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Developments in individual OECD countries - 93

New Zealand

Activity is expected to slow in 2003 after four years of healthy growth. Continued strength in domestic demand will not
suffice to offset the damping effects of weaker terms of trade and a sharply higher currency. However, the slowdown is
likely to be short-lived, with growth returning to its medium-term potential rate of 3 per cent in 2004.

The currency appreciation has taken the pressure off monetary policy, as it should drive inflation down to the middle of
the 1 to 3 per cent target range. Hence, interest rates can be left unchanged for the time being. The budget remainsin
surplus, and the government is prudently not raising expenditure in response to higher-than-expected revenues until it is
confident that the fiscal surprise will prove permanent.

Activity was buoyant last year, with GDP growing by 4% per cent. The export Economic activity has been
sector was robust in the first half of last year, but weakened considerably thereafter. strong...
However, domestic demand picked up to ensure a vigorous finish to the year. The
labour market is very tight, with unemployment below 5 per cent and participation
rates close to historical peaks. Consequently, inflation has picked up, with most mea-
sures of core inflation near 3 per cent.

The main drivers of growth last year were the lagged impact of high terms of ... but some of the driving

trade and a weak currency, both of which lifted farm incomes, with flow-through forces have eased

effects to the rest of the economy. A high rate of immigration also contributed to a

residential construction boom. These forces have begun to wane. The terms of trade

have fallen by around 10 per cent from their peak, and the (trade-weighted) exchange

rate has increased by 30 per cent from a deeply depressed level. Immigration, which

has slowed only slightly, is likely to have a much smaller impact on residential con-

struction growth over the next year, as the building industry is running at full capac-

ity. Instead, demand pressures will drive up house prices.

Persistent strength in domestic demand is likely to carry the economy forward Domestic demand momentum
for the first six to nine months of this year. Rising employment, a pick-up in wage should partly offset weaker
growth, and the wealth effect of higher house prices are all expected to contribute to  exports
solid consumer spending, at least in the cities. Spending in rural areas, however, will
probably weaken. Export growth is projected to remain weak for most of 2003, due
to sluggish global demand and the currency appreciation. The stronger New Zealand

New Zealand
Domestic demand has been driving growth The exchange rate has bounced back
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Monetary and fiscal settings
remain prudent

There are several risksto the
outlook

New Zealand: Demand, output and prices

1999 2000 2001 2002 2003 2004
Current prices
billion NZD Percentage changes, volume

Private consumption 65.1 2.0 22 38 34 2.6
Government consumption 20.1 -1.9 35 4.6 29 25
Gross fixed capital formation 20.3 74 -1.7 8.0 49 2.7
Final domestic demand 105.4 23 16 4.8 36 2.6
Stockbuilding 14 -0.5 0.2 0.2 -0.2 0.0
Total domestic demand 106.8 17 18 49 34 2.6
Exports of goods and services 322 6.8 20 7.6 4.6 6.4
Imports of goods and services 33.2 0.2 14 8.8 6.3 5.6
Net exports® -1.0 21 0.2 -0.2 -0.5 0.3
GDP (expenditure) at market prices 105.8 39 20 4.6 29 29
GDP deflator _ 24 48 0.3 11 25

Memorandum items
GDP (production) _ 4.0 2.7 44 31 29
Consumer price index _ 26 26 2.7 2.0 2.0
Private consumption deflator _ 21 21 15 16 2.0
Unemployment rate _ 6.0 5.3 5.2 51 53
General government financial balance® _ 0.9 1.8 13 0.8 05
Current account balance® 52 28 31 -46 -46

Note: National accounts are based on official chain-linked data. This introduces a discrepancy in the identity between
real demand components and GDP. For further details see OECD Economic Outlook Sources and Methods,
(http:// www.oecd.or g/eco/sour ces-and-methods).

a) Contributions to changesin real GDP (percentage of real GDP in previous year), actua amount in the first column.

b) Asapercentage of GDP.

Source: OECD.

dollar will also hurt the price-sensitive tourism industry next summer. In 2004, how-
ever, export growth should recover in step with the world economy. Business invest-
ment should pick up as well, since capacity utilisation rates have been high for some
time, but this is unlikely to occur until global uncertainties — both geopolitical and
economic — begin to fade.

The appreciating exchange rate has taken much of the pressure off monetary pol-
icy. While domestically-generated inflation (the prices of non-tradables) was around
4 per cent last year and is rising, it is being offset by decelerating import prices, result-
ing in consumer price inflation being driven below 2 per cent this year. But it is likely
to edge up again when the impact of the currency appreciation subsides. Consequently,
official interest rates, which are currently around “neutral” levels, do not need to
change for the time being. On the fiscal side, the government’s accounts remain in
healthy surplus, and tax revenues are substantially higher than forecast, even after
adjusting for the unexpectedly buoyant economy. The government is prudently not
spending these windfall revenues until it is confident that they are here to stay.

Apart from uncertainty about the strength and timing of the global recovery,
risks include the impact of the summer drought, the highly uncertain outlook for resi-
dential construction and the possibility that the effects of the tight labour market feed
into wages and prices. The current account deficit, which is forecast to rise to its
long-run average of 5 per cent of GDP, combined with the high net foreign debt posi-
tion, may increase the country’s vulnerability to swings in investor sentiment.
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Conventional signs

$ US dollar . Decimal point
¥ Japanese yen LI Calendar half-years
£ Pound sterling Q1,04 Calendar quarters
€ Euro Billion Thousand million
mbd Million barrels per day Trillion Thousand billion
. Data not available s.a.a.r. Seasonally adjusted at annual rates
0 Nil or negligible n.s.a. Not seasonally adjusted
- Irrelevant
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Real GDP

Real total domestic demand

United States
Japan

Euro area
European Union
Total OECD

United States
Japan

Euro area
European Union
Total OECD

Inflation®

United States
Japan

Euro area
European Union
OECD less Turkey
Total OECD

Unemployment

United States
Japan

Euro area
European Union
Total OECD

Current account balance

United States
Japan

Euro area
European Union
Total OECD

Short-term interest rate’

United States
Japan

Euro area

World trade®

Summary of projections?

2002 2003 2004 2002 2003 2004
| 1 | I | I
Percentage changes from previous period
24 25 4.0 35 2.7 17 38 4.1 38
0.3 10 11 10 35 0.0 0.6 12 14
0.9 1.0 24 11 11 0.9 14 26 29
1.0 12 24 12 14 10 15 2.6 2.8
18 19 3.0 25 24 14 24 32 32
3.0 28 4.0 4.2 33 21 38 4.2 38
-0.3 0.5 04 -04 3.2 -0.6 -0.2 0.5 0.7
0.3 11 24 04 1.0 1.0 15 26 29
0.7 13 25 0.7 15 11 1.6 2.8 3.0
19 20 29 24 2.8 14 24 31 31
Per cent
11 16 13 0.9 13 20 12 15 13
-1.7 -2.2 -1.8 -1.7 -2.6 -2.1 -1.8 -1.8 -1.8
24 19 17 25 21 19 18 16 16
25 19 18 2.8 21 19 19 18 18
14 13 12 15 12 15 12 12 12
21 17 14 20 17 19 15 14 13
Per cent of labour force
5.8 6.0 5.8 57 5.8 6.0 6.1 59 5.7
54 5.7 57 53 54 5.6 58 5.7 57
8.2 8.8 8.7 8.1 83 8.7 8.8 8.8 8.6
7.6 8.0 79 75 7.7 8.0 8.1 8.0 79
6.9 7.2 7.0 6.8 7.0 7.1 7.2 7.1 6.9
Per cent of GDP
-4.8 -54 -55 -4.6 -5.0 -54 -54 -55 -55
28 31 3.9 3.0 2.6 29 34 38 41
11 14 14 0.9 13 13 14 14 14
0.9 10 1.0 0.7 1.0 10 1.0 10 0.9
-11 -1.2 -1.2 -1.0 -11 -1.2 -11 -11 -11
Per cent
18 14 3.0 19 16 13 14 2.6 35
0.1 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0
33 23 23 34 33 25 21 21 25
Percentage changes from previous period
3.6 59 8.8 59 7.9 4.1 75 9.3 9.4

Note: Apart from unemployment rates and interest rates, half-yearly data are seasonally adjusted, annual rates.

a)

b)
©
d)

Assumptions underlying the projections include:
- no change in actual and announced fiscal policies;
- unchanged exchange rates as from 26 March 2003; in particular 1$ = 120.10 yen and 0.936 euros,
- the cut-off date for other information used in the compilation of the projectionsis 4 April 2003

GDP deflator.

United States: 3-month eurodollars; Japan: 3-month CDs; euro area: 3-month interbank rates. See box on policy and other assumptions underlying the projections.
Growth rate of the arithmetic average of world merchandise import and export volumes,
Source: OECD.
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