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Tēna koutou katoa, and thank you very much for inviting me to speak at the CAANZ Annual 
Tax conference.  

I hope to “set the scene” by outlining some of the challenges that New Zealand faces in 
balancing government revenue with government spending. I will start by reiterating the key 
points from a speech I made in September about the long-run challenge posed by our 
ageing population.  

I will then focus on a more immediate challenge – economic growth has proved slower than 
anticipated. Weaker economic growth means a smaller economy and less tax revenue, 
increasing the challenge for the Government in balancing its books. 

The challenge of an ageing population 

The Treasury’s periodic Long-term Fiscal Statements (LTFSs) have repeated the message 
that, in the absence of policy change, the Government’s books are on an unsustainable 
trajectory. New Zealand’s population is growing older, with an increasing share of the 
population aged over 65. The Government spends considerably more on over-65s than it 
gathers from them in tax revenue (Figure 1). Therefore, as the over-65s become a larger 
share of the population, the public purse will be stretched further and further. 

 
1  These remarks were prepared for delivery to the Chartered Accountants Australia and New Zealand (CAANZ) Annual Tax 

Conference on 21 November 2024. I would like to acknowledge with thanks all those involved in preparing these remarks, 
particularly Simon McSweeney-Harte, Diana Cook, Peter Mawson, Brendon Riches, and Udayan Mukherjee. 

2  Please note, that Dominick Stephens is not the Treasury Observer on the Reserve Bank of New Zealand Monetary 
Policy Committee for the November Monetary Policy Statement. 
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New Zealand’s population is not ageing as quickly as many other advanced economies, 
due to slightly higher fertility and higher net immigration. However, the ageing that we do 
experience will be expensive. A big part of this story is New Zealand’s public pension, 
New Zealand Superannuation, which is universal and is the highest basic pension paid 
out of general taxation relative to gross earnings among OECD countries.  

Figure 1: Average government tax and transfer by age group in New Zealand,  
year ending March 20193 

 

Since we delivered our first LTFS in 2006, three economic and social changes have 
ameliorated the fiscal challenge. 

Firstly, we have seen a profound increase in the proportion of workers remaining in 
employment beyond 65 (Figure 2). New Zealand has gone from having one of the lowest 
labour force participation rates for over-65s in the OECD to one of the highest (Figure 3). 
This partly reflects the universal nature of our superannuation, which means that our over-
65s face little financial disincentive to remain in the workforce.  

 
3  Wright, T. and Nguyen, H.(2024) Analytical Note AN 24/09 - Fiscal incidence and income inequality by age: Results for 

New Zealand in tax year 2018/19 Figure 1 is based on Household Economic Survey data (Stats NZ). Note that the income 
supports in Figure 1 are gross of personal income tax and the revenue includes the tax deducted from income support, such 
as from New Zealand Superannuation payments. 
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Figure 2: New Zealand labour force participation rates for 65+ age groups4 

 

Figure 3: 65+ labour force participation rates for selected OECD countries5 

 

The second factor is that New Zealand’s population is now 10.5% bigger than projected back 
in 2006 (Figure 4), mainly due to high rates of net migration. This has mitigated the fiscal 
pressures of ageing by boosting GDP and because migrants have a younger age profile than 
the New Zealand-born. However, since migrants also age, migration cannot prevent the 
inevitable greying of the population.  

 
4  Statistics New Zealand, Household Labour Force Survey custom data request. 
5  OECD Data Explorer • Employment and unemployment by five-year age group and sex - indicators. The grey lines are 

selected OECD countries. They represent Japan, the United States, Australia, and the United Kingdom from top to bottom. 
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Figure 4: New Zealand population projections across the Treasury’s Long-term 

Fiscal Statements6 

 

The third positive factor has been lower interest rates, which really matter for the 
sustainability of fiscal policy.7 The 2006 LTFS assumed a long-run interest rate of 6%, 
but long-term nominal interest rates are now in the 4% to 5% range (Figure 5), meaning 
lower debt servicing costs associated with a given level of debt.  

Figure 5: New Zealand secondary market 10-year government bond yields8 

 

 
6  Treasury calculations, Long-term Fiscal Statements. 
7  See Piscetek, M. (2019) "Public Debt Dynamics in New Zealand," Treasury Working Paper Series 19/01.   
8  Reserve Bank of New Zealand (2024) Wholesale interest rates (B2), available at  

https://www.rbnz.govt.nz/statistics/series/exchange-and-interest-rates/wholesale-interest-rates. 
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Despite these helpful factors, the 2021 LTFS showed that New Zealand’s long-term fiscal 
outlook was more challenging than the Treasury anticipated back in 2006 (Figure 6). This 
is because we were starting from a position of significantly higher debt than was anticipated 
in the 2006 LTFS.  

Figure 6: New Zealand net core Crown debt projections in the Treasury’s 2006 and  
2021 Long-term Fiscal Statements9 

 

One reason for higher debt has been the Government’s responses to adverse events 
in recent decades. Like many other countries, New Zealand has experienced a ratcheting 
up of government debt as responses to successive crises have not been fully offset by 
government savings between events. The Treasury’s next Long-term Insights Briefing will 
assess this issue,10 while our Investment Statement due for release in late 2025 will explore 
prudent investment and management of the Government’s balance sheet. 

The other reason for higher debt is that New Zealand is currently running a fiscal deficit 
of around 3.1% of GDP (Figure 7, left hand panel).11 The Treasury estimates that we would 
be in deficit even if the country was not in recession (Figure 7, right hand panel).12  

 
9  The Treasury (2021) He Tirohanga Mokopuna (The Treasury Long-term Fiscal Statement): He Tirohanga Mokopuna (2021) 

| The Treasury New Zealand 
The Treasury (2006) New Zealand's Long-term Fiscal Position: New Zealand's Long-term Fiscal Position (2006) | 
The Treasury New Zealand. 

10  Consultation on the Scope of the Treasury's Long-term Insights Briefing | The Treasury New Zealand. 
11  The fiscal deficit of 3.1% of GDP is the actual for the year ended 30 June 2024. This is higher than shown in the chart 

which was our forecast at the time of the 2024 Budget. 
12  At Budget 2024, the Treasury forecast that both the operating balance before gains and losses (OBEGAL) and the 

cyclically-adjusted balance (CAB) would be in deficit until 2027/28. 
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Figure 7: Measures of New Zealand’s budget surplus/deficit13 

Operating balance before gains and losses Cyclically-adjusted balance 

  

The Government’s 2024 Fiscal Strategy Report recognised the need to bring revenue and 
expenses back into balance. The Government’s strategy is a medium-term programme of 
work to identify savings, and to improve the efficiency and productivity of spending. It has set 
constrained operating allowances for future Budgets to ensure this strategy is realised over 
time. In the past year, the Treasury has supported the Government to make $5.9 billion of 
savings per annum. Government decisions taken at Budget 2024, combined with reduced 
future operating allowances, meant that the deficits were a cumulative $5.5 billion smaller 
over the forecast period than they would have been in the absence of Government decisions.  

Looking ahead, the Treasury will continue to support the Government to reprioritise and 
make savings through a range of measures, including assisting with: 

 New requirements on government departments to prepare performance plans that focus 
on operating within baselines, highlighting options to manage cost pressures through 
reprioritisation, and mitigating fiscal risks. 

 Developing targeted savings and revenue initiatives, including deep dive reviews into 
critical spending areas. 

 System reform to increase fiscal discipline, including by amending the Public Finance Act. 

The Treasury will next produce a Long-Term Fiscal Statement in 2025. In that document 
we will discuss some of the options New Zealand has to achieve long-term fiscal 
sustainability in the face of an ageing population. It is likely that successive governments 
will need to make a range of policy changes on an ongoing basis.  

The challenge of slowing productivity growth 

The more immediate challenge for closing the structural deficit has been a deteriorating 
economic outlook. This is not simply the case of a deeper economic slowdown, although 
this appears likely. The Treasury has been revising down its assessment of future economic 
activity at successive economic and fiscal updates. This has led to successive downgrades 
to our forecasts for government revenue, independent of government policy. A key reason for 
the Treasury’s weaker economic forecasts has been accumulating evidence of a sustained 
productivity slowdown.  

 
13  The Treasury (2024) Budget Economic and Fiscal Update 2024 - 30 May 2024 (treasury.govt.nz). 
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Labour productivity measures the amount of GDP produced per hour of work, and improving 
it is key to lifting economic growth and living standards. Measures of productivity growth can 
be volatile from year to year, but productivity trends higher over time as technology and ways 
of working improve.  

New Zealand has a long-standing gap in our productivity with other advanced economies, 
and that remains an important challenge. However, what I will be discussing today is 
accumulating evidence that the trend rate of growth in productivity has slowed. Productivity 
growth averaged 1.4% in the 20 years up to 2013 but slowed to zero from 2014 until the end 
of 2019. 

During the COVID period of the early-2020s, labour productivity surged. Given data volatility 
around the time of the pandemic, the true trend in productivity growth was unclear. Treasury 
took a cautious approach in its 2022 and 2023 Budget forecasts, assuming that this burst of 
productivity growth was partially temporary but forecasting an eventual return to the higher 
rates of productivity growth that prevailed before 2014. 

However, emerging data revealed that productivity had dropped back to pre-pandemic levels 
by 2024. The data now suggests that a slowdown in trend productivity growth began in the 
mid-2010s and was only briefly interrupted by pandemic-era volatility. As this reality has 
slowly been revealed by the data over the past two years, the Treasury has lowered trend 
productivity in successive forecasts. That said, we still expect some productivity pick-up as 
the economy recovers (Figure 8). 

Figure 8: Labour productivity (real GDP per hour worked, indexed) forecast evolution14 

 

 
14  Treasury forecasts. 
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A 2024 Treasury Paper identified a range of probable causes for the productivity slowdown 
including poor diffusion of innovation, weak investment, and a slowdown in international 
trade and connections.15 Based on an analysis of current trends, the paper concluded that 
productivity growth was most likely to remain slow over the coming years. This added to 
the evidence base for forecasting slower future productivity growth.  

The paper also pointed out that New Zealand is not alone. Productivity began slowing in 
most countries around the same time (Figure 9). Earlier this month, the Reserve Bank of 
Australia identified accumulating evidence of slower trend productivity growth as a cause of 
its forecast revisions.16 

Figure 9: Labour productivity across OECD countries17 

 

Each downward revision of the Treasury’s economic growth forecasts has made it harder 
for the Government to bring revenue and expenditure back into balance.  

The only certainty in economic forecasting is uncertainty. The Treasury will continue to 
update its forecasts, including its productivity forecast, as more information comes to light.  

Recent economic and revenue developments 

The latest data suggests that economic activity has been weaker than anticipated in 
Treasury’s Budget 2024 forecasts, hinting at trend productivity growth having slowed even 
further than assumed at Budget.  

 
15  The productivity slowdown: implications for the Treasury’s forecasts and projections | The Treasury New Zealand. 
16  Reserve Bank of Australia (2024) Statement on Monetary Policy - November 2024. 
17  OECD Productivity Database. Replicated from Andre and Gal, 2024. Time ranges reflect productivity growth cycles. 

Productivity assessed over growth cycles is preferable to remove annual volatility. The time period of 2019-2022 is not 
a ‘full’ cycle and as more data becomes available the cycles will be adjusted to capture COVID-19 effects (Stats NZ). 
Early OECD countries are defined as those who joined the OECD prior to 1975, excluding Ireland and Luxembourg as 
outliers due to GDP measurement. 
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The Treasury has long been forecasting an economic downturn, and this has come to pass. 
Since the September quarter of 2022, per capita GDP has fallen by 4.6%, making this a 
larger per-capita recession than the Global Financial Crisis of 2008-2010 (Figure 10).  

Figure 10: Real GDP per capita forecast between the Half Year Update 2023 and Budget 202418 

 

The Treasury forecasts have also long anticipated a recovery. As interest rates fall, we 
expect household spending and business activity to lift. Businesses appear to share our 
expectation – the latest NZIER Quarterly Survey of Business Opinion (QSBO) showed that 
firms’ expectations for future trading activity have improved markedly.19 

However, recent data has suggested that the economic downturn has been deeper, and the 
recovery may begin later, than the Treasury forecast at Budget 2024. For example: 

 In the June quarter GDP fell 0.2%, compared to our Budget forecast of a 0.2% increase.  

 As of October, spending on electronic cards at retail stores remained 1% lower than a 
year ago.  

 Indicators of manufacturing and service activity remain at contractionary levels, 
suggesting little or no growth in the economy over recent months (Figure 11).  

 Despite improvements in firms’ expectations of future trading activity, the Quarterly Survey 
of Business Opinion reported firms are more pessimistic about their current trading 
conditions than they have been since 2009, apart from the pandemic (Figure 12). 

 
18  Budget Economic and Fiscal Update 2024 - 30 May 2024. 
19  New Zealand Institute of Economic Research (NZIER). 
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Figure 11: Bank of New Zealand/BusinessNZ business performance indexes20 

 

Figure 12: Real GDP growth and QSBO domestic trading activity21 

 

At the same time as this weaker economic activity, we have seen growth in hours worked 
fall only slightly. This suggests that trend productivity growth may have been even weaker 
than anticipated in our Budget forecasts. Of course, one should always read real-time data 
with caution, but this presents further downside risk to the Treasury’s economic growth and 
tax revenue forecasts. 

 
20  Bank of New Zealand/BusinessNZ. 
21  Stats NZ, NZIER and the Treasury. 
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Quite separately from the economic outlook, there has been a second reason that the 
Treasury has been revising its revenue forecasts lower. Tax revenue has proven lower than 
expected given the state of the economy in recent economic and fiscal updates. Recent 
monthly data has shown that tax revenue overall has been close to the Treasury’s Budget 
forecast, but the detail reveals that GST collections have been surprisingly low relative to 
underlying economic activity. If this trend continues, there could be further downside risks to 
the Treasury’s revenue forecasts. 

Having covered two big challenges, I’d like to finish on a positive note.   

There is scope for policy to help lift productivity growth over time by focusing on key areas 
such as private investment and capital intensity; internationalisation; innovation and the 
diffusion of new technology; and regulation and the competitive environment.  

The Government is progressing relevant policies, including reviewing the Overseas 
Investment Act, improving the resource management system, responding to the Commerce 
Commission’s market study into personal banking services, strengthening the science, 
innovation and technology system, and establishing a new National Infrastructure Agency. 

The Treasury remains committed to advising on ways to lift productivity growth, in pursuit of 
higher living standards for New Zealanders. 

Nō reira, tēnā koutou, tēnā koutou, tēnā tātou katoa. 
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