
 

10 June 2010 

 

VIA EMAIL & POST: secretariat@2025taskforce.govt.nz 

 

Dr Don Brash 

Chair 

2025 Taskforce 

PO Box 3724 

Wellington 

Dear Dr Brash 

Thank you for the invitation to contribute to the 2025 Taskforce’s second report on how to improve New 

Zealand’s productivity and close the income gap with Australia. 

Your letter noted that the Taskforce’s first report downplayed the significance of further government-

funded research and development in helping to close the income gap, and asks if it was right to do so.  That 

raises an important issue around how New Zealand can generate added wealth and jobs from the 

investment which government and the private sector currently makes in research and development.   

Where New Zealand seems to perform poorly, as your first report briefly touched on, is in terms of the 

commercialisation of the research which is already occurring.  New Zealand produces considerable 

innovation.  We have world-class research agencies, particularly in specialist areas such as agri-tech, food, 

and bio-pharmaceuticals.  Yet we have a very low rate of commercialisation of the intellectual property 

which is generated.  Should we, therefore, be focusing on producing even more research?  Or should we be 

focusing on how to generate more value from the research already funded?  The answers are complex.  

Obviously there will be public benefits from increasing the spending on research.  But it is also important 

that we apply greater focus to improving the use of the research which is already produced.  In a world of 

scarce resources, there will inevitably be trade-offs. 

Early Stage Innovation Fund 

These issues were the focus of a recent report by the Entrepreneurial Summit Research and Development 

Working Group (of which I was a member).  It looked at how to improve New Zealand’s poor performance 

in terms of commercialising publicly-funded university and Crown Research Institute research.  A key 

recommendation of that Working Group report (see appendix 1) was the establishment of a new Early 

Stage Innovation Fund to commercialise research emerging from universities and CRIs.  One option is to 

model it on the existing Trans Tasman Commercialisation Fund1.  It would be run on a fully commercial 

basis.   

                                                
1
 The Trans Tasman Commercialisation Fund is a collaboration between leading universities across South Eastern Australia and New 

Zealand, and a capital provider – Westscheme, Western Australia’s largest non-government Superannuation Fund.  It is an AU$30 

million investment fund established in 2008 to commercialise research at Auckland University and four Australian universities. 



 

Venture Capital Investment 

The Capital Markets Development Taskforce also highlighted this issue of insufficient risk capital hampering 

the development of innovation-based young companies in its report last year. The Taskforce encouraged 

the government to explore new instruments to improve commercialisation with the aim of making our 

capital markets ‘an engine of growth’, and to develop the pipeline of companies progressing from start-ups 

through to the NZX Top 50.  It is axiomatic that increasing the number of companies which enter the 

private markets pipeline will see a higher number of companies exiting the pipeline in future years.  Some 

will inevitably fail, as is the nature of new business formation.  But more will survive and prosper.  And 

economies even benefit from the dynamic of ‘creative destruction’ associated with inefficient firms failing 

and releasing resources to more efficient and expanding firms. 

Overcoming that lack of capital has the potential to have disproportionately beneficial economic impact, if 

it results in increased levels of high-growth start-up formation.  United States research2 looked at the 

economic impact of fast-growing young firms on the US economy. Just 1 percent of companies - those 

growing the fastest – generate roughly 40 percent of new jobs in any given year.  Fast-growing young firms 

(between the ages of three and five) account for less than 1 percent of all companies in the economy, yet 

generate 10 percent of new jobs each year. 

Finding the solution to the lack of private investment capital for high growth start-ups may require a unique 

New Zealand solution to overcome New Zealand investors’ fear of risk.  That fear will abate when we enjoy 

a mature market involving fund managers with strong track records of successful investment.  New 

Zealand’s market is too young to be able to boast such a record and it will take time to achieve.  Building a 

venture capital industry is an ‘increasing returns’ business – it is much easier to do the 100th investment 

than the first.  As the life of a venture capital fund is 10 years, it takes time for venture capitalists to build 

capability and successful track records.   

It is important, therefore, to continue the progress which has been made.  New Zealand’s venture capital 

industry was non-existent prior to NZVIF’s establishment.  We now have the infrastructure such an industry 

needs - a pool of fund managers, and good regulatory settings such as the limited partnerships legislation, 

for example.  But securing greater private capital for the venture capital market to continue this progress is 

the key challenge.  We now need to consider new investment products which could reduce the risk to 

investors, or could facilitate the establishment of a private fund-of-funds focused on early stage 

investment.  As has been the case in other jurisdictions, including the United States, continued government 

support is required to continue the momentum towards a self-sustaining venture capital sector. 

Deeper Capital Pools 

Your letter also asks what it is that Australia has done well from which we could learn.   

                                                
2
 “High-Growth Firms and the Future of the American Economy”, Dane Stangler, Ewing Marion Kauffman Foundation, March 2010. 



 

One marked difference between the two countries is the size of our capital pools.  Australia has around 

A$1.3 trillion in superannuation assets, and this is growing by around A$100 billion a year.  This is an 

enormous resource – it is the fourth largest capital pool found anywhere in the world - which has been 

generated out of a compulsory superannuation regime.  It is why we see funds, such as the Trans Tasman 

Commercialisation Fund, using Australian savings to invest into the very best research opportunities 

emerging from New Zealand’s top university.  Singapore is another country which has benefited from 

having enormous pools of capital derived from a compulsory savings regime. 

There would be considerable benefits to the New Zealand economy if we had far deeper pools of capital.  

The opportunities and incentives to invest in the productive economy would be stronger.  We would be 

better placed to withstand external economic shocks, as we have experienced in the past few years.  High 

growth companies would benefit from a much deeper pool of investment capital.  The pipeline of 

companies progressing through the private markets to public would expand.  Our public investment 

markets would benefit from both the increased availability of capital and from greater investment 

opportunities assuming we see more firms flowing through the private markets pipeline on to the publicly-

listed markets. It would reduce the flow of promising New Zealand companies being owned by offshore 

investors – and many more New Zealanders would have a share in the development of the next generation 

of leading New Zealand companies. 

How New Zealand could develop deeper capital pools is a challenge for policy-makers such as the Taskforce 

to respond to.  The answer might lie in compulsion, or rebalancing the incentives for investing into the 

productive economy, or a blend.  But the empirical evidence of the benefits flowing from greater savings 

are striking and worthy of consideration. 

I wish you well in your deliberations.  If it would assist your Taskforce, I would be happy to meet with you 

and discuss the issues raised. 

 

Yours sincerely 

 
 

Franceska Banga 

Chief Executive 

 

Attached:  

1) Entrepreneurial Summit Research and Development Working Group Report 

2) NZVIF 2009 Annual Report  

3) LECG 2009 Report: Venture Capital and its Development in New Zealand 

4) Young Company Finance Newsletter, February 2010  

 


