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Reference: T2026/1090 AD-1-187-M139278 
 
 
Date: 21 May 2026 
 
 
To: Minister of Finance  

(Hon Nicola Willis) 
 
 
Deadline: None 
(if any) 
 
 
Aide Memoire: Additional detail on the tax forecasts for Budget 
2026 

Your office has asked for an indication of the effect that the current Middle East Conflict 
has had on the tax revenue forecasts. The decompositions in this note should be 
treated as an approximation only to provide general guidance on the tax effects 
associated with the Middle East Conflict. 

In general, we find that most changes to forecast tax revenue since the 2025 Half Year 
Update (HYEFU) are not directly related to the conflict in the Middle East and were 
already anticipated prior to the conflict. Over the forecast period as a whole, the Middle 
East conflict has pushed up inflation, which supports an increase in core Crown tax 
revenue, but this is offset by the conflict’s impact on real economic activity, particularly 
at the start of the forecast period. 

Comparing the final 2026 Budget Update (BEFU) forecasts to 2025 HYEFU, core 
Crown tax revenue has increased $9.7 billion over the forecast period. We estimate 
that $9.6 billion (i.e. nearly all of it) is not related to the Middle East conflict. Our best 
estimate is that, in total, over the forecast period, tax revenue increases by only $0.1 
billion due to the Middle East crisis.  

The Middle East conflict does change the profile of tax revenue over the forecast 
period. The conflict reduces tax revenue at the start of the period and increases it 
towards the second half of the forecast period.  

The Middle East conflict has also increased benefit expenses, as a result of higher 
unemployment and a higher annual indexation adjustment and higher debt interest 
costs as a consequence of higher interest rates. It is difficult to fully isolate the 
economic and fiscal impacts of the Middle East conflict, but our analysis suggests that, 
if anything, the Middle East conflict has been negative for the fiscal position in total 
over the forecast period. 
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Changes in tax revenue forecasts from HYEFU to “Baseline” BEFU, excluding 
the impact from the Middle East conflict  

As well as the final 2026 Budget Update (BEFU) tax forecast, we have prepared a tax 
forecast using a ‘baseline’ macroeconomic forecast that excludes the effects of the 
current Middle East Conflict. Comparing the baseline (excluding the conflict) forecast to 
the HYEFU forecast, Table 1 shows that most of the strength in tax since HYEFU is 
due to changes in the core Crown tax revenue forecast owing to: 

• weaker real GDP throughout; 

• higher prices and therefore more tax; 

• a more tax-rich composition of GDP, i.e. more taxable profits but less 
salaries/wages; 

• fiscal drag; 

• higher interest rates bumping up RWT on interest; and 

• other factors, including stronger than expected GST and source deductions in 
2025/26 persisting through the forecast period. 

Table 1 – Change in core Crown tax revenue forecast from 2025 HYEFU to 2026 
BEFU baseline excluding the Middle East Conflict 

 
Note: Numbers in tables may not add exactly to stated totals owing to rounding. 
 
This baseline (excluding conflict) tax forecast includes: 

• changes in the baseline macroeconomic forecast, excluding estimated 
macroeconomic effects of the current Middle East Conflict; 

• macroeconomic data outturns up to 18 March, which do not differ materially from 
the data outturns up to 21 April that were used in the final 2026 BEFU forecast;  

• the final 2026 Budget Package; 

• tax outturns up to March 2026 (which will not reflect the impacts of the conflict); 

• changes in tax forecasting judgements unrelated to the conflict, including the 
lower path for consumption of excisable tobacco over the forecast period; and 

• other tax policy and tax administrative changes not included in the Budget 
Package. 

June years
$billions 2026 2027 2028 2029 2030 5-yr total
2025 HYEFU 124.2 132.2 140.2 148.4 156.6 701.6
Change owing to:
Real GDP -0.5 -1.0 -0.5 -0.6 -0.9 -3.5
Prices 0.0 0.6 1.2 1.3 1.2 4.4
Composition of GDP 1.1 0.3 0.3 0.4 0.3 2.3
Fiscal drag -0.1 -0.0 -0.0 0.1 0.2 0.2
Interest rates 0.0 0.2 0.3 0.4 0.4 1.4
Other 0.3 1.4 1.0 1.1 1.0 4.8
Total change 0.8 1.4 2.3 2.8 2.3 9.6
2026 BEFU baseline 125.0 133.6 142.6 151.2 158.9 711.3
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The impact of the Middle East conflict on tax revenue forecasts, comparing the 
final BEFU forecast with the “baseline” forecast. 

The final BEFU tax forecast includes all of the above, plus the tax effects of 
macroeconomic changes owing to the Middle East Conflict. 

The changes in Table 2 are solely the result of the estimated macroeconomic effects of 
the Middle East Conflict: 

• a more-pronounced cycle in real GDP, contributing less tax revenue up to 2029 
and more tax revenue in 2030; and 

• generally stronger prices, except for some weakness in 2026 attributable to a 
weaker terms of trade.  

Table 2 – Change in core Crown tax revenue forecast from BEFU baseline to 
final BEFU 

 
Note: Numbers in tables may not add exactly to stated totals owing to rounding. 
 
Overall, the final macroeconomic forecast including the effects of the Middle East 
Conflict lowers tax in the near term, but increases tax later in the forecast period, which 
adds up to a net change of $76 million (rounds to $0.1 billion in Table 2) across the five 
years. 

Tables 1 and 2 are both reproduced by tax type in the Annex. 

 

 

Martin Keene, Senior Analyst, Modelling Research and Forecasting, 
Peter Gardiner, Manager, Modelling Research and Forecasting, 
  

June years
$billions 2026 2027 2028 2029 2030 5-yr total
2026 BEFU baseline 125.0 133.6 142.6 151.2 158.9 711.3
Change owing to:
Real GDP -0.1 -0.9 -0.5 -0.1 0.2 -1.4
Prices -0.3 0.1 0.3 0.5 0.5 1.2
Composition of GDP 0.2 -0.1 -0.1 -0.0 0.1 0.1
Fiscal drag 0.0 0.0 0.0 0.0 0.0 0.1
Interest rates 0.0 0.0 0.0 0.0 0.0 0.1
Other -0.1 0.2 -0.1 0.1 -0.1 0.0
Total change -0.2 -0.6 -0.3 0.4 0.8 0.1
2026 BEFU Final 124.8 133.0 142.2 151.6 159.7 711.3

[39]

[39]
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Annex:  Change in core Crown tax revenue by main tax types 
 
Table 1A – Change in core Crown tax revenue forecast from 2025 HYEFU to 2026 
BEFU baseline excluding the Middle East Conflict 

 

 

Table 2A – Change in core Crown tax revenue forecast from BEFU baseline to 
final BEFU 

 
 
Note: Numbers in tables may not add exactly to stated totals owing to rounding. 

June years
$billions 2026 2027 2028 2029 2030 5-yr total
2025 HYEFU 124.2 132.2 140.2 148.4 156.6 701.6
Change owing to:
Source deductions 0.1 0.5 0.8 1.0 1.3 3.8
Net other persons tax 0.3 0.1 0.2 0.2 0.1 0.7
Corporate tax 0.8 1.2 0.6 0.5 0.2 3.3
Resident withholding taxes -0.4 -0.1 0.7 0.9 0.8 1.8
GST 0.3 0.2 0.5 0.7 0.4 2.1
Duties -0.2 -0.4 -0.4 -0.5 -0.5 -2.0
MVF & RUC -0.1 -0.1 -0.0 -0.0 -0.0 -0.3
Other taxes 0.0 0.0 0.0 0.0 0.0 0.2
Total growth 0.8 1.4 2.3 2.8 2.3 9.6
2026 BEFU baseline 125.0 133.6 142.6 151.2 158.9 711.3

June years
$billions 2026 2027 2028 2029 2030 5-yr total
2026 BEFU baseline 125.0 133.6 142.6 151.2 158.9 711.3
Change owing to:
Source deductions -0.0 -0.1 -0.0 0.0 0.2 0.1
Net other persons tax -0.1 -0.1 -0.1 0.0 0.1 -0.2
Corporate tax -0.1 -0.3 -0.3 0.2 0.2 -0.2
Resident withholding taxes -0.0 -0.0 0.0 0.0 0.1 0.1
GST -0.0 -0.1 -0.0 0.1 0.3 0.2
Duties 0.0 0.0 0.0 0.0 0.0 0.1
MVF & RUC - - - - - -
Other taxes - -0.0 -0.0 - 0.0 -0.0
Total growth -0.2 -0.6 -0.3 0.4 0.8 0.1
2026 BEFU Final 124.8 133.0 142.2 151.6 159.7 711.3


