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November 2015 

Executive Summary 
 The near-term growth outlook for the New Zealand economy has stabilised, although weaker 

than expected in the Budget Update. 

 The Treasury expects GDP growth of around 0.6% per quarter in the second half of 2015, 
driven by private consumption, residential investment and tourism.  

 New Zealand dollar depreciation is starting to contribute to higher price increases. 

 The US is expected to raise its policy rate in December 2015 while other major economies are 
expected to remain on hold or to ease further. 

Key economic data released over November continued to point to a pick-up in GDP growth over the second 
half of 2015 to around 0.6% per quarter from weak outturns in the first half of the year. Growth is expected to 
be supported by private consumption, residential investment and an historically elevated level of services 
exports. That said, the outlook has weakened since the Budget Update, and a higher unemployment rate, 
falling terms of trade and a retracement in dairy prices are a reminder of the risks to the outlook. 

Steady growth in real incomes, despite a fall in employment, boosted spending by New Zealand households 
in the September quarter, pointing to solid growth in private consumption. Since then, a rebound in consumer 
confidence and transactions data suggest healthy consumption growth in the December quarter. For now, 
households are maintaining their consumption levels despite the drag on incomes from lower terms of trade. 

Housing demand slowed sharply in October as the market adjusts to regulatory changes. House sales and 
house prices both fell, driven by weakness in Auckland, as tighter government property taxation rules came 
into effect on 1 October and the market anticipated the Reserve Bank’s investor loan-to-value restrictions for 
Auckland which began on 1 November. Elsewhere, housing demand appears to have held up, partly as 
buyers continue to look for more affordable options outside of Auckland. 

The earlier depreciation in the exchange rate flowed through to higher business prices in the September 
quarter. Business input and output prices showed faster increases than previous quarters, driven by 
agriculture, petrol and imported capital. Exchange rate depreciation is expected to continue to flow through 
to higher tradables inflation in coming quarters. However, continued low growth in labour costs suggests that 
non-tradables inflation is likely to remain weak. 

The terms of trade declined 3.7% in the September quarter owing to the earlier falls in dairy prices, while 
both export and import prices were boosted by the lower exchange rate. Commodity export prices showed 
some pick-up in the October month as dairy prices rose, but GlobalDairyTrade auction prices retraced in 
November, pointing to risks of dairy prices taking some time to recover from their lows. 

Global data released in November reflected the divergence between the sustained recovery in the US and 
slower growth in the other major advanced economies. Accordingly, expectations for a rate hike by the US 
Federal Reserve in December have increased, while the other major advanced economies are either on hold 
at an accommodative level or are expected to ease further. The Half-Year Economic and Fiscal Update, to 
be released on 15 December, will provide an updated assessment of the outlook for the NZ economy. 

This month’s special topic examines the recent history and the near-term outlook for tax revenue. The topic 
concludes that, while tax revenue has been running close to its Budget Update forecasts, weaker growth 
than forecast in the first half of 2015 and lower-than-expected interest rates may gradually impact on tax. 
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Analysis
Data released in November continue to point to a 
stabilisation in the growth outlook for the New 
Zealand economy, supported by consumption, 
residential investment and services exports, 
although the outlook remains weaker than 
forecast in the Budget Update (BEFU). Treasury 
expects quarterly GDP growth to pick up to 
around 0.6% in the second half of 2015 from 0.4% 
in the June quarter, although December quarter 
growth from a year ago is still expected to fall 
below 2.0%. Solid growth in labour incomes, 
despite a fall in employment, supported spending. 
Housing demand slowed as markets adjust to new 
regulations. Inflation showed signs of increasing, 
as earlier falls in the New Zealand dollar (NZD) 
drove increases in business prices.  

However, a fall in the September quarter terms of 
trade and dairy prices in November, and a further 
rise in the unemployment rate, continued to 
reinforce risks to the economic outlook. An 
updated assessment of the New Zealand 
economy will be available in the Half-Year Update 
scheduled for release on 15 December 2015. 

Employment falls on lower labour demand... 

The number of people employed fell in the 
Household Labour Force Survey (HLFS) in the 
September quarter after eleven consecutive lifts. 
Employment fell 0.4% in the quarter, following a 
rise of 0.2% in the June quarter, and annual 
growth slowed to 1.5% from 3.0% (Figure 1).  

Figure 1: Employment and the unemployment rate 
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Source: Statistics NZ 

The fall in employment was driven by part-time 
positions, with full-time positions up slightly, and 
the HLFS total hours worked expanded 0.4%. 
Similarly, the seasonally adjusted paid hours in 
the Quarterly Employment Survey (QES) rose 
0.9%, suggesting that total labour demand held up 

in the quarter, although was still softer than a year 
ago. Most other indicators of labour demand in the 
QES also recovered in the quarter: seasonally 
adjusted filled jobs grew 0.7% in the September 
quarter and regained their March 2015 level, as 
full-time equivalent employees increased strongly 
in construction, wholesale trade, and hospitality 
and food services. 

...leading to higher unemployment rate... 

The participation rate in the HLFS dropped to 
68.6% in the September quarter from 69.3% in 
June. The fall in the participation rate appears to 
have occurred among the same groups of workers 
as the fall in employment, suggesting that workers 
who were no longer employed were not seeking 
work. The declines in employment and the 
participation rate were also widespread across the 
labour market. A lower participation rate led the 
labour force (people available for work) to contract 
0.3% in the September quarter, its first decrease 
since early 2013, despite strong working-age 
population growth of 0.6% in the quarter. The 
unemployment rate ticked up 0.1% point to 6.0% 
in the quarter (Figure 1), as the fall in employment 
was larger than the drop in the labour force. 

...but solid growth in labour incomes... 

Headline wage growth remains soft, reflecting 
increased spare capacity in the labour market. 
Annual growth in ordinary-time hourly earnings in 
the QES fell to 2.3% in the September quarter 
from 2.8% in June, with the slowdown driven by 
private sector earnings.  

Figure 2: Gross earnings and paid hours 

0

1

2

3

4

5

6

7

37.4

37.6

37.8

38.0

38.2

38.4

38.6

38.8

2010 2011 2012 2013 2014 2015

gross labour earnings average weekly paid hours (RHS)

annual % change hours

 

Source: Statistics NZ 

However, annual growth in total labour earnings 
remained solid at 5.5% in the September quarter 
owing to strong growth in hours paid (Figure 2). 
Meanwhile, low annual inflation (0.4% in the 
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September quarter) points to real wage growth of 
around 2.0%, despite low nominal wage growth. 
Solid growth in total labour incomes and real 
wages is expected to support private consumption 
growth in the second half of 2015. 

...expected to support private consumption... 

The Retail Trade Survey showed continued 
positive momentum in household spending. The 
seasonally adjusted total volume of retail sales 
rose 1.6% in the September quarter, with annual 
growth broadly steady at 5.7%. Core retail sales 
(excluding motor vehicles and fuel) expanded by a 
smaller 1.0% in the quarter, but still up from a flat 
outturn in June, driven by electronic goods, 
restaurant services, and supermarket and grocery 
sales. Motor vehicle sales volumes surged 5.0% 
in the September quarter, driving growth in total 
retail volumes, while fuel retailing also rebounded 
1.3%. 

Retail sales values grew 1.4% in the September 
quarter, also driven by motor vehicle sales, 
reflecting higher prices as well as volumes. Core 
retail values grew 0.9%, while fuel retail values 
dropped 0.5%. The retail price deflator declined 
0.2%, reflecting low consumer price inflation. 

Figure 3: Retail sales and private consumption 
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Source: Statistics NZ 

All told, data point to moderate private 
consumption growth in the September quarter 
(Figure 3). However, part of the rise in retail 
volumes may reflect increased spending by 
overseas visitors, as indicated by the International 
Visitor Survey (discussed below), and will be 
included in services exports rather than private 
consumption. 

...and September quarter GDP growth 

A moderate pick-up in private consumption and 
solid growth in residential investment are 
expected to lift domestic demand over the second 

half of 2015, and Treasury expects GDP growth in 
the September quarter 2015 to pick up to 0.6% 
from 0.4% in the June quarter. However, growth 
from the September quarter 2014 is expected to 
slow to around 2.0% from annual growth of 2.4% 
in June. Growth from a year ago is projected to be 
driven by consumption and residential investment, 
which offset softer growth in business investment. 
September quarter GDP figures will be released 
on 17 December. 

Ongoing growth in private consumption...  

Private consumption growth appears to have 
continued in the December quarter at a steady 
pace. Household sentiment recovered in the 
December quarter, with the ANZ Roy-Morgan 
consumer confidence index surging 5.1 points in 
November to a six-month high of 123.2, bringing 
its average so far in the December quarter up to 
120.7 from 113.6 in the September quarter. As 
confidence improved, the seasonally adjusted 
electronic card transaction values remained high 
in October following strong outturns in the 
September quarter. 

...and migration boosts domestic demand... 

The seasonally adjusted net inflow of migrants 
reached a record high in the October month 
(6,200). Compared to October 2014, total arrivals 
were up 12.4%, driven by students, migrant 
workers, and New Zealand and Australian 
citizens, while departures were broadly flat. 
Annual net migration also rose to a new high of 
62,500 from 61,200 in September, as arrivals in 
the year to October expanded 12.1%, driven by 
students and workers. A fall in departures of 3.1% 
over the period also contributed to the net 
migration gain, primarily on the back of fewer 
departures to Australia. Net inward migration from 
Australia in October remained positive for the 
seventh consecutive month, leading to the first 
annual net gain since November 1991, of 100 
migrants. The turnaround contrasts with the net 
outflow to Australia of 5,300 people in the October 
2014 year. 

Net migration is estimated to have contributed 
around three-quarters of New Zealand’s 
population growth of 1.8% in the year to June 
2015, which was up from 1.1% in 2014. Strong 
population growth will contribute to domestic 
demand, particularly for housing. That said, a 
higher concentration of migrant arrivals in the 
younger age groups than previous migration 
cycles may limit the impact on house prices and 
domestic demand. 
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...and will add to housing demand despite the 
slowdown in October...    

Housing demand slowed sharply in October as 
markets adjust to regulatory changes. The 
seasonally adjusted stratified house price index 
fell 4.2% – the largest price decline on record for a 
single month – led by falls of 4.7% and 6.2% in 
Auckland and Canterbury, respectively. Annual 
price growth slowed to 14% in October from 20% 
in September, but remained historically elevated 
(Figure 4). Excluding Auckland, the (unadjusted) 
median house price rose 1.4% in October to a 
record high. The fall in house prices reflected 
weaker demand, as the seasonally adjusted 
number of house sales fell 5.1%, led by a large 
15.3% drop in Auckland in October, and sales 
elsewhere fell just 2.6%. 

Figure 4: REINZ house price growth 
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Source: REINZ 

Slower housing demand reflects greater caution 
as markets adjust to tighter government rules 
around property taxation which applied from 1 
October, and the Reserve Bank’s investor loan-to-
value restrictions (LVR) for Auckland which took 
effect on 1 November. Housing demand may have 
been boosted in the period prior to the 
implementation of the regulatory changes and is 
adjusting now. However, LVR restrictions outside 
of Auckland were relaxed, which is expected to 
support housing demand elsewhere, and it is too 
early to conclude what the net effect of the 
regulatory changes is on demand. Treasury 
expects housing demand to recover over coming 
quarters, as the fundamental drivers – strong 
population growth and low interest rates – are 
expected to persist. 

...supporting residential investment growth 

Residential investment growth is expected to pick 
up in the second half of 2015, contributing to the 
lift in quarterly GDP growth. Seasonally adjusted 
dwelling consents rose 5.1% in October, following 

healthy expansion in the September quarter, to be 
up 8.1% from a year ago. Across regions, growth 
from October 2014 was driven by the upper North 
Island, with Auckland and Waikato up 36% and 
34% respectively, as construction resources 
respond to supply shortages in these regions. 
Meanwhile, consents in Canterbury fell 29%, as 
the residential rebuild passed its peak. While 
residential construction activity remains strong, 
housing demand is likely to continue to outpace 
supply over the coming year, maintaining 
pressure on house prices and construction costs. 

...supporting December quarter GDP growth 

A pick-up in domestic demand and ongoing 
strength in tourism spending supported activity in 
the December quarter.  Firms’ expectations of 
their own activity in the ANZ Business Outlook 
continued to recover in October and November 
from their low in August. The BNZ-BusinessNZ 
Performance of Services Index in October (56.2) 
showed strong expansion in services, partly 
reflecting strength in the retail sector, although it 
fell from 59.0 in September. However, the 
Performance of Manufacturing Index dropped 1.7 
points to 53.3, its lowest since May and showing a 
more moderate pace of growth. On balance, 
available data point to GDP growth of around 
0.6% in the December quarter, driven by private 
consumption and residential investment. 

NZD depreciation lifting business prices... 

The earlier depreciation in the NZD is flowing 
through to higher business costs. Producer prices 
rose in the September quarter, with input and 
output price indices up 1.6% and 1.3%, a sharp 
turnaround from falls of 0.3% and 0.2% 
respectively in the June quarter. In annual terms, 
input and output price growth remains slow at  
-0.2% and 0.2%, respectively, despite a rise. 
Higher input costs were evident across most 
industries, which reflect higher prices for petrol 
and imported machinery, largely as a result of the 
exchange rate depreciation.  

Higher output prices were led by agricultural 
output prices and also reflect the broader pass-
through of higher costs associated with a weaker 
exchange rate. Quarterly growth in construction 
output prices eased, partly reflecting reduced 
pressure from residential construction in 
Canterbury, but annual growth in construction 
output prices (2.3%) remains significantly higher 
than growth in total output prices (0.2%). The 
pick-up in output prices in the quarter points to 
higher inflation in coming quarters (Figure 5). 
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Figure 5: PPI and CPI inflation  
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Source: Statistics NZ 

The capital goods price index rose 1.4% in the 
September quarter to be up 3.6% in the year to 
September. The quarterly rise was driven by plant 
and equipment, and transport equipment, and 
showed the impact of NZD depreciation. Growth 
in residential building prices (1.1%) in the quarter 
was less than growth in total capital goods, but 
annual growth in residential building prices (5.2%) 
remains higher than total capital goods prices. 

...although labour costs remain subdued 

However, growth in labour costs remained soft, 
continuing to point to low non-tradables inflation, 
as labour represents a greater proportion of total 
costs in the non-tradables sector than in 
tradables. Growth in the labour cost index, which 
approximates unit labour costs, was broadly 
unchanged at 1.6% in the September quarter.  

Lower terms of trade in September quarter... 

Higher price pressures were also evident in the 
Overseas Trade Indices. Goods export and import 
prices both increased, driven by a lower NZD.  
The goods terms of trade fell 3.7% in the quarter, 
as import prices rose by more than export prices. 
Dairy export prices fell 0.1% in NZD terms, as 
large falls in GlobalDairyTrade (GDT) auction 
prices earlier in the year were largely offset by the 
fall in the NZD, while non-dairy prices mostly 
expanded in NZD terms. Positively, goods export 
volumes rose 6.9% from a year ago, faster than 
the 3.2% rise in import volumes, which supports 
net exports. 

The services terms of trade fell 5.4% in the 
September quarter, as NZD depreciation led to a 
bigger boost to services import prices than for 
export prices, as the latter are measured largely in 
NZD terms. 

...and dairy price falls dampen receipts...  

The earlier falls in GDT auction prices continued 
to weigh on export receipts. The seasonally 
adjusted merchandise trade deficit widened to 
$446 million in October from $369 million in 
September, as export values fell 0.6% in the 
month, driven by lower prices for dairy, forestry 
and meat. Total import values were broadly flat. 
The goods trade deficit is expected to continue 
widening over 2016, driving an increase in the 
current account deficit. 

Dairy prices retrace after a lift in October... 

The ANZ world commodity price index rose 6.8% 
in October in USD terms to be up 12% from its 
post-GFC trough in August, owing to a rebound in 
dairy prices. The NZD index is up 3.4% in the 
year, owing to NZD depreciation, contrasting with 
the USD index which fell 8.6% over the period. 

Dairy prices have since retraced their increase, 
with the average GDT auction price declining 12% 
in November to US$2,457/mt, owing to slow 
global demand growth and easing concerns 
around supply. All product prices declined, with 
skim and whole milk powders (WMP) both down 
8.0%. However, dairy prices remain more than 
30% higher than their post-GFC low in August, 
and rebounded modestly in the first GDT auction 
in December. Auction volumes in recent months 
were around 25% lower than a year ago, as 
Fonterra responds to falling milk production and 
redirects product away from the GDT auctions. 

Following the fall in GDT prices in November, 
some bank analysts revised down their farm-gate 
milk price forecasts, with the analyst range down 
from $4.25-5.30/kg MS to $4.25-4.60/kg MS. 
Fonterra’s current forecast is on the upper end of 
this band at $4.60/kg MS, which requires WMP 
prices to rise to around US$3,000/mt in the first 
half of 2016. Fonterra will review its farm-gate milk 
price forecast on 9 December. 

...but tourism revenue provides support 

The drag on national incomes owing to falls in 
dairy prices over the past year is offset to some 
extent by strength in tourism revenue. According 
to the International Visitor Survey, foreign visitor 
spending increased 38% in the year ending 
September 2015, which reflected both strong 
growth in visitor arrivals and spending per visitor. 
Short-term visitor arrivals expanded 8.9% in 
October from a year ago, driven by growth in 
Chinese and Australian visitor arrivals. Strong 
spending by foreign visitors is expected to 



 

Monthly Economic Indicators – November 2015 – The Treasury Page 6 

maintain services exports at an elevated level in 
the second half of 2015, but may not contribute to 
further growth in services exports or real GDP. 

Monetary policy remains supportive of growth 

Markets have priced in around a 50% probability 
of a 25 bps reduction in the Official Cash Rate to 
2.50% at the Reserve Bank’s next monetary 
policy review on 10 December. The economic 
outlook has weakened over 2015 and inflation 
remains subdued overall, but recent data point to 
a pick-up in growth, and currency depreciation is 
gradually flowing through to higher inflationary 
pressure.  

US an exception in an otherwise soft month 
for global data 

Global data in November reflected the divergence 
between the sustained recovery in the US and 
slower growth in the other major advanced 
economies. Accordingly, expectations for a rate 
hike by the US Federal Reserve (Fed) in 
December have increased, while the other major 
advanced economies are on hold or expected to 
ease further. US bond yields rose on rate rise 
expectations, share markets were fairly stable 
overall, but commodity prices remained low, 
especially oil. The Paris terror attacks have had 
limited impact on markets, although they may 
affect tourism and trade growth in the region in the 
medium term.  

Figure 6: US labour market and Federal funds rate 
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Source: Haver 

US data solid, December rate hike likely... 

Solid data in November increased expectations 
that the Fed will begin tightening in December – 
the first time in almost a decade (Figure 6). Non-
farm payrolls grew 271,000 in October, 
significantly higher than their September quarter 
average of 171,000 and driven by the services 
and construction sectors. The unemployment rate 

fell to 5.0% and annual wage growth accelerated 
to 2.5% from 2.3%, suggesting spare capacity in 
the labour market is reducing. That said, the Fed’s 
preferred measure of core inflation remained 
weak at 1.3% in the year to September. 
November labour market data, due for release 
after this report is finalised, will be a key factor in 
the Fed’s December decision. 

...and Australian economy picks up 
momentum and RBA holds 

Australia’s GDP growth in the September quarter 
was 0.9% (2.5% apc), driven by a 4.6% increase 
in exports and a 0.7% increase in household 
spending. Investment continued to subtract from 
growth, reflecting the transition from the mining to 
non-mining sectors and a reduction in government 
investment. Employment grew 0.5% in October to 
be up 2.7% from a year ago and the 
unemployment rate fell 0.3% points to 5.9%. 
Annual inflation remained stable at 1.5% in the 
September quarter.  The Reserve Bank of 
Australia remained on hold at its early December 
policy review, but maintained an easing bias. 

China’s slowdown and rebalancing continue...  

Data continue to reflect the slowdown in China 
while suggesting the economy is rebalancing from 
investment to consumption. Annual fixed 
investment growth in October was 5.7% points 
lower than a year ago at 10.2%. On the other 
hand, consumer spending has picked up with 
retail sales expanding 11.0% from a year ago in 
October, above expectations and increasing from 
around 10% in early 2015. Despite higher 
household spending, annual inflation remained 
low at 1.3% in October. The People’s Bank of 
China eased policy again in November with 
further easing expected to follow. 

...as the euro area recovery continues to 
slow... 

The euro area recovery continues to slow with 
growth in the September quarter of 0.3% (1.6% 
apc), down from 0.4% in the June quarter. The 
weak outturn reflects the slowdown in emerging 
market economies which account for much of the 
region’s export demand. The unemployment rate 
continued its sluggish descent, falling 0.1% points 
to 10.7% in October. Annual inflation remains 
weak, with headline CPI inflation at 0.1% in 
November and core inflation at 0.9%. Slowing 
growth, low inflation and a commitment from the 
ECB President have increased expectations that 
the ECB will ease further in early December.   
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Meanwhile, the UK recovery remains fragile with 
annual core inflation soft at 1.1% in October. That 
said, labour market conditions continue to improve 
with solid employment growth and a declining 
unemployment rate (5.3% in September), as well 
as positive, albeit volatile, wage growth. The Bank 
of England is expected to remain on hold for some 
time with only a low probability of tightening priced 
in for 2016. 

...and Japan enters recession, but with solid 
consumption 

The Japanese economy entered a technical 
recession with September quarter GDP 
contracting 0.2% – the fourth recession in five 
years. The outturn was driven chiefly by weak 
business investment, reflecting a slowdown in 
manufacturing activity and the general slowdown 
in the Asia region. Falling inventories also 
contributed. However, domestic demand 
remained upbeat with solid private consumption 
providing some offset, reflecting recent strength in 
the labour market. CPI inflation was 0.3% in the  

year to October. As expected, the Bank of Japan 
kept its policy rate on hold and QQE unchanged. 
The Bank continues to hold an optimistic view of 
when inflation will return to its 2% target, although 
this has been pushed out recently.  

Elsewhere in Asia, Taiwan’s economy contracted 
1.0% in the year to September, driven by lower-
than-expected exports, reflecting increased 
competition from China and the slowdown in the 
Asia region. 

Global economy poses risks to New Zealand 

The international economy continues to pose risks 
to the New Zealand outlook with uncertainty about 
the impact of US monetary policy tightening on 
financial markets, especially in emerging 
economies, weak growth in Asia generally, and a 
slow recovery in Europe. The pick-up in growth in 
Australia in the September quarter as its economy 
rebalances is a positive. However, commodity 
prices remain low in general as a result of 
oversupply and weak demand. 
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Special Topic: Tax Revenue recent history and outlook

The Financial Statements of the Government of 
New Zealand (FSG) for the year ending 30 June 
2015 were released on 14 October. The 2015 
FSG showed an operating balance excluding 
gains and losses (OBEGAL) surplus of $414 
million, vs. the 2015 Budget forecast deficit of 
$684 million. Tax revenue contributed about half 
of the OBEGAL’s $1 billion positive variance from 
forecast. 

This special topic expands on the tax variance 
commentary that appeared in the FSG, analyses 
the tax revenue results for the September 2015 
quarter and outlines the likely implications for tax 
revenue for the remainder of the 2015/16 fiscal 
year. 

 

Tax revenue for the year to June 2015 

For the 12 months ended June 2015, core Crown 
tax revenue was just 0.8% ($559 million) above 
the 2015 Budget forecast of $66,077 million, as 
shown in Table 1. While all of the variances from 
forecast across the various tax types were 
relatively small, they were almost all positive, 
producing the positive result vs. forecast for total 
tax revenue. 

Total wages and salaries in the June quarter were 
above forecast, mainly as a result of higher-than-
forecast average weekly paid hours. This 
contributed about half of the $200 million PAYE 
(source deductions) variance from forecast. 

Table 1 – Core Crown tax revenue: 2014/15 actual result vs. 2015 Budget forecast 

Tax type Explanation Variance from forecast
$ millions %

Source deductions Employees' compensation higher than 
forecast in the June quarter, 
concentrated in average hours worked +102
Forecast judgement +100

+202 +0.8
Customs & excise duties Petrol excise back-taxes + penalties +67

Higher-than-expected tobacco 
production/importation +45

Other +15
+127 +3.0

Other individuals' tax Provisional tax estimates in May higher 
than expected +75
Net terminal tax +34
Fringe benefit tax -5

+104 +2.2
Corporate tax PIE tax +132

Provisional tax -20

Net terminal tax -31
+81 +0.8

Other direct taxes RWT-on-interest forecast judgement +50
RWT on dividends: greater-than-
expected listed-company dividend 
distributions through the June quarter +20
Other +3

+73 +3.1
GST Close to forecast -38 -0.2
Other +10 +0.6

Total core Crown tax +559 +0.8
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The other half was the result of a -$100 million 
forecasting judgement included in the Budget 
forecast that has since proven to be 
unnecessary.1 

Customs and excise duty2 is not normally a tax 
type that features in forecast variance 
explanations. However, in the June 2015 quarter, 
two unusual things happened: 

 NZ Customs booked some additional petrol 

excise revenue, plus associated penalties, 

relating to prior years; and 

 there was an unusually large amount of 

tobacco product importation/production 

through the June quarter, causing a small 

increase in tobacco excise relative to 

forecast. 

Business income taxes, for individuals (other 
individuals’ tax in Table 1) and companies 
(corporate tax), were both above forecast, 
although for different reasons. For individuals, the 
forecast included an assumption that provisional 
tax would tail off towards the end of the year in the 
face of declining profitability and lower incomes 
for dairy farmers. In fact, provisional tax revenue 
in the June quarter was up on the previous year, 
contributing +$75 million to the total tax variance. 
Net terminal tax revenue, i.e. square-ups of 
income tax for previous tax years, was also a little 
above expectations. 

For corporate tax, provisional and terminal tax 
were close to, albeit a little below, forecast. The 
majority of the positive variance against forecast 
came through Portfolio Investment Entity (PIE) 
tax. PIE tax is inherently difficult to forecast for 
two reasons: 

 Since PIE tax is linked to investment 

returns, it can be very volatile from one year 

to the next; and 

                                                      
1 At the time the Budget forecast was prepared, source 

deduction revenue was running lower than was implied 

by the macroeconomic forecast, so a downward 

adjustment was factored in. 
2 Excise duties on the NZ production of, and excise-

equivalent duties on the importation of, alcohol, tobacco 

and petroleum fuel products, plus import tariffs on 

general goods. 

 More than 90% of annual PIE tax is 

returned and paid in the month of April, 

which means that there is limited current-

year information available from PIE 

taxpayers at the time the Budget forecasts 

are prepared. 

PIE tax in 2015 was boosted by strong growth in 
KiwiSaver funds under management. While this 
should raise the trend level of PIE tax in the 
future, we expect to see continuing variation 
around the trend owing to the volatility of 
investment returns. 

Finally, resident withholding tax3 (RWT) also came 
in above forecast. At the time the Budget 
forecasts were being compiled, interest RWT was 
running below forecast and the RWT forecast was 
lowered accordingly. However, the lower-than-
forecast year-to-March outturn turned out to be a 
timing anomaly and interest RWT finished the 
year above forecast. 

Forecast accuracy 

The core Crown total tax revenue variance vs. the 
2015 Budget forecasts of 0.8% was slightly below 
the long-run average forecast variance of 1.1%. It 
was also similar to the variances of the previous 
four years, which were all around ±0.6% to 0.7%. 

In 2008, when the long-run average forecast error 
was around 4%, the Treasury adopted a target of 
achieving variances from forecast of less than 
±3% for its one-year-ahead forecasts of core 
Crown tax revenue. Treasury has achieved this 
target on six out of the seven annual tax revenue 
outcomes since then and the long-run (now 20-
year) average has dropped to 3.1%. Compared to 
the 2014 Budget forecast, total core Crown tax 
revenue for 2014/15 was $194 million (0.3%) 
higher, well within the ±3% target range. 

Further information on the performance of 
Treasury’s economic and tax forecasts can be 
found at: 
http://www.treasury.govt.nz/publications/informatio
nreleases/forecastingperformance 

2015/16 tax outturns so far 

FSG for the three months to September 2015 
have been published on the Treasury website. To 
some extent, tax revenue has continued on from 
where it left off in June. 

                                                      
3 Tax withheld on interest and dividend income earned 

in New Zealand. 
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Table 2 – Core Crown tax revenue: September 
2015 quarter actual result vs. 
2015 Budget forecast 

Tax type Variance from forecast
$ millions %

Source deductions +107 +1.7
Other individuals' tax +39 +3.5
Corporate tax +72 +3.4
Other direct taxes -31 -5.3
GST -76 -1.7
Customs and Excise duties -30 -2.8
Other indirect taxes +20 +4.2
Total core Crown tax +101 +0.6  

Some tax types have continued to run above 
forecast, particularly: 

 The momentum (relative to forecast) seen 

in source deductions in the June quarter 

has continued through to September; and 

 Corporate tax was boosted by a small 

number of large, unforeseen payments of 

non-resident withholding tax (NRWT). The 

NRWT portion of the corporate tax variance 

is expected to persist through to the end of 

2015/16 but is not expected to be repeated 

in later years. 

However, some negative forecast variances have 
begun to appear in the tax outturn table: 

 Interest rate cuts are starting to affect 

interest RWT (included in other direct taxes 

in Table 2); 

 Weakness in nominal domestic 

consumption through the first half of the 

2015 calendar year has contributed to 

below-forecast GST; and 

 Much of the additional tobacco excise 

collected in the June quarter has reversed 

out as refunds in the September quarter 

Looking ahead… 

As noted above, when formulating tax forecasts, 
some judgement is required to assess whether 
outturn variances are the result of short-lived 
seasonal fluctuations or have been caused by 
permanent macroeconomic factors. While tax 
revenue is currently running close to forecast, it is 
possible that this might not continue through to 
the end of 2015/16. 

Since the Budget forecast was finalised, GDP has 
posted two quarters of weak growth, i.e. the 
March 2015 and June 2015 quarters. This is yet to 
become fully evident in tax outturns. 

The world price for NZ’s dairy products has 
dropped considerably since the Budget. While this 
is affecting dairy farmers’ profits and tax payments 
most immediately, it has wider implications for 
both corporate and individuals’ income tax, as do 
other key developments noted in recent Monthly 
Economic Indicators reports. 

The lower level of domestic consumption, caused 
by the abovementioned weak growth through the 
first half of 2015, is expected to continue to weigh 
on GST outturns over the remainder of 2015/16. 

Employment growth halted in the September 
quarter and the unemployment rate rose to 6.0%. 
This may imply some downside to the Budget’s 
source deductions forecasts over the coming 
months at least. 

Since the Budget, the Reserve Bank has cut the 
OCR three times, causing deposit interest rates to 
fall. This is already causing interest RWT to fall 
short of the forecast. A lower interest rate track 
through the remainder of 2015/16 would continue 
to drag on RWT. 

All of these things were taken into consideration 
when preparing the 2015 Half-Year Update 
forecasts, which are due for release on 
15 December.

The October FSG will be published on 8 December.

Monthly Economic Indicators is a regular report prepared by the Forecasting team of the Treasury. 

Disclaimer: The Treasury has made every effort to ensure that the information contained in this report is reliable, but makes no 
guarantee of its accuracy or completeness and does not accept any liability for any errors.  The information and opinions 
contained in this report are not intended to be used as a basis for commercial decisions and the Treasury accepts no liability for 
any decisions made in reliance on them.  The Treasury may change, add to, delete from, or otherwise amend the contents of 
this report at any time without notice. 

Contact for enquiries: 
The Treasury 
PO Box 3724, Wellington 
NEW ZEALAND 

information@treasury.govt.nz 
Tel: +64 4 472 2733 
Fax: +64 4 473 0982 
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New Zealand Key Economic Data 

Quarterly Indicators 

2014Q1 2014Q2 2014Q3 2014Q4 2015Q1 2015Q2 2015Q3
Gross Domestic Product (GDP)

Real production GDP qtr %  chg1 1.1 0.8 0.9 0.8 0.2 0.4 ...
ann ave %  chg 2.5 2.9 3.0 3.3 3.2 3.0 ...

Real private consumption qtr %  chg1 0.6 0.7 1.4 0.5 0.2 0.9 ...
ann ave %  chg 3.1 3.0 3.2 3.2 3.2 3.3 ...

Real public consumption qtr %  chg1 0.9 0.5 0.7 0.2 1.2 1.0 ...
ann ave %  chg 2.7 3.2 3.2 3.0 2.8 2.7 ...

Real residential investment qtr %  chg1 10.1 0.3 -0.4 5.0 0.6 -0.1 ...
ann ave %  chg 16.6 18.0 16.0 16.2 12.3 9.0 ...

Real non-residential investment qtr %  chg1 0.7 1.6 4.0 -1.5 -2.7 2.2 ...
ann ave %  chg 8.4 8.7 7.4 6.2 4.5 3.5 ...

Export volumes qtr %  chg1 1.9 -1.6 -0.3 6.7 1.6 -1.1 ...
ann ave %  chg 0.0 0.2 1.4 3.0 4.2 5.5 ...

Import volumes qtr %  chg1 2.1 2.9 0.3 2.6 0.7 2.3 ...
ann ave %  chg 8.1 9.0 8.0 7.9 7.4 6.6 ...

Nominal GDP - expenditure basis ann ave %  chg 6.8 8.1 7.4 5.2 3.5 2.8 ...
Real GDP per capita ann ave %  chg 1.6 1.7 1.6 1.8 1.6 1.2 ...
Real Gross National Disposable Income ann ave %  chg 6.0 6.5 6.1 4.7 3.1 1.9 ...

External Trade
Current account balance (annual) NZ$ millions -5,875 -5,655 -5,913 -7,464 -8,064 -8,301 ...

%  of GDP -2.6 -2.4 -2.5 -3.1 -3.4 -3.5 ...
Investment income balance (annual) NZ$ millions -8,937 -9,286 -9,373 -9,449 -9,217 -9,040 ...
Merchandise terms of trade qtr %  chg 1.8 0.1 -4.5 -2.4 1.2 1.5 -3.7

ann %  chg 17.3 12.2 -0.3 -5.0 -5.6 -4.2 -3.4

Prices
CPI inflation qtr %  chg 0.3 0.3 0.3 -0.2 -0.2 0.4 0.3

ann %  chg 1.5 1.6 1.0 0.8 0.3 0.4 0.4
Tradable inflation ann %  chg -0.6 0.1 -1.0 -1.3 -2.4 -1.8 -1.2
Non-tradable inflation ann %  chg 3.0 2.7 2.5 2.4 2.4 2.1 1.5
GDP deflator ann %  chg 5.6 4.5 1.2 -2.1 -0.7 1.3 ...
Consumption deflator ann %  chg 0.9 1.0 0.6 0.7 0.8 0.5 ...

Labour Market

Employment (HLFS) qtr %  chg1 1.0 0.4 1.0 1.1 0.6 0.1 -0.4

ann %  chg1 3.7 3.6 3.2 3.6 3.2 3.0 1.5

Unemployment rate % 1 6.0 5.7 5.6 5.7 5.8 5.9 6.0

Participation rate % 1 68.9 68.6 68.8 69.4 69.5 69.3 68.6

LCI salary & wage rates - total (adjusted)5 qtr %  chg 0.3 0.5 0.5 0.5 0.3 0.5 0.4
ann %  chg 1.5 1.6 1.7 1.7 1.7 1.6 1.6

QES average hourly earnings - total5 qtr %  chg 0.5 0.2 1.4 0.5 0.0 0.8 1
ann %  chg 2.5 2.5 2.3 2.6 2.1 2.8 2.3

Labour productivity6 ann ave %  chg -0.9 -0.8 -0.7 -0.3 0.2 0.4 ...

Retail Sales

Core retail sales volume qtr %  chg1 0.7 1.5 1.6 1.9 2.2 0.0 1.0
ann %  chg 3.5 3.0 4.5 6.0 7.2 5.8 5.2

Total retail sales volume qtr %  chg1 0.7 1.5 1.5 1.9 2.0 0.1 1.6
ann %  chg 3.6 3.6 4.7 5.9 7.1 5.5 5.7

Confidence Indicators/Surveys

WMM - consumer confidence3 Index 122 121 117 115 117 113 106

QSBO - general business situation4 net % 51.7 31.7 19.0 23.6 23.3 5.1 -14.5

QSBO - own activity outlook4 net % 33.2 29.7 33.9 26.7 25.0 9.3 21.7  
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Monthly Indicators 

2015M05 2015M06 2015M07 2015M08 2015M09 2015M10 2015M11
External Sector

Merchandise trade - exports mth %  chg1 0.2 5.8 5.5 2.7 -7.0 0.2 ...

ann %  chg1 -4.8 -0.6 13.1 5.1 1.7 -4.5 ...

Merchandise trade - imports mth %  chg1 3.5 -5.6 7.3 4.8 -9.1 -0.6 ...

ann %  chg1 -7.5 10.0 5.9 20.1 -3.2 -2.2 ...
Merchandise trade balance (12 month total) NZ$ million -2553 -2975 -2762 -3384 -3165 -3237 ...

Visitor arrivals number1 258,330 257,480 251,340 252,870 263,980 264,400 ...

Visitor departures number1 267,020 265,220 259,010 260,010 264,020 268,050 ...

Housing

Dwelling consents - residential mth %  chg1 0.7 -3.6 20.0 -5.3 -5.7 ... ...

ann %  chg1 2.2 2.0 23.8 11.3 12.9 ... ...

House sales - dwellings mth %  chg1 -1.1 5.6 7.7 0.4 0.9 -6.6 ...

ann %  chg1 21.6 29.1 37.8 41.7 38.3 18.6 ...
REINZ - house price index mth %  chg 2.0 2.3 1.0 1.7 3.0 -4.2 ...

ann %  chg 11.8 14.8 14.9 17.3 20.1 14.1 ...

Private Consumption

Electronic card transactions - total retail mth %  chg1 1.2 0.5 0.4 0.4 0.9 0.0 ...
ann %  chg 3.2 5.0 5.6 4.2 6.1 5.6 ...

New car registrations mth %  chg1 -0.2 5.4 0.5 -2.1 0.2 -1.4 ...
ann %  chg 6.8 11.2 10.7 7.8 5.0 3.8 ...

Migration

Permanent & long-term arrivals number1 9,970 9,890 10,600 10,340 10,540 10,920 ...

Permanent & long-term departures number1 4,830 4,970 4,860 4,830 4,940 4,710 ...
Net PLT migration (12 month total) number 57,822 58,259 59,639 60,290 61,234 62,477 ...

Commodity Prices
Brent oil price US$/Barrel 64.08 61.48 56.56 46.52 47.62 48.43 44.27
WTI oil price US$/Barrel 59.27 59.82 50.91 42.87 45.48 46.22 42.65
ANZ NZ commodity price index mth %  chg -2.9 3.0 -0.6 -4.0 9.4 2.9 ...

ann %  chg -8.0 -4.2 -1.3 -4.6 2.8 3.4 ...
ANZ world commodity price index mth %  chg -4.8 -3.1 -5.5 -5.2 5.5 6.9 ...

ann %  chg -18.0 -19.7 -22.1 -23.5 -18.2 -11.8 ...

Financial Markets

NZD/USD $2 0.7394 0.699 0.6652 0.655 0.6334 0.6670 0.6567

NZD/AUD $2 0.9368 0.9055 0.8963 0.8977 0.8975 0.927 0.9188

Trade weighted index (TWI) June 1979 = 1002 76.49 72.97 70.41 70.32 68.77 71.80 71.39
Official cash rate (OCR) % 3.50 3.25 3.00 3.00 2.75 2.75 2.75

90 day bank bill rate % 2 3.53 3.33 3.13 2.95 2.85 2.86 2.89

10 year govt bond rate % 2 3.66 3.77 3.47 3.29 3.30 3.34 3.50

Confidence Indicators/Surveys
ANZ - business confidence net % 15.7 -2.3 -15.3 -29.1 -18.9 10.5 14.6
ANZ - activity outlook net % 32.6 23.6 19.0 12.2 16.7 23.7 32.0
ANZ-Roy Morgan - consumer confidence net % 123.9 119.9 113.9 109.8 110.8 114.9 122.7
Performance of Manufacturing Index Index 52.0 55.2 53.7 55.0 55.0 53.3 ...
Performance of Services Index Index 58.1 58.2 56.6 58.2 59.0 56.2 ...  
qtr % chg quarterly percent change  
mth % chg monthly percent change 
ann % chg annual percent change 
ann ave % chg annual average percent change 

1 Seasonally adjusted 

2 Average (11am) 

3 Westpac McDermott Miller 

4 Quarterly Survey of Business Opinion 

5 Ordinary time 
6 Production GDP divided by HLFS hours worked 

Sources: Statistics New Zealand, Reserve Bank of New Zealand, NZIER, ANZ, Haver, Westpac McDermott Miller, ANZ-

Roy Morgan, REINZ, BNZ-Business NZ 


