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Introduction 

As is well known, the economic and social 

outcomes that New Zealand is generating are 

not great.  There has been a long-running debate 

as to the various possible reasons for this 

performance.  But I will argue that the key 

reason is that New Zealand has not responded to 

the structural changes in the global environment 

over the past two decades.  New Zealand has an 

out-dated view of the global economy – that of a 

commodity exporter – and has not fully 

recognised that responding to the emerging 

global realities requires a more deliberate, 

strategic, comprehensive approach to policy. 

This note sketches out the ways in which 

globalisation has changed over the past 20 years; 

describes New Zealand’s exposure to these 

changes and the inadequate nature of New 

Zealand’s policy response; and offers some 

thoughts on the policy changes that are required 

to respond in a meaningful way.  

Globalisation has changed gears 

For the past several decades, small countries like 

New Zealand have benefited from a relatively 

open, rules-based global economy – and in the 

context of a relatively benign strategic 

environment.  Post-1973, New Zealand was able 

to successfully diversify and grow its export 

markets.  And more recently it has benefited 

from the strong growth in emerging Asian 

markets, notably China.  Although New Zealand’s 

physical remoteness has constrained its global 

engagement, New Zealand has benefited from a 

supportive external environment. 

But the latest phase of globalisation, that is 

perhaps two decades old, is qualitatively 

different.  It is not just about exports, but about 

cross-border flows of capital, ideas, people, and 

much else.  Key features include: the integration 

of large emerging markets; new business 

models, often enabled by technology; increased 

factor mobility across borders – and the 

increased agglomeration that goes with it; and a 

much more networked, connected world. 

The increasing intensity of this process has 

placed growing pressure on many advanced 

economies: declining competitiveness in several 

sectors; substantial pressure on income 

inequality; increased exposure to external 

shocks (because of interconnectedness); and so 

on.  Many advanced economies are struggling to 

respond to these changed realities, and are 

trying to figure out how to strengthen their 

competitiveness, renew the social compact, and 

position themselves in a much messier global 

economic and political environment. 

And the intensity of this process is likely to 

continue to increase: greater competitive 

pressure; ongoing erosion in many multilateral 

institutions and processes; and increased 

volatility, are all more likely than not.  The global 

political environment is also changing, with Asia 

(and particularly China) assuming a much more 

prominent role; economic weight is translating 

into political influence, which raises a series of 

strategic questions for Western countries like 

New Zealand. 

Small economies are particularly exposed to 

these changes, given their higher levels of 
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international engagement.  Many small 

developed countries have done a good job at 

responding to the challenges and opportunities 

presented by globalisation, through deliberate 

economic policy, ongoing efforts at external 

integration, policies to moderate pressures on 

social outcomes, and so on.  Small country 

growth rates have remained steady, the small 

country share of global GDP has remained 

constant, and the level of international 

economic engagement has grown strongly.1 

If anything, small country performance has 

strengthened, relative to larger countries, over 

the past 15 years.  But small countries that have 

not adapted to these new global realities have 

fared poorly, as recent experiences in Europe 

(e.g. Greece) remind us; there is a bifurcated 

distribution of small country performance.    

New Zealand has not responded 

As with other small countries, New Zealand is 

highly exposed to this changing world.  These 

external forces are much more material than the 

domestic policy environment.  A brief 

examination of the last 125 years of New 

Zealand’s history makes this clear – from 

refrigerated shipping, the close relationship with 

the UK – and its subsequent entry into the EC, to 

the impact of foreign investor sentiment on the 

exchange rate.   The international economic and 

political environment clearly has a first-order 

impact on New Zealand’s economic trajectory. 

And the global environment has a material 

impact on New Zealand’s behaviour and 

performance on multiple other dimensions as 

well.  Consider the impact of the globalisation of 

                                                           
1
A longer-form treatment of small country performance and 

prospects is David Skilling, ‘In Uncertain Seas: Positioning 
small countries to succeed in a changing world’, March 
2012 [available at www.landfallstrategy.com]  

the labour market over the past few decades on 

labour market outcomes and the income 

distribution; or New Zealand’s ability to access 

foreign capital; or the forces of agglomeration in 

determining the location of economic activity, 

including trans-Tasman location decisions.   

As noted above, the intensity and significance of 

these global forces has increased substantially 

over the past decade – and accordingly, New 

Zealand’s exposure has also increased. But these 

global changes are not a core part of New 

Zealand’s national debate or of the way that 

policy discussions are framed. 

Indeed, the New Zealand policy debate is 

remarkably introspective.  Many, if not most, 

policy issues are framed in the context of 

domestic dynamics – and global considerations 

are seen as of less relevance.  Maybe all politics 

is local, but we have taken this further than 

most.  This perhaps partly reflects New Zealand’s 

physical isolation, and a sense that we are 

somehow at a distance from these global events. 

But I also think that it reflects an out-dated view 

of the global economy: the world has changed, 

and New Zealand has not fully internalised these 

changes.  New Zealand has the perspective of a 

trader (even though exports make up a much 

smaller share of New Zealand’s GDP than most 

other small developed countries). 

When we do talk about the global economy, it 

tends to be primarily in the context of the world 

as a source of export demand.  Policy-makers are 

interested in global economic developments to 

the extent that variation in GDP growth in key 

trading partners is likely to impact on demand 

for New Zealand exports.  And improving 

international connectedness is defined as 

helping New Zealand firms expand into 

international markets, rather than as 

http://www.landfallstrategy.com/
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understanding the global debate and broader 

global forces.   

This is what I call the ‘black box’ view of 

globalisation: the global economy is an 

exogenous thing from which either positive or 

negative outcomes are produced, and which 

means that New Zealand can either sell more or 

sell less.  The primary transmission mechanism is 

through trade, and there is no real need to 

engage with or to deeply understand the 

broader global dynamics.  The world is ‘over 

there’, except for tourists and the acquisition of 

New Zealand companies and land. 

As recent examples of this domestic orientation, 

I would cite the 2011 Budget speech (cf., the 

Singapore budget speech), independent reports 

like the 2025 Taskforce report, and the election 

campaign at the end of last year that proceeded 

with no real mention of the Eurozone crisis or of 

the significance of President Obama’s 

announcements in Australia regarding the US in 

the Asia-Pacific.  This domestic focus is 

characteristic of much of the New Zealand 

debate (including the business community).  It is 

not only a feature of the public sector.  

And it continues.  The latest economic policy 

thinking from Wellington seems to be based on a 

view that the priority is to improve domestic 

productivity, which will boost New Zealand’s 

competitive position, which in turn will generate 

better outcomes.  The focus is on the domestic 

situation, over which we can exert some more 

direct control, with the international context a 

second-order consideration.  This is not the 

same as an active process of grappling with what 

it means to be a small, remote economy in a 

globalising world.  The focus on domestic 

productivity means that we are not having the 

conversations we need to have about our 

position in the global economy.   

In this sense, New Zealand has not moved on 

from the approach of Muldoon: a largely 

domestically-focused approach, with global 

engagement defined in terms of negotiating 

agreements for foreign market access.  New 

Zealand may have a much more flexible, efficient 

economy – but it is still domestically oriented.  

Perhaps it was New Zealand’s misfortune that 

globalisation began to change gear at the same 

time as we came to the end of the reform period 

in the early 1990s; we were distracted and 

thought there were no more big ideas left. 

My one sentence description of the fundamental 

cause of New Zealand’s economic under-

performance is that we have not responded to 

the latest phase of globalisation over the past 

two decades.  Specifically, we have not figured 

out how to position a small, remote economy to 

compete in a global economy with factor 

mobility, intense competition, and where global 

politics and economics are intersecting to a 

much greater degree.  After the reform process 

wound down in the mid 1990's, the policy 

machinery seems to have run out of steam in 

terms of new ideas and debate (at exactly the 

time we needed to begin to respond).    

This lack of responsiveness to the changing 

global economy is perhaps the most striking 

difference between New Zealand and other 

small developed countries.  Small developed 

countries tend to be highly externally oriented, 

adapting themselves to changing global 

conditions, and to have a very deliberate sense 

of positioning themselves in the global economy. 

My sense is that this goes a long way to 

explaining why New Zealand’s relative 

performance has been worsening, even with a 
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reformed economy.   New Zealand has not 

engaged with serious global changes.  The 

economic consequence of New Zealand being 

small and remote are much greater now than 25 

years ago; agglomeration, cross-border capital 

flows, and new business models make life much 

more difficult for New Zealand now.  

Globalisation is now about much more than 

trade, in which we had a decent position.  And 

yet New Zealand has not responded deliberately.  

Talk of deliberateness in economic policy is still 

viewed with suspicion, even though this is what 

successful small countries tend to do. 

The various structural changes in the global 

economic and political environment are 

enormously consequential for New Zealand.  

They matter more than most of the 

domestically-oriented policies that we tend to 

focus on.  New Zealand cannot treat these as 

‘over the horizon issues’; we need to engage 

with them.  As New Zealanders know, if you 

have your back to the wave you are likely to be 

knocked over – we need to be facing the wave 

by deliberately engaging with the global forces 

that are hitting us.  

What does New Zealand need to do? 

The challenge is to respond to all of the forces of 

globalisation, not simply those that are 

transmitted through the export channel.  We 

need to move away from the black box view of 

globalisation.  The key problem with the black 

box view is that is leads to policy disengagement 

and inaction, because we oscillate between 

complacency when things are positive (there is 

no need to do anything, we can just ride the 

commodity boom) or fatalism when things are 

negative (there is nothing we can do about our 

place in the world except hunker down).  

This broader view of the effects of globalisation 

may dampen some of the optimism about New 

Zealand’s economic trajectory.  Yes, the Asia 

story is real.  But as a small remote economy, 

New Zealand remains hugely exposed to a range 

of other risks (economic turbulence, competitive 

intensity, agglomeration, global labour markets, 

and so on).  We should not overweight the 

export story as the driver of New Zealand’s 

future economic trajectory.  There are clearly 

structural features that play to New Zealand’s 

advantage, but my view is that New Zealand will 

face a much more challenging world with many 

more risks and uncertainties.   

To respond we need to write some additional 

chapters to the existing playbook, which focuses 

on domestic productivity and an active trade 

policy (mainly through FTAs now) as the way to 

strengthen the economy.  The current approach 

is not wrong, but it is an incomplete response to 

globalisation.  Rather, New Zealand should learn 

from other small developed economies in how 

to position a country in the global context. 

To navigate this world, and to develop a view on 

how a small, remote country like New Zealand 

can prosper in this challenging world, will 

require an investment in strategic capacity.  We 

need to understand these global forces deeply.  

What sort of policy strategy is appropriate and 

sustainable for a small, remote economy in the 

emerging global economy?  New Zealand can 

only define a coherent strategy in the context of 

a grounded understanding of the external 

environment.   

To respond effectively to globalisation will 

require all policies to be informed by a clear 

sense of the global context.  Indeed, my 

contention is that, for small countries like New 

Zealand, there is no such thing as domestic 
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policy any more.  Most major areas of policy, 

from education to social policy as well as 

economic policy, need to be designed to work 

well in the global environment in which New 

Zealand will be operating. 

To make this a little more concrete, consider the 

following examples of policies that could form 

part of a coherent response to globalisation: 

developing an economic strategy that has a clear 

view of the basis on which New Zealand will be 

competing; developing a sense of how national 

risk exposures are to be managed and how risk is 

to be allocated in an economy (fiscal policy, 

national savings policy, the design of social 

insurance and labour market policy, the 

provision of education and training); and 

forming a clear view as to how we position 

ourselves internationally (trade agreements, but 

also how we balance increasingly overlapping 

international political and economic 

relationships, and the extent to which we need 

to ‘bulk up’ to manage our risk exposures).   

Moving in this direction is demanding of 

strengthened strategic capacity in government.  

If it is the case that there is no such thing as 

domestic policy, New Zealand needs to invest in 

developing a much stronger international 

orientation and the capacity to generate creative 

policy responses.  In particular, New Zealand 

needs: an awareness of the key global forces and 

New Zealand’s exposure to these; an awareness 

of what other governments – particularly small 

countries – are doing in key policy areas to 

respond; and being across the key debates 

(intellectual awareness).  As a small and remote 

economy, New Zealand will need to over-invest 

in order to overcome the disadvantages and get 

into the flow. 

The performance of other small developed 

countries provides some confidence that it is 

possible to respond effectively to the challenges 

and opportunities of globalisations.  Indeed, 

small developed countries will likely continue to 

be over-represented at the top of the various 

economic and social measures.  But I expect that 

the distribution of small country outcomes will 

widen, perhaps substantially, as a consequence 

of intensifying global forces.  To date, New 

Zealand has significantly under-performed its 

small country peer group.  Improving its 

performance will require a different, much more 

deliberate approach, to engaging with the global 

economy.  
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