
  

 

Parliamentary Inquiry into Manufacturing 
 

 

 

 

 

 

Some comments on manufacturing development policy 

 

20 December 2012  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Dennis Rose 

20 Ames Street 

Paekakariki 5034 

 

04-905-8747 

dennis.rose@clear.net.nz 

 



Parliamentary Inquiry into Manufacturing 

 

Introduction 

 

1.  Manufacturing policy, as one element of overall economic development policy, 

has to be nested within a framework combining individual and community aspirations 

in terms of income, employment, social justice, and care of the environment. 

 

2.  With respect to commercial production we are interested in encouraging activities 

that deliver high incomes (both entrepreneurial and labour incomes) and full 

employment (at some acceptable definition), without imposing unacceptable costs in 

areas such as working conditions or environmental degradation. 

 

3.  Manufacturing activities lie on a continuum, ranging from those which are closely 

related to New Zealand’s resource based industries and are thus, to some extent at 

least, sheltered industries and those that are essentially footloose in the sense that they 

could easily be undertaken overseas.  Particularly for footloose industries, the key 

determinant of continued success is the ability to sustain profitable production in 

competition with producers in other countries. 

 

4.  The conditions of international competition are thus salient.  In the era of fixed 

international exchange rates, up until the 1980s, New Zealand addressed this issue 

through deliberate protective policy, sheltering domestic producers by import 

licensing, tariffs and the exchange rate itself.  In an open economy with floating 

exchange rates the competitive boundary of New Zealand manufacturing is much 

more exposed.  The good side of the current regime is that it concentrates economic 

activity in areas of comparative advantage, and thus contributes to higher per capita 

incomes.  The downside, on the evidence of the last several decades, is that it leaves 

the economy operating significantly below full employment.  Additionally, the more 

open economic environment is associated with increases in inequality. 

 

5.  While the scale of New Zealand manufacture is critically influenced by our 

international economic frontier the internal dynamic of the sector depends on past 

investments in real productive capacity, its institutional structure, the skills and 

motivations of owners, managers and workers, access to finance, linkages to other 

industries, including both suppliers and customers, taxation, the regulatory 

environment and the supply of government services, including infrastructure.  Even in 

a closed economy things can be done better or worse. 

 

6.  These considerations suggest two key questions: 

 

1. What are the more important things that need to done to improve the dynamic 

efficiency of the manufacturing sector? 

 

2. What are the most appropriate policies relating to the economic boundary 

between New Zealand and the rest of the world? 

 

I leave aside other important questions, including the balance between economic 

social and environmental objectives. 



  

 

Improving the dynamic efficiency of the manufacturing sector 

 

7.  Decades of talking with manufacturers tell me that they are centrally motivated by 

the challenge of making useful things.  They know that they need to do this at a profit 

and so are concerned with the commercial environment within which they work, but 

the essence of what they are about lies with what they make, how they make it and 

how to fit it better to the needs and demands of their customers. 

 

8.  The central reference for a manufacturer is thus the firm itself.  Its successes and 

failures, its productivity and efficiency, are anchored on its own internal processes.  

Public policy plays around the edges.  It is nevertheless fundamentally important.  

Inappropriate policies can inhibit the firm, as can failures in supplying public services. 

 

9.  So the first lesson for the state is to learn not to do things that do not need to be 

done and to do well those things that can usefully be done.  Determining what these 

are is an ongoing process, desirably alongside interested parties and subject to 

ongoing scrutiny by natural sceptics, including control agencies such as the Treasury. 

 

10.  Four areas seem to me to deserve special attention: 

 

Industry level analysis of opportunities and problems. 

 

11.  Producers in particular industries face many common problems and opportunities.  

Although naturally competitive with one another they also have common interests, 

which can often be explored and analysed through joint efforts.  These may be 

successfully pursued through industry associations, or by lesser groupings of 

interested firms, but in cases where resolution of the problem or realisation of some 

opportunity is also contingent on government action, direct participation by 

government or at least ongoing interaction with government may be essential.  The 

government’s manufacturing policy framework needs to encourage and provide for 

such interaction.  Getting the balance right, avoiding a too prescriptive public policy 

framework, but ensuring that government is there when needed and plays an active 

role, is not an easy task.  But it is a necessary task on which we have under performed 

in recent years.  A current search of the website for the Ministry of Business, 

Innovation and Employment using “manufacturing policy” finds no matching items, 

whilst “industry policy” yields a sole reference to radio spectrum allocation. 

. 

Research and other industry support services. 
 

12.  New Zealand’s expenditures on research and development are low relative to 

OECD average levels (private firms only one third of OECD levels in R&D and 

overall, including government, R&D totals not much more than half OECD levels).  

This pattern is certainly correlated with lower productivity and likely a significant 

cause.  The issue of New Zealand’s R&D has been extensively canvassed in recent 

years, see for example the 2011 report into R&D in the high value manufacturing and 

service sectors, Powering Innovation, commissioned by the Ministry of Science and 

Innovation.  This issue certainly deserves attention by your committee and I 

encourage you to follow through on key recommendations of the cited report 

including, developing a strategic approach linking R&D providers to the high value 

manufacturing and service sectors, expanding investment in R&D, enhancing and 



  

 

expanding the skill base and improving linkages with tertiary institutions and 

providing oversight and leadership through a Science on Innovation Council.  Finally 

I note the need to position R&D matters within the wider framework of industry 

analysis discussed under the previous point. 

 

Developing corporate structures that help keep manufacturing firms onshore. 

 

13.  A small nation that wishes to share the benefits of successive waves of 

international technological innovation must necessarily be highly integrated with the 

world economy.  This imperative, the associated high levels of exports and imports of 

goods and services and the commercial integration of corporate and financial 

structures, means that we are used to seeing high levels of foreign investment in many 

industries.  This should not be allowed to disguise the fact that our national prosperity 

is very much conditioned by the successes and failures of our own entrepreneurs.  A 

domestically owned company returns its profits to New Zealand and has a greater 

potential to built and use domestic skills and resources and to build networks with 

other local companies.  Our policy framework needs to encourage such growth and to 

provide ownership and governance structures that help keep such operations onshore.  

Needless to say this is a question of balance.  Successful firms will in time grow large 

and many will see increasing advantage in building multinational links and ownership 

patterns.  But others will not and the policy framework should help them develop 

corporate structures that enable them to keep control onshore. 

 

Building the skills of the manufacturing workforce. 
 

14.  A manufacturing workforce is a diverse assemblage, with skills ranging from the 

ability to perform rudimentary repetitive tasks to high-level technical, organizational 

and administrative skills.  From society’s perspective we value the sector’s ability to 

provide both high level challenges that engage the creative energies of some of our 

brightest people and to provide at the same time remunerative routine work in a good 

working environment for the large numbers who see their place of work primarily as a 

means of earning their living.  The potential and capabilities of the manufacturing 

sector is positively related to the skill sets of its workforce.  We have a collective 

interest in enhancing the skills possessed by new entrants to the workforce and in 

ensuring that those already at work can add to their skill-sets in appropriate ways.  

Faced with the uncertainties of unfolding future demand and the uncertainties 

associated with the gradual unfolding of individual aspirations, interests and 

capabilities, these are not easy tasks.  They require ongoing adaptation.  The prime 

need is a good educational foundation and a framework that enables and encourages 

individuals to enhance their vocationally related skills.  These matters have been the 

subject of review over the last two years.  The Consultation Document and the 

supporting History of Industry Training (available on the Ministry of Education 

website) provide material that could usefully be taken into account in your inquiry. 

 

The economic boundary between New Zealand and the rest of the world 

 

15.  New Zealand’s ongoing balance of payments deficits and the sustained high level 

of New Zealand’s net international liabilities are in my view symptomatic of an 

underlying policy failure.  I say in my view, because many of my professional 

colleagues hold quite different views on this matter.  Perhaps the majority of the 



  

 

profession would, if pressed, argue that balance of payments deficits and the 

associated net international asset or liability positions of nations (NZ, OZ and the 

USA amongst them) are best seen simply as the outcome of the decisions of a myriad 

of economic actors, each assessing the options open to them and making choices 

appropriate to their circumstances.  Some will argue that if we cannot reject the view 

that what is happening may be no more than the outcome of optimal decisions by 

well-informed economic agents, then we have no basis for policy concerns arising 

from the outcome. 

 

16.  That seems too sanguine a view to me.  New Zealand’s high level of net 

international liabilities exposes us to the risk that some of these liabilities may not be 

able to be rolled over when needed.  Additionally my research over the past decade 

(Rose 2010) suggests that New Zealand’s high level of net international liabilities is 

associated with something like a 2.0 per cent differential in interest rates above those 

that would prevail were our net international assets and liabilities in balance.  This 

interest rate differential imposes costs on borrowers (both commercial and non-

commercial), contributes directly to our balance of payments deficit and tends to 

elevate New Zealand’s nominal and real exchange rates thus further deteriorating our 

balance of payments. 

 

17.  Continuing balance of payments deficits on their current scale suggest an 

overvalued exchange rate.  In The influence of the exchange rate on New Zealand’s 

exports and imports (Rose 2001), I found that the level of exports was significantly 

affected by the level of the real exchange rate and that volatility in the real exchange 

rate tended to reduce the level of exports and (less clearly) raise the level of imports.  

Higher and more volatile real exchange rates tend to exacerbate the balance of 

payments deficit. 

 

18.  Although these tendencies affect all exporters they are of particular moment for 

manufacturers and producers of tradable services who do not share the resource rental 

buffer enjoyed by the farming, forestry, fishing and mining industries. 

 

19.  Under the New Zealand monetary policy regime the sole policy objective, 

medium-term price stability, is pursued by operations on the official cash rate.  

Developments in the wider economy, including output growth and the exchange rate, 

are monitored by the Reserve Bank but do not directly enter into its decision-making. 

 

20.  These wider outcomes are however of central relevance to manufacturing policy.  

A policy framework that delivers on one single objective, inflation control, but, also 

contributes to substantial unemployment, a high real exchange rate that discourages 

exports, a fluctuating real exchange rate that discourages investment in export and 

import substituting investment and encourages capital inflows that help sustain a 

highly risky level of international liabilities is certainly under performing and 

arguably seriously dysfunctional. 

 

21.  But is there an alternative?  We live and operate in a world where most of our 

main trading partners operate floating exchange rates with considerable short and 

medium term variation and instability in cross rates.  Even a New Zealand regime 

anchored in some way to the TWI exchange rate would leave our traders exposed to 

significant variation in exchange rates against particular trading partners.  Accepting 



  

 

that considerable variability is inherent in the world in which we live, the question is 

whether New Zealand could, without incurring unacceptable costs in terms of other 

policy outcomes, secure a more appropriate (lower trend average) and less variable 

TWI, than under the current regime?  The obvious exemplar is Singapore, which 

operates its low inflation monetary policy using an undisclosed exchange rate band as 

its intermediate target.  The policy is generally credited with significantly reducing 

the level of exchange rate variability (Hall 2004) and is associated with strong balance 

of payments and net international investment position outcomes (Sen 2010).  There 

are questions about how easily that policy framework could be emulated in New 

Zealand.  Speaking in 2010 John Whitehead, then Secretary to the Treasury, whilst 

conceding the urgency of a significant correction to New Zealand’s external 

imbalance, suggested that “the case of Singapore, with its large balance sheet and 

ability to influence short-term capital flows, is the most obvious example of an 

exchange rate regime that we cannot easily copy” (Whitehead 2010).  Granted, New 

Zealand’s highly negative net international investment position makes a bad starting 

point, but the defining question is not the ease of the transition but whether, on 

balance, we should be attempting to make some such transition and to construct a 

monetary policy framework that reduces the medium-term volatility of our real 

exchange rates and hopefully secures real exchange rate levels consistent with 

movement towards external balance. 

 

22.  I am sure that we should be actively exploring options in exchange rate policy 

within the context of an open low inflation economy.  Any new policy frame will 

have to be applied within the Reserve Bank and The Treasury, and if it is to be 

successful will have to secure intellectual “buy-in” by the professional staff of those 

agencies.  Both agencies maintain ongoing research programmes on exchange rate 

and related matters.  I suggest that it would be useful if your committee could seek to 

stimulate more detailed work, by these agencies and by academics, into policy 

regimes that would reduce the degree of variability in real exchange rates and secure 

levels of real exchange rate more consistent with external balance.  In particular I 

think it would be useful to have these control agencies attempt fairly detailed 

simulations of some alternative policy regimes (including one modelled closely on 

our understanding of the Singaporean regime) over the course of the past decade or 

two.  Counter factual simulations are necessarily approximate, but it would be useful 

to quantify the possible scale of effects on target variables (the level of the exchange 

rate, exchange rate variability and the balance of payments) alongside the possible 

scale of effects on other important policy variables (the rate of inflation, interest rates, 

investment, output and employment) to see whether we can get a clearer public 

articulation of the trade-offs potentially associated with alternative policy variations. 

 

23.  It would also be useful to review the relationship between New Zealand’s 

essentially open international capital account and our high and volatile exchange rate 

structure.  New Zealand’s institutional structures and reputation, its valuable natural 

assets and its relatively high interest rate structures create an attractive haven for both 

short and long-term investors.  There is of course much to be pleased with in this, but 

are there elements within this openness that mirror the problems experienced by many 

resource rich economies, where exploitation of a rich resource base temporarily 

distorts the overall pattern of production?  I do not see any easy answers in this area 

but a deliberate and comprehensive review of the links between capital inflows and 

our exchange rate outcomes would be useful. 



  

 

24.  Finally there is, I suggest, a case for developing a new policy mechanism directly 

targeting lower rates of unemployment and lower current account deficits.  These 

variables reflect fundamental imbalances in the real economy. What I would like to 

see put in place is an instrumental framework that would give reductions in such 

imbalances salience, similar to that accorded to price stability and to fiscal balance.  

For these latter objectives we have well developed frameworks, with clear lines of 

institutional responsibility exercised by adequately funded agencies.  For real 

imbalances we rely on “the market”.  The challenge is to devise a mechanism 

(including a dedicated institution with control over appropriate policy instruments), 

targeted on lower rates of unemployment and lower balance of payments deficits.  

This will not be easy, particularly the devising of instruments that the policy 

community will judge effective to the promotion of the stated goals. 

 

25.  One illustrative possibility for such an instrument would be a counter-cyclical 

levy on imports of goods and services, with the rate of levy functionally related to the 

current rate of unemployment and to the current account deficit expressed as a 

percentage of GDP.  The exact form of the levy could either be specified in a policy 

targets agreement between the responsible minister and the chief executive of the 

responsible agency or left in the hands of the agency, which would also be required to 

report publicly on developments within its area of responsibility and on its policy 

stance, in a manner analogous to the well developed reporting structure of the Reserve 

Bank of New Zealand, as exemplified in its Monetary Policy Statements and 

Financial Stability Reports. 

 

26.  There are obvious downsides to the type of levy discussed above.  An import levy 

is a form of protection and the ability of protective policy to affect the level of 

employment and the balance of payments are much contested (the gains from 

resulting import substitution may be more than offset by additional costs discouraging 

exporters).  Additionally our freedom of movement is constrained by international 

treaties and by the possibility that our trading partners would adopt similar 

mechanisms.  Alternative instruments are also likely to have their shortcomings.  

Nevertheless, I suggest that it is worth looking at the introduction of a deliberate 

policy instrument targeted at improving overall employment outcomes and directly 

related in its operation to the current rates of unemployment and balance of payments 

deficit as performance indicators.  We need to scan the field for possible instruments, 

assess their limitations and their downsides and weigh these against their potential 

contribution to the key policy objectives of lower rates of unemployment and lower 

balance of payments deficits.  It is also worth thinking about the institutional 

structures that might surround such a policy commitment. 

 

27.  None of the suggestions discussed in this section are simple exercises.  They 

would each demand significant research attention and time.  But if we are to move 

from a situation in which we judge the success of our monetary policy against a single 

goal and let the rest go hang we need to up our game.  We are interested in multiple 

outcomes and these involve difficult tradeoffs.  We need to quantify some of those 

tradeoffs and investigate the potential of new policy instruments and approaches that 

might alleviate them. 

 



  

 

A concluding thought on the role of footloose manufacturing and service activity 

 

28.  A nation that sets itself the goal of operating an internationally open economy 

near its full employment high-income maximum sets itself a difficult task.  It wants to 

concentrate its commercial activities in areas of comparative advantage and at the 

same time to provide useful employment for all those willing and able to work.  At 

the margin all jobs are exposed to international competition but this is particularly so 

for those where our comparative advantage is least and in that boundary zone 

conditions are always changing as the result of both ongoing international innovation 

and cyclical, sometimes severe, changes in trading conditions.  But whilst the task is 

difficult so the rewards are high.  Full employment provides the opportunity for all to 

be actively engaged and provides a fundamental underpinning to the social structure.  

Our policies towards manufacturing play a central part in that wider objective. 
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Appendix Note:  Levy on Imports of goods and services 

 

As discussed this particular suggestion has problems, but I believe that it deserves 

serious exploration.  Formally, I am proposing a levy along the following lines 

 

 L  =  f (U, D), where  

 L  is the percentage levy on imports of goods and services 

 U  is the percentage rate of unemployment 

 D  is the current account deficit as a percentage of GDP 

 

Various algebraic formulations are possible; e.g. 

 

 L  = a (U + D);   or   L  = b (UD), where 

 a and b are scaling parameters subject to periodic review 

 

Needless to say there are problems.  Who wants another tax? (But there is the 

possibility of compensatory reductions in other tax rates).  How much influence 

would such a levy have on the target variables?  (This needs to be tested analytically 

and quantitatively).  Would it be possible to build international acceptance for such a 

levy?  (Many countries face analogous problems, so it would be interesting to explore 

variants in terms of their likely international acceptability). 

 

Whatever the chosen instruments (and all will have their limitations and 

disadvantages), I envisage that the CEO of the responsible agency would enter into a 

policy targets agreement with the appropriate minister, specifying target ranges for the 

unemployment (say 0 – 3%) and balance of payments deficit (say 0 – 3%) objectives. 


