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Global Assumptions

e This is worse than your normal
recession

e Structural recession needs
structural recovery

e Global imbalances need to reduce

e The three "D’s” delevergaing,
deleveraging and deleveraging

e Developed market growth set to be
sub-trend, emerging market
recovery more robust and
sustainable

e Deflation has been contained to
commodity deflation
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The New Zealand Recession

New Zealand GDP

* Non-tradeables inflation has
AXA GI held Up

Forecasts
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Our own global imbalances

Vulnerable: Twin Deficits - Again
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* Have had to make hard decisions just

to get herel GLOBAL
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e
The old model won’'t work

e The old model: consumption
growth on the back of unrealised
and unsustainable increases in the
value of houses

e The old model won't work anymore

e Can’t rely on continued use of the Vi
savings of others s

e Global imbalances need to reduce - i R %
given we are part of the globe, that ki Iy
means us too!

e Return to fundamental drivers of
economic growth: innovation and
productivity
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——
The “P"” word

Labour Productivity Growth 1970 to 2008
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Work Smarter...Not Harder

Top OECD Countries Ranked by GDP Per Hour Worked - 2008

Gross domestic|Average hours| Total Hours | GDP per | Rank by GDP | Rank by least |
product in worked per worked hour perhour | hours worked
Country US$Hmin person {min) wo rked worked per person
M orway 265 956 1 42 3,723 E5 | 2
Luxembourg 38 995 1613 ah3 B9 .3 2 g
Ireland 157 265 1 603 3,401 55 .0 3 7
Belgium a8k 240 1 565 b S50 55k 4 5
Metherlands b7k 785 1:393 12,181 55k 5 1
United States 14 196 467 1,703 258 573 54 B b 14
France 2140747 1 544 35 801 53.7 b 4
(Sermany 2925275 1 432 57 749 50.7 8 3
Alstria 420 438 1 631 b 599 46 4 4 10
Sweden 340 510 1626 7411 155 10 4
Average 2,149,538 1.554 39,866 53.9
Alstralia 536 435 1,732 18,501 151 12 17
Mew £ ealand 116673 1,753 3819 06 23 19
Sowce: DECH
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e
What do we do about it?

* |nnovate
« Commercialise the innovation —
that's the entrepreneurship bit BEONOMISE e
* Invest in skills incl. foundation
skills

 Invest in infrastructure

« Get the regulatory environment
right

» Play to our strengths - but continue

the search for new ones (that’s the
innovation bit!)
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But we need to remember...

e Government can’t simply
legislate for innovation or
higher productivity

e Greater innovation and
higher productivity
ultimately has to happen in
firms

e Government’s role is to
create the right
environment for innovation
and higher productivity to
happen These guys can'’t do it for us!

e Business owners have to
want to do it

e We will fail if we sit around
waiting for Government to BAL
do it for us |c|i\|L\(/)|55¢0Rs
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In the meantime...

We won't see the usual
cyclical economic recovery -
this one will be far more
muted

Structural change has to
occur...transition of resources
to the export sector

Current “spare” capacity
(output gap) might include
some “redundant” capacity
We might see higher
structural unemployment AND
skills shortages which means
earlier than expected inflation
pressures
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In conclusion...

We can’t continue on the
way we have

We must save and invest
more, consume less

If we don’t change our
ways, others (the world’s
savers) will change it for
us

Work smarter, not harder

Play to our
strengths...forget the
Knowledge Wave, GIF,
ET...Go the old economy!!!

Remember TINA?
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THERE IS NO
ALTERNATIVE
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