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The New Zealand Treasury has recently reviewed its assumption regarding the long-term value 
of the annual nominal rate of return for the 10-year government bond. This had been set at 6% 
(which equates to 4% real) for over a decade, although it has been reviewed before (without 
change) inside that time period.  

Furthermore, since the global financial crisis (GFC), the transition to reach this value has taken 
at least a decade beyond the end of the five-year forecast horizon. This has meant that recent 
versions of the Fiscal Strategy Model (FSM) have actually applied a stable assumption for the 
annual nominal government bond rate of 5.5%. It has only been in the truly long-term projections 
of the Long-Term Fiscal Model or those used in the New Zealand Superannuation Fund (NZSF) 
contribution rate model that the 6% rate has been applied beyond the first decade of projections. 

Reviewing the assumption involved the production of a predictive econometric model, analysis of 
opinion and assumptions from a number of international and NZ agencies, and liaison with the 
Reserve Bank and the Australian Treasury. When all of the research, analysis and review by 
experts was completed, the decision was made to revise down the assumption to 5.3% nominal. 

As the long-run assumption for annual inflation, as measured by the Consumers Price Index 
(CPI), has not changed from 2%, this new nominal rate assumption is equivalent to a long-term 
assumption for the annual real rate of return on the 10-year government bond of 3.3%. 

The reason that this is relevant to modelling medium-term fiscal projections, as produced by the 
Fiscal Strategy Model (FSM), is because this assumption impacts on: 

 projected interest costs on public debt; 

 projected interest revenue from publicly-owned financial assets; and  

 the calculation of capital contributions to (and in later years withdrawals from) the NZSF.  

The overall impacts on the medium-term fiscal projections are not marked, largely due to two 
reasons. First, the change in the assumed annual rate over the first decade of projections is only 
20 basis points, from 5.5% to 5.3%. Second, the change in the bond rate assumption produces 
impacts that, at least partially, tend to offset one another.  

More information about how this modelling assumption change impacts on projections of the 
NZSF can be found in the note New Zealand Superannuation Fund Contribution Rate Model – 
Modelling changes at the 2015 Half Year Economic and Fiscal Update on the NZSF model site. 

The graphs on the next page show how the three key fiscal indicators, namely net core Crown 
debt, total Crown operating balance before gains and losses (OBEGAL), and core Crown 
residual cash, all depicted as percentages of nominal GDP, are impacted by this change in the 
government 10-year bond rate assumption. The solid lines in each graph labelled 2015 Half 
Year Economic and Fiscal Update (HYEFU) are under the new assumption of a 5.3% nominal 
annual rate, while the dotted lines labelled HYEFU with 2015 Budget government bond rate 
assumptions assume a 5.5% rate over the decade of projections and 6% beyond that. The 6% 
assumption only affects NZSF capital contribution calculations in this first decade of projections, 
as they are based on a rolling 40-year horizon. 

http://www.treasury.govt.nz/government/longterm/fiscalmodel
http://www.treasury.govt.nz/government/assets/nzsf/contributionratemodel
http://www.treasury.govt.nz/government/assets/nzsf/contributionratemodel
http://www.treasury.govt.nz/government/assets/nzsf/contributionratemodel
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