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WHO IS BERL?

Business and Economic 
Research Limited (BERL) is 
privately-owned independent 
NEW Zealand company 
providing a range of 
business and economic 
advice to both public  
and private sector clients.

BERL was established in 
1958 and continues to strive 
for leading edge economic 
and business analysis and 
solutions that serve the 
practical needs of clients.

BERL has a wealth of 
experience and knowledge 
on a range of disciplines and 
areas in the economics field.

BERL has a history of 
assessing and facilitation 
regional development and  
infrastructure activities.

WHAT CAN BERL DO?

BERL’s professional staff 
provides economics based 
research and analysis across 
a wide range of fields to the 
public and private sector. 
 
BERL’s services include:
>  economic impact 

assessments  of, and 
maximising benefits 
to fund, infrastructure 
projects, industries, 
facilities and attractions.

>  strategies for regional  
economic development.

>  research and analysis  
into  topical social and 
policy issues.

>  projections for regional 
growth and employment  
by industry and occupation.

>  expert testimony and 
critical reviews on 
economic analyses.
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FORECAST SUMMARY

Detailed data tables (annual and quarterly figures) for the numbers and charts in this document are avail-
able to subscribers at on request.
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SUMMARY

While there have been almost audible sighs of relief 
all around, the longer-term issues and challenges 
facing the New Zealand economy remain remarkably 
unchanged, pre- and post- recession.  The sighs that 
the worst of the recession has passed may also be 
expressions of relief that the economic situation did not 
approach the ‘worst case’ scenarios that some were 
pedalling.  

But the relief should be tempered.  Looking beyond 
the short term, options for the shape of the forecast 
recovery are: V, W, L or U.  We go for the U option - 
but more like a flat saucer than a steep-sided coffee 
mug.

We remain unconvinced that an export-led story is 
ahead of us.  Dairy, kiwifruit, logs and wine exports 
appear to be quickly back to long-term growth 
trends.  But meat, pulp, timber, tourism, apples and 
manufacturing are set for (yet another) period of 
consolidation.

With some confidence returning to householders, 
consumer spending may begin to grow.  However, 
job security concerns - and likely upward pressure 
on mortgage interest rates - are likely to temper 
such growth.  Decisions on Government spending, 
employment and benefit policies are also relevant here.

Business investment spending is more likely to lag, 
rather than lead the recovery.  The availability and price 
of funds is an issue, with the average business base 
lending rate remaining in double digits.  Government 
infrastructure investment contributes to the recovery, 
but it remains frustratingly slow in making such a 
contribution.

Our forecast for GDP growth (production based) for 
the March 2010 year is an average -0.5%.  Thereafter, 
annual growth averages close to 2% for each of the 
following March years.  However, employment growth 
is unlikely to reappear till late-2010.  This keeps the 
unemployment rate in the range 6.5% to 7.5% over the 
forecast horizon.

The current account balance of payments is improving 
primarily due to reductions in imports and in the deficit 
on investment income.  Such movements are not the 
foundation for an ongoing sustainable improvement. 

THE PICTURE

Key Indicators: Forecast Summary And Comparisons

2008 2009 2010 2011 2012
Real GDP
March year average % change
BERL 3.1 -1.1 -0.5 1.9 2.0
Reserve Bank 3.1 -1.1 -0.3 3.6 3.9
Treasury 3.1 -1.1 -0.4 2.4 3.2

CPI Inflation
March quarter annual % change
BERL 3.4 3.0 2.7 2.2 2.3
Reserve Bank 3.4 3.0 1.8 1.8 2.6
Treasury 3.4 3.0 2.5 2.3 2.2

Employment FTE Growth
March year average % change
BERL 0.6 0.8 -1.4 0.1 0.7
Reserve Bank -0.2 0.7 -1.1 1.3 2.2
Treasury 0.8 0.9 -1.8 -0.9 1.0

Export Volume Growth
March year average % change
BERL 3.0 -3.2 1.7 -0.2 2.9
Reserve Bank 3.0 -3.2 1.0 2.9 5.7
Treasury 2.9 -3.3 0.4 -0.2 5.4
 
Reserve Bank : Monetary Policy Statement, December 2009
Treasury : Half-Year Economic and Fiscal Update, December 2009
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Collective sighs of relief that the worst of the recession 

has passed are almost audible.  This is illustrated in 

the tone in Treasury’s latest assessment contained in 

the Half-Year Economic and Fiscal Update (HYEFU).  

Compared to their Budget update, the tone is more 

considered between a modestly recovering export 

sector and fast rebounding business investment 

spending.  And this tone also shows through in a 

revised peak in net debt forecasts to 30% of GDP, 

as opposed to the more horrendous suggestions 

emanating earlier.

Of course, the sighs could well be driven by relief that 

the economic situation did not approach the ‘worst 

case’ scenarios that some were pedalling.  But the 

relief should be tempered.  While things got nowhere 

near as bad as some suggestions, the notion that the 

NZ economy has weathered the storm well is similarly 

short sighted.  Looking beyond the short term, options 

for the shape of the forecast recovery are: V, W, L or 

U.  We go for the U option - but more like a flat saucer 

than a steep-sided coffee mug.

A V-shaped recovery is unlikely despite the upbeat 

sentiment arising from some finance market 

indicators.  These indicators are again out of step with 

the real production economy fundamentals.  Business 

investment spending has plummeted and will remain 

sluggish given ongoing cash flow considerations and 

constraints on the availability of credit.

A W-shape is always on the cards, but appears to have 

been averted with the help of resurgent commodity 

prices and continued net migration inflows.  As 

always, an over-zealous policy response could easily 

turn the nascent recovery into a double-dip downturn.  

But monetary policy is not the greatest risk in this 

context.  The risk is the fiscal policy stance.  With the 

Government spending most of this year emphasising 

the parlous state of the Government Accounts and 

laying the foundations for imminent expenditure 

cuts, it was refreshing to see HYEFU taking a more 

measured tone.

It is perhaps pertinent to reprint a few comments from 

our December 1990 BERL Forecasts - the last time 

a Government was considering balancing the books 

while in the midst of a downturn:

“The initial effect of cutting expenditure to reduce the 

deficit is to cut incomes elsewhere in the economy, 

thereby causing a further decline in private sector 

sales volumes.  The additional decline in sales creates 

further underutilised capacity in the private sector, 

further reducing investment activity and employment.  

These trends simply reinforce the defensive behaviour 

of households, leading to further cuts in their 

expenditure and further losses in private sector sales 

... We favour deficit reduction where it reduces waste 

and makes additional real resources available for more 

productive purposes in the private sector, but that can 

only succeed when there has been an improvement 

in both business and household confidence, so that 

freed resources will indeed be utilised in private 

sector activity.  That cannot be the case when these 

two key sectors are in their current defensive mode.”

The manner in which Government responds to 

Treasury’s fiscal deficit projections will be critical in 

determining whether a W is well and truly averted.

The L-shape profile was the horror scenario.  But 

with the recovery of global economic growth, this 

scenario can remain in the textbooks for now.  The US 

economy has started growing again; signs of growth 

have also appeared in Europe; China and India have 

reinforced their leading role in the Asian hemisphere; 

while Australia barely blinked.

Our assessment compiled by Ganesh Nana

State of the NZ Economy
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SUMMARY

Settling on the U-shape scenario begs the question of 
what sort of activity is set to underpin such a recovery.  
While less pessimistic than three months ago, we 
remain unconvinced that an export-led story is ahead 
of us.  Consequently, our medium-term outlook is 
best described as subdued rather than bright.  In 
particular, selected export categories (dairy, kiwifruit, 
logs and wine) appear to be quickly back to long-term 
growth trends, while petroleum is set to be a welcome 
addition to the export earnings statistics.  But other 
export categories (meat, pulp, timber, tourism, apples 
and manufacturing) are set for (yet another) period 
of consolidation before they are in a position to 
meaningfully contribute to positive growth.

This leaves investment or consumer spending as 
growth drivers.  With some confidence returning to 
householders there may be some room for consumer 
spending growth to increase.  However, job security 
concerns - and likely upward pressure on mortgage 
interest rates - are likely to temper such growth.  
Government spending decisions, which could impact 
on employment levels in Wellington in particular, or on 
incomes nationwide if benefit payments are trimmed 
(or the rules are tightened), are also a factor in this 
assessment.

And as implied above, business investment spending 
is more likely to lag, rather than lead the recovery.  The 
availability of funds remains an issue for many small 
businesses, as does its price - the average business 
base lending rate remains in double digits according 
to Reserve Bank statistics.

With modest to moderate quarterly expansion from 
now, our forecast for GDP growth (production 
based) for the March 2010 year is an average -0.5%.  
Thereafter, annual growth averages close to 2% 
for each of the following March years.  However, 
employment growth is unlikely to reappear till late-
2010.  This keeps the unemployment rate in the range 
6.5% to 7.5% over the forecast horizon.

While the export picture is dominated by dairy prices 
and log volumes, the actual story for receipts is 
not promising.  Taking our top three merchandise 
export earners together - dairy, meat and forestry - 
the 12 months to October sees revenue down 1.5% 
compared to that of the previous year.  Adding in 
all other merchandise exports bring total annual 
revenue down by 4%.  And while visitor numbers 
have struggled back to near year-earlier levels, the 
composition of such visitors ensures the total spend 
figures are not great.  Consequently, the current 
account balance of payments is improving primarily 
due to reductions in imports and in the deficit on 
investment income.  Needless to say such movements 
are not the foundation for an ongoing sustainable 
improvement.

So, while there may be sighs of relief all around, the 
longer-term issues and challenges facing the New 
Zealand economy remain remarkably unchanged, 
pre- and post- recession.
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