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Presentation overview

* Treasury forecasts — why and how do we
produce economic and fiscal forecasts

* The economic outlook — what we said in our
Pre-election economic and fiscal update and
how have things evolved?

* How do we encourage more economics
students?




Why do we prepare economic and tax forecasts

Three-year ahead economic and Budget Economic and Fiscal Update Forecasting model to produce
fiscal forecasts are mandated (BEFU) usually published mid- forecasts for
under the Public Finance Act May '
(PFA) 1989. * Real and nominal GDP (and
components)
Half Year E c and Fiscal o ° °
New Zealand is unusual globally in ajszeggte ?I?I’?’Enlé%c)";suglc; Export and import prices
that the Treasury has an published mid-December  CPI

independent role to prepare the » Interest and exchange rates
forecasts based on its best .
professional judgement. As In election years we produce a Pre-  ° Labour market variables
such, having credible, election Economic and Fiscal * Balance of payments
transparent economic forecasts Update (PREFU) a month prior

underpins the credibility and to the election

transparency of the fiscal

forecasts.

26P Economic forecasts

(1}  The economic forecasts contained in the economic and fiscal update prepared under section 260 must, for each of the 3
financial years to which they relate, include forecasts of movements i New Zealand’s—

The fOrecaS.tS dre 3.130 dl lmportan!: (a)  gross domestic product (including the major components of gross domestic product):
tool for illustrating the context in (b)  consumer prices:
which policy decisions are being (¢©) unemployment and employment-
made, (d)  current account position of the balance of payments.
(2 The economic forecasts must also include a statement of all sigmificant assumptions underlymg the forecasts.

Section 26P: mserted, on 23 Janvary 2003, by zection 7 of the Public Finance Amendment Act 2004 (2004 No 113).




Economic outlook

* In recent years, demand in the economy has been strong, while the supply-side has
been constrained, leading to high inflation. A period of soft activity due to high
interest rates is required to unwind this imbalance and bring down inflation.

» Interest rates are expected to remain elevated through to late next year, before gradually
declining as inflationary pressures ease.

* Near term growth is being supported by:

* Strong net migration which is adding to demand, including for housing, as well as boosting labour
supply.
* Tourism continuing its post-COVID recovery.

* Investment associated with the recovery from the North Island weather events which will continue over
the forecast period.

» Easing but persistent global inflation requires high interest rates across many countries to
dampen activity, which leads to a weak global growth outlook. This outlook, including
growth in China, 1s expected to result in subdued prices for New Zealand’s key export products.

* Both domestic and global factors create considerable uncertainty around these forecasts:




Recent developments and near-term outlook

Net Migration - historical revisions Consumer and business confidence
Index Index
people
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Stronger net migration 1s supporting near-term growth

Monthly net migration House price growth
Number Annual average % change
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... and leading to higher interest rates...

Net migration (quarterly) (%O-day interest rates

Quarterly number

40,000

30,000

20,000 ‘ ‘

10,000

0

-10,000
08 10 12 14 16 18 20 22 24 26

O K N W »h O O N OO ©

- BEFU =— PREFU

-
o

10 12 14 16 18 20 22 24 26

— BEFU — PREFU

Sources: StatsNZ, the Treasury
Sources: StatsNZ, the Treasury




...which will slow economic activity in the medium term...

Real GDP growth Unemployment rate
% of labour force
$billions (2009/10 prices) $thousands (2009/10 prices) 70
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Price expectations are falling, and so too is inflation...

o CxXpectation Annual % change
2 © 10

3 s 1 8
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- Tradable

Sources: The Reserve Bank of NZ Sources: Stats NZ the Treasury

— ]-year 2-year 5-year 10-year




The world outlook remains subdued...

Terms of trade (goods) Current account
e % of GDP
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Economic outlook remains uncertain...

90-day rates
New uncertainties are emerging... %

8

Forecast

e The situation in the Middle East is a new source of

uncertainty, and we have seen this reflected in renewed 6 N
o1l price volatility. / fx\
4

e The El Nino weather pattern is a further source of /
uncertainty, with higher food prices a risk.

e Domestically, weak confidence could undermine growth vé\__/

0 .

1
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5
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Tax outlook 1s weakening...

e Growth in core Crown tax revenue broadly
Core Crown tax revenue as % of GDP

follows the growth in nominal GDP, which is

% of GDP expected to increase across the forecast
31 period.
Forecast » QOverall, tax revenue is down around $6.6
30 billion across the forecast period and $0.9
and $0.4 billion in the June 2026 and 2027
90 years, respectively. Weaker corporate and

other persons taxes are partially offset by
stronger PAYE & GST due to a slightly

28 stronger domestic activity outlook.

27 | * Opverall tax revenue grows by $35 billion
over the forecast period, from $112 billion

26 in 2022/23 to $147 billion in

22

o 10 12 14 16 186 20 22 24 26

— PREFU 2023 — BEFU 2023
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Where have all the economics graduates gone?

"MADAM, YOUR SON CAN NEVER
LEAD A NORMAL LIFE. HE HAS

# ARSOLUTELY NO GRASP ON REALITY...

- — —
J

———————

YOU DONT YES TM AFRAID S0,
RES NOTHING
i ? g'kfi‘l’ ,HE'IL HAYE 1D

. RECOME A TREASURY
N o
AT ECONOMIST. ..

’l
,7‘23 — &

Long-term decline in
(macro)economics graduates &
quant skills more generally

More competition for high-
quality students

Difficult to recruit from abroad
for the skills we need

What trends do you see at
school level?
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