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	Basic statistics of New Zealand, 2016

	(Numbers in parentheses refer to the OECD average)*

	LAND, PEOPLE AND ELECTORAL CYCLE

	Population (million)
	4.7
	
	Population density per km2
	17.1
	(35.4)

	 Under 15 (%)
	19.6
	(18.0)
	Life expectancy (years)
	82.4
	(81.0)

	 Over 65 (%)
	14.9
	(16.5)
	 Men 
	80.8
	(78.4)

	 Foreign-born (%, 2013)
	22.4
	
	 Women
	81.3
	(80.6)

	Latest 5-year average growth (%)
	1.3
	(0.6)
	Latest general election
	September 2014

	ECONOMY

	Gross domestic product (GDP)
	
	
	Value added shares (%, 2015)
	
	

	 In current prices (billion USD)
	182.0
	
	 Primary sector
	5.2
	(2.5)

	 In current prices (billion NZD)
	 261.2
	
	 Industry including construction
	23.4
	(26.6)

	 Latest 5-year average real growth (%)
	2.9
	(1.8)
	 Services
	71.4
	(70.9)

	 Per capita (000 USD PPP)
	38.1
	(42.1)
	
	
	

	GENERAL GOVERNMENT
Per cent of GDP

	Expenditure (2015)
	41.4
	(40.9)
	Gross financial debta
	38.6
	(112.3)

	Revenue (2015)
	41.4
	(38.0)
	Net financial debta
	4.9
	(72.8)

	EXTERNAL ACCOUNTS

	Exchange rate (NZD per USD)
	1.435
	
	Main exports (% of total merchandise exports)
	
	

	PPP exchange rate (USA = 1)
	1.453
	
	 Food and live animals
	54.2
	

	In per cent of GDP
	
	
	 Crude materials, inedible, except fuels
	12.8
	

	 Exports of goods and services
	26.8
	(53.8)
	 Machinery and transport equipment
	7.2
	

	 Imports of goods and services
	26.0
	(49.3)
	Main imports (% of total merchandise imports)
	
	

	 Current account balance
	-2.7
	(0.3)
	 Machinery and transport equipment
	40.1
	

	 Net international investment position
	-60.9
	
	 Miscellaneous manufactured articles
	14.7
	

	
	
	
	 Manufactured goods
	11.5
	

	LABOUR MARKET, SKILLS AND INNOVATION

	Employment rate for 15-64 year-olds (%)
	75.6
	(67.0)
	Unemployment rate, Labour Force Survey (age 15 and over) (%)
	5.1
	(6.3)

	 Men
	80.7
	(74.7)
	 Youth (age 15-24, %)
	13.2
	(13.0)

	 Women
	70.6
	(59.3)
	 Long-term unemployed (1 year and over, %, 2015)
	0.7
	(2.2)

	Participation rate for 15-64 year-olds (%, 2015)
	79.0
	(71.3)
	Tertiary educational attainment 25-64 year-olds (%, 2015)
	34.0
	(35.0)

	Average hours worked per year (2015)
	1 757
	(1 766)
	Gross domestic expenditure on R&D (% of GDP, 2015)
	1.3
	(2.4)

	ENVIRONMENT

	Total primary energy supply per capita (toe, 2015)
	4.5
	(4.1)
	CO2 emissions from fuel combustion per capita (tonnes, 2014)
	6.9
	(9.3)

	 Renewables (%, 2015)
	40.5
	(9.6)
	Water abstractions per capita (1 000 m3, 2010)
	1.2
	

	Exposure to air pollution (more than 10 μg/m3 of PM2.5, % of population, 2015)
	5.8
	(75.2)
	Municipal waste per capita (tonnes, 2015)
	0.7
	(0.5)

	SOCIETY

	Income inequality (Gini coefficient, 2012b)
	0.333
	(0.311)
	Education outcomes (PISA score, 2015)
	
	

	Relative poverty rate (%, 2012b)
	9.9
	(11.1)
	 Reading 
	509
	(493)

	Median disposable household income (000 USD PPP, 2012b)
	23.3
	(22.0)
	 Mathematics
	495
	(490)

	Public and private spending (% of GDP)
	
	
	 Science
	513
	(493)

	 Health care (2015)
	9.4
	(9.0)
	Share of women in parliament (%)
	31.4
	(28.7)

	 Pensions (2014b)
	5.1
	(9.1)
	Net official development assistance (% of GNI)
	0.25
	(0.39)

	 Education (primary, secondary, post sec. non tertiary, 2013)
	4.7
	(3.7)
	
	
	

	Better life index: www.oecdbetterlifeindex.org

	* Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29 member countries.

	a. 2015 data for the OECD.

	b. 2013 data for the OECD.

	Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary Union.




Abbreviations and acronyms
AI
Artificial Intelligence


ANZ Bank
Australia and New Zealand Banking Group


BLI
Better Life Index


CERTA
Closer Economic Relations Trade Agreement


CPI
Consumer Price Index


CWS
Contingent Work Survey


DTI
Debt to Income


ETS
Emissions Trading Scheme


FDI
Foreign Direct Investment


GDI
Gross Domestic Income


GDP
Gross Domestic Product


GST
Goods and Services Tax


GVCs
Global Value Chains


HPWI
High-Performance Working Initiative


HPWP
High-Performance Work Practices


ICT
Information and Communications Technology


IMF
International Monetary Fund


ISCO
International Standard Classification of Occupations


LCI
Labour Cost Index


MBIE
Ministry of Business, Innovation and Employment


Mbps
Megabits per second


MFP
Multi-factor Productivity


NCEA
National Certificate of Educational Achievement


NZD
New Zealand dollar


NZIER
New Zealand Institute of Economic Research


NZPC
New Zealand Productivity Commission


NZVIF
New Zealand Venture Investment Fund


PIAAC
Programme for the International Assessment of Adult Competencies


PISA
Programme for International Student Assessment


PPP
Public-Private Partnership


R&D
Research and Development


RBNZ
Reserve Bank of New Zealand


SOEs
State-Owned Enterprises


TEC
Tertiary Education Commission


TIMSS
Trends in International Mathematics and Science Study



Executive summary
New Zealand continues to enjoy a strong, broad-based economic expansion
Economic growth is robust
[image: graphic]1. Real GDI equals real GDP adjusted for changes in the terms of trade.
Source: OECD, Economic Outlook Database.
StatLinkhttp://dx.doi.org/10.1787/888933497083

Strong economic growth is being driven by booming tourism, strong net inward migration, solid construction activity, and supportive monetary policy. The fiscal position is sound, with low public debt and a balanced budget. The major vulnerability facing the economy is high levels of household debt associated with rapid house price increases, particularly in Auckland. New Zealand is also exposed to protectionist trade policies abroad and to slowing Chinese economic growth. While the short-term economic outlook is strong, there are long-term challenges from low productivity growth and a changing labour market. 

Productivity remains well below that of leading OECD countries
Labour productivity continues to lag
[image: graphic]1. Population-weighted average for the top 17 OECD countries for labour productivity, calculated using 2010 purchasing power parity exchange rates.
Source: OECD (2017), Economic Policy Reforms: Going for Growth 2017.
StatLinkhttp://dx.doi.org/10.1787/888933497099

Labour productivity is well below leading OECD countries, restraining living standards and well-being. Productivity is held back by a lack of international connections, agglomeration economies and scale; weak competitive pressures; low rates of capital investment; and meagre research and development activity. Opportunities to address these factors include reducing barriers to foreign direct investment, lowering the corporate tax rate, expanding infrastructure funding options to increase housing supply (preferably through densification), reviewing the insolvency regime and the current provisions for misuse of market power, and increasing support for business innovation.

Employment has been shifting towards high-skilled occupations
NZ workers with high automation potential,1 2015
[image: graphic]1. Workers are in jobs at high risk of automation if at least 70% of their tasks are automatable.
Source: OECD calculations based on the Survey of Adult Skills (PIAAC) (2015).
StatLinkhttp://dx.doi.org/10.1787/888933497100

Employment has shifted towards high-skilled occupations, a trend that is likely to continue with further diffusion of digital technologies, including Artificial Intelligence. New Zealand has high levels of skills but also high levels of mismatch between jobs and qualifications. As in other countries, people will need to acquire more initial education in fields in demand and upgrade or reorient their skills during their working lives. Improving education achievement in mathematics would provide more young people with good job prospects in fields such as engineering and computing. With more workers likely to be displaced over the next 10-20years, there may be a need to strengthen NewZealand’s limited arrangements for supporting displaced workers.
	MAIN FINDINGS
	KEY RECOMMENDATIONS

	Making growth more sustainable and greener

	High household debt and rapid growth in house prices raise financial system risks.
	Add a debt-to-income limit to the Reserve Bank’s macro-prudential instruments to increase the resilience of bank balance sheets, with attention to benefits exceeding costs.

	The government budget is balanced, and net debt is low. The government intends to reduce net core Crown debt to 10-15% of GDP by 2025. 
	Gradually reduce net public debt in line with the government’s fiscal strategy. Increase spending that enhances well-being and reduce taxes within the constraints of this strategy.

	The age of eligibility for public pensions will rise by six months each year from 2037, reaching 67 by 2040.
	Bring forward this increase, lengthen the transition period, and then index the pension age to life expectancy.

	Strong growth in primary industries may jeopardise environmental quality. Pollution from farming and urbanisation is reducing water quality, and water scarcity is an increasing concern.
	Develop a long-term vision for a transition towards a low-carbon, greener economy.
Introduce pollution charges or cap-and-trade measures. Expand water trading and pricing to ensure scarce water goes to its best use.

	Greenhouse gas emissions are high and continue to grow. While half of emissions come from agriculture, total transport and industry emissions are rising fastest.
	Increase the price of carbon to a level consistent with NewZealand’s intended transition to a low-carbon economy. Adopt alternative pricing or regulatory measures to reduce biological emissions. Support research in new mitigation technologies, especially for farming.

	NewZealand has one of the world’s largest shares of threatened species.
	Intensify protection of species by continuing to develop a National Policy Statement on biodiversity. 

	Improving productivity

	Poorly targeted screening reduces productivity benefits from foreign direct investment.
	Progressively narrow screening of foreign investment. Continue to reduce compliance costs and boost predictability for investors.

	A high corporate tax rate reduces capital investment.
	Undertake a tax review that considers corporate and personal income tax settings and potential new tax bases. 

	Limitations on the ability and incentives for local governments to fund land transport and water infrastructure has restricted housing supply.
	Enhance councils’ incentives to accommodate growth, for example by sharing in a tax base linked to local economic activity. Apply user charging more broadly for infrastructure, including congestion charging. 

	Significant price–cost margins and survival of less productive firms suggest that competition could be sharpened.
	Review the merits of refocusing competition law on the effects of potentially anti-competitive conduct, as opposed to its intent.
Provide the Commerce Commission with the power and resources to undertake market studies. 

	Expenditure on R&D is low as a share of GDP, most notably in the business sector. Collaboration between firms, education and research institutions is low.
	Increase fiscal support for business research and development. 
Maintain or increase long-term support for successful collaboration between research institutions and industry. 

	Adapting to the changing labour market

	Weaknesses in mathematics teaching and variability in students’ exposure to the mathematics curriculum undermine the acquisition of core mathematics skills at school, precluding access to some higher-skilled fields.
	Improve competence to teach mathematics by supporting professional development and evidence-informed teaching and raising initial teacher education quality and entry standards. 
Review minimum numeracy requirements for school qualifications and the minimum education required by all school leavers. Help schools to make more effective use of ability grouping strategies. 

	Many New Zealanders are over-qualified for their jobs. They earn less than people who are not over-qualified. Most over-qualified people work outside their field of training.
	Merge Careers New Zealand into the Tertiary Education Commission, as the government has proposed, to increase the extent to which young people choose study fields in demand and tertiary institutions adapt their programmes to employer requirements.

	Housing supply restrictions hinder the allocation of workers to jobs.
	Increase infrastructure investment needed to support better housing. Allow greater urban densification.

	Displaced workers bear most of the burden of being laid off. Most do not qualify for the means-tested unemployment benefit, half do not receive redundancy pay and few benefit from activation measures. 
	Consider introducing unemployment insurance or, alternatively, longer notice periods and mandatory notification of layoffs. Also consider expanding training, guidance and counselling for displaced workers.






Assessment and recommendations1


New Zealand has experienced robust economic growth since 2012, buoyed by record levels of inward migration and strong terms of trade. Employment has expanded vigorously, reversing much of the increase in unemployment since the onset of the global financial crisis. Inflation has been very low for some time but is on track to return sustainably to 2% by the end of 2018. The government budget is near balance, and external deficits are considerably smaller than in past expansions. 

New Zealanders enjoy high living standards, with all components of the Better Life Index stronger than the OECD average except household disposable income and wealth (Figure 1, Panel A). New Zealand substantially outperforms most other OECD countries on social connections, health status and overall environmental quality. High living standards are also reflected in a superior subjective measure of well-being. They are underpinned by robust institutions, good governance, generally best-practise policy settings, a stable macroeconomy and a high-quality education system. New Zealand also performs well on gender inclusiveness, with one of the smallest gender wage gaps in the OECD (Panel B). However, disposable income inequality is above the OECD average, reflecting less-than-average redistribution through taxes and transfers (Panel C), and the child poverty rate, which is around the OECD average, is more than double the rate in the best performing OECD countries. Living standards and economic growth also vary considerably ethnically and geographically.



Figure 1. Inclusiveness and well-being

[image: graphic]1. Each dimension is measured by one to four indicators from the OECD Better Life Index (BLI) set. Normalised indicators are averaged with equal weights. Indicators are normalised to range between 10 (best) and 0 according to the following formula: (indicator value – minimum value)/(maximum value – minimum value) × 10. The OECD aggregate is weighted by population. Please note that the OECD does not officially rank countries in terms of their BLI performance.

2. Defined as the difference between median wages of men and women relative to the median wages of men.

Source: OECD (2016), OECD Better Life Index, www.oecdbetterlifeindex.org; OECD, Labour Earnings Database; OECD, Income Distribution Database.

StatLink  http://dx.doi.org/10.1787/888933497112



GDP per capita is below the OECD mean owing to low labour productivity (Figure 2), and improving productivity growth is a major long-term challenge for improving inclusiveness and living standards. Growth in GDP per capita over the past two decades has been in line with other OECD countries (Figure 3), which is an improvement on previous decades’ performance. Low multi-factor productivity growth and weak capital investment account for New Zealand’s poor productivity performance (Figure 2). Key issues to address in this domain include a lack of international connections and agglomeration, high rates of qualification and skills mismatches, muted competitive pressures, and low rates of capital investment and research and development activity. There are opportunities to address inequality and weak productivity growth through win-win policies that deliver improved inclusiveness as well as productivity growth (OECD, 2016a). For example, removing barriers to foreign investment, facilitating exit by non-viable firms, boosting support for collaboration between research institutions and industry, and sharpening competitive pressures have the potential to increase wages, reduce wage dispersion and provide benefits to consumers through lower prices.



Figure 2. Sources of real income differences across OECD countries, 2015

[image: graphic]1. The OECD GDP per capita is a population-weighted average of nominal GDP converted using 2015 purchasing power parities. Note that the population of Luxembourg is augmented by cross-border workers and Norway GDP refers to the mainland. 

2. Labour utilisation is measured as total number of hours worked per capita.

3. Labour productivity is measured as GDP per hour worked.

Source: OECD (2017), Economic Policy Reforms: Going for Growth 2017.

StatLink  http://dx.doi.org/10.1787/888933497123





Figure 3. Breakdown of GDP per capita growth, 1995-20151


[image: graphic]1. 2000-15 for Estonia.

2. Population-weighted average.

Source: OECD (2017), National Accounts and Labour Market Statistics Databases.

StatLink  http://dx.doi.org/10.1787/888933497134



New Zealand also faces the common worldwide challenge of adapting to changes in the labour market caused by technical progress. As elsewhere, digitalisation has been increasing the demand for high-skilled workers but has been creating more difficult labour-market conditions for their low-skilled counterparts. These pressures are likely to grow, especially in light of progress in areas such as automation and artificial intelligence. As technological advances continue, workers will need to acquire complementary skills. The young will need to continue their education to higher levels than in the past and acquire skills that are more highly valued in the labour market, and it will be necessary to pursue more lifelong learning. For this upskilling to occur, the education system must become more responsive to demands emanating from the labour market. Insofar as automation worsens labour-market outcomes for low-skilled workers, it may be appropriate to increase redistribution through the tax-transfer system to meet societal goals for fairness as determined through the political process. 

New Zealand ranks highly overall on environmental outcomes. However, its water quality has deteriorated (mainly due to expansion of intensive dairy farming), biodiversity is threatened, and its greenhouse gas emissions, which are high per capita and per unit of GDP, continue to grow. Declining water quality and species diversity have the potential to detract from economic growth by undermining the “clean green” image so important for the tourism industry.

Against this background, the main messages of this Survey are that: 


	The economy is growing strongly, and the well-being of New Zealanders is high on almost all dimensions. A wide range of reforms to boost productivity would improve this performance further. 


	Continuously upskilling the labour force, facilitating the acquisition of skills in demand in the labour market and, if necessary, addressing any adverse distributional consequences that may result from technical progress would help New Zealanders adjust to labour-market changes. 


	Monitoring and managing the effects of natural-resource-based activities on the environment, including by stronger price signals on resource use and pollution through market-based instruments, would help to maintain New Zealand’s highly-valued environmental quality.





New Zealand is enjoying a strong, broad-based economic expansion

Economic growth has averaged around 3% over the past three years (Figure 4, Panel A) and is projected to remain strong through 2018 (Table 1). Wage growth has been subdued, however, although this has sustained international competitiveness (Figure 5, Panel A). Until very recently inflation remained below the mid-point of the target range, and inflation expectations have been well anchored (Figure 6, Panels A-C). Several key factors are driving this expansion:


	Net immigration has increased to over 70 000 per year (1.5% of the population) (Figure 4, Panel B). In the year to 30 June 2016, 52 000 people were approved for permanent residence visas: 30 000 under the skilled/business stream, 18 000 under the family stream and 4 000 under the international/humanitarian stream (MBIE, 2016a). China, India, the United Kingdom and the Philippines are the major source countries for residence visas; Australia is also an important source country but Australians do not require a visa to live and work in New Zealand. Net immigration is likely to fall gradually (to 60 000 in 2017 and 51 000 in 2018) as the Australian economy strengthens (encouraging more NZ residents to emigrate and fewer New Zealanders resident in Australia to return), recent policy changes to reduce the number and increase the skill requirements of permanent residents begin to take effect and recent increases in long-term temporary arrivals are followed by an increase in departures when most of these people go home. 


	Rising real estate prices (see below) have increased household wealth and consumption. They have also stimulated residential construction activity (Panel C), particularly in Auckland. Following a lull in 2015, activity has surged at double-digit rates in recent quarters. Continued growth will depend on the extent to which approaching capacity limits constrain activity.


	While the 2010-11 Canterbury earthquakes destroyed a considerable amount of public and private capital, the rebuild has supported GDP growth. The rebuild has now peaked (Panel D) and is expected to slow gradually. Expenditure on the November 2016 Kaikōura earthquake rebuild will be much smaller but is expected to reach 1-3% of GDP.


	Tourism has boomed in recent years, with particularly large increases from Asia (especially China). 


	The terms of trade have improved since late 2015 (partly due to a 35% rebound in dairy prices) and are high by historical comparison. This has boosted incomes and should support faster demand growth once farmers have reduced their debt to more sustainable levels. 


	Monetary policy has been very supportive (see below).






Figure 4. Factors driving the economic expansion

[image: graphic]1. Real GDI equals real GDP adjusted for changes in the terms of trade.

2. Cumulative data for the past four quarters.

3. Excluding RBNZ estimates of the direct impact of the rebuild on construction expenditure.

Source: OECD, Economic Outlook Database; A. Wood et al. (2016), “The Canterbury Rebuild Five Years on from the Christchurch Earthquake”, RBNZ Bulletin, Vol. 79, No. 3, February; Statistics New Zealand.

StatLink  http://dx.doi.org/10.1787/888933497147




	
Table 1. Macroeconomic indicators and projections


	Annual percentage change unless specified, volume (2009/10 prices)



	2013 Current prices (NZD billion)

	2014

	2015

	2016

	2017

	2018





	Gross domestic product (GDP)

	227.7

	2.8

	3.1

	3.9

	3.1

	3.1




	 Private consumption

	132.8

	3.1

	2.9

	4.3

	4.1

	3.3




	 Government consumption

	42.8

	3.3

	2.6

	2.3

	2.7

	1.9




	 Gross fixed capital formation

	48.1

	8.4

	2.1

	5.6

	5.9

	4.9




	  Housing

	12.9

	9.9

	1.3

	9.6

	3.8

	4.8




	  Business

	22.6

	6.1

	0.8

	6.1

	7.4

	5.8




	  Government

	12.7

	10.7

	5.4

	0.8

	4.3

	3.1




	 Final domestic demand

	223.7

	4.3

	2.6

	4.2

	4.3

	3.4




	  Stockbuilding1

	1.8

	0.0

	-0.5

	0.6

	0.2

	-0.1




	 Total domestic demand

	225.6

	4.2

	2.2

	4.7

	4.5

	3.3




	 Exports of goods and services

	64.8

	3.1

	6.8

	1.6

	0.7

	3.6




	 Imports of goods and services

	62.6

	7.9

	3.6

	4.2

	6.1

	4.5




	  Net exports1

	2.2

	-1.3

	1.0

	-0.7

	-1.4

	-0.2




	Other indicators (growth rates, unless specified)




	Potential GDP

	2.6

	2.8

	2.9

	2.9

	2.8




	Output gap2

	-0.6

	-0.4

	0.7

	0.9

	1.2




	Employment3

	3.5

	2.3

	4.6

	3.9

	1.9




	Working-age population (15-74)

	1.7

	2.0

	2.0

	1.8

	1.6




	Labour force

	3.1

	2.2

	4.3

	3.5

	1.7




	Unemployment rate4

	5.4

	5.4

	5.1

	4.7

	4.5




	GDP deflator

	2.3

	0.2

	1.6

	2.7

	2.1




	Consumer price index

	1.2

	0.3

	0.6

	2.4

	1.8




	Core consumer prices

	1.4

	1.1

	1.3

	1.7

	1.8




	Household saving ratio, net5

	-1.5

	-2.2

	-0.7

	-0.6

	-0.6




	Terms of trade

	5.1

	-4.7

	3.1

	2.0

	-0.1




	Current account balance6

	-3.2

	-3.3

	-2.7

	-3.4

	-3.4




	General government financial balance6

	0.3

	0.0

	0.0

	0.3

	0.8




	Underlying general government fiscal balance2

	0.7

	0.1

	-0.4

	-0.2

	0.2




	Underlying government primary balance2

	1.5

	0.9

	0.3

	0.4

	0.7




	General government gross debt 6, 7

	40.7

	40.8

	39.7

	39.1

	38.2




	General government net debt6, 7

	5.3

	5.0

	4.9

	4.4

	3.4




	Three-month money market rate, average

	3.4

	3.2

	2.3

	1.9

	2.1




	Ten-year government bond yield, average

	4.3

	3.4

	2.8

	3.5

	4.2




	1. Contribution to changes in real GDP.


	2. As a percentage of potential GDP.


	3. Employment growth in 2016 affected by a change in methodology for Statistics New Zealand’s Household Labour Force Survey that increased the number of people identified as being employed.


	4. As a percentage of the labour force.


	5. As a percentage of household disposable income.


	6. As a percentage of GDP.


	7. NA basis excluding unfunded liabilities of government-employee pension funds.


	Source: OECD (2017), OECD Economic Outlook 101 Database.







Figure 5. Labour market developments

[image: graphic]1. Labour Cost Index of private-sector wages. The adjusted LCI excludes increases in wages attributable to productivity improvements.

2. Four-quarter moving average series.

Source: Statistics New Zealand, Work Income and Spending; OECD, Labour Force Statistics Database.

StatLink  http://dx.doi.org/10.1787/888933497152





Figure 6. Expected and actual inflation and interest rates

[image: graphic]Source: Statistics New Zealand; Reserve Bank of New Zealand; OECD, Economic Outlook Database.

StatLink  http://dx.doi.org/10.1787/888933497164



Employment and the labour force are growing strongly and the employment rate is higher than in most OECD countries (Figure 5, Panel B). The unemployment rate has fallen to around 5%, which is still higher than it was before the global financial crisis (Panel C), and varies regionally from 2.8% to 8.0%. While the share of long-term unemployment (more than one year) is low by international comparison, it increased following the crisis and has not yet begun to fall back to pre-crisis levels (Panel D). In the 1990s, when unemployment last was high, the longer-term share started to decline two to three years after the unemployment rate began to fall and reached its low point only three to four years after the unemployment rate bottomed out. The introduction of job-search requirements for certain categories of long-term welfare beneficiaries (see Chapter 2) may have delayed the fall in the longer-term unemployment share. Labour underutilisation, which includes the under-employed and people available to start work but not actively seeking work as well as the unemployed, also remains higher than pre-crisis levels. 

The terms of trade have risen back to the peak reached in late 2013, reflecting a partial recovery in commodity prices, notably for dairy products (Figure 7, Panels A and B), and a decline in oil prices. The real exchange rate has strengthened but remains below the peak reached in 2014. Even so, the currency may be slightly overvalued, partly owing to New Zealand’s more advanced stage in the business cycle – and hence need for earlier policy rate increases – than many other advanced countries. In contrast to the last period of strong economic growth (leading up to the recession), the current account deficit has fallen to less than 3% of GDP, instead of increasing (Panel C), and it is projected to remain below 3 ½ per cent through 2018. This performance mainly reflects declining debt-service costs. The projected current account implies that net international liabilities will stay around the current level of 60% of GDP, which is high by international comparison (Panel D). New Zealand has not suffered major difficulties during the last two global financial crises, despite these net liabilities having been at least as large in relation to GDP, because of its good public policy settings, including the floating exchange rate and low government debt, and the absence of currency mismatches on banks and other agents’ balance sheets.



Figure 7. External sector indicators

[image: graphic]1. Export performance is measured by the evolution of the ratio of exports of goods and services to export market (defined as the trade-weighted average of trading partners’ imports) volumes.

2. USD series.

3. 2015 for Chile and Italy.

Source: OECD, Economic Outlook Database; ANZ Bank; Statistics New Zealand; IMF, Balance of Payments Statistics database.

StatLink  http://dx.doi.org/10.1787/888933497175



Growth is projected to ease to around 3% in 2017-18, as slower net immigration curtails both consumption and residential construction, and the wind-down in the Canterbury earthquake rebuild curbs construction expenditure, more than offsetting the boost from the Kaikōura earthquake rebuild and the recently announced increases in infrastructure spending. Solid export growth should continue, driven by strong tourism demand from Asia and increases in dairy exports. The unemployment rate is expected to edge down to 4½ per cent by the end of 2018 and wage growth to rise moderately. Consumer price inflation is likely to rise sustainably to 2% by the end of 2018 as the effects of oil price falls pass and capacity constraints bite.

The biggest downside risk to these projections is a disorderly housing market correction, described along with other extreme but inherently unquantifiable potential shocks in Table 2. Global inflation and interest rates could also be lower than assumed, which would delay the return of inflation to the mid-point of the target band and prolong exceptionally low interest rates in New Zealand, adding to house price tensions. The main upside risks are that net immigration does not drop to the assumed extent, sustaining robust growth in consumption and construction spending, and that dairy price rises continue, strengthening exports and disposable incomes. A key external risk concerns global trade, which could be stronger than assumed, boosting growth, or weaker, depressing activity. 


	
Table 2. Possible extreme shocks affecting the New Zealand economy



	Shock

	Possible impact





	Disorderly housing market correction

	House prices are high in relation to fundamentals, especially in Auckland, and household debt relative to disposable income has reached levels that are lofty by both historical and international comparisons (Figure 8; Box 1). The median house price is now six times median household income, up from three times in the early 1990s (Demographia, 2017). A large fall would depress household consumption and housing investment.




	Rising trade restrictions

	Trade tensions have been rising, and if protectionism continues to spread, the effects on countries like New Zealand, without large domestic markets, would be particularly harmful. 




	Financial-sector crisis in China

	Such a crisis would reduce global trade and growth. Demand for New Zealand’s exports would be hit both directly by reduced Chinese demand and indirectly, through lower Chinese demand for exports from New Zealand’s main trading partners, notably Australia. 




	Natural disasters

	The probability of large aftershock earthquakes remains elevated in regions affected by the 2016 Kaikōura and 2010-11 Canterbury earthquakes. Natural disasters can cause significant loss of life, disruption of economic activity and high public and private costs of reconstruction.









Figure 8. House prices

[image: graphic]1. Nominal house prices deflated by the private consumption deflator.

2. The affordability index defined by the Massey University Real Estate Analysis Unit takes the ratio of the weighted mortgage interest rate as a percentage of median selling price to the average wage. The lower the index, the more affordable the housing.

Source: OECD, Housing Prices Database; Massey University Real Estate Analysis Unit, Home Affordability Report, various quarterly reports, www.massey.ac.nz/massey/learning/colleges/college-business/school-of-economics-and-finance/research/mureau.cfm.

StatLink  http://dx.doi.org/10.1787/888933497185





Box 1. Macro-financial vulnerabilities

Potential macro-financial vulnerabilities are mapped in Figure 9 in terms of deviations of indicators from their long-term averages, denoted by zero, with the largest deviations (those closest to +1) representing the greatest potential vulnerability. Selected indicators are derived from recent OECD work on vulnerability indicators (Röhn et al., 2015) and on the linkages between finance and economic growth (Cournède and Denk, 2015).

Macro-financial vulnerabilities are generally lower than at the end of the last expansion in 2007, with high house prices and associated high levels of household debt remaining the major sources. The external position remains a risk, with relatively weak cost and price competitiveness and export performance, but all have improved since 2007, as has the current account balance and net international investment position. Financial stability has shown the greatest improvement, as tightened regulation has reduced external bank debt and leverage. The worsening in the indicator of growth sustainability is due to strong capacity utilisation combined with a relatively long period of expansion (23 quarters) since the last downturn.



Figure 9. Evolution of macro-financial vulnerabilities since 2007

Deviations of indicators from their real long-term average (0)1


[image: graphic]1. With the highest deviations representing the greatest potential vulnerability (+1) and the lowest deviations representing the smallest potential vulnerability (-1). Each aggregate macro-financial vulnerability indicator is calculated by aggregating (simple average) normalised individual indicators. Growth sustainability includes: capacity utilisation rate in the manufacturing sector, total hours worked as a proportion of the working-age population (hours worked), and an indicator combining the length and strength of expansion from the previous trough (growth duration). Price stability includes: an indicator combining the absolute value of the deviation of core inflation from target and the gap between total and core inflation (consumer prices), the average of the house prices-to-rent ratio and the house prices-to-income ratio (house prices). External position includes: the average of unit labour cost-based real effective exchange rate, and consumer price-based real effective exchange rate (cost competitiveness), relative prices of exported goods and services (price competitiveness), export performance, current account balance and net international investment position as a percentage of GDP. Net saving includes: government, household and corporate net saving, all expressed as a percentage of GDP. Financial stability includes: banks’ size as a percentage of GDP, non-performing loans as a percentage of gross lending, household debt as a percentage of disposable income, registered banks’ external bank debt as a percentage of bank total liabilities, and capital and reserves as a proportion of total liabilities (leverage ratio).

Source: OECD calculations based on Thomson Reuters; OECD, Economic Outlook Database; Reserve Bank of New Zealand; Statistics New Zealand.

StatLink  http://dx.doi.org/10.1787/888933497191








Ensuring price and financial stability

The Reserve Bank of New Zealand (RBNZ) reversed course in June 2015, initiating a series of cuts in official interest rates from 3.5% to 1.75% in November 2016 to push the inflation rate up to the middle of the 1-3% target range over the medium term (Figure 6, Panel D). The RBNZ was concerned that if inflation were to remain well below the mid-point of the target range for an extended period, inflation expectations could decline, making an eventual return to the target more difficult. For the time being, medium-term inflation expectations remain well anchored at around 2%. The RBNZ expects inflation to increase sustainably to around 2% by early 2019 and to begin to increase the official cash rate in the second half of 2019. On the basis of its projections, current monetary policy settings are appropriate, although such low interest rates do have the downside of fuelling increases in house prices and household debt, as in many other countries. The OECD projects a somewhat earlier sustainable increase in inflation to around 2% (late 2018) and beginning of the monetary policy tightening cycle (late 2018), as do most other forecasters.

House prices have risen sharply in real terms and relative to income and rents, especially since 2012, and are now well above long-term averages (Figure 8, Panels A-C). However, earlier declines in mortgage interest rates offset much of the associated pressures on affordability at the national level (Panel D), although not in Auckland (Massey University, 2016). Price increases have been particularly large in Auckland (Figure 10, Panel A), far outstripping median household income growth. The house price-to-income ratio in Auckland is now comparable to or higher than in many much larger foreign cities (Panel B). A major factor boosting house prices in Auckland has been high net immigration, especially since 2012 (Panel C), in a context of weak housing-supply responsiveness. Approximately half of all immigrants settle in Auckland, above its (one-third) share in the population, and new housing supply has not kept pace with demand in the city (Panel D). 



Figure 10. House prices and population pressure

[image: graphic]1. Cumulative data for the past four quarters.

Source: Real Estate Institute of New Zealand; Demographia (2017), 13th Annual Demographia International Housing Affordability Survey: 2017; Statistics New Zealand; OECD, Economic Outlook Database; Reserve Bank of New Zealand (2015), Financial Stability Report, May, Figure 4.3 updated.

StatLink  http://dx.doi.org/10.1787/888933497204



The supply response has been constrained by restrictive and complex land-use regulations, infrastructure shortages and insufficient growth in construction-sector capacity (see below; Chapter 1). Strong demand growth has fed into expectations of further price increases, which in turn has pushed up demand and prices further. This cycle may be spreading to other parts of New Zealand. Prices outside...
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