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16 November 2009 
 
 
 
Dr Don Brash 
Chair, 2025 Taskforce 
Via email: secretariat@2025taskforce.govt.nz 
 

2025 TASKFORCE – PRODUCTIVITY IMPROVEMENTS AND CLOSING THE INCOME GAP 
 
I am very pleased to provide this submission at a critical time in the Government’s strategic thinking 
for a long term growth plan for New Zealand.  
 
My experience in developing three of New Zealand’s larger resource projects over the past 6 years 
(directly and as a joint venture party), taking two listed companies into the NZX Top 50 index and 
raising more than half a billion dollars over that period, means I have an unusual, if not unique 
perspective on some of the key issues restricting growth in this country. 
 
Currently, I am Managing Director and CEO of Pike River Coal Limited, a dual listed metallurgical coal 
producer. Prior to that I worked for New Zealand Oil & Gas Limited for 20 years, including 5 years as 
General Manager during which time we developed the offshore 50 million barrel Tui oilfield (as a joint 
venture party) and commenced development of the offshore Kupe gas/condensate field (also as a 
joint venturer). Incidentally, NZOG was the initial joint venture operator and discoverer of the Kupe 
field in 1986 and developed the Tui oil play which resulted in its discovery. 
 
Pike River Coal is expected to export more than $4 billion of high value coal to international market 
over its 18 year+ life. Tui is likely to export $5 billion of oil to international markets over its life. Kupe 
is a critical part of New Zealand’s domestic gas supply and will also sell more than $1 billion of light 
oil to international markets. 
 
I have spent 7 years working in Australia with NZOG and have extensive joint venture experience 
having dealt with a number of the world’s largest oil and gas companies whilst with that company. 
 
Pike River Coal was floated on the New Zealand and Australian stock exchanges in May 2007 and is 
the country’s only local listed coal company. Our new mine is an innovative, significant and complex 
$240 million engineering project which is a show-case of modern mining. 
  
My parents were dairy farmers who moved to Australia and purchased a dairy farm there, now run by 
my brother, so I have more than a passing understanding of that industry. 
 
I am on the Staterra Board. Staterra is a recently formed minerals advocacy group with members 
including Solid Energy, Newmont and Oceania. 
 
The views expressed in this letter are purely my own and are in no way deemed to be the views of 
Pike River Coal. I request that this letter remain confidential. I would welcome the opportunity to 
discuss this submission with the Taskforce. 
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AN EXPORTER’S VIEW 
 
There is one relatively painless, but fundamental step that the Government can take to dramatically 
improve New Zealand’s future well-being and close the income gap with Australia. That step is to 
ensure that the New Zealand dollar trades at or about its ‘true’ value. The Reserve Bank Act needs to 
be amended and the brakes on inflation relaxed for some years to allow an accelerated and 
extended period of economic growth to occur. 
 
The artificially and unjustifiably high New Zealand dollar that exists for significant periods of time has 
transferred massive wealth from our exporters to overseas purchasers of our goods and services. The 
extreme volatility in exchange rate is impossible to hedge against on a long-term basis at reasonable 
cost. New Zealand has consequently been deprived of many billions of dollars of export revenues. 
This has contributed heavily to our slide down the OECD GDP rankings over the past 20 years. 
 
For example, in the year ended June 2008 the NZ dollar averaged approximately 77.5 cents against 
the US dollar. If the cross-rate instead was the long-term average of approximately 59 cents, dairy 
exports alone of NZ$9.29 billion would have generated an additional $2.7 billion of revenues. 
 
The Reserve Bank uses interest rates as its primary tool in controlling the exchange rate. This has not 
been effective and in fact is perversely counter-productive.  
 
By using this monetary tool, the productive sector of New Zealand industry has been forced to pay 
much higher interest rates than most developed countries elsewhere around the world. This has two 
impacts, quite apart from forcing the NZ dollar upwards.  
 
Firstly, there is a diversion of funds from wealth-creating opportunities to higher financing costs. 
Unfortunately those redirected monies have either ended up in the hands of largely overseas-owned 
banks or finance companies many of which have since collapsed, depriving the economy of badly 
needed capital.  
 
Secondly, the effect of increasing interest rates is inflationary in its own right. The cost of capital goes 
up and business seeks to pass that cost on to the customer if it can. This is done much more easily in 
the domestic market where there is a lack of competition in many areas (eg government services, 
power, infrastructure, airlines, telecommunications etc), than it is in the highly competitive 
international market. The inflationary impact from interest rises is therefore only really felt by the 
domestic market. 
 
Furthermore, the reality is that most domestic inflation is imported. Most commodity prices are set in 
US dollars – dairy, meat, wool, kiwifruit, oil, coking coal, aluminium, steel and other metals. 
Increasing New Zealand interest rates does absolutely nothing to control the inflationary impact on 
those goods.   
 
House prices are largely driven by worldwide property movements. New Zealand tends to lag about 
two years behind the Australian market where property prices in turn follow behind worldwide 
movements.  
 
One of the few areas where inflationary pressure can be controlled at a domestic level is salary and 
wages. Is it therefore any wonder that New Zealand wages have fallen far behind our counterparts in 
Australia or that our best and brightest head for greener pastures overseas? 
 
On the import front, the competition is coming from low cost producers such as China. Increasing our 
interest rates is not affecting their cost of production.  
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It is simply not good enough to say there is no ‘silver bullet’ when this issue is so fundamental. Why is 
the New Zealand dollar the 11th most traded currency in the world? Simple, it is because the 
currency is small enough that it can be manipulated by multi-billion hedge funds and currency 
traders.  
 
Why is the NZ dollar trading just 15% below all time highs when the government has announced a 
record $10 billion deficit and we continue to move down OECD rankings? 
 
Simple, because the market believes that the Reserve Bank will initiate a series of interest rate 
increases in 2010 making our already high interest rate even more attractive to overseas investors.  
 
The New Zealand economy must run hot for a number of years to claw back many years of 
regression. That means we may have to accept inflation at levels considerably higher than 3%. 
Ultimately, as long as economic growth rates exceed the rate of inflation we are making progress. 
Countries such as China, Taiwan and South Korea have experienced incredible growth and are 
prepared to accept the cost of higher inflation as an unavoidable by-product. Eventually they export a 
substantial component of that inflation with their products. 
 
The other reason usually given for increasing interest rates, is to dampen down house prices. Mark 
Weldon, NZX, has pointed out in his July 2007 submission to the Finance and Expenditure 
Committee, that: 
 
The key finding of this paper [Inflation Illusion, Credit and Asset Prices”, by Piazzesi and Schneider, 
2006] is the existence of a non-monotonic relationship between the price-to-rent-ratio on housing 
and nominal interest rates.  Specifically, housing booms occur both when the nominal rate is 
especially low, and when it is especially high.   
 
This is critical because RBNZ has been operating on a theory that increases in the nominal interest 
rate will dampen, not fuel the housing bubble.  This paper shows that, under certain conditions, the 
opposite is true – a high interest rate policy will actually fuel a housing bubble.  The technical 
explanation is that in either a low or high interest rate environment, disagreement about real interest 
rates between smart and illusionary investors stimulates borrowing, and lending, and thus drives up 
the price of collateral (housing stock).   
 
New Zealand will not break the shackles unless the export sector is given the opportunity to do much, 
much better. What we have been doing for many years is not working.  
 
Nobel Award winning economist and globalisation advocate Joseph Stiglitz said in April 2008 
“Inflation targeting in open economies facing imported inflation is a foolish policy. You are targeting 
things you don’t control. It can even be counter-productive.  
 
As you raise interest rates you attract capital into the country, cause an asset bubble. But it restricts 
investment of the kind you do want – real industry investment. It does not restrict speculation from 
abroad,” he said.  
 
“In an open capital market context, not only are high interest rates unlikely to be effective in 
addressing the sources of inflation, but they lead to rising exchange rates which are bad for exports 
and distort the economy. The only way the policy can work is to cause such high levels of 
unemployment that wages and non-traded goods start to fall. This is a case where the cure is worse 
than the disease.” 
 
The Reserve Bank Act needs amending so there is more than just an inflation focus. Equally 
important is long term economic growth. The inflation range should be widened and the target 
softened to become a guide rather than an absolute. The Reserve Bank should be decreasing 
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interest rates not increasing them. It must take a much longer term view than it has done historically. 
Choking off a recovery next year by driving up interest rates would be crazy. 
 

AN ENTREPRENEUR’S VIEW 
 
The country desperately needs a significantly more innovative and commercially effective 
environment, together with a focussed framework of strategic planning to achieve specific long term 
goals. The climate for risk-takers and entrepreneurs needs to be improved and research and 
development must be dramatically increased. Ultimately, a country’s success will depend upon 
innovation and commercialisation of those ideas. We have got to start embracing innovation rather 
than fearing it. We have got to give our best and brightest the tools to succeed, and to do that, we 
need the confidence and commitment of the government. 
 
New Zealand enjoyed a golden run up until the 1960s as world leaders in agricultural innovation, and 
pioneers in aerial top-dressing, electric fencing and the herringbone-design milking shed. It is 
commonly recognised that one of New Zealand’s greatest strengths is its agricultural sector and its 
abundant water supply. It is one of the very few areas in which we enjoy an international competitive 
advantage. 
 
One other area in which New Zealand has an international advantage is its petroleum and minerals 
wealth - an area neglected by previous governments for decades. At long last this sector, which has 
tremendous potential for growth, is receiving appropriate government recognition of its contribution 
and potential. 
 
Areas where we have a competitive advantage must be treated like gold. 
 
Why then, have successive governments over the past 20 years focussed so hard on reducing 
dependence on the rural sector when this has been the backbone of our economy, our main revenue 
producer, our source of inspiration, innovation and growth? 
 
For the forseeable future, in a rapidly increasing and hungry world population looking for food, it will 
remain that way. We are witnessing an economic growth revolution in Asia, on a scale never before 
seen in our lifetimes. China and India, each with 1 billion plus populations, are growing at 
unprecedented rates and will continue that level of expansion for the next 20 years. 
 
Consequently, the grab for resources and intellectual technology is in full flight. Massive resource 
deposits are being snaffled by Indian and Chinese buyers in Australia, Africa, Mongolia, Indonesia 
and elsewhere. Intellectual proprietary rights are being seized, sometimes at bargain prices as 
witnessed by recent local examples: Haier buying into Fisher & Paykel and Agria into PGG Wrightsons.  
 
New technological breakthroughs are vital. On a recent trip to Hyundai in South Korea we were 
advised that their current year budget on research and development was US$3.5billion. The whole of 
New Zealand spends less than half of that. Australia reportedly spends 4 times what New Zealand 
does on R&D and we have to out perform them.   
 
It is telling that Hyundai, a car manufacturer, is investing heavily in photo-voltaic (solar) cells. 
Significant technological advances are being made in this field and costs are expected to become 
competitive with conventional fuel sources in a few years. This could well become a significant new 
revenue stream for Hyundai. 
 
South Korea is a classic case of a long-term (30 year) strategic plan being executed where the drive 
and focus towards the end objectives has been totally disciplined. You cannot expect success if 
national strategic goals chop and change every few years. South Korea focused on the automotive 
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industry and has developed from one of the poorest countries in the world to one of the richest. You 
only have to look north to see what happens if the focus is directed somewhere else! 
 
Whilst diversification should be applauded it is critical that the focus stays on the main game. 
 
Why then does the government seek to make New Zealand the only country in the world to shackle 
the agricultural sector with a costly emissions trading scheme? 
 
For some reason we think we can make a miraculous breakthrough in feed design and reduce animal 
methane emissions. And whilst we try to do this, we lumber the economy with the biggest drag on 
productivity imaginable and make our most competitive sector less competitive than the higher 
polluting and less efficient developing countries.  
 
Frankly, if this step was taken, it would beggar belief. 
 
Sure, if that breakthrough comes, then impose the scheme on the agricultural sector provided the 
international community is doing the same, but not before. 
 
New Zealand is widely acknowledged globally as a nation of innovators but these creative 
entrepreneurs tend to sell early in the company maturity cycle to overseas interests and, accordingly, 
the opportunity to create international companies is lost. Smart ideas and risk-takers need to be 
fostered and encouraged. Part of the incentive will come from creating a climate where more 
competitive salaries attract and retain local talent, but the government has a major part to play. 
 
We need New Zealand to add more value to primary goods before export. Classic examples include 
exports of logs, sheep carcasses, and coal. There are no easy answers, but this should be one of 
several prime focuses for the government. 
 
We must develop a long-term, national strategic plan and stick to it. This plan cannot be for the next 
3 or 5 years. It needs to span a generation.  
 
The country’s areas of competitive strength must be analysed and plans made to assist those 
industry sectors to maximise their growth potential. For example, the New Zealand dairy industry, 
between 1999–07 achieved productivity of $83ha/yr and has set a target of $110 ha/yr in its 5-year 
plan. Government should work with the dairy industry on a 25 or 30-year plan and determine what 
steps it can take to assist, meet or exceed those goals. This is by no means to say the government 
should control the agenda, but it should be obligated to work alongside industry to achieve mutual 
goals. 
 
Research and development needs a massive boost, not a few million or even a couple of hundred 
million. Appropriate tax incentives are critical. We should be targeting another $2 billion plus, led by 
an appropriate vehicle that will foster the smart ideas, perhaps an industry-government-university 
think tank.  
 
The New Zealand education system does little to encourage entrepreneurs. The old adage that 
entrepreneurs are born not made may well be true – but kids need to have their horizons broadened 
and be given the vision that creates a hunger to succeed. Specific incentives should be offered for 
university courses which feed innovation and entrepreneurship.  
 

A DEVELOPER’S VIEW 
 
New Zealand business growth is constrained by ready availability of capital. The root causes are 
many, but main factors are: public reluctance to invest in the share market, overseas ownership of 
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New Zealand banks, a collapsed secondary finance sector, overseas ownership of most broking 
firms, a young national superannuation scheme, an investor preference for dividends over capital 
gains, a lack of home-grown international companies and significant investment in small businesses -  
in particular, the farming sector.  
 
Business can only grow with access to capital. New Zealand banks are largely overseas-owned and 
any sizeable lending decision is made by the Australian parent. When making those decisions the 
bank has many competing uses for its capital. Usually the New Zealand venture will be smaller or 
riskier than its Australian counterpart and in a competitive market for capital, the New Zealand entity 
loses out. Consequently it can be extremely difficult to raise debt-funding for new projects in New 
Zealand. The secondary finance sector has until recently filled some of this gap. Due to the collapse 
of that sector this problem is only going to get worse. 
 
A similar issue exists in the sharebroking community with most local broking firms now owned by 
multi-nationals making local fund-raising more difficult. 
 
Difficulty in accessing capital, which has also been high cost, has led to under-investment in new 
technology. Unfortunately the ‘number 8’ mentality dominates the wallet. Investment in new 
machinery is delayed, expansion plans are put on hold, money is not spent on R&D, new products are 
not developed and the vicious cycle of under-investment continues. 
 
Part of the solution may be to set up a government-owned commercial bank or majority owned joint 
venture bank. Kiwibank has been an outstanding success and similar drivers exist for commercial 
lending. 
 
The national superannuation scheme is providing a source of badly needed capital for public 
companies. Whilst the merits of the scheme are now obvious, it could have been established much 
more effectively. In Australia the superannuation scheme is compulsory and it is running at 9%. As a 
result employees in Australia effectively received a 1% pay rise for 9 years. This has contributed to 
the disparity in wages compared to New Zealand. 
 
New Zealand should make its scheme compulsory and over time match the Australian contribution 
rate. At present its voluntary nature is contributing to inequity between participants and non-
participants. The tax break was extremely effective in encouraging membership and illustrates the 
benefit of well-directed government incentives. 
 
Public-private partnerships for major infrastructural projects should be encouraged. These have been 
used effectively in Australia for many years providing billions of dollars for important roading and 
tunnelling projects in major cities. The public reluctance to pay for toll roads tends to be overcome 
over time by the convenience. There are several substantial infrastructural projects suitable for PPPs 
in New Zealand. 
 
The government should consider selling partial interests or specific assets held by state owned 
enterprises. This would give greater depth to the listed companies market.  
 
The lack of entrepreneurs and new opportunities will reverse over time. Nothing breeds success 
better than success. 
 
It is likely that successful emerging New Zealand companies tend to sell overseas interests because 
the local capital market is so thin. A combination of the measures proposed in this submission will 
serve to boost capital markets.  
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So in summary: 
 

• The Reserve Bank Act must be amended 
• An innovative and commercially savvy business environment must be fostered with 

appropriate incentives provided for a massive boost in research and development spending 
• Constraints on access to capital for business growth must be removed. 

 
 
 
Yours faithfully 
 
 
 
 
 
Gordon Ward 


