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This submission is based on grass roots or bottom up feedback from a small focus group 
of EMA members. It is not that of professional economists or public policy researchers 
who might have put considerable effort into researching the voracity of their proposals. 
Nor is it what all EMA members might agree with. However, the approach we have taken 

may well have produced views and ideas that are more consistent with what business 
owners and managers think. That in itself is valuable. 
 
 

 

INTRODUCTORY COMMENT 

 
 
International comparisons of productivity – especially productivity levels – are useful, 
but also need to be treated with caution. Whilst differences between countries can 
indeed reflect differences in performance, they can also reflect factors such as stage of 
development, labour market arrangements and comparative advantage. Because of the 
different economic circumstances that countries face, catch-up to Australia (as China‟s 
mine) is perhaps not inevitable or necessarily even possible for New Zealand. However, 
as an aspirational goal it is a good one and something that should be attempted. 
 
It is also worth noting in connection with this goal that the Australian Productivity 
Commission has its own workstream concerned with the feasibility of Australia catching 
up to the US level of productivity performance. The Productivity Commission considers 

that this is feasible, although further policy and institutional change may be required. 
New Zealand may therefore end up chasing a receding target when it attempts to gain 
parity with Australia. It may be a better idea for New Zealand to be more aspirational 
again and set our sights on gaining parity with the US. 
 
We do not think there is a silver bullet. Rather, it will take a commitment to taking a lot 
of small steps by both government and the private sector. However, there are some big 

things too that need to be addressed. Of necessity, the proposals we make are for 
mostly government to consider, investigate and implement as they see fit. 
 
 

 

SAVINGS AND INVESTMENT, COST OF CAPITAL AND BUILDING WEALTH 

 
 
The current account deficit, being the second highest as a percentage of GDP in the 
development world, is evidence aplenty that NZ Inc or New Zealanders as a whole live 
beyond their incomes to such a extent that their domestic savings fall well short of their 
borrowing. 
 

Our appetite for debt is so great, banks source a huge proportion of their deposits and 
other liabilities abroad. 
 
New Zealanders have to increase domestic savings, focus their borrowing much more 
towards productive investment than towards capital or inflationary gain. 
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We must raise the capital intensity in business and rely less on cheapish labour to raise 
productivity. Investment in capital plant, technology, automation is too low. The overall 
savings rate is too low. Some dispute this, but the evidence is our consumption 
expenditure is so high that it depends on us borrowing from foreigners to live beyond 
our means. (Note: borrowing from foreigners to invest in raising productivity is fine, but 
borrowing too much to fund consumption of mainly imported consumption goods is not). 

 
Our reliance on foreign money to fund our borrowing pushes New Zealand into one of 
the highest interest rate regimes in the developed world. High interest rates attract 
foreigners‟ savings. This impacts to some extent on our exchange rate. 
 
The New Zealand government and New Zealanders should have as a goal the „earned‟ 
strengthening of the New Zealand dollar so it is worth more and can buy more. 

 
To aspire to a low dollar and low income levels as the only way to support successful 
exporting is dumb. But a high value dollar and higher incomes have to be earned. 
 
The starting place is to increase domestic savings and borrowing less from foreigners. 
With more savings, banks can lend more money. People have more money to invest. 
Ideally, savings need to be efficiently and quickly recycled into productive wealth 
creating business enterprise, good public infrastructure (whether publicly or privately 
funded) and even houses (New Zealand does not have an oversupply of houses). 
 
Increasing domestic savings will also ultimately reduce the cost of capital and those 
savings need a productive investment domestic destination. New Zealand business will 
need to lift its game (productivity and ability to profitably expand) if it is to attract the 
investment it needs. 
 
Compulsory Kiwisaver 
We have to seriously consider making Kiwisaver compulsory for all employers to 
contribute 2% for all employees. Over the next six years, employers could be required to 
increase that compulsory 2% contribution by 1% pa until it reaches 8%. The current law 
allows employers to treat Kiwisaver contributions made by them as part of total 

remuneration. That means that the extra 1% employers contributed to their employees‟ 
Kiwisaver accounts each year for six years would be treated as a pay increase (ie offset 
as such). 
 
While we recoil from compulsion on principle, we accept that like Australia and many 
other developed countries, we need to increase private savings (and domestically funded 
investment). This serves that purpose by getting all New Zealand workers saving. 

Australian employers currently contribute 9% of gross pay into superannuation funds for 
their employees. Consideration is now being given to increasing that to 12%, however 
Australia does not have a universal superannuation scheme for all adults 65 and over. 
 
Partial floating of SOE’s to fund infrastructure investment 
We believe the government needs to raise money for infrastructure investment in New 

Zealand instead of borrowing so much. We suggest that they sell at least 49% of their 
shareholdings in commercial SOE‟s, to New Zealanders. The money raised could be 
invested in the NZ Investment & Development Fund which in turn would buy 
infrastructure bonds to fund public infrastructure development.  
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NEW ZEALAND INVESTMENT AND DEVELOPMENT FUND 

 
 
We propose the establishment of a NZ Investment & Development Fund to help build 
New Zealanders‟ wealth. The fund could be managed by an SOE, a Trust with the 

depositors as its beneficiaries or a Co-operative owned by depositors (savers). We 
suggest that the „Cullen Fund‟ be transferred to it. Whether or not New Zealanders can 
afford National Super in the future has little to do with the existence of the Cullen Fund. 
What it depends upon is our ability to significantly increase our future GDP per capita to 
be able to afford National Super. 
 
Whether the NZ Investment & Development Fund is run by an SOE, a Trust or Co-

operative, the Cullen Fund could be transferred to it.  
 
A proportion, maybe up to 50%, of all Kiwisaver money, could be required to be invested 
into the fund. Existing KiwiSaver providers could be required to deposit a proportion of 
their savers‟ money into the fund. 
 

 

UPPING THE GAME IN THE PRIVATE SECTOR 
 
 
New Zealand business (owners, managers, employees), need to do a whole lot better in 
providing higher value products and services, increasing the proportion of income from 
exporting and raising their stakeholders‟ real incomes. Easy to say, but not so easy to 

achieve. 
 
Government policies, actions and behaviours need to be aligned to achieving business 
success. This will be referred to later. But governments cannot make businesses „up their 
game‟. They can only make it easier and more worthwhile. Business owners and 
managers need to understand that their best interests and that of their employees is not 
best served by relying on low wages and a low New Zealand dollar. 
 
The number one objective for all business, whether in the public or private sector, must 
be to raise the value and gross profit margins on the products and services they sell. 
 
We need to increase investment in science, research and development. It is too low. It is 
half the percentage of GDP invested by other developed countries. We believe the 

private sector needs to be kick started through smart tax incentivisation. 
 
The public sector also needs to increase its investment in science, research and 
development. CRI‟s and universities need to significantly improve the rate of 
commercialisation of their inventions and innovations. The Marsden Fund could be 
expanded with more public money and by encouraging private sector philanthropy, again 
tax incentivised. 
 
Some proportion of government revenue derived from reducing carbon emissions could 
be channelled into science. 
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In the event that the world does one day get serious about taxing CO2 and methane 
emissions and rewarding those who reduce them, then we feel that New Zealand should 
consider making the halving of methane emissions in the dairy industry a priority. The 
government and Fonterra could set that as a goal to be achieved within say 10 years. 
The research necessary for that objective to be reached would then be funded and when 
achieved would be worth hundreds of millions of dollars in greenhouse gas emission 
credits. Exploiting the greenhouse gas reduction industry with tree planting and 
researching/developing new technologies to reduce or capture emissions could be 
realisable opportunity, especially for exporters. 
 
There is, despite considerable misgiving about the global political and public commitment 
to green initiatives, a significant commitment growing in New Zealand to „Greentech‟ and 
making our „green and clean‟ brand stronger by action. Hence, a goal to become a 

Greentech solution oriented world leader has support and could be promoted more. 
 
We need to lift New Zealanders‟ skills and encourage more students into science, 
engineering and vocational skills. To do this we also need to lift the maths achievement 
of school students. Additionally, all tertiary students should be taught basic business 
skills and about the rewards from being entrepreneurial. 
 
Business NZ has proposed a list of things that need to be done to raise productivity. 
They include: 
 

 Reviewing Working for Families to address the up to 100% marginal tax rates 
applying to its recipients when they rise up the income ladder; the unintended 
rorts it has created, its generosity and the high level of bureaucracy that 
accompanies it. 

 Raising literacy and numeracy levels 
 Make education part of the productivity agenda 
 Have immigration policy settings that support companies rather than act as a 

barrier 
 Ensure our ETS doesn‟t damage our competitiveness 
 Simplify dismissal and collective bargaining rules 

 Allow competition in accident compensation 
 Establish a NZ Productivity Commission 
 Include property rights in the Bill of Rights 

 
We support all of these points. EMA (Northern) is a 52% „owner‟ of Business NZ. 
 
 

 

SME’s 

 
 
If we are going to see marked improvement in productivity, then we cannot overlook the 
fact that 97% of New Zealand businesses employ less than 20 people or 31% of all 

employees (conversely 0.4% of businesses employ more than 100 employees or 47% of 
them). SME‟s could be given a „self-audit‟ check list of steps that might address issues 
such as: 
 

1) The “if and how” of further investment in my business – am I doing all I can? 
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2) Have I really got the best up-to-date plant and equipment relevant to my 
operations? 
 

3) Have I really done enough to ensure that my staff skill levels are what I must 
have and/or what new retraining steps do I need to take on at this time, in the 
future? 
 

4) Are there actually ways in this business of mine that we can „work smarter‟ – 
what would I have to do to run a more effective and efficient organisation? Is 
there a source of outside help I might engage to assist with these issues? 
 

5) Are there new market opportunities for me „out there‟? Should we review our 
existing markets and perhaps even consider an export initiative? 

 
6) Do I have the right business model? 

 
Recently, EMA published a new book called Lean. It has been selling well. Eighty SME‟s 
attended a seminar based upon it and another 150 are booked to come on two more 
seminars. But there are over 400,000 SME‟s. We are only scratching the surface. 
 
Governance and development of many SME‟s is greatly improved when their owners join 
the likes of University of Auckland ICEHOUSE programmes or when they establish 
„Advisory Boards‟. For SME‟s to grow, the need advice re process, sales, HR, funding, 
products, design innovation, etc. 
 
Advisory Boards have added great value but many competent people are wary of joining 
them because they do not want, inadvertently, to be mistaken as a deemed director. 
Does the Companies Act need to allow for an “Advisory Board”? 
 
SME funding is another issue. From our enquiries of banks, we found that about 90%+ 
of all loans to SME‟s are secured by mortgages over the homes of owners. Those that 
are not, pay the current base rate of 9.85% to which is added a risk margin. This is 
limiting and its expensive. 

 
Suggestions we have had include: 
 

 Developing an SME equivalent of the shared equity home-start programme 
 Encouraging trading banks to develop and promote working capital funding 

products 
 

 

 
GOVERNMENT AND PUBLIC SECTOR 

 
 
Leadership and Culture Change 

Above all, governments need to lead and stop populist do nothing, don‟t rock the boat 
and let‟s get re-elected behaviour. The Prime Minister must explain to New Zealanders 
what is at stake; why we should consider public/private partnerships and the advantages 
of selling say 49% of SOE‟s. The government may even have to get New Zealanders to 
buy into wanting a growth and higher per capita income country as many seem to 
oppose that, or what that requires us as a nation to do. 
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Leadership is required to get New Zealanders to buy into a growth economy and higher 
real incomes for all. The Prime Minister has to state specifically what has to be done to 
achieve that, eg mining our minerals wherever they may be, but in a truly high quality 
environmentally sound way, floating say 49% of SOE‟s, living within our means, etc. 
Governments have failed to sell what has to be done to raise our living standards. 
 
We should incentivise mineral, oil and gas mining by allowing high write off of 
exploration and development costs. Even if these minerals are in a national park, the 
government, as owner, can set down stringent environmental safeguards which they can 
show the public and gain support for authorising such mining. New Zealand‟s unproven 
oil and gas reserves under parts of our continental shelf are thought to be huge. 
 
We need to promote an understanding of the importance of international trade in New 

Zealand and the importance to New Zealand of earning foreign exchange by export of 
goods and services, tourism and foreign direct investment. We could introduce 
International Business as a core component of schools‟ curriculums throughout New 
Zealand at all levels, promote it as a real career option, and lead by example.  
 
All cabinet ministers could be required to lead at least two trade delegations each year to 
Asian, Middle Eastern, Latin American and African destinations. In essence, virtually all 
overseas trips by ministers should have a “trade” component included, with a business 
delegation attached for that part of the trip – this costs no more, but adds value for the 
dollars spent. 
 
The Employment Relations Act should be amended too. That has been well covered by 
Business NZ, but one new suggestion we got was that the Act should either require or 
encourage employers to ensure Collective Employment Agreements contain a clause on 
improving productivity. Many other things have to be included in collectives so why not 
productivity? 
 
The government has to cut back ramping up the massive public debt projected over the 
next decade. It could instead sell off 49% of all commercial SOE‟s and use that money 
instead of borrowing to invest in high value infrastructure. If foreign ownership of shares 

in SOE‟s, which ultimately adds to our balance of payments deficit, is a worry to New 
Zealanders, then KiwiSaver or the earlier proposed NZ Investment & Development Fund, 
could be required to hold a certain percentage of such shares. Alternatively, the shares 
could be reserved for New Zealand residents only ownership. Sure, that would reduce 
their value at the point of floating and thereafter, but it provides a great opportunity for 
domestic investment and the capital markets. 

 

The government needs to cut its operational expenditure and be less generous with 
unemployment for life welfare payments, less generous with interest free loans to 
students and less generous with Working for Families type welfare. A cap on how much 
students can borrow interest free makes sense. ACC costs also need to be reined in via 
competition. The current levels of projected government borrowing are too high and will 
be a drag on our economy and people in the future. 

 
Taxation 
The government needs to seriously consider proposals from the Tax Working Group, 
especially those that reward earning income with lower income taxes and those that 
reward consumption and the use of labour less, and those which encourage capital 
accumulation and productive investment. 
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We say the company tax rate (CTR) should be reduced to at least 20% in order to 
achieve two things: 
 

 Attract more FDI and encourage more domestic investment 
 Increase company after tax retained earning for growth investment which ought 

to ultimately lift companies‟ taxable incomes 
 
Secondly, imputation credits be abolished in order to do two things: 
 

 Partly to offset the loss of revenue from dropping the CTR to at least 20% 
 To incentivise New Zealand companies to remain in New Zealand instead of 

shifting to Australia. One reason New Zealand companies shift to Australia relates 
to the fact that their Australian shareholders cannot access imputation credits 

attached to dividends. So, if there are no imputation credits at all in New 
Zealand, then New Zealand and Australian shareholders would be on an equal 
footing. Currently, when a New Zealand company has a majority of shareholders 
in Australia, it is encouraged to shift there so that their Australian shareholders 
can access franking credits. 

 
The tax laws enacted by the last government that assumes New Zealand investors 
overseas earn 5%(?) taxable income on their foreign investments should be looked at. 
New Zealanders‟ investment into Australia is currently excepted from this. This 
encourages New Zealand investors to invest in Australia and New Zealand rather than 
any other country. Why, by this, do we encourage investors to invest in Australia 
specifically, but not other countries? Don‟t we want to encourage wide diversified foreign 
investment by New Zealanders? Australia has done well in attracting New Zealand 
investment from this. 
 
Government Spending and Debt 
The public sector must raise its productivity. Public sector spending is not producing 
enough good value. 
 

 Working for Families needs to be re-designed 

 Leveraged investment in real estate has to be discouraged 
 Loopholes have to be plugged that allow wealthy people to hide their incomes in 

trusts and then claim Working for Families‟ welfare as well as getting the state to 
pay for their elderly care because they personally have no assets 

 Student interest-free loans should be capped to a level proportionate to the fees 
payable for the particular tertiary course. Loans to go over the cap should pay full 
market interest 

 Plan to raise the eligibility age for National Super. We are going to need people 
who are living longer to work longer and support themselves longer. Consider a 
low Super payment for early retirees and a more rewarding higher National Super 
for those who go beyond 65. Why do we want to waste this people resource when 
we are going to need them to continue working? It‟s not just about affordability. 
It is about the labour market having to depend on people working longer as we 

go into the next 25 years of massive baby boomer retirement with about 18 
retiring for each new person entering the workforce 

 Put a cap on the period a person is eligible for an unemployment benefit. After 
say six months, all fit unemployed people could be employed by the state, local 
government or the private sector (only if private sector employers so wish) on a 
work for the dole basis that is not lower than the minimum wage. The employer 
should pay half the cost for the first six months and the full cost thereafter 
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CONCLUSION 

 
 
New Zealand has to achieve labour productivity growth about 2.5 times the rate of the 

last decade in the next one to close the gap with Australia. 
 
The story hasn‟t changed. We still need much greater economic diversification and 
expansion to escape the domination of low price commodities. 
 
Manufacturing still needs to become more capital intensive and less reliant on relatively 
cheap labour by developed world standards. Exporters still need to escape reliance of a 

low New Zealand dollar. 
 
The elected government still needs to do more to bring New Zealanders to understand 
and support the need for change. 
 
New Zealanders have become more reliant on foreigners‟ savings which we borrow to 

live beyond our means. 
 
The decline in the old kiwi culture of self reliance and accepting responsibility for 
ourselves and our families has waned even more, to be replaced by more and more 
people who want the state to take care of them and to protect them from their own folly. 
As a nation, more and more of us oppose mining, wind farms, dams, privatisation, 
competition, profit, sharemarkets and even financial success. Leaders in business and 
government have failed to explain the consequences of this shift in the culture of New 
Zealanders. It, and our falling living standards, has lead to about 13% of kiwis deserting 
our shores to other countries where they can and are financially better off. 
 
This submission has covered the need for greater savings and investment, deeper capital 
markets and has proposed the establishment of a NZ Investment Development Fund. It 
acknowledges the need for both the private and public sectors to up their game in a 
range of things and proposes ways this can be done. 
 
The importance of science, research and development and a higher skilled workforce has 
been given a lot of weight. Public sector investment in R&D needs to double over time 
and the private sector‟s capacity to undertake R&D and commercialise innovation has to 
be raised. 

 
We have highlighted the danger of New Zealanders and its‟ government living beyond 
their means and how that will become a drag on the future if it is not reversed.  
 
Taxation reform that penalises income earning less, investment less and consumption 
more has been advocated. 
 
There are no silver bullets. Effort is required over many fronts. 
 
 
Alasdair Thompson 
CHIEF EXECUTIVE         
 

19 November 2009  


