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TGLS: Productivity in a Changing World Seminar Series
Special Joint Seminar with Productivity Commission and Motu Research

“Reviewing the drivers of New Zealand’s productivity and income growth
and implications for the future”

The session will begin at 9.30 am.
Please mute your microphones and turn your cameras off when you arrive in the meeting.

For Questions & Answers sessions, please use Q&A function.

For technical help, please use Chat function or email the team: Treasury.AcademiclLinkages@treasury.govt.nz

Suggestion! Pin the presenter - while in the Teams meeting, from the meeting controls, click or tap Show Participants. In the Participants
column, click or tap the three-dots icon to reveal a menu. From the drop down menu, select Pin. The pinned participant becomes the focus in
your view (and only your view) regardless of the speaker. To unpin, repeat these three steps and select Unpin.
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Disclaimer

The views, findings, and conclusions in the presentation that follows are strictly those of the presenter,
and do not represent official government policy. They do not necessarily reflect the views of the New
Zealand Treasury or the New Zealand Government.

The material in the following slides primarily draws on an Analytical Note Examining New Zealand’s
increased rate of income growth between the late 1990s and 2019. The analysis and research in
Analytical Notes has been sought by the Treasury to inform policy advice. The Treasury's aim in
publishing Analytical Notes is to make analysis and research informing its policy advice available to a
wider audience and to inform and encourage public debate.



Aotearoa New Zealand’s distinct economic context

Industry contribution to value added (%, 2018)
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Source: OECD Economic Surveys: New Zealand 2022, author's calculations.



Aotearoa New Zealand’s distinct economic context

Figure 4.14 Tertiary qualifications levels are about average in the working-age population

Percentage of 25-64 year olds with tertiary education, 2021

5 60
o
~
if 50
o
=
& 40
>
<
Q30
wn
o~
B 20
o
o
£ 10
o
2
[
a 0
> © © 8 8 g .8 E 8
g = 5 @ c ° © o 2
£ 3 K 8 2 9 g B &
T < L] = o & =] c
© N “’ £ < Z i
= a © > 8
[ O zZ @ c
z “OJ £ =)
=2
Short-cycle tertiary Bachelor's or equivalent M Master's or equivalent B Doctoral or equivalent

Source: New Zealand Productivity Commission calculations, based on OECD Education Counts.

100

8

]

6

(=]

4

=

2

]

World Bank World Governance Indicators: percentile rank in
2021 - OECD countries
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Note: This chart shows the average percentile rank among approx. 200 countries on six dimensions of governance:
Voice and Accountability; Political Stability and Absence of Violence/Terrorism; Government Effectiveness;
Regulatory Quality; Rule of Law; and Control of Corruption.

Source: World Bank, author's calculations.



Real GDP per hour worked vs real Net National

Income per capita

NZ’s Real GDP per hour worked as a % of each NZ’s Real Net National Income per capita as a % of each
country or group (constant prices and 2015 PPPs) country or group (constant prices and 2015 PPPs)
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Note: the 13 Small and Medium Countries (SMCs) are: Australia, Belgium, Canada, Denmark, Finland, Ireland, Korea, Luxembourg, the Netherlands, Norway, Portugal, Spain and Sweden. 6



Real net national income growth

Contributions to growth in real NNI per capita between the 1995-2002

average and 2019
Depreciation
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Source: OECD, World Bank, Author’s calculations.
Note: the 19 OECD countries are the 13 SMCs plus France, Germany, Italy, Japan, the UK and the US. 7



1) Hours worked per capita

Decomposition of the change in hours worked per capita
between the 1995-2002 average and 2019
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Source: OECD, author’s calculations.

Contributions of within-demographic change in employment to the
change in the overall employment-to-working-age-population ratio
between the 1995-2002 average and 2019 level
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Source: OECD, author’s calculations.

Note: Change taken from the 2000-2002 average for the 13 SMCs as data is
unavailable prior to this for some countries.



2) The terms of trade

Nominal export and import price indexes of goods and services in world
(SDR) terms (1995-2002=1)
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Source: OECD, Haver Analytics, author’s calculations.



Import volumes have increased the most for the

products that have fallen the most in price

Changes in prices and quantities of New Zealand’s main export and import products between the 1995-
2002 average and 2019

(The percentage in brackets is each commodity’s share of New Zealand'’s total real exports or imports in 2019)
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Source: Haver Analytics, author’s calculations. 10



Contribution of changing import mix to the increase In

the terms of trade

Terms of trade counterfactuals constructed from prices and
guantities of the main import and export products
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Source: Haver Analytics, author’s calculations. 11



3) Net international income

Net international income (% of GNI, nominal terms)
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4) Depreciation

Change in ratio of real consumption of fixed capital to real GNI (‘depreciation
burden’) relative to the 1995-2002 average (ppt)
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Source: OECD, author’s calculations.

Note: The depreciation burden is calculated as real depreciation (nominal consumption of fixed capital deflated by the

gross fixed capital formation deflator) as a ratio of real GNI (nominal GNI deflated by the GNE deflator). 13



Impacts of improved income growth on broader

economic outcomes

New Zealand’s average annual wages for an FTE relative to
other countries (constant 2021 prices and PPPs)

95%

COVID-19
90% P pandemic (2020
,/ and 2021)
85% =
o = & = -~ ,\.--/\-—, -~ NZ as a % of
80% il S YA ~=f Australia
° ,,."\ ,P S ,
$ Vs S 7’ NG
75% e \_”

e N7 as a % of
70% United States

65%
e == == N7 as a % of the
60% simple avg. G7

55%
- e e \7 35 3 % the

50% median of 13 SOEs
1990 1995 2000 2005 2010 2015 2020

Source: OECD, author’s calculations.
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Impacts of improved income growth on broader

economic outcomes

Measures of net migration of New Zealand citizens
(annual totals, % of New Zealand population)
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Source: Stats NZ, Australian Bureau of Statistics, OECD, author’s calculations
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Impacts of improved income growth on broader

economic outcomes

New Zealand’s real trade-weighted exchange rate
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New Zealand’s net foreign liabilities (% of GDP)
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from Lane & Milesi-Ferretti (2016)
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Looking forward

Contributions to New Zealand’s cumulative growth in real GNI per
capita since the 1995-2002 average: Treasury Budget 2023 forecasts
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Source: New Zealand Treasury, Author’s calculations
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New Zealanders work longer hours and get less
output per hour than most OECD countries

Average hours worked per employee (index, OECD = 100)

140

130

120

110

100

90

80

70

Colombia

Mexico

Costa Rica

South Korea
Chile

Israel

Czech Republic —g New Zealand

_ United States Ireland
Hungary ® Turkiye Italy e ¢
» Canadae, t"--——Australia
® Japan 'Spain
Slovenia

Slovak Republic

_ @ Belgium
Switzerland @
® France
lceland ® ® Luxembourg
Netherlands @
o Norway

Germany ® ® Denmark

50 100 150 200
GDP per hour worked (index, OECD = 100)

® Early OECD members (pre-1975) Recent OECD members

NEW ZEALAND

PRODUCTIVITY

COMMISSION

Te Kémihana Whai Hua o Aotearoa

y 4



/

NEW ZEALAND “ /’

PRODUCTIVITY COMMISSION

It wasn’t always like this p”
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The components of productivity

Economies-of-scale
Economies-of-scope
Technical efficiency
Allocative efficiency
Knowledge/technology
And, in reality:
Mismeasurement

NEW ZEALAND 47
PRODUCTIVITY COMMISSION

Te Kémihana Whai Hua o Aotearoa &
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The underlying determinants of productivity

Innovation through research and

development helps boost Productivity, and as ':.
a country we still under-invest in R&D, both at

a business and a Government level, compared

to other countries.

Catherine Beard | BusinessNZ
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Investment is low

* pueiaziimg
K2 sa1e1g palun
K)o olgnday yoez)
* uspamg
* euisny
. d1|qnday >eno|s
> ueder
e eal0}| yinog
. Ajey
& puejad|
* KieBuny
* BIUBAO|S
spuepayiaN
L 2 eluo)sy
* RUEIY
* Kemiop
B puejod
* |oeus|
uledg
< puejal)
* Slewusqg
* Binoquwiaxn

t&IT
*

4 2000-2010

= 2011-2021

* aouel4
kS puejeaz maN
L 2 eljensny
epeue)

K2 eluenyin

¢ 0DIX3A
4 wopBury| payun
* EREEN5)
L 2 edly e1s0)

inery, equipmen
*

Mach
L 2

O O O™ VU 1N S M N «— O
-

(spuesnoyl @asn s10z) @oAojdwae sad
juswdinba pue Aisuiyoew ui D40

|SeJs|
e340) yinos
Uuapams

ueder

$931e1S payun
Auewuan
wni3|ag
pueJaz3IMs
elsny
yJdewuaq
puejui4

pue|a2|

duel4
spue4ayiaN
AemioN
BIUDAO|S
a1|gnday yoaz)
eljeJisny
epeue)
wop3uly panun
eluo3s]
AteSuny

Aley

puejeaz maN
|eSnyuod
puejod

EREESI)

uleds

pue[aJ]
Sanoquwiaxni
aAnnL
eluenyin
dlgnday senols
BIN1ET

SIYd

Blqwiojo)
02IX3aN

Research & Development

o N < o (@] — o

6T0Z ‘ddD jo aSejuadsad e se
a3y uo ainypuadx3y

Higher education R&D

Government R&D

B Business R&D



/

NEW ZEALAND “ /

PRODUCTIVITY COMMISSION

...Or negative 44

Disinvestment in environmental capital

Natural resources depletion (% of GNI)
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Share and venture capital markets are small
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Foreign direct investment

Inward FDI has been falling... ...Outward FDI has always been low
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The business environment and capability

We have a business-friendly environment...

...but capability is low
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Education and skills are vital
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PRODUCTIVITY COMMISSION
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How to improve productivity y,

Productivity is the realisation of
potential. How might we live within our

means individually, as whanau, and as &
globe, while still growing and realising
our potential? | think this is a real
challenge for this and Future
generations.

Hinerangi Edwards | Poutama
Charitable Trust




Investment is the key to improving ——
productivity V4

Productivity is a long game. Productivity
today depends on investments made in |
previous years and generations. The CPAST T
choices we make today will influence our
productivity and standard of living

tomorrow and for future generations. almgs.
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Innovation is the engine of growth

A better process for
selecting focus areas

’l
NEW ZEALAND A7

PRODUCTIVITY COMMISSION
Te Kémihana Whai Hua o Aotearoa /I

Improved governance

Collaborative, to identify 3-4
areas of strength in innovation
and exporting

Significant funding

Material, long-term government
funding for each focus area, devolved
decision making, industry co-investment

Maori leadership and voice

High-level council and devolved ones
for each focus area, with right people
at the table and a long-term view

Alignment of efforts
Policy alignment, reduced

fragmentation, clear direction
for research, industry and skills

Monitoring and evaluation

Maori voice in decisions,
Maori leadership, government
resources and support

Embedded, transparent,
outcomes-focused
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Explore the numbers for yourself with our visualisation tool

Examining New Zealand’s increased rate of income

growth between the late 1990s and 2019
New Zealand Government

Matthew Galt info@productivity.govt.nz
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Abstract July (Héngongoi) 2023 s

This paper provides a macroeconomic level cross-country analysis of New Zealand's
material economic performance over recent decades. New Zealand's growth on traditional
productivity metrics, such as real GDP per hour worked, has been lacklustre. However, its
growth on more comprehensive measures, such as real net national income per capita, has
been stronger since the 1990s. Consistent with New Zealand's real net national income

and real wages have somewhat caught up with higher-income countries, and
emigration has reduced. The sources of New Zealand's real net national income per capita
growth from the late 1990s to 2019 were different to those of mest OECD countries. In most
countries the bulk of the growth in real net naticnal income per capita was due to growth in
real GDP per hour worked (ie, production volumes per hour worked). In New Zealand,
around 60% of cumulative growth was accounted for by a combination of a rising
employment rate, a rising terms of trade, a reduced net international income deficit, and an
unchanged depreciation burden (while most other OECD countries experienced increases).
New Zealand has had broad-based growth in employment compared to other OECD
countries. Much of the rise in New Zealand's terms of trade is attributable to rising export
prices, although it has also been supported by a changing import mix.

* Thanks to many people within and outside the Treasury for their input and feedback on this work, including.
John Janssen, Hilary Devine, Bruce White, Bevan Lye, Simon McLoughlin, Bettina Schaer, Geoff Lewis,
Arthur Grimes, Richard Sullivan, David Haugh, Axel Purwin, Luca Marcolin, Luke Came, Isabelle Hermes,
James Bibby, Tim Hampton, and Renee Philip. Any remaining errors are my own.
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NZ compared to 19 countries

Figure 5: Various metrics for New Zealand as a % of the median of 19 OECD countries

with continuous data (constant 2015 prices and PPPs)
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Source: OECD, World Bank, Haver Analytics, author's calculations
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NNI and GNI

Figure 6: New Zealand’s real NNI per capita (solid lines) and real GNI per capita
(dashed lines) as a % of other countries (constant 2015 prices and PPPs)
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Source: OECD, World Bank, Haver Analytics, author's calculations. See note to Figure 5 for a
description of data sources
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NNI and GNI

Figure 7: New Zealand’s real NNI per capita (solid lines) and real GNI per capita
(dashed lines) as a % of other countries (constant 2015 prices and PPPs)
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Figure 8: Real NNI per capita (USD thousands — constant 2015 prices and PPPs)
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Source: OECD, World Bank, Haver Analytics, author's calculations
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