 2.8
- annual % change 4.1 3.8 2.4 3.0 2.9 2.8

Employment3 2.5 2.4 0.9 1.6 1.4 1.3
Unemployment4 5.3 5.4 5.5 5.3 5.2 5.2

Wages5 3.5 3.2 3.8 3.4 3.3 3.3
CPI inflation6 2.6 2.3 2.1 2.1 1.9 2.0

Current account balance (2.1) (3.5) (4.3) (4.7) (4.1) (4.2)

TWI7 51.6 56.5 56.5 56.5 56.5 56.5
90-day bank bill rate7 5.0 6.0 6.0 6.0 6.0 6.0
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Table 1.4 � Fiscal indicators 

Source: The Treasury 

Fiscal indicators 2002 2003 2004 2005 2006 2007
($ million) Actual Forecast Forecast Forecast Forecast Forecast

Revenue
Total revenue 51,225 55,461 58,042 60,973 63,756 66,411
Total core Crown revenue 39,911 42,244 44,006 46,233 48,533 50,780

Expenses
Total expenses 48,834 52,956 54,205 56,457 58,575 60,486
Total core Crown expenses 37,970 40,112 41,151 42,831 44,603 46,150

Operating balance 2,391 2,505 3,837 4,516 5,181 5,925

OBERAC 2,751 3,521 3,837 4,516 5,181 5,925

Debt indicators
Gross sovereign-issued debt 36,202 35,522 35,923 35,860 36,069 36,196
Total Crown debt 36,747 38,070 37,420 37,336 36,969 35,888
Net core Crown debt 17,771 18,582 19,058 18,620 17,854 16,853

Net worth 18,726 21,231 25,068 29,584 34,765 40,690

Domestic bond programme 3,721 2,517 3,382 3,207 2,539 2,857

Nominal GDP 122,271 127,674 133,669 140,378 147,169 153,883

Fiscal indicators as a % of GDP
Revenue
Total Crown revenue 41.9% 43.4% 43.4% 43.4% 43.3% 43.2%
Total core Crown revenue 32.6% 33.1% 32.9% 32.9% 33.0% 33.0%

Expenses
Total Crown expenses 39.9% 41.5% 40.6% 40.2% 39.8% 39.3%
Total core Crown expenses 31.1% 31.4% 30.8% 30.5% 30.3% 30.0%

Operating balance 2.0% 2.0% 2.9% 3.2% 3.5% 3.9%
OBERAC 2.2% 2.8% 2.9% 3.2% 3.5% 3.9%

Debt indicators
Gross sovereign-issued debt 29.6% 27.8% 26.9% 25.5% 24.5% 23.5%
Total Crown debt 30.1% 29.8% 28.0% 26.6% 25.1% 23.3%

Net core Crown debt 14.5% 14.6% 14.3% 13.3% 12.1% 11.0%
Net  core Crown debt plus assets of NZS Fund 14.0% 13.1% 11.4% 8.7% 5.9% 2.9%

Net worth 15.3% 16.6% 18.8% 21.1% 23.6% 26.4%

New Zealand Superannuation Fund
Fund asset returns (after tax) 15 69 193 343 522 724
Fund assets (year end) 615 1,884 3,877 6,366 9,198 12,371
% of GDP 0.5% 1.5% 2.9% 4.5% 6.2% 8.0%




