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Executive summary 

Highlights 

September 2009 
 

• The government, led by John Key of the centre-right National Party, enjoys 
strong public support and a large parliamentary majority by New Zealand’s 
standards, putting it in a good position to push through its agenda. 

• The Economist Intelligence Unit expects government debt to balloon to the 
equivalent of 35% of GDP by 2010; the fiscal deficit will rise to the equivalent 
of 6.8% of GDP in 2009 before edging down to 6.4% of GDP in 2010. 

• Real GDP is forecast to contract by 2.1% in 2009 before increasing by just 1.2% 
in 2010. 

• Inflation is comfortably within the 1-3% medium-term target range set by the 
Reserve Bank of New Zealand (the central bank). Prices are forecast to rise by 
an average of 1.8% in 2009 and 1.5% in 2010. 

• The New Zealand dollar will remain highly vulnerable to changes in investor 
risk appetite. We expect the local currency to weaken from NZ$1.42:US$1 in 
2008 to NZ$1.69:US$1 in 2009 and NZ$1.76:US$1 in 2010. 

• The current-account deficit is forecast to narrow to the equivalent of 7.7% of 
GDP in 2009 and 7.6% of GDP in 2010 as the trade balance swings into 
surplus. 

 

• The latest opinion poll shows that National holds a commanding lead over 
the main opposition Labour Party. 

• The government has announced a carbon emissions reduction target, which 
would see a cut in emissions to 10-20% below 1990 levels by 2020. 

• The government is looking at ways to boost economic growth in the medium 
and longer term, with the aim of reducing the productivity and living-
standards gap with Australia.  

• A ministerial review of the electricity sector has reported its preliminary 
recommendations. Central to the review was the need to contain electricity 
prices and improve energy security and competition in the sector. 

• Headline inflation retreated to 1.9% year on year in the second quarter, from 
3% in the first quarter, as the ongoing domestic recession and lower global oil 
prices fed through to weaker price pressures. 

• The labour market weakened sharply in the second quarter of 2009. The 
seasonally adjusted unemployment rate jumped to a nine-year high of 6% in 
April-June, from 5% in the previous quarter. 

• Wage growth has slowed significantly in the face of the weaker labour market 
and lower inflationary expectations. 

Outlook for 2009-10 

Monthly review 
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Outlook for 2009-10 
Political outlook 
 

The government, led by John Key of the centre-right National Party, enjoys 
strong public support and a large parliamentary majority by New Zealand’s 
standards, putting it in a good position to push through its agenda. The level of 
public support for the administration has been high since the November 2008 
general election. It appears that New Zealanders are realistic about the extent to 
which government policy can be effective in combating the ongoing recession, 
especially given the economy’s vulnerability to economic and financial events 
elsewhere in the world. For the time being, the administration’s policies are 
likely to satisfy the public, although perceptions could change if the domestic 
economic environment experiences a further significant deterioration. The 
administration will continue to address issues associated with the recession, 
but it will increasingly focus its attention on productivity. The government is 
determined to boost New Zealand’s productivity levels and will implement 
policy measures to this end. 

The government consists of a coalition comprising National, the pro-market 
ACT, the Maori Party and United Future. The policies of these parties, in 
particular those of ACT and the Maori Party, diverge on a number of issues and 
this could cause rifts within the coalition. Mr Key may find managing opposing 
views a challenge, although his inclusive government has one notable 
advantage, in that his coalition could survive without the support of either ACT 
or the Maori Party. ACT, United Future and the Maori Party will support 
National on confidence and supply issues and will represent the government 
with respect to the specific ministerial portfolios that they control. On other 
issues the junior coalition parties will decide on a case-by-case basis whether to 
support National.  
 

New Zealand’s defence forces will continue to participate in regional 
peacekeeping missions, such as the Regional Assistance Mission to Solomon 
Islands. New Zealand troops will remain in Afghanistan until at least 
September 2010. The government will continue to impose sanctions on Fiji in 
response to the military coup there in 2006 and the Pacific island state’s recent 
postponement of proposed democratic elections until 2014. Relations between 
the two countries will remain tense.  

Ties between New Zealand and Australia will deepen in the forecast period. 
The two governments are in talks about creating a common border, pension 
portability and a joint investment protocol, all of which will help to move the 
countries closer to their goal of forming a single economic market. Agreement 
on these important issues will also boost tourism across the Tasman Sea, 
improve the flow of goods and make capital flows between the two 
neighbours more straightforward. 

The government will remain committed to the principle of free trade. The US 
government’s decision to join talks between New Zealand, Singapore, Chile, 

International relations 

Domestic politics 
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Brunei, Australia and Peru (the so-called Trans-Pacific Strategic and Economic 
Partnership, or TransPac) on a financial services and investment agreement has 
revived hopes in New Zealand of a future free-trade agreement (FTA) with the 
US. New Zealand is likely to begin FTA negotiations with South Korea this year, 
and trade negotiations with the Gulf Co-operation Council (consisting of Saudi 
Arabia, Kuwait, Bahrain, Qatar, Oman and the UAE) will continue.  

Economic policy outlook 
 

The government’s budget for fiscal year 2009/10 (July-June) largely accorded 
with expectations. Expenditure will rise in line with new spending initiatives, 
while revenue is set to fall as the economy remains in the doldrums in the 
short term. The government’s precarious fiscal position, which has deteriorated 
markedly in the past year, means that personal income tax cuts planned for 
April 2010 and beyond have been postponed. The downturn in the domestic 
economy will cause the government’s operating balance before asset gains and 
losses (OBEGAL) to remain in deficit during the forecast period. Moreover, 
government debt is expected to rise to the equivalent of 35% of GDP in 2010, 
from around 25% of GDP in 2008. The Reserve Bank of New Zealand (RBNZ, 
the central bank) will keep monetary policy loose in 2009-10.  

In response to the global financial crisis, the RBNZ has moved to shore up 
confidence in the domestic financial sector by guaranteeing retail bank deposits 
and wholesale borrowing by investment-grade financial institutions until at 
least October 2010. The government insists that the financial system is sound 
and that the move is designed to prevent outflows of capital to countries where 
governments have already provided similar guarantees. The RBNZ is looking 
into additional ways to bolster confidence in the domestic financial sector and 
is likely to implement new policies later this year. 
 

Despite the government’s decision not to lower taxes again in April 2010, which 
will have the effect of boosting fiscal revenue, the outlook for the budget is 
poor. The Economist Intelligence Unit expects the fiscal deficit to widen 
significantly in the forecast period, as a result of lower revenue growth and 
increased expenditure commitments. Based on OECD measures of government 
revenue and expenditure calculated on a calendar-year basis, we forecast that 
the deficit will increase from an estimated 1.1% of GDP in 2008 to 6.8% in 2009 
and that the shortfall will remain large, at 6.4%, in 2010.  

The government announced the details of a fiscal stimulus package in February. 
The measures aim to stimulate the economy in the short term as it struggles 
through the domestic recession and the global financial crisis. To this end, the 
government has stated its intention of investing heavily in infrastructure. 
However, given the relatively low amount (around NZ$100m, or US$60m) that 
the government expects to be invested in the immediate future and the time 
that is likely to be required to plan and implement other projects, it is unclear 
how strong a short-term boost this spending will provide.  

Policy trends 

Fiscal policy 



6 New Zealand 

Country Report  September 2009 www.eiu.com © The Economist Intelligence Unit Limited 2009 

 

The central bank’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 interest rates 
in July 2008. The RBNZ’s governor, Alan Bollard, said in mid-June 2009 that it 
was necessary “to continue to provide substantial monetary policy stimulus”, 
in view of the ongoing weakness of the domestic economy. Inflationary 
pressures have eased to a greater degree than the RBNZ had expected, giving it 
extra room for manoeuvre in terms of monetary loosening. Additional large 
rate cuts are not expected, although if the domestic economic environment 
worsens or the cost of financing remains at elevated levels, the RBNZ is likely to 
reassess its interest rate policy and could cut rates further. We now expect the 
central bank to maintain the OCR at its current level throughout 2010.  

Economic forecast 
 

International assumptions summary 
(% unless otherwise indicated) 

 2007   2008   2009   2010   

Real GDP growth 
World 5.0   2.8   -1.4   2.7   

OECD 2.7   0.6   -3.7   1.1   

EU27 2.8   0.8   -4.3   0.0   

Exchange rates 
¥:US$ 117.8   103.4   96.1   94.8   

US$:€ 1.369   1.470   1.363  1.388  

Financial indicators 
¥ 3-month money market rate 0.73   0.85   0.40   0.30   

US$ 3-month commercial paper rate 5.06   2.18   0.26   0.28   

Commodity prices 
Oil (Brent; US$/b) 72.7   97.7   62.0   74.0   

Gold (US$/troy oz) 696.7   870.2   922.5   888.8   

Food, feedstuffs & beverages (% change in 
US$ terms) 30.9   29.5   -20.3   3.7   

Industrial raw materials (% change in US$ terms) 11.2   -5.1   -33.9   10.2   

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

Forward-looking economic indicators have continued to improve, suggesting 
that the worst of the contraction in global GDP is over. However, global growth 
is unlikely to return to its trend rate (which will have fallen as a result of the 
financial crisis) for several years. As a result, we expect the world economy, 
measured at purchasing power parity (PPP) exchange rates, to contract by 1.4% 
in 2009, a post-second world war record. Global GDP will fall this year by 2.6% 
at market exchange rates; this measurement gives greater emphasis to richer 
countries and better reflects the exchange rates at which firms trade and 
repatriate profits. Growth at PPP in 2010, although positive, will still be sluggish, 
at 2.7%, meaning that technically the world economy will still be in recession 
(commonly defined as annual global GDP growth of less than 3% in PPP terms). 
The lingering effects on the global economy of the financial crash that started in 
mid-2007 and the wealth destruction of 2008-09 will prevent a quick return to 
the potential rate of world GDP growth.  

International assumptions 

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

 2007a 2008 a 2009b 2010b

Private consumption 83,816.0  83,858.0   82,251.6  82,580.4  

 4.1  0.1   -1.9  0.4  

Public consumption 23,769.0  24,696.0   25,515.6  26,223.0  

 3.6  3.9   3.3  2.8  

Gross fixed investment 36,611.0  35,584.0   30,549.6  30,489.2  

 4.6  -2.8   -14.1  -0.2  

Final domestic demand 144,196.0   144,138.0   138,316.8   139,292.5   

 4.1  0.0   -4.0  0.7  

Stockbuilding 930.0  1,413.0   -340.0  585.0  

 0.3c 0.4 c -1.3c 0.7c

Total domestic demand 145,126.0   145,551.0   137,976.8   139,877.5   

 4.4  0.3   -5.2  1.4  

Exports of goods & services 42,923.0  42,264.0   40,233.3  40,478.9  

 3.8  -1.5   -4.8  0.6  

Imports of goods & services -50,498.0  -51,770.0   -43,943.6  -44,507.6  

 8.5  2.5   -15.1  1.3  

Foreign balance -7,575.0   -9,506.0   -3,710.2   -4,028.6   

 -1.8c -1.4 c 4.3c -0.2c

GDP 137,240.0   135,847.0   132,958.5   134,540.9   

 3.1  -1.0   -2.1  1.2  

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

Despite a deepening of the domestic recession in the first quarter of 2009, it 
appears that a recovery, albeit a subdued one, is on the cards. We forecast that 
the economy will shrink by 2.1% in 2009. As the external environment 
improves, growth will resume in 2010, albeit at the sluggish rate of 1.2%. Private 
consumption is expected to fall by 1.9% in 2009, while exports will suffer as a 
result of lacklustre demand from the country’s major trading partners. In 
quarter-on-quarter terms, exports grew by 0.6% in the first quarter of 2009 on 
the back of buoyancy in the dairy trade. However, it is doubtful whether such 
growth can be sustained, especially given that world trade is forecast to contract 
by 9.4% in 2009 and that New Zealand’s main trading partners are all expected 
to experience recessions this year. Overall, we forecast that exports will 
experience a year-on-year fall of 4.8% in 2009, before modest growth resumes 
in 2010. Imports of goods and services are forecast to fall by 15.1% in 2009, 
owing largely to the contraction in consumption. Imports will pick up in 2010, 
in line with an increase in domestic demand in that year.  

Private consumption will remain weak, depressed by rising unemployment as 
firms struggle with feeble demand for goods and services. Moreover, after years 
of dissaving, we expect New Zealand households to increase their savings, 
which will also have a dampening effect on private consumption. In addition, 
the damaging effect that falling house prices have had on household wealth 
and spending will not disappear quickly. Business confidence will remain low, 
resulting in subdued fixed investment. Moreover, firms may find credit to be 
less affordable and harder to come by than it was previously, which will also 
have a negative impact on investment. The housing market will continue to 
cool in response to high financing costs. This will depress residential 

Economic growth 
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investment, which we expect to contract by 16.7% in 2009 before growing by 
just 2.8% in 2010.  
 
 

Consumer prices rose by just 0.6% quarter on quarter in April-June, reflecting a 
sharp decline in the cost of transport (as a result of lower petrol prices) and 
moderating food-price inflation. Year-on-year inflation slowed to 1.9% in the 
second quarter of 2009, from 3% in the first quarter. Inflation is now 
comfortably within the RBNZ’s 1-3% medium-term target range. It is unlikely 
that loose monetary policy will spur a rise in consumer prices; rather, the 
central bank said in mid-June that inflation could temporarily fall below its 
target range in 2009. We forecast that average consumer price inflation will 
slow to 1.8% in 2009 and 1.5% in 2010, from 4% in 2008. 
 

The value of the New Zealand dollar is determined not by economic 
fundamentals but largely by investor speculation. As a result, it has experienced 
bouts of wild volatility: the currency averaged NZ$2.03:US$1 on March 2nd 
2009, but had appreciated to NZ$1.49:US$1 by mid-August. The strength of the 
New Zealand dollar against the US dollar reflects investors’ resurgent interest in 
risky currencies, particularly as demand for New Zealand dollar-denominated 
bonds has increased. Investors remain concerned about the country’s large 
current-account deficit and external financing requirement, as well as the 
gloomy outlook for the economy generally, but potential financial gains appear 
to be offsetting these broader concerns. We forecast that the New Zealand dollar 
will weaken from an average of NZ$1.42:US$1 in 2008 to NZ$1.69:US$1 in 2009 
and NZ$1.76:US$1 in 2010. However, given its vulnerability to changes in 
investor risk appetite and world GDP growth rates, the currency could lose 
value faster than we expect.  
 

Having remained in deficit since 2003, the merchandise trade deficit is expected 
to swing back into surplus in 2009 and remain in the black in 2010. This will 
largely reflect lower imports as domestic demand weakens sharply and the 
relatively strong New Zealand dollar makes goods imports cheaper. Conversely, 
demand for New Zealand’s goods exports will suffer in the short term from the 
strength of the currency, but the major fall in the value of imports will more 
than offset the negative impact this will have on exports. This is not to say that 
the outlook for the export sector is rosy. New Zealand relies heavily on exports 
of soft commodities, in particular dairy and forestry products, prices of which 
are forecast to remain in the doldrums in 2009. The negative impact of this on 
the value of exports in the short term is likely to be at least partly offset by a 
massive fall in capital goods imports (demand for which was extraordinarily 
strong in 2008) as business investment slumps.  

Both exports and imports of services will fall in 2009, but the reduction in 
imports will not be enough to make up for the slump in exports and so the 
services account will stay in deficit in 2009 and 2010. The deficit on the income 
account will remain sizeable, reflecting the cost of servicing a substantial debt 
stock, the low domestic savings rate and the repatriation of profits by foreign-
owned companies. The current-account deficit is forecast to narrow to the 
equivalent of 7.7% of GDP in 2009 and 7.6% in 2010, from 9% in 2008. 

Inflation Inflation 

External sector 

Exchange rates 
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Forecast summary 
(% unless otherwise indicated) 

 2007 a 2008 a 2009b 2010b

Real GDP growth 3.1   -1.0   -2.1  1.2  

Unemployment rate (av) 3.7   4.2   7.3  8.1  

Consumer price inflation (av) 2.4   4.0   1.8  1.5  

Consumer price inflation (year-end) 3.2   3.4   1.5  1.7  

Short-term interbank rate 11.6   12.1   9.8  10.4  

Government balance (% of GDP)c 5.2   -1.1 d -6.8  -6.4  

Exports of goods fob (US$ bn) 27.3   31.2   25.0  25.7  

Imports of goods fob (US$ bn) 29.1   32.8   24.5  25.1  

Current-account balance (US$ bn) -10.6   -11.3   -8.1  -7.9  

Current-account balance (% of GDP) -8.3   -9.0   -7.7  -7.6  

External debt (year-end; US$ bn) 51.4 d 59.1 d 58.6  61.4  

Exchange rate NZ$:US$ (av) 1.36   1.42   1.69  1.76  

Exchange rate NZ$:¥100 (av) 1.16   1.38   1.76  1.85  

Exchange rate NZ$:€ (year-end) 1.89   2.40   2.29  2.52  

Exchange rate NZ$:SDR (year-end) 2.06   2.60   2.55  2.79  

a Actual. b Economist Intelligence Unit forecasts. c Fiscal years (ending June 30th of year shown). 
d Economist Intelligence Unit estimates. 
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Monthly review: September 2009 

The political scene 
 

The ruling centre-right National Party maintains a commanding lead over the 
main opposition Labour Party in the latest opinion polls, despite the prolonged 
domestic recession and embarrassing revelations about generous ministerial 
housing allowances. According to the latest opinion poll from One News 
Colmar Brunton, published in late July, 56% of those surveyed supported 
National, a lead of 25 percentage points over Labour. Moreover, the personal 
approval rating of the prime minister, John Key, remains very high, with 51% of 
respondents backing him as their preferred prime minister. Nonetheless, the 
revelation that the finance minister and deputy prime minister, Bill English, 
receives a weekly allowance of NZ$900 (US$542) to live in an expensive house 
in the capital, Wellington, at a time when he is urging fiscal restraint, has not 
helped the reputation of the party. If the issue of housing and travel perks 
enjoyed by cabinet ministers and other members of parliament escalates, it 
risks becoming a distraction for the government at a crucial time in the 
development of its policy framework to boost economic growth in the medium 
and long term. The issue has already overshadowed the announcement at 
National’s annual conference in early August of measures to help tackle youth 
unemployment, which has risen sharply in recent months. The NZ$152m 
(US$91.6m) package includes subsidies to employers who take on young, 
unskilled workers and paying young benefit recipients the minimum wage to 
carry out community projects. 

Political party support
(% of respondents indicating support for party)

Source: One News Colmar Brunton.
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The government has announced a carbon emissions reduction target, which 
would see emissions cut to 10-20% below the 1990 level by 2020. The target 
was announced ahead of the UN Climate Change Conference in Denmark, 
which is to be held in December; the conference is to discuss a new climate 
change agreement to replace the Kyoto Protocol (an international agreement 
that sets binding emissions targets for signatories), which expires in 2012. New 
Zealand’s new target is subject to several conditions, including international 
agreement on limiting the rise in global temperatures to 2˚C, access to an 

The government has set an 
emissions reduction target 

National maintains its 
popularity in the polls 
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international carbon-trading market and the setting of similar targets by other 
developed nations.  

According to government figures, carbon levels in New Zealand are around 24% 
above 1990 levels. The government will face major difficulties in cutting 
emissions, as the agricultural sector accounts for around half of the country’s 
total. The climate change minister, Nick Smith, said in a press statement that the 
target “is internationally credible and both environmentally and economically 
responsible”, going on to describe it as “an ambitious but achievable goal”. The 
government envisages that the target can be met by reducing domestic 
emissions, increasing carbon storage through the expansion of forests and 
buying emissions reductions from other countries.  

The emissions reduction target has been criticised as too soft by environmental 
groups and the Green Party, which had called for carbon emissions to be 
reduced to 40% below the 1990 level (such a reduction would cut emissions to 
approximately half of the current level), which falls at the top end of the target 
range of 25-40% below 1990 levels deemed necessary by the UN’s climate 
change panel. Mr Key has defended the 10-20% target range, arguing that it is 
broadly in line with that of Australia and that a greater reduction would have 
been too expensive in terms of job losses and additional costs for consumers. 
The target range has been broadly welcomed by business groups, who feared 
that a more ambitious goal would have put New Zealand at a competitive 
disadvantage vis-à-vis countries with softer reduction targets. The emissions 
trading legislation passed by the previous government is under review by a 
parliamentary select committee. 

Economic policy 
 

With signs that the worst of the recession may be over, the National-led 
government is developing strategies that it hopes will boost economic growth 
in the medium and longer term, with the aim of reducing the productivity and 
living-standards gap with Australia. As part of this process, the government has 
appointed a productivity taskforce, which is due to report by October. The 
taskforce is headed by the former National Party leader and former governor of 
the Reserve Bank of New Zealand (RBNZ, the central bank), Don Brash. The 
appointment of Mr Brash, a strong proponent of privatisation during his tenure 
as party leader, has sparked criticism from Labour ranks that the productivity 
taskforce may push for the partial sale of some state assets. However, National 
has pledged that there will be no privatisation of any Crown entity in its first 
term and no privatisation in any subsequent term without a specific mandate 
from the public. Also under consideration are various initiatives to foster an 
export-led recovery through the expansion of higher-value-added activities in 
the agricultural and food-processing sectors, as well as further development of 
the precision engineering and mineral resources sectors.  
 

The ministerial review on improving the performance of the electricity sector 
has reported its preliminary recommendations. Central to the review was the 
need to find ways to contain electricity prices, which have risen by over 70% 

The government looks to boost 
productivity and exports 

The review of the electricity 
sector is completed 
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since 2000, and to improve energy security and competition in the sector. The 
recommendations include dividing up the duties of the Electricity Commission 
(the regulatory body set up by the previous Labour administration). The 
Commerce Commission would take on the responsibility of overseeing the 
upgrade of the national grid, while the national grid operator, Transpower, 
would ensure security of supply; an entirely new Electricity Market Authority 
would be given responsibility for market oversight. The report also suggests 
stimulating competition by allowing electricity distribution companies back 
into the retail market (they have been excluded since 1998). It also suggests that 
the state-owned generating companies should be required to absorb more of 
the additional costs associated with a dry year (much of the country’s power 
comes from hydroelectricity), rather than passing the costs on to consumers, 
and that they should compensate consumers during power conservation 
campaigns. The panel also suggested that the generating companies could be 
forced to swap some of their generating assets to increase competitive forces in 
the market. A less radical suggestion of making the process of switching power 
companies easier for consumers was also put forward. These and the review 
panel’s other recommendations are open for public consultation until mid-
September. The process of reform is expected to be hotly debated and slow. 

Economic performance 
 

The headline rate of inflation retreated to 1.9% year on year during the second 
quarter of 2009, from 3% in the first quarter, as the ongoing domestic recession 
and lower global oil prices fed through to weaker price pressures. This was the 
lowest annual inflation rate for almost two years and it was comfortably within 
the RBNZ’s 1-3% medium-term target range. The gap between inflation for 
tradeables (goods and services that are open to foreign competition) and non-
tradeables continued to widen. Tradeable goods inflation fell from 1.7% year on 
year in the first quarter to just 0.2% in the second quarter, largely because global 
oil prices were much lower than in the same period of 2008. Non-tradeable 
goods inflation eased by a much smaller margin, slowing from 3.8% in the first 
quarter to 3.3% in the second, although this was still the lowest rate since mid-
2002. Tradeable goods inflation will remain low if the recent rebound in the 
New Zealand dollar against the currencies of the country’s major trading 
partners is sustained in the coming months, although it is likely to edge back up 
in the medium term, in line with an expected renewed weakening of the New 
Zealand dollar. Nonetheless, the benign outlook for inflation overall suggests 
that the RBNZ will be able to keep interest rates low well into 2010.  

In quarter-on-quarter terms, prices increased by 0.6% in the second quarter, 
compared with just 0.3% in January-March. The latest quarterly increase was led 
by a 0.9% rise in food prices, in part reflecting the impact of unusually cold 
weather on supplies of fresh vegetables (the price of which rose by 6.9%). Also 
contributing to the quarterly increase was a 0.6% rise in transport costs, 
underpinned by a rebound in petrol prices, which were up by 3.2% quarter on 
quarter. This more than offset a 14.4% fall in the price of international air travel. 
Price pressures in the housing and utilities sector remained weak during the 
second quarter, with overall prices rising by a modest 0.4% quarter on quarter, 

Non-tradeables inflation 
remains relatively high 
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led by an increase of 1.6% in electricity prices and a small rise in rents. The price 
of new and existing housing increased for the first time since mid-2008, 
pointing to a possible stabilisation in the residential housing market, although 
the rise was small, at just 0.2% quarter on quarter.  
 

The labour market weakened sharply in the second quarter of 2009, reflecting 
the prolonged domestic recession. According to Statistics New Zealand (the 
national statistical office), the seasonally adjusted unemployment rate rose to a 
nine-year high of 6% in April-June, from 5% in the previous quarter. This was 
the sixth consecutive quarterly increase in the unemployment rate and the 
greatest jump in a single quarter since the late 1980s. The increase in youth 
unemployment has been particularly marked, with the unemployment rate 
among those aged 15-19 rising from 19.1% in the first quarter to 22.9% in the 
second quarter. Total unemployment rose by 24,000 in the second quarter, to a 
ten-year high of 138,000, with female workers worst-affected by the lay-offs.  

The sharp rise suggests that long-standing vacancies in industries suffering from 
labour shortages have dried up, with newly redundant workers struggling to 
find alternative employment. Total employment fell by 10,000 in the second 
quarter, with 16,000 female workers losing full-time jobs as the impact of the 
recession spread to sectors with predominantly female staff, such as retailing. 
Male employment increased during the quarter, as a fall in male full-time 
employment was more than offset by a rise in male part-time employment, 
which currently stands at an all-time high. This reflects the fact that many firms 
have reduced their workers’ hours rather than lay them off. Although this will 
enable such firms to quickly ramp up production when the economic recovery 
starts to kick in, it also suggests that they will not need to hire additional 
workers for quite some time, thereby delaying a recovery in the labour market.  

The working-age population continued to rise during the second quarter, owing 
to increased net inward permanent and long-term migration. This trend is 
expected to continue as more New Zealanders return from overseas (as jobs in 
countries such as Australia and the UK continue to disappear) and fewer New 
Zealanders choose to emigrate. Despite early indications that the worst of the 
recession may be over, the number of jobless is likely to rise further in the 
coming months, as employment is a lagging indicator of economic trends. The 
firms most exposed to the downturn (such as those in construction and 
manufacturing) are expected to continue shedding jobs, as are firms which had 
held on to workers in the hope of a quicker economic turnaround.  

Wage growth has slowed significantly, owing to the weaker labour market and 
lower inflationary expectations. According to the adjusted labour-cost index 
(the RBNZ’s preferred indicator, which measures changes in salary and wage 
rates for a fixed quantity and quality of labour input), private-sector wages rose 
by just 0.3% quarter on quarter in April-June, the lowest increase for ten years. 
Year-on-year private-sector wage growth also slowed, from 3% in January-March 
to a four-year low of 2.6% in April-June. Overall wage growth is expected to 
moderate further as unemployment continues to rise, strengthening the RBNZ’s 
case for keeping official interest rates at their current low level well into 2010. 

 

The unemployment rate jumps 
to a nine-year high 
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Data and charts 
Annual data and forecast 

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

 2004a 2005a 2006a 2007a 2008 a 2009b 2010b

GDP                

Nominal GDP (US$ m) 98,385  109,451  105,939  128,786  126,307   104,764  103,599  

Nominal GDP (NZ$ m) 148,431  155,450  163,364  175,236  179,700   177,357  182,076  

Real GDP growth (%) 4.4  2.8   2.7  3.1  -1.0   -2.1  1.2   

Expenditure on GDP (% real change)                

Private consumption 5.9  4.8   2.5  4.1  0.1   -1.9  0.4   

Government consumption 5.6  3.9   5.0  3.6  3.9   3.3  2.8   

Gross fixed investment 14.0  4.5   0.1  4.6  -2.8   -14.1  -0.2   

Exports of goods & services 5.8  -0.3   1.8  3.8  -1.5   -4.8  0.6   

Imports of goods & services 16.1  5.5   -2.6  8.5  2.5   -15.1  1.3   

Origin of GDP (% real change)                

Agriculture 0.4  2.3   2.7  -1.0  -1.3   2.0  2.0   

Industry 5.4  -0.8   -1.2  2.5  -2.3   -2.0  1.0   

Services 4.6  4.4   3.1  3.9  1.6   -4.2  0.6   

Population and income                

Population (m) 4.1  4.2   4.2  4.3  4.3 c 4.3  4.4   

GDP per head (US$ at PPP) 23,876  24,340  25,477  26,746  26,803 c 26,075  26,132  

Fiscal indicators (% of GDP)d                

General government revenue 43.8  45.3   47.2  46.8  43.6 c 41.5  41.2   

General government expenditure 39.5  40.0   41.1  41.6  44.7 c 48.3  47.6   

General government balance 4.3  5.3   6.1  5.2  -1.1 c -6.8  -6.4   

Public debt 23.9  22.5c 21.7c 20.6c 24.4 c 29.2  34.6   

Prices and financial indicators                

Exchange rate NZ$:US$ (end-period) 1.39  1.47   1.42  1.29  1.73   1.65  1.80   

Exchange rate ¥:NZ$ (end-period) 73.77  80.36   84.02  86.46  52.52   58.18  52.22   

Consumer prices (end-period; %) 2.7  3.2   2.7  3.2  3.4   1.5  1.7   

Producer prices (av; %) 1.9  3.4   4.6  2.6  8.6   2.7  1.9   

Stock of money M1 (% change) 3.0  -1.5   3.5  1.6  3.0   1.0  1.5   

Stock of money M2 (% change) 5.6  11.4   7.8  10.9  12.4   8.5  5.8   

Lending interest rate (av; %) 9.2  10.3   10.9  11.6  12.1   9.8  10.4   

Current account (US$ m)                

Trade balance -1,422  -2,577  -1,997  -1,760  -1,592   415  560   

 Goods: exports fob 20,465  22,005  22,576  27,291  31,167   24,962  25,674  

 Goods: imports fob -21,889  -24,583  -24,572  -29,052  -32,760   -24,547  -25,114  

Services balance 915  348   222  168  -625   -255  -162  

Income balance -5,843  -7,290  -7,900  -9,461  -9,744   -8,746  -8,826  

Current transfers balance 86  235   412  417  645   535  529   

Current-account balance -6,263  -9,282  -9,264  -10,634  -11,318   -8,050  -7,899  

External debt (US$ m)                

Debt stocke 35,718c 44,705c 49,152c 51,442c 59,080 c 58,648  61,403  

Debt service paid 6,563c 6,956c 8,447c 9,571c 9,022 c 8,902  9,051  

 Principal repayments 5,053c 4,570c 5,307c 6,106c 6,022 c 7,039  7,423  

 Interest 1,510c 2,386c 3,140c 3,464c 3,000 c 1,863  1,627  

International reserves (US$ m)                

Total international reserves 6,947  8,893  14,069  17,247  11,153   11,652  12,067  

a Actual. b Economist Intelligence Unit forecasts. c Economist Intelligence Unit estimates. 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 

 2007     2008           2009     

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

Outputa                         

GDP at chained 1995/96 prices (NZ$ m) 34,410  34,485  34,220  34,058  33,885   33,684   33,457  n/a  

GDP at chained 1995/96 prices (% change, 
year on year) 2.9   2.0  0.7  -0.9  -1.5   -2.3   -2.2  n/a  

Industrial production index (2000=100) 100.1   103.2  101.5  102.0  99.3   95.5   89.9  n/a  

Industrial production index (% change, 
year on year) 2.4   5.1  2.3  2.3  -0.8   -7.5   -11.4  n/a  

Employment, wages and prices                   

Employment ('000)a 2,170  2,188  2,162  2,189  2,192   2,209   2,179  2,169  

Employment (% change, year on year)a 1.5   2.4  -0.3  0.8  1.0   1.0   0.8  -0.9  

Unemployment rate (% of labour force)a 3.6   3.5  3.8  4.0  4.3   4.7   5.0  6.0  

Hourly earnings (av; NZ$) 23.1   23.3  23.7  24.0  24.4   24.6   24.9  25.1  

Hourly earnings (av; % change, year on year) 3.9   4.1  4.6  5.2  5.5   5.5   5.3  4.5  

Consumer prices (% change, year on year) 1.8   3.2  3.4  4.0  5.1   3.4   3.0  1.9  

Producer prices (% change, year on year) 2.0   4.0  6.1  8.5  9.8   9.9   6.5  –  

Financial indicators                   

Exchange rate                   

 NZ$:US$ (av) 1.35   1.31  1.27  1.29  1.40   1.73   1.88  1.66  

 NZ$:US$ (end-period) 1.33   1.29  1.26  1.31  1.50   1.73   1.78  1.53  

Deposit rate (av; %) 8.0   8.3  8.2  8.4  7.9   5.8   3.8  3.9  

Lending rate (av; %) 11.9   12.0  12.1  12.2  12.2   11.7   10.4  –  

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

M1 (end-period; NZ$ m) 22,528  23,537  23,645  23,926  22,679   24,239   24,240  23,308  

M2 (end-period; NZ$ m) 70,784  69,226  69,481  70,994  72,779   74,283   78,799  74,115  

Stockmarket index NZSX-50 (end-period; 
Feb 28th 2003=1,880.85) 4,269  4,041  3,470  3,195  3,090   2,716   2,590  2,796  

Sectoral trends (NZ$ m)                   

Lamb & mutton exports fob 485  497  798  –  –   –   –  –  

Dairy produce exports fob 1,089  2,667  2,471  –  –   –   –  –  

Foreign trade (NZ$ m)                   

Exports fob 8,235  10,418  10,213  11,161  10,180   11,346   10,667  10,823  

Imports cif 10,561  11,782  10,324  11,839  13,077   13,274   9,848  9,993  

Trade balance -2,327  -1,363  -111  -677  -2,897   -1,929   819  832  

Balance of payments (US$ m)                   

Merchandise trade balance fob-fob -1,211  -327  232  -62  -1,457   -306   n/a  n/a  

Services balance -482  74  737  -402  -717   -243   n/a  n/a  

Income balance -2,559  -2,512  -2,752  -2,826  -2,319   -1,847   n/a  n/a  

Net transfer payments 193  106  116  246  212   71   n/a  n/a  

Current-account balance -4,059  -2,659  -1,667  -3,044  -4,281   -2,325   n/a  n/a  

Reserves excl gold (end-period) 16,843  17,247  19,471  19,523  14,301   11,153   11,543  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) 
2007 1.44   1.44  1.43   1.36  1.36   1.32  1.27  1.38   1.39   1.32   1.31  1.30   

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  n/a  n/a   n/a   n/a  n/a  

Exchange rate NZ$:US$ (end-period) 
2007 1.45   1.43  1.40   1.35  1.37   1.30  1.30  1.42   1.33   1.31   1.30  1.29   

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  n/a  n/a  n/a   n/a   n/a  n/a  

Real effective exchange rate (2000=100; CPI basis) 
2007 98.08   97.76  97.54   101.01  100.76   103.94  106.20  99.12   96.64   100.34   99.06  100.92   

2008 100.57   102.43  100.73   99.07  97.60   95.76  94.47  91.67   90.71   87.50   83.09  80.27   

2009 80.08   76.49  79.00   83.17  84.46   88.21  n/a  n/a  n/a   n/a   n/a  n/a  

Money supply M1 (% change, year on year) 
2007 5.69   3.58  3.39   5.57  3.10   -1.96  -3.38  -2.16   -0.49   -0.36   1.19  1.17   

2008 0.18   1.07  2.37   1.82  2.97   4.27  8.18  7.02   0.67   -0.45   2.36  2.98   

2009 0.89   2.35  2.52   0.99  -1.35   -2.58  n/a  n/a  n/a   n/a   n/a  n/a  

Money supply M2 (% change, year on year) 
2007 13.25   14.99  12.14   16.63  10.77   3.99  5.60  1.69   2.60   -2.92   -1.50  -2.71   

2008 -1.40   -1.45  -0.15   -3.23  -4.34   2.11  2.90  1.71   2.82   5.87   14.98  7.31   

2009 3.48   8.39  13.41   11.94  10.74   4.40  n/a  n/a  n/a   n/a   n/a  n/a  

Official cash rate (end-period; %) 
2007 7.25   7.25  7.50   7.75  7.75   8.00  8.25  8.25   8.25   8.25   8.25  8.25   

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  n/a  n/a   n/a   n/a  n/a  

Lending rate (av; %) 
2007 10.88   10.88  11.15   11.21  11.46   11.65  11.76  11.91   11.95   11.95   11.95  12.00   

2008 12.07   12.09  12.09   12.09  12.25   12.25  12.24  12.29   12.18   12.16   11.85  11.14   

2009 11.15   10.16  9.85   9.85  9.82   9.79  9.85  n/a  n/a   n/a   n/a  n/a  

Stockmarket index NZSX-50 (end-period; Feb 28th 2003=1,880.85) 
2007 4,153   4,037  4,049   4,195  4,302  4,234  4,213  4,119  4,269   4,209   4,063  4,041  

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  n/a  n/a   n/a   n/a  n/a  

Total exports fob (NZ$ m) 
2007 2,484   2,847  2,847   3,171  3,350  2,739  2,641  2,661  2,933   3,368   3,368  3,682  

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   3,448  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) 
2007 3,309   2,975  2,975   3,386  3,342  3,258  3,448  3,608  3,505   4,142   3,996  3,644  

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 3,276   2,961  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) 
2007 -825   -127  -127   -215  8   -518  -808  -947  -572   -774   -628  39   

2008 -311   243  -43   -293  -170  -215  -797  -848  -1,252   -994   -594  -341  

2009 -103   487  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) 
2007 13,142   13,646  14,537   15,946  15,577  16,132  17,193  16,817  16,843   17,058   16,957  17,247  

2008 17,789   18,019  19,471   19,166  20,299  19,523  15,115  14,132  14,301   12,671   11,450  11,153  

2009 12,558   12,469  11,543   10,907  12,851  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.
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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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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 

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 
10th and April 13th (Easter); April 25th (ANZAC Day); June 1st (the Queen’s 
birthday); October 26th (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 
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Political structure 

New Zealand 

Parliamentary monarchy 

Unicameral House of Representatives, usually of 120 members (the current parliament 
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 the House of Representatives 

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 
 (sitting outside the cabinet) Nathan Guy (National) 
Local government & regulatory reform 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 


