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Executive summary 

Highlights 

March 2010 
 

• The ruling centre-right National Party enjoys strong public support, as well as 
possessing a large majority in parliament, which will help it to implement its 
policy agenda in 2010-11. 

• Lacklustre growth in revenue and high expenditure mean that the 
government�s operating balance before asset gains and losses (OBEGAL) will 
remain in deficit in 2010-11. 

• The Economist Intelligence Unit expects the Reserve Bank of New Zealand 
(the central bank) to begin to raise its main policy interest rate in mid-2010 
and to continue to push up rates in 2011. 

• The domestic economy is well on the road to recovery. We have revised up 
our forecast for real GDP growth in 2010 to 2.7%, from 1.3% previously. Growth 
will accelerate to 3% in 2011. 

• Prices are expected to rise by just 1.7% in 2010, down from an average of 2.1% 
in 2009. Inflation is forecast to average 2.2% in 2011. 

• The New Zealand dollar will strengthen to an average of NZ$1.42:US$1 in 
2010 before weakening to NZ$1.46:US$1 in 2011. Our forecast is based on the 
assumption that the New Zealand dollar will remain popular with investors. 

• The current-account deficit is forecast to widen to the equivalent of 4.8% of 
GDP in 2010 and 6.4% in 2011, from an estimated 2.4% of GDP in 2009. 

 

• The prime minister, John Key, announced in early February that in order to lift 
New Zealand�s economic performance and reduce the income gap with 
neighbouring Australia his government would focus on tax reform. 

• Mr Key indicated that across-the-board reductions in personal income tax 
might be financed by an increase in the rate of the goods and services tax to 
15%, from 12.5% currently. 

• The extent of the proposed personal tax cuts will become clear when the 
budget is released in May. The top rate of personal income tax is expected to 
be cut from 38% to 33% and the next-highest rate from 33% to 30%. 

• The unemployment rate rose to a ten-year high of 7.3% in the fourth quarter of 
2009, partly reflecting a further increase in the working-age population, which 
swelled by 14,500, or by 0.4%, compared with the previous quarter. 

• Wage growth has slowed sharply as a result of the weak labour market and 
lower inflationary expectations. Private-sector wages rose by just 1.5% year on 
year in October-December, compared with 1.9% in July-September. 

Outlook for 2010-11 

Monthly review 
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Outlook for 2010-11 
Political outlook 
 

The ruling centre-right National Party enjoys strong public support and also 
possesses a large majority in parliament, which will help it to implement its 
policy agenda in 2010-11. The level of popular backing for the administration 
has been high since the November 2008 general election, as voters seem 
content with National!s overall policy direction since it took office. However, 
the government�s ratings could be dented in the coming months as it considers 
the possibility of introducing a number of potentially unpopular policies. 
Proposed measures intended to narrow the income gap between New Zealand 
and Australia could prove particularly contentious. The government is looking 
to overhaul the tax system to make New Zealand more competitive. The prime 
minister, John Key, has ruled out a new land tax and a comprehensive capital-
gains tax, but has controversially suggested increasing the rate of the goods 
and  services tax in order to finance across-the-board reductions in personal 
income tax. 

Other controversial recommendations have been made by a government task-
force on how to boost economic growth and productivity in order to eliminate 
New Zealand!s income gap with Australia by 2025. The most contentious of the 
suggestions include cutting benefits for working-age New Zealanders, privatising 
all-state owned enterprises operating in commercial markets and permitting the 
development of Crown land if mining projects pass a comprehensive cost-
benefit analysis. Meanwhile, National is going ahead with steps to open up the 
employers! account of the Accident Compensation Corporation to private 
competition. (Employers pay into the account to provide themselves with 
insurance cover for workplace accidents.) However, opponents of the plan 
argue that it will raise insurance costs for New Zealanders and that coverage 
could be compromised. Mr Key will need to balance the interests of business 
against those of the broader electorate if he is not to face waning support from 
one or other group, or even both.  

New Zealanders will get the chance to vote in two separate referendums on 
whether to retain the mixed member proportional (MMP) representation 
system. The referendum, which will be on the ballot at the next general 
election, due in 2011, will ask voters whether they would like the MMP system 
to be retained, and if not, what they would prefer to see in its place. If 
New  Zealanders vote in favour of changing the electoral system in 2011, a 
subsequent referendum (held at the following election, due in 2014) will require 
voters to choose between the MMP system and the most popular alternative 
cited by voters in the previous ballot. The chosen system (if different from 
MMP) would then be used from the 2017 election. If the majority of voters 
express satisfaction with MMP in 2011, the 2014 referendum will not take 
place.  The government may also consider other possible important con-
stitutional changes in the near future, including altering the number of Maori 

Domestic politics 
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seats in parliament, the total number of legislators and the length of the 
parliamentary term.   
 

The government will remain committed to the principle of free trade. The US 
government�s decision to join talks between New Zealand, Singapore, Chile, 
Brunei, Australia and Peru (the countries making up the Trans-Pacific Strategic 
Economic Partnership) on a financial services and investment agreement has 
revived hopes in New Zealand of reaching a free-trade agreement with the US. 
The government is particularly keen to strengthen trade relations with other 
countries in the Asia and Australasia region, and will seek more trade deals in 
order to further this aim. 

New Zealand�s defence forces will continue to participate in regional peace-
keeping missions, such as the Regional Assistance Mission to Solomon Islands. 
New Zealand troops will also remain in Afghanistan until at least September 
2010. The government will maintain sanctions against Fiji in response to the 
military coup that took place there in 2006 and the Pacific island state�s recent 
postponement of proposed democratic elections until 2014. Relations between 
the two countries will thus remain tense.  

Economic policy outlook 
 

The government�s latest half-yearly economic and fiscal update, which was 
released in December, forecasts several years of budget deficits. Government 
expenditure will stay fairly high in 2010-11, while growth in revenue will 
remain weak as a result of subdued economic expansion. Lacklustre growth in 
revenue combined with high expenditure means that the government�s 
operating balance before asset gains and losses (OBEGAL) will remain in deficit 
during the forecast period. Moreover, government debt is expected to rise to the 
equivalent of around 33% of GDP in 2010 and 34% in 2011, from 28% in 2009. 
Monetary policy will remain relatively loose in the forecast period, although 
the Reserve Bank of New Zealand (RBNZ, the central bank) is expected to begin 
to raise interest rates gradually from mid-2010.  
 

The relatively high level of government expenditure expected in 2010-11, 
combined with forecast weak revenue growth, means that the fiscal outlook is 
poor. The government expects inflation and wage growth to accelerate in line 
with domestic economic expansion. As a result, government spending on 
benefit payments will rise, pushing up overall public expenditure. Moreover, 
various measures aimed at stimulating the economy in the short term as it 
struggles through the latter stages of the downturn will also help to keep 
expenditure relatively high. In particular, spending on infrastructure is likely to 
increase sharply in the forecast period. The Economist Intelligence Unit expects 
the fiscal deficit to narrow in 2010-11 as domestic economic conditions improve. 
Based on OECD measures of government revenue and expenditure calculated 
on a calendar-year basis, we forecast that the deficit will fall from an estimated 
4.9% of GDP in 2009 to 4.3% in 2010 and 3.3% in 2011.  

Policy trends 

International relations 

Fiscal policy 
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The RBNZ�s main policy interest rate, the official cash rate (OCR), stands at 2.5%, 
down from a high of 8.25% before the bank began cutting rates in mid-2008. In 
late January 2009 the RBNZ�s governor, Alan Bollard, said that the central bank 
was likely to keep the OCR at its current level until the middle of 2010 in an 
effort to ensure that policy continued to support economic recovery. The RBNZ 
has indicated that the withdrawal of several fiscal stimulus measures in the 
short term could relieve some of the upward pressure on prices, thus reducing 
the need to respond to inflationary pressures by means of monetary tightening 
alone. We expect the RBNZ to begin to raise the OCR in mid-2010 and to 
continue to raise interest rates in 2011.  

Economic forecast 
 

International assumptions summary 
(% unless otherwise indicated) 

 2008   2009   2010   2011   

Real GDP growth 
World 2.8   -0.9   3.7   3.5   

OECD 0.5   -3.4   2.0   1.6   

EU27 0.7   -4.1   0.9   1.1   

Exchange rates 
¥:US$ 103.4   93.7   88.0   87.0   

US$:� 1.470   1.393   1.345  1.368  

Financial indicators 
¥ 3-month money market rate 0.85   0.38   0.30   0.63   

US$ 3-month commercial paper rate 2.18   0.26   0.55   1.50   

Commodity prices 
Oil (Brent; US$/b) 97.7   62.0   78.0   73.0   

Gold (US$/troy oz) 871.8   973.0   1,148.8   1,231.3   

Food, feedstuffs & beverages (% change in US$ 
terms) 29.5   -20.6   2.0   -3.0   

Industrial raw materials (% change in US$ terms) -5.1   -25.6   31.5   0.6   

Note. Regional GDP growth rates weighted using purchasing power parity exchange rates. 

The global economic recovery, which started in Asian emerging markets but has 
since spread to most major regions, is now well under way. Companies and 
consumers have realised that worst-case scenarios are unlikely to materialise 
and are adjusting their consumption, investment and hiring behaviour to suit a 
more benign outlook. Importantly, businesses are also no longer running down 
their inventories (destocking was one of the main factors behind the con-
traction in global GDP in 2009). Another factor driving the recovery is powerful 
monetary and fiscal stimulus in almost all major economies. However, fiscal 
stimulus in particular cannot be sustained indefinitely without raising concerns 
that debt sustainability could be compromised. The crucial question is whether 
other sources of demand will be sufficient to maintain the strength of the 
worldwide recovery beyond 2010.  

Global GDP growth at purchasing power parity exchange rates is forecast at 
3.7% in 2010. Measured at market exchange rates (which give greater emphasis 
to richer countries and better reflect the exchange rates at which firms trade 
and repatriate profits), global economic growth is forecast at 2.8% this year. In 

International assumptions 

Monetary policy 
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2011 the "soft patch" expected in the US and the sluggishness of economic 
recovery in the euro zone and Japan will constrain global growth. More broadly, 
the after-effects on the world economy of the financial crash that started in 
mid-2007 and the wealth destruction of 2008-09 will prevent a return to the 
fast, credit-fuelled rates of growth that prevailed in 2004-07. 
 

Gross domestic product by expenditure 
(NZ$ m at constant 1995/96 prices where series are indicated; otherwise % change year on year) 

 2008a 2009 b 2010c 2011c

Private consumption 83,893.0  83,244.6   85,165.7  87,234.4  

 -0.3  -0.8   2.3  2.4  

Public consumption 25,126.0  25,403.7   25,848.6  26,309.8  

 4.8  1.1   1.8  1.8  

Gross fixed investment 36,452.0  31,160.8   31,449.0  32,625.8  

 -1.2  -14.5   0.9  3.7  

Final domestic demand 145,471.0   139,809.1   142,463.2   146,170.0   

 0.3  -3.9   1.9  2.6  

Stockbuilding 1,346.0  -2,183.0   495.0  880.0  

 0.2d -2.6 d 2.0d 0.3d

Total domestic demand 146,817.0   137,626.1   142,958.2   147,050.0   

 0.5  -6.3   3.9  2.9  

Exports of goods & services 42,493.0  42,625.3   43,491.9  45,791.1  

 -1.2  0.3   2.0  5.3  

Imports of goods & services -51,923.0  -43,339.5   -46,161.2  -48,370.1  

 2.5  -16.5   6.5  4.8  

Foreign balance -9,430.0   -714.2   -2,669.2   -2,579.0   

 -1.3d 6.4 d -1.4d 0.1d

GDP 137,214.0   135,974.9   139,689.0   143,871.0   

 -0.7  -0.9   2.7  3.0  

a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts. 
d Contribution to real GDP growth (as a percentage of real GDP in the previous year). 

The domestic economy is well on the road to recovery. We have revised up our 
forecast for real GDP growth in 2010 to 2.7%, from 1.3% previously. The upgrade 
largely reflects our forecast of stronger growth in private consumption, driven 
by a more stable labour market, higher house prices and an improvement in 
consumer confidence. We have also made a slight upward revision to our 
export growth forecast for 2010, and this stronger export expansion will provide 
an additional boost to economic growth. Real GDP is expected to grow by 3% in 
2011 on the back of a further improvement in domestic economic conditions.  

The government will continue to provide substantial monetary and fiscal 
support to aid the recovery of the economy in 2010-11. Personal income tax cuts 
in the forecast period will help to boost private consumption. Moreover, there 
will be a substantial improvement in the external environment in the forecast 
period, and this will cause demand for New Zealand!s exports to strengthen"in 
particular, we expect demand for the country!s soft-commodity exports to 
remain buoyant. However, the strength of the New Zealand dollar against the 
currencies of the country!s major trading partners will exert a drag on overall 
export growth, so that net exports will subtract from GDP growth in 2010. 
Meanwhile, demand for imports of goods and services will receive a boost 
from the rise in private consumption and fixed investment.  

Economic growth 
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After falling by an estimated 0.8% in 2009, private consumption is expected to 
grow by 2.3% in 2010 and 2.4% in 2011. The improvement will be a reflection of 
the continued improvement in consumer confidence as the domestic economy 
recovers, and also of tax cuts. Unemployment is expected to remain relatively 
high owing to weak job creation, but major additional job losses are not 
expected. After an extended period of uncertainty, the increased stability of 
the  labour market will encourage consumers to spend, boosting private 
consumption. In addition, housing prices are forecast to continue to rise, giving 
a much-needed boost to household wealth. This in turn will encourage 
consumption. The improvement in the housing market will also reinvigorate 
investment in residential construction. Business confidence will also improve in 
the forecast period, boosting growth in fixed investment. Firms are likely to find 
credit more affordable and easier to come by than during the global financial 
crisis, and this too will have a positive impact on investment.  
 
 

Consumer prices fell by 0.2% quarter on quarter in October-December 2009, 
reflecting a sharp drop in the cost of food, alcoholic beverages and tobacco. 
However, after four consecutive quarters in which transport costs (including 
fuel costs) had fallen, in the fourth quarter of 2009 they rose by 3.7% year on 
year. This reflected the fact that global oil prices reached a recent trough in the 
final quarter of 2008, creating a low year-earlier base. In year-on-year terms 
inflation picked up to 2% in the fourth quarter of 2009, from 1.7% in the third 
quarter. Inflation remained comfortably within the RBNZ�s 1-3% medium-term 
target range throughout 2009, and is expected to continue to do so in the 
medium term. It is unlikely that loose monetary policy will trigger a significant 
rise in consumer prices in the forecast period. We forecast that prices will rise 
by just 1.7% in 2010, down from 2.1% in 2009. Inflation is then expected to 
average 2.2% in 2011.  
 

The value of the New Zealand dollar has remained relatively stable since the 
fourth quarter of 2009 and now appears to be following a steady downward 
trend. The current strength of the New Zealand dollar against the US dollar 
partly reflects resurgent investor interest: demand for New Zealand dollar-
denominated bonds has increased, owing to the higher rates of return offered 
as a result of the fact that the New Zealand dollar is considered a risky currency. 
The local currency!s strength is also a consequence of the relative weakness of 
the US dollar against other major currencies at present. Investors continue to 
worry about New Zealand�s large current-account deficit and external financing 
requirement, but potential financial gains appear to be overcoming these 
broader concerns. After averaging an estimated NZ$1.6:US$1 in 2009, we fore-
cast that the New Zealand dollar will strengthen to an average of NZ$1.42:US$1 
in 2010, before falling back to NZ$1.46:US$1 in 2011. Our forecast is based on the 
assumption that the New Zealand dollar will remain popular with investors, 
particularly given that the RBNZ is expected to raise the OCR in 2010. However, 
owing to its vulnerability to changes in investor risk appetite and world GDP 
growth rates, the currency could be more volatile than we expect.  

Inflation Inflation 

Exchange rates 
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The surplus on the merchandise trade account is expected to narrow 
significantly in 2010, and the trade balance is then forecast to slip into deficit 
in  2011. The deterioration on the trade account will largely reflect stronger 
demand for imports than for exports as domestic demand picks up. In addition, 
export demand will be constrained by the relative strength of the New Zealand 
dollar as compared with its past value, and this too will have an adverse impact 
on the trade balance. Moreover, New Zealand!s heavy reliance on exports of 
soft commodities (and in particular of dairy, forestry and meat products) leaves 
it vulnerable to fluctuations in prices for these goods.  

Both exports and imports of services will increase in 2010-11. However, the rise 
in imports will more than offset the increase in exports in 2010, so that the 
services account will remain in deficit this year. We expect services to record a 
surplus in 2011, owing primarily to an influx of tourists for the Rugby World 
Cup, which will boost growth in services exports in that year. The deficit on the 
income account will remain large in 2010-11, reflecting the cost of servicing a 
substantial debt stock, the low domestic saving rate and the repatriation of 
profits by foreign-owned firms. The current-account deficit is forecast to widen 
to the equivalent of 4.8% of GDP in 2010 and 6.4% in 2011, from an estimated 
2.4% in 2009. 

Forecast summary 
(% unless otherwise indicated) 

 2008 a 2009 b 2010c 2011c

Real GDP growth -0.7   -0.9   2.7  3.0  

Unemployment rate (av) 4.2   6.2   6.0  5.8  

Consumer price inflation (av) 4.0   2.1   1.7  2.2  

Consumer price inflation (year-end) 3.4   2.0   1.8  2.5  

Short-term interbank rate 12.2   10.1   10.5  11.5  

Government balance (% of GDP)d -1.3 b -4.9   -4.3  -3.3  

Exports of goods fob (US$ bn) 31.2   25.2   30.7  32.3  

Imports of goods fob (US$ bn) 32.8   23.5   30.3  33.0  

Current-account balance (US$ bn) -11.2   -2.7   -6.5  -9.0  

Current-account balance (% of GDP) -8.7   -2.4   -4.8  -6.4  

External debt (year-end; US$ bn) 59.1 b 62.2   63.9  65.5  

Exchange rate NZ$:US$ (av) 1.42   1.60   1.42  1.46  

Exchange rate NZ$:¥100 (av) 1.38   1.71   1.62  1.68  

Exchange rate NZ$:� (year-end) 2.40   1.99   1.91  2.09  

Exchange rate NZ$:SDR (year-end) 2.60   2.19   2.21  2.34  

a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts. d Fiscal 
years (ending June 30th of year shown). 

External sector 
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Monthly review: March 2010 

The political scene 
 

On February 9th the prime minister and leader of the ruling centre-right 
National Party, John Key, outlined his government�s plans for the year in a 
keynote speech marking the start of the new parliamentary year. Central to the 
government�s aim of lifting New Zealand�s economic performance and reducing 
the gap in living standards with neighbouring Australia is tax reform. Mr Key 
ruled out some of the bolder options for overhauling the tax system that had 
been under consideration, including a new land tax and a comprehensive 
capital-gains tax. However, his suggestion that across-the-board reductions in 
personal income tax will be financed by an increase in the rate of the goods 
and services tax (GST) is likely to be controversial and to involve significant 
political risk.  

The main opposition centre-left Labour Party has characterised the proposed 
GST increase as representing a policy flip-flop by Mr Key. Both the prime 
minister and the finance minister, Bill English, have in the past appeared to rule 
out an increase in the GST. In a speech in early 2009 Mr English stated that �the 
government wants to maintain GST at its present rate�, while Labour has 
unearthed a videotape of a press conference in October 2008 (one month 
before the general election) at which Mr Key insisted that �National is not going 
to be raising GST�. Mr Key has claimed that the past comments referred to 
raising GST to cover deficits, while Mr English has justified National!s change of 
heart by saying: �Times have changed, and we!re dealing with the economy as 
we find it.� The matter is further complicated by the fact that the Maori Party, 
one of National�s three junior coalition partners, is strongly opposed to a GST 
increase.  

One of the government�s main goals in the area of tax reform is to reduce the 
country�s dependence on personal income and corporate taxes in favour of 
greater taxation of consumption and property. Mr Key has also stated that tax 
reform should be fair, equitable and sustainable. However, his government�s 
standing among low and middle-income voters could be damaged by the 
reality that higher-income households would inevitably benefit more in 
absolute terms from cuts to personal income tax as they pay more tax. This fact 
has been acknowledged by Mr Key, and is likely to be used by Labour to stir up 
resentment against National on the grounds that it is merely looking after 
the rich.  

Meanwhile, individuals who own investment properties (typically middle- and 
high-income earners) could be aggrieved at as yet unspecified plans to reduce 
tax breaks on residential investment properties. The government believes that 
the strong tax incentive to invest in property has been one of the main factors 
contributing to overinvestment in New Zealand!s property market in recent 
years, to the detriment of other sectors. Having made tax reform a defining 
issue for the government, but also having limited the options available to him, 

The government sets out its 
plans for the year ahead 
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Mr Key risks pleasing no one while offering Labour its first opportunity to 
differentiate itself clearly from National.  

Economic policy 
 

Mr Key indicated in his speech on February 9th that the government would 
adopt some of the reform measures outlined by the Tax Working Group (TWG), 
which delivered its report in January. The extent of the proposed cuts in 
personal taxes will become clear when the budget for fiscal year 2010/11 (July-
June) is unveiled in May, but the expectation is that the government will reduce 
the top rate of personal income tax from 38% to 33% and the next-highest rate 
from 33% to 30%. If it is deemed affordable, the government may go further, 
cutting the highest personal income tax rate to 30%, thereby aligning it with the 
corporate tax rate, which was reduced to that level in April 2008. This would be 
in keeping with the TWG�s recommendation that the highest personal income 
tax rate should be aligned with the company tax rate and the trust tax rate to 
eliminate the incentive for tax avoidance. The two lowest personal income tax 
rates of 12.5% and 21% are also likely to fall, but by lesser amounts.  

According to Mr Key, the government is considering raising the GST rate from 
12.5% to 15% to compensate for the planned reductions in personal tax rates. The 
GST was introduced by a Labour government in 1986 and was raised from 10% 
to 12.5% by Labour in 1989. Acknowledging that raising the GST would hit 
lower-income households harder than other income groups, Mr Key stated that 
the former would be adequately compensated through the benefit system. 
Mr Key made it clear that he would only press ahead with the package of tax 
changes if he had "evidence that the vast bulk of people would be better off". 
There are also concerns that retailers could exploit a GST increase as an 
opportunity to raise prices. However, a rise in GST would arguably discourage a 
return to the unsustainably high levels of consumption and accumulation of 
credit-card debt that preceded the recent economic recession, as well as 
strengthening the incentive to save. Also in its favour is the fact that the GST is a 
difficult tax to avoid. 

Mr Key has shied away from the TWG�s more radical proposals for a widening 
of the tax base and for the generation of revenue through the introduction of a 
land tax. The TWG recommended an annual land tax of 0.5%, which it 
estimated would raise NZ$2.3bn (US$1.5bn) a year. Although a land tax would 
be relatively cheap to administer, it would be politically unpopular. Such a tax 
could cause a fall in land values, thereby pushing some home owners into 
negative equity. Meanwhile, cash-poor property owners (such as pensioners) 
could struggle to pay their annual land tax bills. A land tax would also be likely 
to push up rents as landlords sought to recoup the cost of their tax bills. 
Unsurprisingly, landowners and farmers, who form part of National�s core 
support base, are strongly opposed to a land tax. Although the TWG 
recommended that the tax apply only to land valued above a certain threshold 
per hectare, thereby exempting many farmers and large landowners (including 
Maori), there is concern that this provision could be easily removed by a future 
Labour government.  

The prime minister outlines 
cautious plans for tax reform 
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The government has also ruled out two more measures recommended by the 
TWG, namely the introduction of a comprehensive capital-gains tax (CGT) on 
private residences and a scheme to tax rental income at the equivalent of a risk-
free rate of return. However, the government may still introduce CGT for some 
property-investment transactions. Generous depreciation allowances for rental 
properties are likely to be reduced in the coming budget. According to the TWG, 
scrapping building depreciation on rented properties as a tax-deductible cost, 
which is currently allowable even if a building has risen in value, would bring 
in revenue of around NZ$1.3bn a year. Limiting the extent to which tax losses 
on investment properties can be claimed against other income is also thought 
to be under consideration. 

Economic performance 
 

Despite signs of recovery elsewhere in the economy, the labour market 
continued to weaken in the fourth quarter of 2009. This was expected, given 
that unemployment is a lagging indicator, although the steepness of the 
increase in the rate of joblessness took both the Treasury and the Reserve Bank 
of New Zealand (the central bank) by surprise. According to the national data 
office, Statistics New Zealand, the seasonally adjusted unemployment rate 
reached a ten-year high of 7.3% in the fourth quarter of 2009, up from 6.5% in 
the previous quarter. This marked the eighth consecutive quarterly rise in the 
unemployment rate, although it remained below the peak reached during the 
recession in the early 1990s. The Maori and youth populations have been hit 
hardest, with the unemployment rate for Maori reaching 15.4% in the fourth 
quarter of 2009, compared with 9.8% one year earlier, and the rate for those 
aged 15-19 rising to 26.5%, up from 17.9% a year ago. The unemployment rate for 
those aged 20-24 stood at 12.2% in the fourth quarter. 

Total unemployment jumped by 18,000 in October-December 2009, to 168,000, 
its highest level since June 1993. The increase was split equally between men 
and women, in contrast to previous quarters, when male workers had been 
affected more severely than females because of the downturn in the male-
dominated manufacturing and construction sectors. Total employment fell by 
2,000 in the fourth quarter, although this was a far smaller drop than in the 
third quarter, suggesting that October-December will mark the low point for the 
labour market in the current economic cycle. The main factor behind the latest 
fall was a decrease in full-time employment of women. However, men bore 
the  brunt of lay-offs during 2009 as a whole. There were 28,000 fewer 
manufacturing jobs in October-December than in the year-earlier period, while 
the number of construction jobs was down by 6,400. The female-dominated 
retail trade and accommodation sectors meanwhile lost 24,100 jobs. However, 
the healthcare and social assistance sector and the public administration 
sector,  which also employ more female than male workers, added 19,500 
jobs  between them in the fourth quarter of 2009 compared with the year-
earlier period. 

The sharp rise in the unemployment rate in the fourth quarter partly reflected a 
further increase in the working-age population, which swelled by 14,500, or 

The unemployment rate jumps 
to a ten-year high 
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0.4%, compared with the previous quarter. The rise in the working-age 
population stemmed partly from the continuing stream of New Zealanders 
returning from overseas, and also from a fall in the number of New Zealand 
nationals going abroad to look for work, which has intensified the competition 
for jobs. The latter trend could be reversed in the coming months, however, as 
New Zealanders struggling to find work at home seek better job prospects in 
Australia, where the unemployment rate stands at just 5.5%. A strong rebound 
in New Zealand!s labour market seems unlikely in the short term. In the midst 
of the recession many companies chose to reduce working hours rather than 
lay staff off, and they will therefore first increase the number of hours worked 
before hiring new workers.  

Salary and wage rates 
(% change, year on year)

Source: Statistics New Zealand.
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Wage growth has slowed sharply against the background of a weak labour 
market and lower inflationary expectations. According to the adjusted labour-
cost index (which measures changes in salary and wage rates for a fixed 
quantity and quality of labour input), private-sector wages rose by just 1.5% 
year on year in October-December 2009, compared with 1.9% in July-September 
and 3% in January-March. In quarter-on-quarter terms private-sector wages 
inched up by just 0.3% in October-December, in line with public-sector 
remuneration. Annual wage growth in the public sector slowed to 2.4% in the 
fourth quarter of 2009, down from 2.9% in the third quarter and 3.6% in 
the second.   

 

Wage growth weakens sharply 
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Data and charts 
Annual data and forecast 

Pl ea se  se e g ra p hi c b el ow 

 2005a 2006a 2007a 2008a 2009 b 2010c 2011c

GDP                

Nominal GDP (US$ m) 111,393  107,509  130,733  128,751  114,690   135,245  139,472  

Nominal GDP (NZ$ m) 158,208  165,785  177,885  183,178  183,521   192,387  203,978  

Real GDP growth (%) 3.1  2.3   3.3  -0.7  -0.9   2.7  3.0   

Expenditure on GDP (% real change)                

Private consumption 4.7  2.2   3.9  -0.3  -0.8   2.3  2.4   

Government consumption 3.9  5.3   4.1  4.8  1.1   1.8  1.8   

Gross fixed investment 6.2  -0.9   5.4  -1.2  -14.5   0.9  3.7   

Exports of goods & services -0.4  1.7   3.8  -1.2  0.3   2.0  5.3   

Imports of goods & services 5.4  -2.5   8.7  2.5  -16.5   6.5  4.8   

Origin of GDP (% real change)                

Agriculture 1.9  4.0   -0.5  -4.5  -1.0   2.0  2.0   

Industry 1.4  -2.9   1.8  -2.2  -11.0   3.5  2.0   

Services 4.1  2.3   3.7  1.4  1.6   2.9  3.7   

Population and income                

Population (m) 4.2  4.2   4.3  4.3b 4.3   4.4  4.4   

GDP per head (US$ at PPP) 24,771  25,855  27,150  27,279b 27,068   27,813  28,699  

Fiscal indicators (% of GDP)d                

General government revenue 44.7  46.5   46.1  43.1b 41.7   42.2  42.2   

General government expenditure 39.5  40.5   41.0  44.4b 46.6   46.5  45.5   

General government balance 5.2  6.0   5.1  -1.3b -4.9   -4.3  -3.3   

Public debt 22.2b 21.4b 20.3b 24.2b 27.9   32.9  34.1   

Prices and financial indicators                

Exchange rate NZ$:US$ (end-period) 1.47  1.42   1.29  1.73  1.39   1.45  1.48   

Exchange rate ¥:NZ$ (end-period) 80.36  84.02   86.46  52.52  67.18   60.34  58.45   

Consumer prices (end-period; %) 3.2  2.7   3.2  3.4  2.0   1.8  2.5   

Producer prices (av; %) 3.4  4.6   2.6  8.6  0.7   0.6  2.7   

Stock of money M1 (% change) -2.9  -0.7   -3.3  0.8  3.5   1.5  3.5   

Stock of money M2 (% change) 9.5  11.3   11.1  10.3  2.0   5.8  6.0   

Lending interest rate (av; %) 10.5  11.0   11.7  12.2  10.1   10.5  11.5   

Current account (US$ m)                

Trade balance -2,577  -1,997  -1,786  -1,612  1,722   348  -758  

 Goods: exports fob 22,005  22,576  27,291  31,192  25,232   30,680  32,275  

 Goods: imports fob -24,583  -24,572  -29,077  -32,804  -23,509   -30,331  -33,034  

Services balance 436  265   179  -550  -240   -657  411   

Income balance -7,290  -7,861  -9,431  -9,831  -4,879   -7,004  -9,452  

Current transfers balance 200  473   494  756  673   794  819   

Current-account balance -9,229  -9,121  -10,542  -11,238  -2,723   -6,518  -8,980  

External debt (US$ m)                

Debt stocke 44,705b 49,152b 51,442b 59,080b 62,179   63,871  65,478  

Debt service paid 6,956b 8,447b 9,571b 9,022b 9,026   9,824  10,610  

 Principal repayments 4,570b 5,307b 6,106b 6,022b 7,039   7,926  8,339  

 Interest 2,386b 3,140b 3,464b 3,000b 1,987   1,899  2,271  

International reserves (US$ m)                

Total international reserves 8,893  14,069  17,247  11,052  15,800   16,415  18,590  

a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts. d Fiscal years (ending June 30th). e End-March. 

Source: IMF, International Financial Statistics. 
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Quarterly data 
Pl ea se  se e g ra p hi c b el ow 

 2008         2009          

 1 Qtr   2 Qtr  3 Qtr  4 Qtr  1 Qtr   2 Qtr   3 Qtr  4 Qtr  

Outputa                         

GDP at chained 1995/96 prices (NZ$ m) 34,479  34,369  34,325  34,041  33,877   34,013   34,088  n/a  

GDP at chained 1995/96 prices (% change, 
year on year) 1.1   -0.7  -1.2  -2.1  -1.7   -1.0   -0.7  n/a  

Industrial production index (2000=100) 99.2   98.8  96.3  93.0  88.3   88.9   88.5  n/a  

Industrial production index (% change, 
year on year) 2.7   2.3  -0.9  -7.2  -11.0   -10.0   -8.1  n/a  

Employment, wages and prices                   

Employment ('000)a 2,164  2,190  2,194  2,205  2,181   2,171   2,154  2,152  

Employment (% change, year on year)a -0.2   0.8  1.1  0.9  0.8   -0.9   -1.8  -2.4  

Unemployment rate (% of labour force)a 3.8   4.0  4.3  4.7  5.0   6.0   6.5  7.3  

Hourly earnings (av; NZ$) 23.6   23.9  24.3  24.5  24.8   25.0   25.4  25.4  

Hourly earnings (av; % change, year on year) 4.4   5.1  5.4  5.5  5.3   4.5   4.9  3.7  

Consumer prices (% change, year on year) 3.4   4.0  5.1  3.4  3.0   1.9   1.7  2.0  

Producer prices (% change, year on year) 6.1   8.5  9.8  9.9  6.5   2.1   -2.1  �  

Financial indicators                   

Exchange rate                   

 NZ$:US$ (av) 1.27   1.29  1.40  1.73  1.88   1.66   1.49  1.37  

 NZ$:US$ (end-period) 1.26   1.31  1.50  1.73  1.78   1.53   1.40  1.39  

Deposit rate (av; %) 8.2   8.4  7.9  5.8  3.9   3.9   4.1  4.3  

Lending rate (av; %) 12.3   12.4  12.4  11.8  10.5   10.0   10.0  10.0  

3-month money market rate (av; %) 8.2   8.1  7.8  6.1  3.7   2.6   2.5  2.4  

M1 (end-period; NZ$ m) 23,645  23,926  22,679  24,239  24,240   23,308   22,986  24,551  

M2 (end-period; NZ$ m) 69,481  70,994  72,789  74,309  78,839   74,170   73,324  74,194  

Stockmarket index NZSX-50 (end-period; 
Feb 28th 2003=1,880.85) 3,470  3,195  3,090  2,716  2,590   2,796   3,161  3,230  

Sectoral trends (NZ$ m)                   

Lamb & mutton exports fob 798  �  �  �  �   �   �  �  

Dairy produce exports fob 2,471  �  �  �  �   �   �  �  

Foreign trade (NZ$ m)                   

Exports fob 10,213  11,161  10,180  11,346  10,667   10,836   8,740  9,429  

Imports cif 10,324  11,839  13,077  13,274  9,848   9,939   10,195  10,204  

Trade balance -111  -677  -2,897  -1,929  819   897   -1,456  -776  

Balance of payments (US$ m)                   

Merchandise trade balance fob-fob 219  -74  -1,468  -289  705   1,064   n/a  n/a  

Services balance 737  -367  -688  -232  386   -200   n/a  n/a  

Income balance -2,739  -2,798  -2,414  -1,880  -1,480   -961   n/a  n/a  

Net transfer payments 139  268  254  95  29   172   n/a  n/a  

Current-account balance -1,644  -2,971  -4,316  -2,306  -360   75   n/a  n/a  

Reserves excl gold (end-period) 19,471  19,523  14,301  11,052  11,504   13,220   14,305  n/a  

a Seasonally adjusted. 

Sources: Reserve Bank of New Zealand; Statistics New Zealand; IMF, International Financial Statistics; OECD, Main Economic Indicators. 
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Monthly data 
Pl ea se  se e g ra p hi c b el ow 

 Jan   Feb  Mar   Apr  May   Jun   Jul   Aug   Sep   Oct   Nov   Dec   

Exchange rate NZ$:US$ (av) 
2008 1.29   1.25  1.25   1.27  1.29   1.31  1.33  1.41   1.48   1.65   1.77  1.79   

2009 1.81   1.94  1.87   1.75  1.66   1.57  1.55  1.48   1.42   1.35   1.37  1.39   

2010 1.38   n/a  n/a   n/a  n/a  n/a  n/a  n/a  n/a   n/a   n/a  n/a  

Exchange rate NZ$:US$ (end-period) 
2008 1.27   1.23  1.26   1.29  1.28   1.31  1.36  1.42   1.50   1.70   1.81  1.73   

2009 1.95   1.97  1.78   1.77  1.60   1.53  1.53  1.46   1.40   1.36   1.40  1.39   

2010 n/a   n/a  n/a   n/a  n/a  n/a  n/a  n/a  n/a   n/a   n/a  n/a  

Real effective exchange rate (2000=100; CPI basis) 
2008 100.23   102.36  100.74   99.18  97.79   95.96  94.60  92.31   90.72   87.38   82.86  80.11   

2009 79.95   76.41  78.92   83.05  84.31   88.19  89.05  92.26   93.99   96.67   94.09  n/a  

2010 n/a   n/a  n/a   n/a  n/a  n/a  n/a  n/a  n/a   n/a   n/a  n/a  

Money supply M1 (% change, year on year) 
2008 0.18   1.07  2.37   1.82  2.97   4.27  8.19  7.02   0.67   -0.45   2.36  2.98   

2009 0.89   2.35  2.52   0.99  -1.35   -2.58  -2.50  -0.24   1.35   2.85   0.68  1.29   

2010 n/a   n/a  n/a   n/a  n/a  n/a  n/a  n/a  n/a   n/a   n/a  n/a  

Money supply M2 (% change, year on year) 
2008 -1.40   -1.45  -0.15   -3.23  -4.34   2.11  2.90  1.72   2.83   5.89   15.01  7.34   

2009 3.52   8.44  13.47   12.00  10.81   4.47  2.17  3.78   0.74   1.80   -3.82  -0.15   

2010 n/a   n/a  n/a   n/a  n/a  n/a  n/a  n/a  n/a   n/a   n/a  n/a  

Official cash rate (end-period; %) 
2008 8.25   8.25  8.25   8.25  8.25   8.25  8.00  8.00   7.50   6.50   6.50  5.00   

2009 3.50   3.50  3.00   2.50  2.50   2.50  2.50  2.50   2.50   2.50   2.50  2.50   

2010 2.50   n/a  n/a   n/a  n/a  n/a  n/a  n/a  n/a   n/a   n/a  n/a  

Lending rate (av; %) 
2008 12.24   12.26  12.25   12.26  12.41   12.42  12.41  12.47   12.32   12.29   11.97  11.23   

2009 11.24   10.25  10.01   10.04  10.02   9.99  10.00  10.06   10.03   10.02   10.02  10.05   

2010 10.04   n/a  n/a   n/a  n/a  n/a  n/a  n/a  n/a   n/a   n/a  n/a  

Stockmarket index NZSX-50 (end-period; Feb 28th 2003=1,880.85) 
2008 3,671   3,583  3,470   3,625  3,624  3,195  3,336  3,353  3,090   2,821   2,711  2,716  

2009 2,774   2,522  2,590   2,741  2,764  2,796  3,016  3,098  3,161   3,216   3,126  3,230  

2010 3,165   n/a  n/a   n/a  n/a  n/a  n/a  n/a  n/a   n/a   n/a  n/a  

Total exports fob (NZ$ m) 
2008 3,083   3,699  3,431   3,826  3,741  3,594  3,432  3,575  3,173   3,826   3,681  3,839  

2009 3,172   3,441  4,053   3,641  3,962  3,233  3,174  2,743  2,826   n/a   n/a  n/a  

2010 n/a   n/a  n/a   n/a  n/a  n/a  n/a  n/a  n/a   n/a   n/a  n/a  

Total imports cif (NZ$ m) 
2008 3,394   3,456  3,475   4,119  3,911  3,809  4,229  4,423  4,425   4,820   4,274  4,180  

2009 3,274   2,959  3,615   3,319  3,056  3,564  3,351  3,463  3,250   n/a   n/a  n/a  

2010 n/a   n/a  n/a   n/a  n/a  n/a  n/a  n/a  n/a   n/a   n/a  n/a  

Trade balance fob-cif (NZ$ m) 
2008 -311   243  -43   -293  -170  -215  -797  -848  -1,252   -994   -594  -341  

2009 -102   482  438   322  906   -331  -176  -719  -424   n/a   n/a  n/a  

2010 n/a   n/a  n/a   n/a  n/a  n/a  n/a  n/a  n/a   n/a   n/a  n/a  

Foreign-exchange reserves excl gold (US$ m) 
2008 17,789   18,019  19,471   19,166  20,299  19,523  15,115  14,132  14,301   12,671   11,450  11,052  

2009 12,386   12,302  11,504   10,836  12,815  13,220  11,526  13,116  14,305   14,954   15,603  n/a  

2010 n/a   n/a  n/a   n/a  n/a  n/a  n/a  n/a  n/a   n/a   n/a  n/a  

Sources: IMF, International Financial Statistics; Haver Analytics. 
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Annual trends charts 
Pl ea se  se e g ra p hi c b el ow 

Annual trends charts

Source: Economist Intelligence Unit. Source: Economist Intelligence Unit.
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Monthly trends charts 
Pl ea se  se e g ra p hi c b el ow 

Monthly trends charts
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Source: Economist Intelligence Unit.Source: Economist Intelligence Unit.

Source: Economist Intelligence Unit.Source: Economist Intelligence Unit.

Source: Economist Intelligence Unit.Source: Economist Intelligence Unit.
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Comparative economic indicators 
Pl ea se  se e g ra p hi c b el ow 

Comparative economic indicators, 2008

Gross domestic product
(US$ bn; market exchange rates)

Gross domestic product
(% change, year on year)

Consumer prices
(% change, year on year)

Sources: Economist Intelligence Unit estimates; national sources.

Sources: Economist Intelligence Unit estimates; national sources.Sources: Economist Intelligence Unit estimates; national sources.

Sources: Economist Intelligence Unit estimates; national sources.
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(US$ '000; market exchange rates)
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Country snapshot 

Basic data 

270,534 sq km, comprising two main islands, North and South, and several 
smaller islands 

4,239,300 (estimated resident population at end-September 2007) 

Population in !000 (March 2006 census): 

Auckland 1,303 
Wellington (capital) 449 
Christchurch 348 
Hamilton 129 
Dunedin 119 
Tauranga 104 
 

Temperate 
 

Hottest months, January-February, 13-20°C; coldest month, July, 6-11°C (average 
daily minimum and maximum); driest months, November-February, 87 mm 
average rainfall; wettest month, July, 143 mm average rainfall; average annual 
rainfall, 1,240 mm 
 

English; Maori has official status 
 

Metric system 
 

New Zealand dollar (NZ$); NZ$1 = 100 cents. Average exchange rate in 2009: 
NZ$1.6:US$1 

July-June 
 
 

12 hours ahead of GMT; New Zealand summer time is 13 hours ahead of GMT 
 

January 1st (New Year�s Day); January 2nd; February 6th (Waitangi Day); April 
2nd and April 5th (Easter); April 25th (ANZAC Day); June 7th (the Queen�s 
birthday); October 25th (Labour Day); December 25th-26th (Christmas Day and 
Boxing Day) 

 

Urban areas 

Climate 

Weather in Wellington 
(altitude 126 metres) 

Language 

Measures 

Fiscal year 

Time 

Public holidays 

Land area 

Population 

Currency 
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Political structure 

New Zealand 

Parliamentary monarchy 

Unicameral House of Representatives, usually of 120 members (the current chamber has 
122), elected for a three-year term using the mixed member proportional representation 
system  

Universal direct suffrage over the age of 18 

November 8th 2008; the next general election is expected in 2011 

Queen Elizabeth II, represented in New Zealand by the governor-general, Anand 
Satyanand 

The cabinet is presided over by the prime minister, who is appointed by the governor-
general on the basis of party strength in parliament 

National Party (58 seats); Labour Party (43 seats); Green Party (nine seats); Maori Party 
(five seats); ACT (five seats); United Future (one seat); Progressive Coalition (one seat) 

Prime minister, minister for tourism 
 & Security Intelligence Service John Key (National) 
Deputy prime minister, minister for finance & 
 infrastructure Bill English (National) 
 

Agriculture, biosecurity, forestry & fisheries David Carter (National) 
Attorney-general, Treaty of Waitangi, arts, 
 culture & heritage Chris Finlayson (National) 
Commerce, justice & state-owned enterprises Simon Power (National) 
Conservation & trade Tim Groser (National) 
Defence, research, science & technology Wayne Mapp (National) 
Economic development, energy & resources Gerry Brownlee (National) 
Education Anne Tolley (National) 
Environment, climate change, Accident 
 Compensation Corporation Nick Smith (National) 
Foreign affairs, Rugby World Cup & sport Murray McCully (National) 
Health & state services Tony Ryall (National) 
Internal affairs, archives & national library Nathan Guy (National) 
Local government & regulatory reform 
 (sitting outside the cabinet) Rodney Hide (ACT) 
Maori affairs (sitting outside the cabinet) Pita Sharples (Maori) 
Police, corrections & veterans Judith Collins (National) 
Revenue (sitting outside the cabinet) Peter Dunne (United Future) 
Transport, communications & information 
 technology Steven Joyce (National) 

Alan Bollard 

Official name 

National legislature 

Form of state 

Electoral system 

National elections 

National government 

Main political parties 

Government 

Central bank governor 

Key ministers 

Head of state 


