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The following submission represents the views and experience I have gained 
during my 24 years of involvement in and around Hi Tech manufacturing and 
exporting both here in New Zealand and based in Australia and Singapore.    

I have gained this experience mainly via the three companies listed below 
starting in 1988. Endace and Imarda where founded in 2001 and have since that 
time achieved cumulative export sales in excess of $450M. Both companies 
enjoy very high margins, are a mixture of high end electronic hardware and 
software and sell predominantly to tier 1 companies around the world where 
they are considered critical infrastructure.  Both have achieved numerous 
industry awards during that time for their superior technology, their rapid 
growth and the quality of the companies themselves. 
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Imarda (Founded as Prolificx in 2001) 

• Imarda designs and builds enterprise level, mobile asset management solutions.  

• The technology spans in-vehicle electronic hardware (designed by Imarda) and Imarda’s i360 Software as a 
Service (SaaS) asset management software. 

• Imarda is an Australian Registered, New Zealand Headquartered Company that sells predominately in USD 
and AUD. 

• 38+ employees 

• Positions held: Founder and CEO (current)  

 
Endace (Founded 2001) 

• Endace designs and builds the world’s highest performing packet capture and analyses technology for 
monitoring and decoding internet traffic.  

• Endace was the 1st New Zealand registered company to list on the AIM stock market in the UK in 2005. 

• Endace sells predominantly in USD but has sold to 30 plus countries around the world  

• 99% export 

• 190 employees 

• Positions Held: Founder , CEO (2001 – 2007), Chair (2007 – 2009), Director (till Nov 2010) 

 
Avnet  

• Electronic component distributor which in 2001 had revenues of 14B USD 

• Supplier to some of the biggest names in Electronics in the world but my experience was specifically as 
Senior VP of Avnet Asia PTY Ltd servicing ASEAN countries, KOREA and China. 

• Avnet Asia Pty Ltd was a $1B division of the parent company  

• One of 3 Vice Presidents that ran Avnet’s engineering design resources on a global basis. 

• Electronic components are predominantly sold in USD 

• Employee (1988 – 2001) 
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Context for my submission 

 

While not strictly part of my submission I think it’s important to let the reader understand the 
motivations of the writer. To this extent I have included my own Vision for New Zealand to give 
context to what follows.  

New Zealand will be a proud exemplar among small economies in building a sustainable, high-
wage, high growth, hi-tech economy that benefits all its citizens, while fiercely protecting its 
economic sovereignty to ensure we build a Country fit for us. 

I have also peppered this submission with comments from Göran Roos’ work as a blue print for what 
New Zealand needs to do to achieve the vision above.   He has accurately identified where I believe 
New Zealand’s manufacturing is at this time and that indifference from Government will ultimately 
cause its complete collapse. 

“The problem of being a small economy and generating an appropriate response” - Göran Roos 

• A small economy does not have the opportunity of a large economy to spontaneously generate 
the optimal or somewhat optimal response to change and left to its own devices the small 
economy as a whole will decline unless there is outside intervention from e.g. government. 

• In simple terms it could be expressed that the need for government intervention in the form of 
industrial policy is larger the smaller the economy  

• In neo-classical economic terminology: The smaller the economy the more pervasive market 
failure is as an attribute of the economy as a whole. 

What is manufacturing 

    Manufacturing in my terms is “concept to consumption”. If you view the value chain below this 
covers all the processes that my team have to engage in if we wish to be successful as a 
manufacturer. Not all these boxes have to filled by all manufacturers and not all with the companies 
own resources. Indeed this is why manufacturing is the biggest driver of high value services. But it is 
important that readers understand all these functions have to operate efficiently and seamlessly in 
high value manufacturing. Turning on a machine that makes widgets is a very small part of the total 
manufacturing value chain.  
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Manufacturing Decline 
New Zealand’s value added manufacturing is in decline 
 

The graphs below paint a very bleak picture of exporting in New Zealand 
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General ambivalence towards manufacturing 

“The Changing Shape of Manufacturing + the Outdated Lens of Public Statistics + Decision Makers and 
Opinion Makers with Insufficient Knowledge around Technology, Business and Behavioural Economics = 
Erroneous Conclusions” Göran Roos 

Erroneous conclusions such as…  

• “manufacturing is dying” 
• “we can live without manufacturing” 
• “the future is in services” 
• “the resource sector will be our future”  

Manufacturing is the…   

• biggest spender of applied research and innovation with spill over effects into the rest of the 
economy 

• key driver of productivity improvement with spill over effects into the rest of the economy 
• biggest share of world trade and hence is critical for export earnings that pays for the cost of 

importing things 
• largest driver of high value services so is critical for the high end of the service economy but 

these services demand specialized skills and create few jobs, so their contribution to aggregate 
employment is bound to remain limited.  

The countries that have recovered best from the global financial crisis are all based around high 
value added export oriented manufacturing. 

“Without a vibrant manufacturing base, societies tend to divide between rich and poor – those who 
have access to steady, well-paying jobs, and those whose jobs are less secure and lives more 
precarious” - Dani Rodrik, Professor of International Political Economy, Harvard University 
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We have to get Investment into the real economy 

• Unless it makes logical sense to invest in the real economy people won’t! 
• If you the reader had ten million dollars in your bank account (in cash) would you seriously invest 

into the manufacturing and export industry based in New Zealand? 
• As an experienced manufacturer and exporter increasingly I am saying this is just too hard 
• Tax incentives currently favour speculative investment  
• The indifference to manufacturing in general and the high dollar specifically are sending all the 

wrong signals to the few successful manufacturers that are left and they are leaving. 

Starts with Macro Economic Settings    

• When investors hear the Governor of the Reserve Bank say “The dollar is overvalued and we will 
take appropriate action in the interests of the broader economy” it will send the required 
investment signals. No such signals are being heard. 

• As described by the head economist at the IMF we now need two targets (Inflation and Exchange 
rates) and new tools to achieve that.  

• Unless these macro settings are addressed many of the many other possible initiatives are likely 
to fail despite being sound in any other context.   
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There is nothing new here, it was all predicted 

“I will argue that to not address the current problems that we have with tax and monetary policy will 
result in the shrinking of the productive and export sector, resulting in long-term balance of payments 
issues, continuing the unproductive investment in asset-based wealth creation, all resulting in increasing 
the divide between the haves and the have-nots to the detriment of New Zealand as a whole”  
Selwyn Pellett: Inquiry into the monetary policy framework. September 2007 

NZ Manufacturing Infrastructure is Eroding  

• For every manufacturing company that closes down or leaves New Zealand it further erodes the 
critical infrastructure required to support the remaining manufacturers. 

• The closure of Fisher & Paykel Appliances had a profound effect on all sorts of suppliers that are 
used by other manufacturers.  

“There have been several calls to arms and actions in both Europe and the US but once lost it is 
incredibly difficult to rebuild manufacturing”. Göran Roos 

• The above point is lost on those that believe in regeneration. Great civilisations do die!   

Increased design cycle times (as a result of declining / sub scale infrastructure) 

• Lack of critical infrastructure in New Zealand pushes out design cycle times. 

• An electronic manufacturer in China can  

 design his electronic product 

 walk next door to get his multi layered printed circuit board made 

 access a low volume component placement machine to get prototypes up 
and running for software development 

 walk down the road and work with the volume manufacturer on design for 
manufacturability 

 redesign the board as required 

 go into volume manufacturing 

• A manufacturer in New Zealand has weeks of delays between each of these step as he works with 
various companies around the world to achieve the same results. 
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• Ultimately these delays mean you’re late to market and incremental iterations of the original 
product are slower and more expensive to deliver. 

• There are examples from the above of where Government could credibly make a difference in the 
competitiveness of New Zealand electronic manufacturers by supporting a high end, fast turn, 
prototyping facility that in itself would not make money but would allow New Zealand companies 
to better compete in the world.     

  

Exchange Rate 
 

• In order of magnitude to my businesses a correctly valued exchange rate is critical for retaining 
jobs in New Zealand. My company has no logical reason to be in New Zealand (99% export) and 
if the exchange rate continues to appreciate the company will migrate towards its customer base 
(US) and lower cost resources (Asia).    

• The graphs below are deliberately upside down as this is how a New Zealand based exporter 
selling in USD sees these graphs. 

• Since 2001 until now any company that continued exporting in USD, at the same volume and 
price in their end market, has had the NZD revenue halved.  

• So to make a revenue gain in NZD over that ten year period you had to more than double your 
revenue. 

• There are cost offsets as a percentage of raw materials which will be in USD so the net effect on 
profitability is not halved but it is significantly reduced. 

• It is worth noting that I doubt that either Imarda or Endace would have made it through the 
start-up phase at current exchange rates. 
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Exchange NZD to USD since 2000 

It’s not just the absolute value it’s also the volatility 

• While halving the revenue over that time is significant, the cash flow implications are even worse. 

• What do you suggest your income is when talking to your bank managers about loan 
repayments for capital equipment? The reality is in red below. 

• This is with constant production and fixed sale prices in USD. 

Exchange rate volatility 
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Second order problems caused by FX volatility 
 
Underinvestment!  

Exporters faced with the reality of current exchange rate volatility. 

1. Don’t want to take out long term loans (to improve capacity and productivity). 

2. The bank won’t allow long term loans as the exposure increases with time. 

3. This means productivity investment is scaled back or not done at all. 

4. Over time causing a decline in competitiveness in end markets.  

Risk margin erodes ability to scale! 

• In Imarda’s electronic hardware business our margins are typically between 40% and 70% 
depending on what channel they are sold through. 

• When we receive a high volume opportunity at the lower end of that margin range we (& our 
bankers) know that a repeat of the exchange rate swings we have seen in the past could leave us 
shipping our dollars with every product. 

• To avoid that reality Imarda has to build in a risk margin which puts unwarranted cost into the 
price of the product and helps reduce the potential market uptake.    

• The impact is that over time New Zealand exporters can’t take the sharp deals because…   

 The exchange risks are too high 

 Not taking these larger deals removes the opportunity to get scales of economy 

 higher pricing drives you into more niche / high end applications 

 Over time competitors with volume have the ability to amortise larger R&D budgets 
over greater volumes and eventually catch up and pass you.  

Forward Cover doesn’t solve the problem 

• As is the way in New Zealand, people who don’t participate in the export industry are the experts 
and suggest that the problems identified above can be removed by taking out forward cover 
(locking in the exchange rate). 

• This would apply to some export businesses that have relatively long delivery periods and those 
with relatively stable revenues. Neither applies to the businesses I have run. 
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• Typically foreign currency policies are stipulated by the company’s board who will specifically 
forbid taking out foreign currency orders without a corresponding order. 

• In the companies I have run there would be less than 50% visibility of what orders will be closed 
in the following month and down to around 20% three months out.  

So at maximum I could cover 20% of my exposure 3 months out. Not a lot of protection when 
compared to the movement on the graphs above.      

Can the exchange rate be managed? 

• The orthodoxy has been that Independent Reserve Banks could manage any two of: Inflation, 
Interest rates or Exchange rate but never all three.  

• This orthodoxy is now seriously under attack all over the world and many of the arguments are 

covered in book below. 

  

• Two quotes from Olivier Blanchard the head economist of the International Monetary Fund sum 
up the current thinking and point towards what will soon be best practice 

 “Countries have reasons to care about their exchange rate. There is such a thing as too low or too high an 
exchange rate, and to the usual targets of stable inflation and stable output gap should be added 
exchange rate targeting”  

 “We should think of two tools – The policy rate and the sterilized intervention, which works when there is 
imperfect capital mobility. How these two tools can and should be used depends on the degree of 
financial openness and how the central banks should communicate the logic of their policies (rather than 
continue to pretend they do not care about the exchange rate) is yet another challenge, both for 
researchers and for central bankers”    Olivier Blanchard: Head Economist at the IMF 
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Monetary Policy 

There is insufficient scope in this enquiry to cover Monetary Policy but the complicated relationship 
between a free floating dollar, inflation targeting, lack of our own banking system, independent 
reserve bank, and unproductive capital flows is summarised in the diagram below.      

 

Replace Inflation Targeting with Current Account Targets 

Firstly the Inflation targeting hasn’t served any economy well. The results below are typical of all pure 
or near pure inflation targeting countries.  
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Not all economic activity is equal 

• We are getting poorer as a country. The reserve bank should have as its primary target balancing 
the current account and that will ultimately set the correct / sustainable value of the NZD$.  

 

• As can be seen above NZ is currently tracking around 80% net international debt to GDP and 
forecast (even with money from Asset Sales) to climb over 85% of GDP by March 2015.  

• Either the exchange rate is managed down to help balance the economy or it will fall in an 
uncontrolled fashion when the world finally stops lending us money.  

Pay our way in the world 

• We have little fat left in our economy and a lot of international debt.  

• Manufacturing is MISSION CRITICAL to balancing our current account and retiring debt.  

• Few industries offer the combined advantage of JOBS, Debt Repayment and Resilience.  
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We must do the hard things 
 

• There is no ability to support our society with the current mix of exports (at the current exchange 
rate). That is now a multi decade reality check! 

• A move to more complex exports requires investment in plant and machinery, people, 
infrastructure and making attempts to own the entire value chain through to end users. New 
Zealanders always leave money on the table.    

• We will never have a low cost manufacturing environment so we must align the entire country 
and its resources to be able to make this transition to higher value exports.       
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Success in a high operating cost environment 

“The importance of manufacturing has been realised by all advanced economies, if not before, then 
after, the global financial crisis” Göran Roos 

 
 

Deep Roots required 
 

Potential innovation 

I believe we can learn a lot from the Nordic countries who have policies that encourage deep roots 
and family ownership. Founders and owner operators have emotional reasons to stay in a country 
where as corporates have to act in the interest of the company and its shareholders. In the short-term 
nature of decision making longer term strategies for remaining competitive are lost. Independent 
Directors faced with declining profitability of a company would at a minimum consider selling and 
exiting the market as opposed to a large scale reinvestment to remain competitive.    

There is the additional tendency of corporates to chase short term cost efficiencies / advantages rather 
than stay and fight in a specific location. This behaviour will never serve New Zealand well as cost will 
always be cheaper somewhere else. To compete on price is a race to the bottom and one we can 
never win.   

If we look at the benefits to New Zealand of companies like Tait Electronics (Follows the Bosh Trust 
model) and Gallaghers (Tightly held family business) as compared to what has happened to Fisher and 
Paykel, Navman and perhaps Endace, you get a sense that intergenerational companies may serve 
New Zealand better.  

Supported companies 
• There is an opportunity to create a new class of company, one that is designed from the 

beginning to put down deep roots. For the purposes of this idea we will call it a Supported 
Company. 
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• If a company applies for funding from the government it instantly becomes a supported 
company.  

• This means that it can’t sell without repaying the money it has been given via the tax payer. 

• The money is put in as a traditional convertible note that leaves the note holder with the options 
of the greater of an equity event or an agreed rate of interest during the term. 

• From the governments perspective the convertible note should be treated “as a grant” on the 
government’s books and its value in the year given is written to zero. If an equity event takes 
place at some time in the future then the cash and income is treated as additional crown 
revenue.    

• Companies that remain in the supported category get assistance with governance so that at any 
time they can migrate onto the Stock Exchange with minimal fuss and fees.  

• Investors that invest in such companies will do so knowing that if there is an equity event that x 
dollars will need to be repaid to government.  

• Such companies could also get a lower overall tax rate to encourage them to grow faster and 
make more investment into R&D.  

 These subsidises are recorded and become part of the total debt owed but 
not triggerable to the Government except at an equity event.  

• All these subsidies add up over time and create inertia from a) migrating and b) selling. 

 Migration is considered an equity event in this context.  

• Such companies will be further encouraged to build out their distribution channels, 
acknowledging it takes longer to build their revenues but that owning them and lifting their long 
term margins is good for New Zealand.   

• These channels would of course be leveraged by other supported companies (over time) that 
share similar end customers with a different value proposition.   

The company can at any time migrate to a non-supported company by simply repaying the advances. 
There is no obligation to remain in this category of company.    

There is an appetite for New Zealand Inc. type investments and this might be the skeleton of such a 
scheme and process. It is but a skeleton but the concept is used elsewhere in the world to good effect.  
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Personal experience 

From personal experience of running Endace Ltd www.endace.com I know the total opportunity was 
undercooked in terms of the benefits that New Zealand could have gained from the intellectual 
property portfolio (partly developed at Waikato University) and leveraging access to Endace’s 
customer base. Its customers were and remain a who’s who of Telecommunications, Network Security 
and Government Security agencies around the world. How many different companies and 
technologies could have gone down that channel if handled a different way remains a point to ponder 
on as does the number of companies that could have spun off from the IP within Endace’s IP portfolio. 
Put in simple terms Endace’s Board, Management and Shareholders focused on what they could fund 
and the rest ended up as lost opportunity. 

Entrepreneurial Trainee Program 

In order to fuel intergenerational companies (deeply rooted in New Zealand) we also need to focus on 
building entrepreneurial talent.  

• Early screening for future entrepreneurial candidates could start as early as 13-14yers old. 

• Ideally over time their education path expands to explore their innate capability with specific 
programs tailored to cultivate their entrepreneurial traits. 

Candidates would be exposed to successful entrepreneurial operations as part of additional 
learning programs throughout schooling. 

• Upon completion of formal education (University Level), candidates would complete an 
internship with multiple successful entrepreneurial operations. 

• Successful candidates would be positioned and supported to front growth projects either within 
current operations or leveraging their existing IP. 

• As these candidates (over time) will already be exposed to current entrepreneurs their ability to 
raise capital for their own projects will be greatly enhanced as will the likely success rate.   

Having tried on multiple occasions to select and train entrepreneurs I know this is no small task. 
Successful profiling needs to be developed to help. However I can attest to the value of accelerated 
learning on appropriately skilled and profiled candidates who have delivered and gained my trust for 
future investments.   

 
 
 

http://www.endace.com/
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In Summary 

Within this submission I have outlined the areas that must be attended to in order to ensure our 
manufacturing sector has the right components brought together to fuel its recovery and future 
growth. For a rocket to operate correctly it needs the right combination of oxygen, heat, and fuel, with 
the wrong mix leading to either an explosion or a slow burn. For our manufacturing sector to fly we 
need multiple ways to enter markets (oxygen), passion from an increased number of well-trained 
entrepreneurs through the trainee program (heat), and sufficient access to funding (fuel).  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

Page 20 of 20  
© Imarda Ltd November 2012 

 

APPENDIX 2 

Göran Roos  

Göran Roos is Honorary Professor at Warwick Business School in the UK and the founder of Intellectual Capital 
Services Ltd., a leading think tank on technology and business futures.  He is one of the founders of the modern 
field of intellectual capital science and a recognised world expert in innovation management and strategy. In 
addition to his roles with Warwick Business School in the UK, Göran Roos is also visiting Professor of Innovation 
Management and Business Model Innovation at VTT Technical Research Centre of Finland, and visiting Professor 
of Intangible Asset Management and Performance Measurement at the Centre for Business Performance at 
Cranfield University UK. 

Professor Roos has published numerous books, articles and case studies on the subject and his consulting 
experience ranges across both public and private sectors in over 40 countries.  

In his academic and professional work Professor Roos has advised government bodies in UK, Sweden, Norway, 
Denmark, Finland, Spain, Austria and Australia on issues relating to strategy, research and development, national 
and regional innovation systems issues, knowledge management and intellectual capital. 

 


