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Productivity matters



The drivers of material living standards
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In the last decade and a half, positive terms of trade 
changes have increased incomes
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Some of the income gains have flowed abroad
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The drivers of material 
living standards
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Innovation 

Business practices 

Social capital Environmental capital 

Skills Intangible capital 

Inputs unmeasured in national accounts that 

therefore appear as multifactor productivity 

 

Innovation 

system 

Investment, capital 

& Financial Markets 

International 

linkages 
Infrastructure 

Business capability 

& dynamics 
Skills & education 

system 
Institutions 

Underlying Determinants 

 

• Software

• Databases

Digitised 
information 

• R&D

• Mineral exporation

• Artistic, entertainment, and literary originals

• Attibuted designs (industrial)

• Financial product development

Innovative 
property

• Market research and branding

• Operating models, platforms, supply chains 
and  distribution networks

• Employer-provided training

Economic 
competencies

Currently 

included in GDP 

 



The components of productivity

• Economies-of-scale

• Economies-of-scope

• Technical efficiency

• Allocative efficiency

• Knowledge/technology

And, in reality:

• Mismeasurement

SRAC1

SRAC2
SRAC3

SRAC4

SRAC5

SRAC6

LRAC

Constant returns-to-scale

 

 A 

 B 

 C 

 D 

 

O
u

tp
u

t 

Input 

 

O
u

tp
u

t 

Input 

 Production frontier 

A 

IA&

B 

OA&C 

 B 

 C 

 Input-oriented technical inefficiency 

The extra inputs the firm is using to produce 
its output 

 
Output-oriented technical inefficiency 

What the firm could be producing using the 
same amount of inputs 

 

C2 
 

Crackers 

W
in

e 

GSWF1 

2 

C1 

W1 

GSWF2 

1 
W2 

PPF 



New Zealanders work longer hours and get less output per 
hour than most OECD countries 
Hours worked per year vs output per hour relative to the OECD average, 2019 
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New Zealand’s relative decline began in the mid-20th century 
Real GDP per capita (USD 2011), 1870–2018 

NZ’s productivity 
starts falling below 
Australia and Canada

NZ is one of the most 
productive countries NZ is one of the 

least productive 
countries



New Zealand’s economic growth was driven by increasing 
labour input in the two decades prior to COVID-19



Aotearoa New Zealand’s growth has come from working 
more hours, rather than increased productivity
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New Zealanders continue to work long hours 
Average hours worked per employee, 1970–2020 

New Zealand’s employment rate has recovered 
strongly since the 1990s 
Employment rate (% of population), 1970–2020 

20

25

30

35

40

45

50

55

60

1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020

Em
p

lo
ym

e
n

t 
ra

te
 (

%
)

Australia Canada Denmark Early OECD

South Korea New Zealand Sweden United States



COVID-19 hit hours worked, not employment
Quarterly hours worked and employment (seasonally adjusted) 



Labour productivity and hours worked during the 
COVID-19 pandemic



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



Investment is low

Business R&D Government R&D Higher education R&D

Research & Development Machinery, equipment & IT



…or negative

Disinvestment in environmental capital



Share and venture capital markets are small

Interest rates have tended to be high



Foreign direct investment

Inward FDI has been falling… …Outward FDI has always been low



The business environment and capability

We have a business-friendly environment…

…but capability is low



Education and skills are vital

Education outcomes are declining from past levels… …and there are wide disparities



Our institutions are strong

Institutional quality Trust in government
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How to improve productivity





Thank you
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