





New Zealand Sectors Report 2014

The New Zealand Sectors Report Series comprises the Main Report
and six additional, separate, reports providing an in-depth analysis of
six individual sectors. The seven reports are:

1 The New Zealand Sectors Report 2014: Main Report
(this report)

Featured Sector Reports

2 Information and communications technologies (ICT)
3 High technology manufacturing

4 Construction

5 Petroleum and minerals

6 Tourism

~

Knowledge intensive services

All reports available from www.mbie.govt.nz






Minister’s foreword

| am pleased to present this report, which provides the first ever
comprehensive overview of the economic performance of all the
sectors that make up New Zealand'’s economy.

The defining theme of this report is change. New Zealand, like many
developed countries, is withessing a fransformation in our economy
and in employment opportunities.

Our traditional exporting sectors, such as dairy, meat, forestry and
tourism, remain important drivers of growth. But increasingly we are
seeing strong growth in emerging export sectors such as information
technology services, high-technology manufacturing and processed
foods.

This report highlights the ever-increasing importance of Asia as a key
export region. It also reinforces the importance of our relationship
with Australia, which continues to be a vital first market for many of
our exporting businesses.

As is the case in other developed economies, some traditional
manufacturing and service sectors face a challenging future, driven
by low-cost manufacturing overseas and the game changing
impact of digital technologies and automation.

The digitisation of the economy also offers huge opportunities to
create new value and drive productivity. Traditional exports are
increasingly enabled by digital technologies. Manufacturers are
developing services around their products, often based around a
software component.

The Government’s Business Growth Agenda (BGA) sets out an
infegrated programme of work with around 350 separate initiatives,
focusing on the six key inputs businesses need to succeed, grow, and
add jobs. The six areas are: export markets, capital markefts,
innovation, skilled and safe workplaces, natural resources and
infrastructure.

Be it rolling out ultra-fast broadband or establishing Callaghan
Innovation, the BGA initiatives are about configuring the New
Zealand economy to succeed in the increasingly complex and
competitive global economy of the 215t century.

This report, and the six other reports in the Sectors Report Series, is not
policy. Rather it provides a range of key data on the New Zealand
economy from a sector perspective to enable a more informed
debate on New Zealand’s economic development.

Hon Steven Joyce

MINISTER FOR ECONOMIC DEVELOPMENT

MINISTER OF SCIENCE AND INNOVATION

MINISTER FOR TERTIARY EDUCATION, SKILLS AND EMPLOYMENT
MINISTER FOR SMALL BUSINESS

ASSOCIATE MINISTER OF FINANCE



Key terms and data limitations

Defining sectors

A sectoris an area of economic activity in which businesses or other
organisations (e.g. government or voluntary organisations) share a
similar market or produce a similar product or service. Examples are
retailing (businesses that sell products directly to consumers) and
telecommunications (provision of communications services using
wired or wireless infrastructure).

This report uses data grouped into sectors using the Australian and
New Zealand Standard Industrial Classification codes (ANZSIC
codes). A business or other type of organisation is classified to an
ANZSIC code based on its predominant activity. The ferm ‘sector’ is
often used interchangeably with the term ‘industry’.

Sources

The numbers in this report come from multiple sources. Data sourced
from Statistics New Zealand is the latest that was available as at mid-
December 2013. Some of this data is provisional and may change.

The data used covers different fime periods for different metrics. For
example, goods exports is for the year ended June 2013, while
labour productivity is for the year ended March 2011.

Customised data

Customised data has been provided by Statistics New Zealand for
the manufacturing sectors and for the cross-cutting sectors (high
technology manufacturing, information & communications
technology, knowledge intensive services, and tourism).

Export data

Some export data for cross-cutting sectors uses international sources

in order to provide a longer time series. These sources may not agree
with Statistics New Zealand data due to differences in the group of
exported products being allocated to the relevant sector.

Use of the term ‘firm’

The term ‘firm’ is used generically. It includes all relevant entities,
some of which are not firms at all, such as those in the charities,
government, education and health sectors.

Example firms

This report provides examples of firms which are believed to belong to
the different sectors. The example firms provide a partial answer to a
key question on the composition of a sector: which firms are in it2

Firms are classified by Statistics New Zealand as being part of an
industry sector according to their predominant activity. This is
explained fully on the Statistics New Zealand website. The
classification of each firm to a sector using the Australian and New
Zealand Standard Industrial Classification (ANZSIC) system is
confidential to Statistics New Zealand.

Because of the confidentiality rules, MBIE has used other publicly
available sources to determine which firms are likely to belong to a
sector. These sources may be inaccurate or incomplete.

Quotes and interviews

A limited number of interviews with sector leaders were carried out in
the preparation of this report. Anonymous quotes from these
interviews that illustrate key themes have been included. The
opinions expressed are those of the industry participants. Additional
qguotes from public sources have also been used.

A full explanation of data sources and limitations is provided in the
Appendix.



Report objective

The New Zealand Sectors Report series is a set of seven publications
that provide a factual source of information in an accessible format
on all the sectors that make up the New Zealand economy.

As a set of facts and figures the series provides a platform for
discussion. It is infended to inform public debate, and be a resource
for business people, exporters, policy makers, media commentators,
economists, academics, students and anyone with an interest in New
Zealand’'s economic development.

The report does not draw policy conclusions.

This report provides information on 23 sectors and five additional
‘cross-cutting’ sectors both comparatively and in individual snapshofs.

Some of the data is provided interactively on the www.mbie.govt.nz
website
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Executive summary

General

- New Zealand is part of a constantly evolving global economy.
Change is ongoing, driven by global markets, for example the
rise of China, and by technological advances, particularly in
information and communication technologies.

- These forces are driving change in the New Zealand economy at
the sector level. Many sectors are benefiting, particularly food
and beverage and New Zealand’s growing cohort of information
technology businesses. Other sectors are needing fo adapt to
technological change or increased international competition,
e.g. some manufacturing sectors, and telecommunications and
media.

GDP and productivity

- New Zealand has a complex and varied economy with a wide
range of sectors. Like other developed economies, services
generate the majority of GDP.

- Inthelast 10 years all sectors of the economy have shown
growth, except wood and paper. Petroleum and minerals grew
fastest, followed by the health and utilities sectors.

- Petroleum and minerals, utilities and property, rental and hiring
services have the highest labour productivity. The maijority of
workers are employed in labour intensive, lower labour
productivity sectors such as accommodation and restaurants,
retail frade, administration and construction.

- There is a wide variation in labour productivity within sectors; all
sectors have high performing and low performing firms.

- Several sectors generating employment have tended to show
low productivity growth, while those sectors with higher
productivity growth have tended to show reduced employment.

Firms and employment

New Zealand has one very large firm — Fonterra — and a long tale
of large to mid-sized firms.

Similar to other developed economies, the majority of jobs — and
job growth — are in the services sectors, although in New Zealand
agriculture, forestry and fishing is still a significant employer (7% of
employment).

Manufacturing accounts for one in 10 workers, but just 4.3% of all
firms. Employment in the manufacturing sectors in aggregate is
declining, but this is significantly out-weighed by the growth in
employment in services sectors. Food and beverage
manufacturing stands out for some employment growth.

In 2013 New Zealand had in total 2,123 firms and other enterprises
(e.g. schools, government departments, hospitals, charities etc.)
that employed more than 100 people. These organisations
employed 41% of the working population (employed and self-
employed).

The proportion of large firms to small firms in New Zealand is similar
to the OECD mean. But New Zealand's large firms are smaller
than large firms in other OECD countries.

Exports

New Zecaland exported a total of $62.4b in 2013, $46.3b of goods
and $16.1b of services. At 4.5% per annum in the 10 years to 2013,
goods exports have grown faster than services exports (1.5% per
annum in the same period). Commercial services now make up
29% of total services exports compared to 18% in 2004.

Despite the dominance of dairy, New Zealand'’s exports are
becoming more diverse, with emerging strengths in processed
foods, high technology manufacturing, computer services and
commercial services more generally.



Executive summary

- Taking the long view, New Zealand’s export mix is considerably
more diverse today than it was in 1966. Food and beverage
remains the engine of New Zealand's exports, with strengths in
dairy and meat increasingly supplemented by a growing range
of high-growth potential high-value categories, including for
example honey, salmon, wine and infant formula.*

- New Zealand has undergone a fundamental shift in the last 40
years from supplying northern hemisphere markets such as the
United Kingdom, to being increasingly the source of high quality
temperate climate foods for Asia.

- At the same time, the key markets for New Zealand's IT services
and high technology manufactured goods tend to be the
developed rather than the emerging economies, particularly
Australia, the United States and Europe.

- Exports to Australia include a wide variety of goods and services
outside of New Zealand's traditional commodity exports. This
points to the critical importance of both proximity and economic
integration as drivers of growth for complex goods and services.

Innovation

- In2011, 9% of all firms reported R&D activities and 46% of all firms
reported innovation activities.

- Significantly more firms in manufacturing sectors engage in R&D
compared to firms in the services sectors.

- On the other hand, some services sectors have very high rates of
innovation, with education, arts and recreation, and finance and
insurance being examples.

- Large firms are more likely fo engage in R&D and innovation
activities than small firms, and firms reporting innovation report
improved performance on a range of financial measures.

Financial performance

In 2012 five sectors generated a return on equity of 19% or more:
construction, retail trade, wholesale trade, professional services,

and machinery & equipment. The average for all sectors in 2012
was 9%. Return on equity can vary significantly from year to year.

New Zealand and the world

New Zealand is less well connected to the global economy than
other small developed economies on measures of inward and
outward direct investment, frade and tourism visits.

In 2012 New Zealand firms had $24b in direct investment overseas.
Manufacturing sectors account for 41% of this investment,
followed by wholesale trade (11%) and finance and insurance
(6%).

A number of firms in construction, logistics, retailing, ufilities and
professional services are succeeding in building international
businesses.

In 2012** foreign firms had $97b in direct investment in New
Zealand. Of this $37b (38%) is in the finance and insurance sector,
followed by $6.9b (7%) in food and beverage and $5b (5%) in
retail frade.

In ferms of connectedness, emerging export sectors such as ICT
and high technology manufacturing have higher rates of both
inward and outward direct investment, reflecting the need for
knowledge intensive firms to be close to customers, have access
fo distribution networks and take advantage of lower
manufacturing cost structures to remain competitive.

Consistent with frans-Tasman economic integration, 53% of New
Zealand outward direct investment is in Australia, and 64% of
foreign direct investment (FDI) in New Zealand is Australian. At
0.4% of total FDI ($391m) China is to date a minor investor.

*See the food and beverage information project for detailed analysis of these and other categories, www.foodandbeverage.govt.nz 11
**Latest data available with breakdown for manufacturing sub-sectors. FDI in New Zealand in 2013 was $101b
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Sector highlights
There is a wide variation in the contribution to economic growth by different sectors

New Zealand overview

Population
(2014)

Land area

Coastline

Population density

GDP nominal
(2012)

GDP/capita
(2012)

GDP employing sectors

(2011)

Labour
productivity (2011)

Total exports
(June 2013)

Goods exports
(2013)

Commercial services
exports (2013)

Travel and transport
services exports

Top 3 trading partners*
(imports & exports)

4.5m
267,710km?2 (similar to Italy)

15,134 km (more than China,
less than USA)

16/km?
200" highest in the world

NZ$199.1b

0.27% of global GDP
US$28,800

NZ$172.4b

NZ$48 per hour worked
NZ$62.4b

NZ$46.3b

NZ$4.7b

NZ$11.4b

1. Australia 2. China 3. US

*As at June 2013, Australia accounted for 17.8% of
trade in goods (imports and exports) and China
16.8%. See pages 64 and 65.

Largest share of GDP
(2011)

Highest growth GDP
(CAGR, 2001-2011)

Largest sectors by
employment
(2012)

Sectors adding most jobs
(2002-2012; absolute)

Highest productivity
(GDP per hour worked, 2011)

Top goods exporting sectors
2013

Sectors with fastest goods
export growth
(2003-2013 CAGR)

Top services exports
(YE Mar 2012)

Fastest growing services
exports
2003-2013 CAGR

1st

Professional services
$13.9b (8.1%)

Petroleum & minerals
12.1%

Retail tfrade
215,500 FTEs (9.4%)

Health
+55,700

Petroleum & minerals
$330 per hour worked

Food & beverage
manufacturing
$24b

Petroleum & minerals
10.5%

Personal fravel $6.4b

Personal, cultural and
recreational services
9.4%

2nd

Property, rental &
hiring services
$13.3b (7.1%)

Health
8.1%

Health
210,100 FTEs (9.1%)

Professional services
+51,200

Utilities
$210 per hour worked

Agriculture, forestry &
fishing
$5b

Food and beverage
manufacturing
6.1%

Transport services
$2.6b

Computer and
information services
8.4%

3rd

Agriculture, forestry &
fishing
$13.25b (7.7%)

Utilities
7.7%

Professional services
201,100 FTEs (8.7%)

Construction
+46,300

Property, rental &
hiring services
$192 per hour worked

Machinery &
equipment
$3.2b

Agriculture, forestry &
fishing
5.4%

Other business services
$2.1b

Other business services
7.7%



Key themes

New Zealand is part of the constantly evolving global economy

Theme

Changing markets

Developed vs
emerging markets

Australia matters

Changing export
mix

Internationalisation

Description

New Zealand has undergone a fundamental
fransition from supplying northern hemisphere
markets to supplying the Asia-Pacific region.

Rich countries tend to import a higher proportion of
‘rich country products’ (e.g. consumer products,
services); imports info emerging economies are
typically weighted more towards commodities, e.g.
inputs info manufacturing (iron ore, coal) or protein
for a growing middle class (dairy).

Australia plays a critical role in the development of
New Zealand's higher value export industries and in
building New Zealand-owned multinationals.

New Zealand’s export mix has changed significantly
in 40 years. Past major export products have
declined (e.g. wool) and new categories have
emerged (e.g. wine, processed foods).

Export sectors showing growth potential tend to
attract foreign investment and have a higher
proportion of New Zealand-owned firms investing off-
shore.

Details

Goods exports to China have tripled in four years, from $2.5b in the year
ending June 2008 to $7.7b in the year ending June 2013; by contrast the UK
accounted for just 3% of New Zealand's goods exports in the year ending
June 2013, compared to around 50% 40 years ago.

New Zealand's key markets for knowledge intensive services, high
technology manufacturing and ICT exports are the traditional markets of
Australia, the UK and the US.

Dairy typically spearheads New Zealand's exports info emerging economies
and/or new markets, e.g. China, India, ASEAN, Middle East, and other
sectors follow.

With Australia, our closest neighbour, we share a similar history, culfure,
language, time zone and proximity to the world.

Australia is our largest market for tourism, manufactured goods (including
high fechnology manufacturing), commercial services (including IT),
processed foods, oil, gold and wine.

54% of New Zealand’s outward direct investment is in Australia; 63% of
foreign direct investment in New Zealand is from Australia.

Emerging export categories in the last decade include:

o high fechnology manufacturing: $1.4b (2012)

o commercial services (particularly computer services): $4.6b (2013)
o processed foods: $2.5b (2013).

Tourism’'s15% share of total exports in 2012 was the lowest since the series
began in 1999 (tourism peaked at 20.2% of total exports in 2006).

High technology manufacturing and ICT sectors have higher rates of foreign
ownership and outward investment than other sectors.

High technology manufacturing generates 30% of sales from off-shore.
Mulfinational firms are increasing investment in New Zealand’s processed
foods industry, e.g. infant formula.

Significant foreign investment is underpinning historically high expenditure in
petroleum exploration.



Key themes

Change is ongoing, driven by technology and global markets

Theme Description

Scale matters Large firms (100+ employees) are more likely to
engage in innovation and R&D activities, invest off-
shore and in forwards or backwards supply chain
integration. They generate the vast majority of

exports and create more jobs.

There is a continuation of the long-term shift from
manufacturing jobs to services jobs, similar to other
developed countries.

Changing labour
markets and nature
of work

The pattern in developed countries is job growth
generated at the high-skill, high-paid end and the
low-skill, low-paid end, with the middle flat to
declining.*

Details

Firms with 100+ employees generated 63% of job growth in the last decade.
Fonterra generates 50% of food and beverage exports and accounts for
70% of all R&D expenditure in the food and beverage sector.

F&P Healthcare accounts for circa 22% of all high technology exports.
Fulton Hogan has built a large vertically integrated business in Australia.

It takes companies of scale to be involved in serious R&D and serious
exporting . — CEO, technology company.

Service industries (largely domestically and tourism focused) plus education
and health generated 90% of job growth from 2002-2012.

Routine functions across all industries are being automated (e.g.

automated pickers, packers, sorters, check-out counters).

Sectors increasing productivity, often also reducing employment.

IT services are creating jobs and demand appears to be outstripping supply.
There is such a shortage of skills in the ICT sector, and that’s only going to
grow. — CEO, ICT company.

From wider research and interviews with industry leaders some other key themes emerged

Digital technology is destroying old business models
and generating new ones.

Sectors in transition

Low cost manufacturing from emerging economies is
affecting the competitiveness of manufacturing in
developed countries.

The continued high New Zealand exchange rate is
driving structural change at the sector level.

Everything going
digital

New technologies are changing the structure and
competitiveness of all industries.

Automation of manufacturing combined with rising
wages in emerging economies is (af least potentially)
improving the economics of manufacturing in
developed countries.

New Zealand manufacturers are developing digital services around their
products to create advantage (e.g. Framecad's architectural design
software).

Manufacturers are investing in expansion off-shore (F&P Healthcare in
Mexico).

Traditional media businesses are struggling with digital business models.
Online sales are changing retailing. The internet has revolutionised
completely everything... retail has got to become a really sophisticated
animal. - retired fashion designer Ashley Fogel, Radio NZ interview.

Examples include digital modelling, simulation and visualisation; advances in
industrial robotics; additive manufacturing (e.g. 3D printing); and
information technology trends such as big data, advanced analytics, social
technologies and remote sensing.**
3D printing is fantastic for prototyping, and may have broader applications
in the longer term. We have three or four 3D printing machines running 24/7.
We've been buying a new one every six months or so. The cost has gone
down... and it’s just astonishing what they can do for you. ...[for
prototyping] you're going from months, to days to hours.

— CEQ, large technology company.



Key themes

New Zealand is a young country, still developing a mix of strengths

Theme

Research &
development
advantage

Serial entrepreneurs

Building strengths in
the supporting
ecosystem to
support emerging
export sectors

Historical precedent

Description

There is a widespread perception that New Zealand
has some cost and culture advantages in research
and development.

Entrepreneurs in the emerging export sectors (e.g. IT
services, high technology manufacturing, processed
foods) are developing the capabilities and acquiring
the experience needed to succeed internationally.

The supporting network of service providers (e.g.
accountants, lawyers, investors, bankers, consultants,
government departments, universities, Crown
Research Institutes) are also developing in their
knowledge of and sophistication in dealing with the
emerging export sectors.

New Zealand’s competitive advantage in the
production and export of protein is based on 100
years of private and public investment in all parts of
the system. The resulting sophistication and
complexity of this system is hard for competitors to
replicate (unless there are radical game changers,
e.g. synthetic milk, vat grown meat).

Details

Exports of R&D services in year to June 2013: $162m. These grew at 4.8% per

annum 2008-2013. The US takes 34% of the total and Australia 23%.

When you compare us to other developed countries, New Zealand is

probably half the cost per R&D person. Mainly remuneration is why New

Zealand is a pretty good location. — CEO, large technology company.

We have a huge advantage to the rest of the world, in that our people

often span silos. In the rest of the world you get real silo expertise, but

oftentimes the best innovation comes from applying something done in

one silo to another. — CEQ, small technology company.

[The R&D team] punch considerably above their wait when you compare

them to other companies, and the culture in New Zealand is very unique.
— CEO, Fisher and Paykel Appliances, nzherald.co.nz, April 8, 2013

A number of entrepreneurs are on their second or third businesses, recycling
both capital and skills. Examples include Rod Drury — Xero; Geoff Ross —
Ecoya, Moa Beer; Derek Handley — SnakkMedia, Bookirack; Grant Ryan — SLI
systems.

National and local government, universities and others are investing in the
infrastructure, skills and capability development that supports emerging
export sectors, including the Food Innovation Network, the Health Hubs,
Callaghan Innovation, The Icehouse and the Canterbury Innovation
Incubator.

People might look at the VIF [Venture Investment Fund] as not a great
success story, but there are a lot of lessons learned off the back of money
going into ventures and people. We're probably in high-school at the
moment in our evolution . — CEO technology company.

The rise and rapid adaptation of New Zealand protein farming was
intertwined with the development of finance, processing, distribution and
shipping tfo form a sophisticated mechanism connecting the farms to their
markets. — James Belich, Paradise Reforged.



Sectors’ component of GDP

The ‘employing sectors’ of the economy are 87% of total GDP; the remaining 13% is GST,
import duties and owner-occupied property

Total GDP: % of total by component

NZ$b; 2011 - GDP created through the

service that homeowners
provide to themselves
through the provision of
housing.

Owner-
occupied
property
operation

$11.7

GSTon
production
All employing $12.9
87% of GDP: secfors

—_— .
the focus of this report $172.4 ‘lmporf duties

$2

Total GDP in 2011 = $199

Source: Statistics New Zealand, National Accounts year ended March 2011 (2013)



Employing sectors

The employing sectors cover the activities of 50% of the population; ‘employed’ includes

the self-employed

Employment status of New Zealand resident population
% of NZ residents; 2013

Doing
something
other than

Welidale

Employed
2,097,700 2,235,800
47% 50%

Unemployed
153,200
3%

Total = 4,486,700 New Zealand residents

Source: Statistics New Zealand: Household Labour Force Survey & Statistics New Zealand
(ANZSIC 06)

Employment by firm size
% employees and self-employed; 2013

100+
915,810
41%

Self-
employed
294,760
13%

1to 5
225,660

10%
6to9

143,360
6%

10to 19
214,570
10%

20 to 49
261,090
12%

50 to 99
180,550
8%

Total = 2,227,000 people employed or self-employed

Table Builder: Employment size groups for entferprise
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The New Zealand economy by sector
This report examines 23 sectors using standard sector definitions”; petroleum and minerals
and construction are the subject of separate in-depth reports

Primary

A Agriculture, forestry & fishing (production and harvesting of Landcorp, Sealord, Ernslaw One, farms, orchards
primary products on farms, forests, fishing boats, etc)

B Petroleum & minerals (featured sector) Tag Oil, Todd Energy, OceanaGold, New Zealand Oil & Gas

Manufacturing
C14,C15 Wood & paper Carter Holt Harvey, Tenon, Norske Skog Tasman
C11,C12 Food & beverage manufacturing (processing of raw materials Fonterra, ANZCO, Mudhouse Wines, Whittaker's, Tasti

into ingredients or finished products, e.g. milk powder or wine)
Shortened fitle: food & beverage

C23,C24 Machinery & equipment Fisher & Paykel Appliances, Compac Sorting, Gallagher Security

C17,C18, Chemicals, plastics & refining (including petroleum refining) Nuplex, Ravensdown Fertiliser, Dulux, Resene

c19

C21,C22 Metal & metal products New Zealand Steel, New Zealand Aluminium Smelters, Methven
Shortened fitle: Metals

C13,C16, Other manufacturing (textiles, leather, clothing and footwear, Firth Industries, Cavalier Bremworth, NZ Comfort Group (Sleepyhead)

C20, C25 printing, non-metallic mineral products, furniture and other

manufacturing)

D Uftilities (electricity, gas, water, waste) Contact Energy, Meridian Energy, Vector
E Construction: featured sector ( featured sector) Fulton Hogan, Fletcher Construction, many small building firms
F Wholesale trade Carter Holt Harvey, Placemakers, Combined Rural Traders Society (CRT)
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The New Zealand economy by sector

G Retail frade Progressive Enterprises (Countdown), Z Energy, The Warehouse, Hallenstein
Glasson Holdings

H Accommodation & restaurants SkyCity Entertainment Group, Restaurant Brands NZ, Millennium and
Copthorne Hotels
Logistics (fransport, postal and warehousing) Mainfreight, NZ Post, Kiwirail
Shortened ftitle: Logistics
J Media & telecommunications Vodafone, Sky Network, Fairfax Media, Chorus
K Finance & insurance ANZ, BNZ, Accident Compensation Corporation, AMP
L Property, rental & hiring services Housing NZ, Harcourts, Jucy Rentals, Hirepool
M Professional, scientific & technical services Datacom, BECA, Opus International, PwC
Shortened fitle: Professional services
R Arts & recreation services New Zealand Loftteries Commission, New Zealand Racing Board (TAB), Te
Papa Museum of New Zealand
S, N Administration & other services Flight Centre, AWF Group, NZ Rugby Union
Government, education & health
O Government, defence & public safety Auckland Council, New Zealand Defence Force, Ministry of Education,

New Zealand Police, Ministry of Business, Innovation & Employment

P Education University of Auckland, UNITEC, Wellington Institute of Technology,
secondary and primary schools, kindergartens and day care centres

Q Health & social assistance Canterbury District Health Board, Ryman Healthcare, lab tests, rest homes,
Shortened ftitle: Health medical centres



Cross-cutting sectors
Four non-standard cross-cutting sectors are also the subject of separate in-depth reports

T e L

Tourism

High technology
manufacturing
and medium high
technology
manufacturing

Knowledge
intensive services

Information &
communications
technology (ICT)

Significant economic activity in some sectors is due to fourists. Examples include
accommodation and restaurants, retail frade and logistics (fravel).

Tourism data derived from these sectors is a sub-set of the fotal data for these sectors, and so
is double-counted.

The OECD definition for high technology manufacturing is used. The definition is based on the
amount an industry spends on research and development. Industries which typically spend
8% or more of their revenue are classified as ‘high technology’. Examples are aircraft
manufacturing, pharmaceuticals and electronics.

The in-depth report on high technology manufacturing also provides data on medium-high
technology manufacturing, which includes the manufacture of polymers and chemicals,
fransport equipment and machinery. Snapshot pages for medium-high technology
manufacturing are included in this report.

The OECD definition for knowledge intensive services is used. Firms operating in post and
telecommunications, finance and insurance, and professional services are defined as
‘knowledge intensive’. It is a wide definition that captures activities in a large number of
sectors. The separate report on knowledge intensive services focuses mainly on professional,
scientific and technical services (excluding computer systems design).

The OECD definition for knowledge intensive services is used. This includes components of
both services industries (e.g. telecommunications, software development) and
manufacturing (e.g. manufacture of telecommunications equipment). There are significant
overlaps between high technology manufacturing and knowledge intensive services. The
separate report on ICT focuses mainly on the computer systems design sub-sector, which
appears to capture the bulk of New Zealand’s IT exporting firms.

Double-counting between cross-cutting sectors: freat with caution

SKYCITY Entertainment, Air New
Zealand, Auckland International
Airport, Intercity, Tourism Holdings

Pacific Aerospace, Argenta, Rakon,
Fisher & Paykel Healthcare, Dynamic
Confrols, Tait Communications

Datacom, Orion, SmartPay, Beca,
KPMG, Opus International, Chapman
Trip.

Datacom, Xero, Diligent Board
Member Services, Vista Entertaintment.

Some activities are classified in more than one of the above cross-cutting sectors. For example computer system design (ANZSIC Code
M7000) is included in both ICT and knowledge intensive services. Manufacture of telecommunications equipment is included in both
ICT and high technology manufacturing. Data is thus double-counted and care should be taken in interpretation.

A more selective approach to the data is taken in the individual reports on knowledge intensive services and ICT, which largely resolves

this issue.
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THE GOVERNMENT'S BUSINESS
GROWTH AGENDA
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The Business Growth Agenda

The Government'’s Business Growth
Agenda is a key part of achieving the
Government’s priority of building a more
productive and competitive economy.

There are six key ingredients that
businesses need to succeed and grow:
innovation, capital markets,

skilled and safe workplaces, natural
resources, infrastructure and export
markets to sell their products.

These six areas are the focus of the
Government's Business Growth Agenda.

The Business Growth Agenda Progress
Report 2013 outlines the scope and
reach of the Agenda and reports on
progress in implementing around 350
separate initiatives.

Available from:

www.mbie.govt.nz/what-we-do/business-
growth-agenda
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The Government’s Business Growth Agenda
Focus on export markets and capital markets, excerpt from BGA Progress

Report, 2013

Export markets

Increased exports and stronger international linkages are central
to liffing New Zealand'’s economic growth and productivity. With a
small domestic market, the greatest opportunities for growth for
New Zealand businesses are in overseas markets. In addition,
businesses that export internationally tend to be more productive
than businesses that just supply the domestic market because of
their greater access to resources, knowledge and ideas, and the
increased competition they face against other global firms.

New Zealand's exports have not kept pace with a range of similar
countries over the last 30 years. While exports of goods and
services make up around half of GDP for similar-sized countries in
the OECD, they represent less than a third of New Zealand's GDP.
What is more, growth in the economy has been greatest in those
sectors of the economy that don't export goods and services.
New Zealand also has relatively low levels of outward direct
investment, which constrains our ability to participate in global
supply chains.

The Government is working with businesses to lift the value and
volume of our exports, by ensuring the rules, regulations and
policies — both here and overseas — promote exports, and by
helping ensure that resources are able to flow to the most
productive areas. We are also helping New Zealand firms to better
leverage the value of the ‘New Zealand brand’ in overseas
markets.

Capital markets

New Zealand firms need access to capital to take advantage of
opportunities and grow their business — and the economy.
Investors also need to be able to identify and take advantage of
opportunities to generate the best returns from their capital. When
all parts of our capital markets are working well, increased
investment in New Zealand’s economy — particularly in the export
sector — will help to drive stronger growth.

We have set a target to lift exports to 40 per cent of GDP by 2025.
This will require an extra $160 billion to $200 billion of new
productive capital to achieve this goal.

New Zealand's capital markets generally work well, but there is
scope for reductions in the cost of capital faced by New Zealand
businesses, compared to their offshore competitors. Improving
access to capital for growth will also be critical.

The Government is supporting effective capital markets by
providing stable and competitive macroeconomic settings;
creating the right incentives to save and invest; and ensuring New
Zealand is open to international investment flows.
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The Government’s Business Growth Agenda
Focus on innovation and skilled and safe workplaces, excerpt from BGA

Progress Report, 2013

Innovation

Innovation — the infroduction of new or improved products,
processes or methods info our economy — can increase the
amount we produce, add value, lift productivity, and increase our
competitiveness. Innovation can open new markets or develop
existing ones, and is essential to improving environmental, social
and health outcomes.

There is significant opportunity for New Zealand firms to increase
their investment in innovation and get greater value from it and for
the Government to improve the impact of public investment in
science and innovation.

The Government is working to increase the benefits o New
Zealand from science and innovation by creating a high-
performing and responsive innovation system. This includes working
to improve the alignment, co-ordination and collaboration within
the system — from the generation of new ideas, to the conversion
of these ideas into value. Callaghan Innovation has been
established to work across the whole innovation system fo
accelerate the growth, scale, intfensity and success of innovation
in New Zealand firms.

We are focusing future investments in science and innovation on
addressing issues and opportunities New Zealanders have
identified as important for improving environmental, health and
economic outcomes. We are also focused on creating the
environment that businesses need to invest more in science, to
access and use relevant research and development, and have
the confidence to innovate.

Skilled and safe workplaces

Successful businesses operafing in a competitive global economy
need skilled people who can help them create and deliver high-
value products and services, cultivate new markets, and sell fo the
world. Workers and jobseekers need access to education and
training to help them lift their skills, and opportunities to use those
skills in safe workplaces — leading to increased productivity and
higher wages.

While New Zealand has one of the most highly-qualified
workforces in the OECD, there is scope to better align our
education and fraining with the needs of business. New Zealand’s
rates of employment are also relatively high, but long-term welfare
dependency is still experienced by too many New Zealanders.

The Government is helping by working to lift New Zealanders’ skills
and qudlifications, reduce long-term unemployment and improve
workplace health and safety.
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The Government’s Business Growth Agenda
Focus on natural resources and infrastructure, excerpt from BGA Progress

Report, 2013

Natural resources

New Zealand businesses are dependent on our natural resources
which underpin much of our economic activity and support
thousands of jobs. Our resource base offers major opportunities for
future economic growth.

New Zealand has abundant natural resources, and these provide
us with a clear economic advantage. However, the challenge is
how to make best use of these resources, while maintaining and
enhancing the quality of our environment.

The Government is helping by encouraging business to use our
natural resources more effectively, and ensuring they use them
responsibly. This includes improvements to the resource
management systems to enable faster economic growth while
maintaining strong environmental standards.

Infrastructure

Resilient, efficient and coordinated infrastructure networks are vital
to a well-running economy. Transport, energy and
telecommunications networks enable the movement of people,
goods and information around our country and around the world.
They are vital to linking business with their customers, suppliers and
employees, and for increasing the flows of information, trade and
finance that businesses need to grow.

Historically, New Zealand has had inconsistent investment in our
infrastructure. Population growth and distribution, and the
changing make-up of New Zealand's economy over the years,
have also placed pressure on key infrastructure networks and
changed the mix of services required from infrastructure. The
devastating Canterbury earthquakes have had a major impact
on New Zealand's second largest city, and restoring confidence in
Christchurch’s physical environment will be critical.

The Government is focused on ensuring we better use our existing
infrastructure, as well as making smart, transparent decisions
about investment in future infrastructure, to make sure we get
maximum benefit from our total infrastructure investment.
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PART ONE

OVERVIEW OF THE ECONOMY BY SECTOR

GDP AND PRODUCTIVITY



Share of GDP (value added) by sector

New Zealand has a complex and varied economy with a wide range of sectors; like other

developed economies, services generate most GDP

Share of nominal GDP (total employing sectors)
% GDP; 2011

Primary

Manufacturing

Services

PLLTNS
.
* AN

-
“ »
asr

0
.
LET TN

Government, education
& health

Cross-cutting

Sectors.*

Double counts standard sector
data and so is not additional.

*Cross-cutting sectors have been double-counted and, tourism aside, have not been through the system of National Accounts so should be considered
indicative only. Nominal GDP for 2011 used rather than 2013 real GDP because real GDP includes volume changes between 2010 and 2013, not only price
changes. Source: Statistics New Zealand, National Accounts (2013)
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GDP growth by sector
All sectors of the economy have grown, other than wood and paper manufacturing;
petroleum and minerals grew fastest, followed by health and utilities

Nominal GDP 10 yr growth rate
% GDP CAGR, 2001-2011

wuua
o v,

Primary

0
B
------

Manufacturing

Services

Government, education B :
& health eenne® .

Cross-cutting

Sectors.* 2005-2011
Double counts standard sector only
data and so is not additional. Tourism =10 year CAGR

*ICT, high technology manufacturing and knowledge intensive services data is only available since 2005; treat as indicative only.
Source: Statistics New Zealand, National Accounts (2013).
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Absolute growth (dollar value) in GDP by sector
In nominal dollar terms, the employing sectors expanded by $68.7b in 2001-2011; of this
services confributed $44.7b

Absolute change in GDP (employing sectors)
NZ$m:; 2001-2011

Primary +$6.9b

Manufacturing  +$4.1b

Services i+$44.7b:

g
. B
-------

Government, +$15.1b

education

& health _
Cross-cutting 2005-
Sectors.* Tourism =10 years L 2011
Double counts standard sector only

data and so is not additional. _

*ICT, high technology manufacturing and knowledge intensive services data is only available since 2005; treat as indicative only.
Source: Statistics New Zealand, National Accounts (2013).

L i+$68.7b }

0
o
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Labour productivity by sector
There is a wide variation in labour productivity between sectors; most workers are
employed in lower labour productivity sectors

Sector employment (total hours paid) vs sector GDP (real) per hour paid

NZ$; 2011
5 T
L
.................... \ = Two manufacturing
TR | sectors above the
average
Different sectors have different dynamics

____________________________________________________________ and structures. A wide variation in labour
| : productivity is to be expected. Some sectors
i i need lots of physical capital (e.g. machines)
! i and others - like shops and restaurants —
E ! need lots of labour.
; :

1
E Sectors recording E
i below the New |
i Zealand average '
! labour productivity 1
i of $48 per hour !
: i
1 1
1 1
1 1
! 1
1 1
1 1
1 1
: 1
L e J

Note: data for government administration, education, health, ICT, high technology manufacturing and knowledge infensive services is not measured.
Source: Statistics New Zealand, National Accounts — Productivity Input Series year ended March 2012 (2013).
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Labour productivity within sectors
Labour productivity also varies within sectors; every sector has high-performing and low-
performing firms

Value added per employee, measured at selected percentile of the labour productivity distribution
Value added per employee; 2010

= 10th percentile  m25th percentile  ® Average = 75th percenfile = 90th percentile

$800,000
$750,000 Petroleum & minerals firms are
R l highly capital intensive; at the 90t
$300,000 | percentile value added was The wide variation between high-
' $773,859 per employee. performing and low-performing firms in
$250,000 - each sector indicates significant scope
for productivity improvements.
$200,000 -
$150,000 -
$100,000 -
$50,000 -
$0 -
-$50,000 -
S X A
© P F ¢y YW S E S EEEE S E
SR - S R DN S A SN IV P SR G e g W
& & ¢ X @ & SR N S R OGN 4 o P
Q % > & N VMO S ¢ Qo N o & & O & @
& & F Y W & & A T T R O\ . &S N
S A T G S o o £° R &
0@1 Q é\ < (\,{\\(\ (§_} O,{(\ Go @ (\\\O \\o ¢ < ¥ e}@ Q\O Qe\
o I © PSS @S 4 &
& & FON 2 &© o
e ®) voo ,\oQ ‘?*b ge &

Note: government, education and health sectors are not included owing to the difficulty in measuring sectors whose primary objectives are social
rather than financial.

Source: Statistics New Zealand, customised data drawn from the Longitudinal Business Database (2012), customised data drawn from the Annual
Enterprise Survey(2010), Ministry of Business, Innovation & Employment calculations.
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Labour productivity growth
Labour productivity growth varies by sector; while some sectors are increasing productivity,
others are becoming less productive

10 year labour productivity growth (x axis) vs 10 year employment growth (y axis); size of bubble indicates number employed
Labour productivity CAGR; 2001-2011

Productivity declining, Productivity &
employment growing employment growing
Productivity & Productivity growing,

employment declining employment declining
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Sector labour productivity growth versus employment growth
Sectors increasing productivity are often reducing employment; sectors creating
employment often show low/negative productivity growth

10 year labour productivity growth 10 year employment growth by employing sector
Labour productivity CAGR; 2001-2011 Employment CAGR; 2001-2011

Employment &
productivity
growth

Low productivity Employment
B growth or decline growth =
(except metals)

38



FIRMS AND EMPLOYMENT
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Largest New Zealand resident firms by total global revenue
New Zealand has one very large firm, Fonterra, and a long tail of large to mid-sized firms

50 largest NZ firms by total global revenue

NZ$b; 2012
Listed NZX >50% SOF/ NZ government Locall
Mco- [ | i | 2 i artial i
Co-op but >50% Listed foreign Private - IFi)s’ring (other than SOE) Society - government
foreign
§ Treat as illustrative
* 2012 data, does not include recent mergers and
Total revenue of top 50 acquisitions, e.g. Foodstuffs, Ebos Group.
firms = $115.7b. » Excludes financial services, e.g. insurance & banks.

« Only includes firms with publicly available data.

+ Some significant firms not included here, e.g. Carter
Holt Harvey.

+ Does not include Iwiincorporations.

+ Does not include District Health Boards, a number of
which are billion dollar plus enterprises.
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Source: New Zealand Management Magazine (2012); various financial years, includes some estimates, 40

excludes firms for which data not available. Used with permission



Largest New Zealand resident firms by total global revenue

51st-100th largest NZ firms by total global revenue

NZ$b; 2012

Local
government

Society

NZ government
(other than SOE)
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Total revenue of
515100 largest firms

retain sense of scale.

$24.6 billion.

$0.3
$0.3
$0.3
$0.3
$0.3
$0.4
$0.4
$0.4
$0.4
$0.4
$0.4
$0.4
$0.4
$0.4
$0.4
$0.4
$0.4
$0.4
$0.4
$0.4
$0.4
$0.4
$0.4
$0.5
$0.5
$0.5
$0.5
$0.5
$0.5
$0.5
$0.5
$0.5
$0.5
$0.5
$0.6
$0.6
$0.6
$0.6
$0.6
$0.6
$0.6
$0.6
$0.6
$0.6
$0.6
$0.7
$0.7
$0.7

Orica Investments (NZ)
Pumpkin Patch

Imperial Tobacco (NZ)
Kathmandu

Transpacific Industries

Amcor Packaging (NZ)
Powerco

TVNZ

Nestle (NZ)

Toll Group (NZ)

Oregon

Freightways

OfficeMax

Opus International Consultants
Steel & Tube

IBM (NZ)

Beca

Apple Sales (NZ)

Spotless Facility Services (NZ)
Frucor Beverages

Auckland International Airport
Briscoe

Watercare Services

Kura

Sanford

DB Breweries

Hellaby Holdings

Oceana Gold Holdings (NZ)
Sime Darby Motor Group (NZ)
Michael Hill International
Wilson & Horton

Fisher & Paykel Healthcare
Coca-Cola Amatil (NZ)

The Colonial Motor Company

Westland Co-operative Dairy...

Transfield Services (NZ)
Bunnings

Farmlands Trading Society
Fairfax (NZ)

Mitre 10 (NZ)

Noel Leeming

Bidvest (NZ)

Chorus

Ingram Micro (NZ)

Turners & Growers

Lion - Beer Spirits & Wine (NZ)
Open Country Dairy
Telstra (NZ)

Methanex (NZ)

Harvey Norman Stores (NZ)
Fonterra

Source: New Zealand Management Magazine (2012); various financial years; includes some estimates and

excludes firms for which data not available. Used with permission



Largest firms by sector and ownership
Food and beverage generates a quarter of total revenues; revenues for cooperatively
owned firms are 27% of the total

Share of global revenue of largest 100 NZ firms by sector Share of global revenue of largest 100 NZ firms by ownership
% of top 100 revenue; 2012 % of top 100 revenue; 2012
Food & beverage
Retail Inc. society
- 1%
Utilities / Local qovt
Construction e ]7?

Logistics

Petroleum & minerals
Telecommunications
Wholesale trade

Chemicals, plastics & refining
Finance & insurance

Metals

Media

Professional services
Machinery & equipment
Accommodation & restaurants
Government administration

NZ govt.
(other than

>50% foreign SOE)
25% 1%

Listed but
>50% foreign
16%

Unidentified
Agriculture, fishing & forestry
Wood & paper | 0.3% Firms often associated with the
) " oyt - Includes
ICT 6%  primary sector, such as Fonterra an Foodstuffs,

Silver Fern Farms, are classified as

Tourism 4% food and beverage manufacturers Ravensdown and

. . . c others, as well as
. Knowledge intensive servpes 2% Total revenue = $140.3 billion Fonterra
High technology manufacturing 1% '

Nofte: telecommunications refers to retailers such as Telecom and Vodafone; Media refers to firms such as TYNZ or Fairfax; ICT, knowledge intensive
services and high technology manufacturing have been double-counted. Source: New Zealand Management Magazine (2012); used with permission. 42
MBIE analysis; contains estimates and assumptions



Total firms by sector
There is a wide variation in the number of firms in each sector

Share of firms by sector, classified by principal activity of firm
% of firms; 2013

Primary 14.5%

Manufacturing i 4.3% :
Includes farms and

orchards.

Services 75.6%
Government, 5.6%
education & health
Cross-cutting
Sectors.*
Double counts standard
sector data and so is not
additional. Tourism data

not available.
*Cross-cutting sectors have been double-counted; data unavailable for tourism sector. 43

Source: Statistics New Zealand, Business Demography Statistics (2013)



Total employment by sector

Similar to other developed economies, the majority of jobs are in the services sectors;

agriculture, forestry and fishing is still a significant employer

Share of employment by sector
% employed (including self-employed); 2012

Primary 7.4% : :
Manufacturing 10.4% Manufacturing:

13% of GDP

4.3% of firms

10.4 % of employees
Services ::59.6%:2 "~-....-':
Government, 21.8% ':, ::

education & health

Cross-cutting  27.5%
Sectors.*

Double counts standard
sector data and so is not
additional.

Note: total employment does not equal 100% as 0.8% of employment cannot be allocated fo sectors.
*Employment in cross-cutting sectors has been double-counted
Source: Statistics New Zealand (2012), Linked Employer-Employee Database and Tourism Satellite Account
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Change in employment by sector
Jobs added in service sectors and in government, education and health have significantly

outweighed jobs lost in manufacturing

Absolute change in sector employment
Employed (including self-employed); 2002-2012

+331,500 jobs 2002-2012;
L 85% of all new jobs
(includes self-employed).

*Cross-cutting Sectors (grey
bars) double count standard
secfor data and so totals are
* not additional.

Food and beverage
manufacturing showing
job growth.

-39,900 jobs 2002-2012
in manufacturing sectors
and agriculture, forestry

and fishing.
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Composition of workforce: employed versus self-employed
The rental, hiring and real estate and construction sectors have the highest percentage of

self-employed workers

Employed and self-employed by sector

% workers, 2002

m Employed = Self-employed

Arts and recreation services
Health
Education

Government administration, ..
Administrative and other services
Professional services

Rental, hiring, and real estate..
Finance and insurance
Media and telecommunications
Transport & logistics
Accommodation and restaurants
Retail trade
Wholesale trade
Construction
Utilities
Manufacturing
Mining
Agriculture, forestry, and fishing

Source: Statistics New Zealand (2012), Linked Employer-Employee Database

2002
82%
93%
97%
97%
86%
74%
45%
87%
87%

83%
86%
86%
86%
60%
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920%
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Employed and self-employed by sector

% workers, 2012

mEmployed uSelf-employed

Arts and recreation services
Health
Education

Government administration,..

Administrative and other services
Professional services

Rental, hiring, and real estate..

Finance and insurance

Media and telecommunications
Transport & logistics
Accommodation and restaurants
Retail trade

Wholesale trade

Construction
Increasing % of Utilities
employees vs self-
employed in Manufacturing
agriculture, forestry .
and fishing. Mining

Agriculture, forestry, and fishing

2012
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Employees by firm* size
Larger firms (50+ and 100+ employees) generating employment at a faster rate than
smaller firms

Employment (head count) distribution by firm size

Employees; 2003-2013 Firms with 50 or more employees

generated 162,000 jobs or 75%

of job growth since 2003. They
employ 56% of all workers
(excluding self-employed)

Note: excludes self-employed and
other non-employing businesses.

Firm CAGR Absolute

size 03-13 change

1,931,120 1/977:340 1,941,040 Total 1.2% +215,970
o 1731, 1,928,320 1 902,500 1,913,370 1,929,870 1.741, ota 2% .

1,856,840 187143
1,725070
75%
I 100+ 1.6% +137,020

1es o0 . . > o . : , 174.69 180,550 50-99 1.5% +25,030

252,8208 261,09 O 0R (e X7 0.6% +15,450

198,550 . : : ‘ o . g ) VARRZ0 WARRY(0 10 to 19 0.8% +16,020
; . . . , . . ; 143,3600R (e} 0.4% +6,190

225,660IIeR 0.8% +16,260

2003 2004 2006 2006 2007 2008 2009 2010 2011 2012 2013

Note: employment as at February 2013
*Includes all entities, some of which are not firms such as those in charities, government, education and health 47
Source: Statistics New Zealand, New Zealand Business Demography Statistics (2013)



Firms* by employment size

Firm numbers peaked in 2008; in percentage terms the economy added larger firms (50+

and 100+ employees) at a faster rate than smaller firms

19,010

. In 2013 the total number of
:l.uml?:;g;_f;g;ssby employee numbers firms* with 100+ employees Firm CAGR Absolute
irms; was 2,123. size 03-13 change
151,994
145507 147993 149SIT T 149261 q47314  q48672 147250 146,854 Total 0.7% +9.997
141,261 — ——] 100+ 1.6% +307
136,857 9,109 50-99 1.5% +344
— il 2010 49 0.6% +617
[ 1
8,284 e 16,794
16,131 , . . 15039 10t0 19 0.8% +1,207
g 15,414
. 10517 19855 20,052 19,807 Il 19,857 FRteX) 0.4% +847

90.611 93357 M 96.426 |l 98.281 99,137 M 100,751 99,977 Bl 98,579 Bl 98,027 Il 98.160 B 97.366 RRIeE]

2003 2004 2006 2006 2007 2008 2009 2010 2011 2012 2013

Includes all entities, some of which are not firms such as those in charities, government, education and health
Source: Statistics New Zealand, Business Demography Statistics (2013). Employment as at February 2013

**Economic Development Indicators, 2011. Available from http://www.med.govt.nz/about-us/publications/publications-by-topic/economic-indicators

The proportion of large firms
to small firms in New Zealand
is similar to the OECD mean.
However, New Zealand’s
large firms are smaller than
large firms in other OECD
countries.**

0.7%

+6,755
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Large firms* by sector

Large firms are largely concentrated in the domestically focused economy

Firms with 50-99 and 100+ employees
Firms; % total sector employment; 2013

Six sectors
2,633 firms*
55% of total

Food and beverage (largest
exporting sector) has 183
firms with 50 or more
employees; these employ
80% of the sector’s
workforce.

Total firms with 50 or
more employees
= 4,765.

*Includes all entities, some of which are not firms such as those in charities, government, education and health.

Source: Statistics New Zealand, Business Demography Statistics (2013)
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EXPORTS



Exports by sector: data limitations

This report attributes exports to sectors by mapping products and services to the sector

most likely to produce them

Classifying exports by sector

Statistics on exports are collected according to product or service type and
not according to the sector that produced them.

To obtain insight info the export performance of sectors for this report,
Statistics New Zealand prepared a concordance that maps HS codes (how
goods exports are classified) to ANZSIC codes (how sectors are classified).

This concordance allocates exports to sectors based on the type of product
the sector is most likely to produce. Thus logs and fruit are attributed to the
agriculture, forestry and fishing sector, while sawn wood products are
aftributed to the wood and paper sector, and milk powder and frozen beef
are attributed to the food and beverage manufacturing sector.

Tourism exports

International fourism expenditure data was sourced from the Tourism
Satellite Account published by Statistics New Zealand. A breakdown by
main product allowed spending on fransport, retail trade, restaurants and
hotels and education to be attributed to sectors.

Export education

The term ‘export education’ is usually used to refer to spending by
infernational students in New Zealand. Spending by international students in
New Zealand for more than a year is included in the travel exports data but
not in the contribution of international visitor expenditure to total tourism
exports.

The 2012/13 value of international education is measured at $2.6 billion. See
report by Infometrics available from the Education New Zealand website:
www.enz.govt.nz

The education sector also provides education services overseas. This is a
sub-set of commercial services exports.

Treat with caution

The export data for sectors provided in this report is believed to be broadly
correct, but should be treated with caution. The method used means that
some sectors are shown as having no exports, which in some cases is not
factually frue.

The clearest example is the wholesaling sector. Many wholesalers operating
in New Zealand export products on behalf of the producers of those
products, or purchase and on-sell them overseas. These exports are

attributed to the sector that manufactured, grew, harvested or mined them,

rather than to the wholesaling sector.

Experimental data from Statistics New Zealand indicates that the value of
goods exports by wholesale trade firms was around $8b in 2011.

See Appendix for further details.
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New Zealand exports
New Zealand exported $62.4b worth of goods and services in 2013; exports occurred
across a wide range of categories; food and beverage stands out for absolute size

Total exports
NZ$b; goods exports by sector (ANZSIC); services exports by type; year to June 2013

All other goods &

services
$3.6
6%

Commercial services
$4.7
7%

Travel

$8.9
14% elele &$bever096 Total exports =$62.4 billion
23.8

38%

Transportation
$2.5
4%

Wood & paper
$2.6

Other 4%
manufacturing

$1.8 Mining & petroleum Agriculture, forestry &
3% extraction Machinery & ) fishing

$1.8 Metals equipment Chemicals, $5.0

3% $2.8 $3.2 plastics & refining 8%

5% 5% $1.7
3%

Source: Statistics New Zealand, Merchandise Exports, and Balance of Payments for service exports (2013) 53



Export growth
The food and beverage sector has added the most export value in the last decade

($8.8b), but the fastest growth has been in petroleum and minerals (11% p.a.)

Export growth matrix: absolute value growth vs rate of growth vs export value in 2013
NZ$b; nominal values; 2013

11% CAGR, 2003-13

+$8.8b 20032013

Average
10 year CAGR
all exports = 3.6%

Source: Statistics New Zealand, Merchandise Exports, and Balance of Payments for service exports (2013) o4



Trade balance by sector: 2013
New Zealand has a trade surplus in food and beverage, primary products and services
and a tfrade deficit in ‘other’ manufactured goods and petroleum

Import and export data by sector

NZ$m:; 2013

Food & beverage
Agriculture, forestry & fishing
Wood & paper

Not elsewhere included
Metals

Retail frade

Arts & recreation services
Media & telecommunications
Other manufacturing
Chemicals, plastics & refining
Machinery & equipment

High technology manufacturing
ICT

Goods*

Services

*Cross-cutting sectors have been double-counted. Includes exports and re-exports. Source: Statistics New Zealand, Merchandise

. Imports . Exports Balance

$715 [ 34951 $4,235
S si2i0 [l 2602 51393
T B $1.09
S ol $131
""""""""""""""""""""""""""" 03 913 s13
S se2 17 $25
sy 5285
- oy $3014
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Trade Data for imports and exports (2013) and Balance of Payments data - International Trade in Services (2013)



Change in export mix; goods versus services
Services export growth is lagging behind that of goods; services share of total exports is

declining

Share of exports, goods vs services 10 year export growth, goods and services
%; 2003-2013 NZ$b; 2003-2013
CAGR
03-13
(,---\) (:—--\) Total 4.1%
(1.5%

——

,,,,,

\\\\\

56



Change in export mix; goods exports
The composition of goods exports has changed over time; food remains the mainstay and
is becoming relatively more important

Share of New Zealand’s merchandise trade exports by type
Export goods; 1966-2011

——em R A % 2% 27 Other unclassified items
B — N N

Misc. manufactured articles

Machinery & transport
equipment

o
+
Manufactured goods

% Chemicals

—1% Mineral fuels
—+%— — Fats & oils T<1‘7 after 1996
Crude ma eric?ls )

3% ! Textile fibres (wool)
5% Wood, lumber & cork

R Beverages & tobacco

LS/ R I A -3’_

Food & live animals

1966 1971 1976 1981 1986 1991 1996 2001 2006 2011
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Source: United Nations COMTRADE Database (2012)



Change in export mix; food and beverage exports

Food and beverage exports exhibit similar significant changes; the shift is currently towards

beverages and processed/other foods

NZ food & beverage export value mix by product
% of export food and beverage sales; given years

3% BT - - ° Wine
Processed/other F&B
Grains, pulses
Kiwifruit
Sher
A% Other dairy
Milk powder
5 Other meat & meat
9% Beef

1880 1900 1920 1940 1960 1980 2000 2009

Source: Coriolis Research, Food and Beverage Information Project Indusfry Snapshot (2011); further information available from
www.foodandbverage.govt.nz
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Change in export mix; services exports
Change is also occurring in services exports; commercial services now make up 29% of the
total services exports, up from 18% in 2004

Exports of services Composition of commercial services exports
%; 2003-2013 % commercial services, 2013

——————————

__________
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Changing markets

New Zealand has undergone a fundamental fransition from supplying northern hemisphere
markets to supplying the Asia-Pacific region

Share of New Zealand’s export goods by destination region
Export goods; 1966-2011

1% ] 1% i .
- ]& 1% % 1% ]% % %% ggsfaops%on Africa

5% Central and South America

5% A North Africa/Middle East/
7% 9% 10% 9% Central Asia

10% South East Asia

2%

7%

Australia/Pacific Islands

East Asia

North America

Europe/Russia

1966 1971 1976 1981 1986 1991 1996 2001 2006 2011

60
Source: United Nations COMTRADE Database (2012)



Top 20 markets: goods and services
In 2013 there were 10 countries which imported $1b or more in goods and services from
New Zealand; these 10 accounted for 69% of the total value of New Zealand’s exports

Top 20 markets for exports of goods and services
NZ$m; goods and services exports value, year ended June 2013

Australia took 22.6%
of all exports.

When trade in services is included,
Australia accounted for 22% of
frade (imports and exports) and

China 15%. See page 64

1
i :
1 1
1 1
1 1
1 1
1 1
i :
: ! 69%
i :
1 1
1 1
1 1
1 1
1 1
| j

Total exports (good and services) = $62.4b, year ended June 2013
Numbers may not total due to rounding

Note: services data for Indonesia, Taiwan, Thailand and Saudi Arabia is not available. 61
Source: Statistics New Zealand, Global New Zealand and Balance of Payments — International trade in services by country (2013)



Export destinations: goods versus services
Asia now takes 41% of goods exports; but 54% of all service exports are to our traditional
western trading partners; Australia alone accounts for 27%

Share of export goods by destination region Share of services exports by selected country
Export goods; year ended June 2013 Export services; year ended June 2013

RN

Europe, North America and AUSTI’GliCI(:54%:'

s’

Southern — | -

and Central

Australia, Asia , 2%
21% North
America,
14% !
Australia,
North Sou"rh—Eos’r 27%
America, Asia, 9%

10%

7T Europe, 13%

7 Asia ™ P

-

\ 4%/

Ni——’

Europe, 8%

North-East
Asia, 30%

ther, 22%
Other, 19% IS 2257

North-East
Asia, 18%

Note: services exports are reported only for the first 20 countries which means that services exports for the regions may be slightly
larger than shown in the graph.
Source: Statistics New Zealand (2013), Global New Zealand and Balance of payments - International Trade in Services by Country
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Top three export markets by sector
Australia is the leading importer of goods and services for New Zealand’s emerging export
sectors and for most manufactured products

All markets

Sector ;3*1“2 exports CAGR Market 1 ;7;1‘:' Market 2 ;7;1‘:' Market 3 Z‘;gl
2003-13

Traditional exporting sectors

Agriculture, forestry & fishing $4,951Tm 5.5% China 40% Japan 10.5% Korea 7.3%

RETTTT I

Petroleum & minerals $1,795m 10.4% Australia 91 2% China 3.9% Japan 2.8%

Wood & paper $2,603m -0.3% Australia 26.6% China 15.9% Japan 15.7%

Food & beverage $23,820m 6.1% China 18.6% us 11.3% Australia 10.6%

Tourism (international visitor spend)” $6,431m -0.6% Australia 34.1% China 11.2% UK 9.3%

Machinery & equipment $3,196m 1.7% Australia 34.6% us 17.9 India 4.9%

Chemicals, plastics & refining $1,711m 0% Australia 482% us 8% Singapore 5.4%

Metals & metals products $2,832m 3.8% Australia 427% Japan 17.4% Korea 6.8%

Other manufacturing $1,755m -2.2% Australia 25...4;% China 22.6 Italy 12.6%

Emerging exporting sectors

'(*C‘?QS;?CCU?Q&';OggCQ%”UfOCTU””g $1,430m 3.6% Us 21% Australia 19.6% India 10%

ICT $632m 0.1% Australia 3457 us 16.9% HongKong  6.7%

ergsraestsi?;%%d; nd beverage) $2,469m 4.7% Australia 43% China 12% Japan 9%

Commercial services $4,652m 5.8% Australia 29.0% us 22.6% UK 5.2%
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Total trade growth (goods and services): Australia versus China
Merchandise goods driving growth in tfrade with China; Australia remains our major trading
partner when trade in both goods and services is included

Goods ands services exports to Australia and China; 2013 versus 2008
Exports and Imports: NZ$m (nominal); year ended June 2008 & June 2013

Exports

Imports

Absolute Absolute
change change
$13,933 +$769m

$13.164

Services

Services $4,402

$3.992

+$410m

..........
........

. 0
. o*
----------

5year CACR, -
25%

ya

---------
“““

+$359m

.

$2,991

.
- *
.

LTI

Goods
Goods
Goods $6612  p206Im $5.824 Goods 147 550m
$8,673 ‘ $7,376
Services $284
$6,108 Services $384 +$100m
Tamd  ebtee +8673m $7.760  +$1,652m
Services !
$4,383
$11,668 -$1,388m
$13,056
Australia, 2008 Australia, 2013 China, 2008 China, 2013

Source: Statistics New Zealand (2013), Global New Zealand and Balance of payments - International Trade in Services by Country

As at June 2013,
Australia accounted
for 17.8% of all frade in
goods (imports and
exports) and China
16.8%.

When trade in services
is included, Australia
accounted for 22% of
fotal frade (imports
and exports) and
China 15%.
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Composition of goods exports: Australia versus China
Australia imports a wide variety of goods from New Zealand, many high/added value;
exports fo China dominated by New Zealand’s fraditional commodities

Top 20 goods exports to Ausiralia (HS4)
% exports, year ended June 2013

Crude petroleum oils
Gold

Wine

Food preparations nec
Cheese

Silver

Non-crude petroleum oils

Sawn or chipped wood

Plastic containers

Bread, pastry, cakes & biscuits
Sweetened water

Malt extract

Insecticides, rodenticides,..

Tufted carpets

Fish fillets

Confidential items
Chocolate

Frozen vegetables
Refrigerators & freezers
Live horses

Other

1%
1%
1%
1%
1%
1%
1%
1%
1%
1%
1%
1%

17%
29%

Top 20 exports account
for only 50% of total,
indicating highly diverse
export profile.

1% = ~$95m
(as at June 2013).

Chocolate ($95m) was
the 17" largest export to
Australia in 2013.

50%

Top 20 goods exports to China (HS4)
% exports, year ended June 2013

Milk powder

Logs

Sheep meat

Wool not carded or combed
Crustaceans

Malt extract
Confidential items
Animal offal

Sawn or chipped wood
Butter and dairy spreads
Frozen beef meat

Raw sheep or lamb skins
Frozen fish

Caosein

Fruit nec

Cheese

Whey and milk constituents
Live cattle

Iron ore

Albumins

Other

5%
3%

30%
17%
7%
Malt extract(HS1901)

includes ‘preparations
for infant use’ HS190110.

Top 20 exports account
for 88% of total.
1% =~$77m
(as at June 2013).

12%
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Share of exports by firm

50% of New Zealand'’s total exports are generated by 30 firms; Fonterra alone generates
around 23%

Share of New Zealand’s total exports by top 10,000 exporting firms
% of exports; 2011

Treat as illustrative 5001-10,000
Includes goods exports and >1%
commercial services exports.
Excludes transport, travel, insurance
and government services exports.

Indicative only; official
export numbers for
Fonterra are
confidential.

/

Fonterra

| Top 30 exporting firms;
Other 9 largest 50% of exports

exporters
14%

21-30

5%

Total (2011): $49.9 b
Total differs from 2013 numbers

Source: Statistics New Zealand, customised data drawn from the Longitudinal Business Database (2011) and Fonterra, Shareholders’
Fund Prospectus and Investment Statement (2012)



Export barriers

Around a third of exporting firms report the exchange rate, low demand, increased
competition and/or distance from markets as barriers

Firm reported barriers to exporting

% of total current exporting firms; % of total firms considering exporting; 2011

Businesses with current overseas income
B Businesses considering exporting

Issues for current exporters

\

Issues for firms considering exporting

\

Firms considering exporting report
limited international knowledge
and experience as the main barrier.

37%
34% 34% 35%
32% 32%
29%
27%
21% 21%
18% 18% 17%
16%
19% 14% 13% 13%
2 12% °
8% 10%
Exchonge Exchonge ow Distance Limited Limited Limited Limited  Language Overseas Inability to Other
rate rate level demond or from experience knowledge accessto accessto and culturalgovernment  rapidly
volafility increased  markets in about distribution  finance  differences regulatfions increase
competition expanding specific networks or tariffs supply
beyond NZ  markets
67

Source: Statistics New Zealand , Business Operations Survey (2011)
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INNOVATION
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Definitions
This report uses the following definition for ‘innovation’

Innovation

The innovation rate is the percentage of firms in a sector that undertook any activity during the last two financial years that resulted in the development or
infroduction of something new or significantly improved. This is a different measure from expenditure on innovation.

The following are the measured activities.

Activity Definition Examples

Goods or services Significant changes in or infroduction of new goods or services — this does not Xero: online accounting services.
include selling new goods or services wholly produced and developed by other Fonterra: new light-resistant plastic milk
firms. bottle.

Operational Methods of producing or distributing goods or services. E-books, Spotify, iTunes, Xero.

processes New machines used in manufacturing.

Organisational or Significant changes in the firm's strategies, structures or routines. Fonterra: trading among farmers.

managerial Manufacturers developing services or

software around their products.

Marketing method Includes sales and marketing methods infended to increase the appeal of goods or Hellers’ redesigned packaging for shaved
services for specific market segments, or to gain entry to new markets. ham.



Definitions

This report uses the following definition for ‘research and development’ (R&D)

Research & development

The R&D rate is the percentage of firms in a sector that have undertaken R&D activity in the last two years.

R&D covers any activity characterised by originality. It should have investigation as its primary objective, and has an outcome of gaining new knowledge
and/or new or improved materials, products, services or processes. Buying technical knowledge or information from abroad is included.

Market research, efficiency studies, and style changes fo existing products are not included.
The R&D rate is a different measure from business or government expenditure on R&D.

R&D is divided info the following activities.

Activity Definition
Experimental Systematic work, drawing on knowledge gained from research and practical
development experience that is directed at producing new materials, products and devices;

installing new processes, systems and services; or improving substantially those
already produced or installed.

Applied research Undertaken in order to acquire new knowledge. Itis, however, directed primarily
towards a specific practical aim or objective and determines possible uses of basic
research.

Basic research Carried out fo pursue a planned search for new knowledge with either a broad

underpinning reference, or no reference to a likely application.

Examples

Development and commercialisation of
products for wound and tissue repair by
Wellington firm Mesynthes.

AgResearch’s work on new grass types to
reduce environmental impacts from farming.

Investigating natural ‘superhydrophobic’
surfaces (highly repellent to liquids); may
have application to condensation
management, ice-prevention or as self-
cleaning surfaces.
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R&D and innovation rate by sector

Significantly more firms in the manufacturing sectors engage in both R&D and innovation

activities than firms in most other sectors

Firms reporting R&D activity
% of total firms in sector; 2011

Avg = 9%

High technology manufacturing
Chemicals, plastics & refining
ICT

Machinery & equipment

Food & beverage
Manufacturing sector

Media & telecommunications
Other manufacturing
Professional services
Knowledge intensive services

Some sectors
13% have high

Metals 1% innovation rates
Wood & paper 1% but Iogv rg’res of
Wholesale trade 10% &D.

INZaveragel [ "7} 9%

Construction 9%

Petroleum & minerals 9%
Financial & insurance 7%
Administrative & other services 7%
Agriculture, forestry, & fishing 7%
Tourism 7%
Health 6%
Education 6%

Utilities

Arts & recreation
Accommodation & restaurants
Property, rental & hiring services
Retail trade

Logistics

Firms reporting innovative activity
% of total firms in sector; 2011

High technology manufacturing
Chemicals, plastics & refining
ICT

Education

Arts & recreation

Financial & insurance
Wholesale trade

Media & telecommunications
Manufacturing sector

Other manufacturing

Food & beverage

Knowledge intensive services
Wood & paper

Metals

Professional services

Utilities

Machinery & equipment
Tourism

'NZ average:

Health

Logistics

Accommodation & restaurants
Property, rental & hiring services
Administrative & other services
Construction

Petroleum & minerals

Retail tfrade

Agriculture, forestry, & fishing
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Innovation across sectors
Innovation is pervasive across all sectors, as this excerpt from a paper on New Zealand’s
innovation system shows

All OECD economies rest on a combination of large medium-
technology and low-technology manufacturing industries (such as
food and beverages, or fabricated metal products), and large-scale
service activities (of which the largest are education, and health
and social services).

Innovation surveys carried out in many countries show that these
industries contain significant proportions of innovating firms, that
develop new products, and generate significant amounts of sales
from new and technologically changed products.

The expanding data and evidence on innovation in these low and
medium-technology industries and services suggests that we should
take a wide view of innovation and its effects, recognising that
growth is generated across many sectors of the economy.

Of course we should not deny the existence and importance of
radical technological breakthroughs. But it is important fo challenge
the oversimplified idea that high-tech industries are ‘leading’ sectors,
and that growth rests on their fechnologies in some simple way.
Rather, we should recognise that innovation and hence growth
impulses are pervasive across the economic system, which would
explain why many so-called low-tech sectors and low-tech
economies have been growing rapidly.

In other words, growth impulses are dispersed across the system
because innovation also is widely dispersed - it is not the case that
innovation is confined to a small group of high-tech sectors.

Growing sectors innovate in different ways, with a great deal of
variety in methods, approaches and results. This diversity among

industries is particularly important with respect to knowledge creation.

So the specific engagement with innovation that faces New Zealand
is the problem of innovation across the low-tech sectors.

Low tech sectors have a specific characteristic in terms of knowledge
creation, which is that they draw heavily on knowledge created
outside the industry. They do not innovate on the basis of internal R&D,
but rather on the basis of a flow of knowledge from external sources.

Such knowledge can flow in a number of ways: via contract R&D, via
joint ventures, via labour mobility, via consulting, via informal know-
how, and above all, via the purchase of capital and intermediate
inputs. Many of these background flows of knowledge emanate from
the publicly-supported knowledge infrastructure, and it is this that
connects public policy with the need to focus on the sectoral
structure of innovation.

Source: Keith Smith, Public Policy Framework for the New Zealand
Innovation System, Ministry of Economic Development
Occasional Paper 06/06

May 2006
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R&D and innovation

Large firms are more likely to engage in R&D and/or innovation activities; innovating firms

out-perform non-innovating firms

Firms with innovation and R&D activity by firm size
% of total respondents; 2011

m 100+ employees m 50-99 employees

m 20-49 employees

]

B 46-19 employees

Businesses with 59%
innovation

activity 51%

44%

15%
Businesses with 5%

R&D activity
12%

7%

Improved firm performance, various financial metrics
% of total respondents; 2011

® Non-innovators ®Innovators

Increase in market share

Increase in productivity

Increase in profitability

Increase in sales
48%

Higher productivity than
competitors

Higher profitability than competitors
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Sources of innovation
For those firms reporting innovation activity, the majority, by far, source their ideas from
staff, suppliers or customers

Sources of innovation for firms
% of total respondents; 2011

Will not total to 100% as respondents
may fick more than one box.

—

Existing staff 70%
Customers 56%
New staff

Suppliers

Books, journals, patent disclosurez or Internet
Competitors and other businesses from the same industry
Professional advisors, consultants, banks or accountants
Conferences

Other businesses from within the business group

Industry or employer organisations

Business from other industries

Government agencies 10% A lot of innovation is not science
related; CRIs and universities will
Universities or polytechnics 9% typically be a source of
innovation ideas relating to
Crown research institutes, other research institutes, or research.. 6% science and technology.
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Barriers to innovation
Over half of firms reported that innovation was hampered by cost and lack of
management resources e.g. fime

Issues that hampered innovation
% of total respondents; 2011

Cost factors mlow degree ®Medium degree ®High degree

\

[ 559 |
50%

43%

14%

39% 38%

32%
27%

17%

Cost to develop Lack of Lack of Government Lack of Lack of Lack of Access to
or infroduce management appropriate regulation marketing information  cooperation with  intellectual
resources personnel expertise other businesses property rights
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FINANCIAL PERFORMANCE
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Return on equity (ROE)
There is a wide variation in return on equity between sectors; seven sectors (plus high
technology manufacturing) return 19% and above

In the construction sector a lot of

Return on equity (surplus before income tax as 7% of shareholders’ funds or owners’ equity) large machinery is hired rather

Return on equity; 2012

Construction

Retail Trade

Professional Services

Mining & Petroleum Extraction
Chemicals, Plastics & Refining
Wholesale Trade

High tech

Health

Machinery & Equipment
Metals

Other Manufacturing
Administration & Other Services
ICT

Arts & Recreation Services
Food & Beverage
Accommodation & Restaurants
Wood & Paper

_____________ i 9%
Finance & Insurance

Rental, Hiring & Property Services
Transport and logistics

17%

10%
17%
12%

16%
1%
1%
10%

13%

7%
-4%

Utilities
Agriculture, Forestry & Fishing
Education

Media & Telecommunications

6%
5%

than owned e.g. cranes.

27%
29%

24%

19%

Aggregate sector data masks wider
variation at the sub-sector level. For
example, in 2012 the RoE for retailers ranged
from 6.1% for furniture, electrical, and
hardware retailing to 42.2% for supermarkets
and grocery stores.

*2012 data for, metals unavailable due to confidentiality, 2010 used instead; data unavailable for knowledge intensive services and government

Source: Statistics New Zealand, Annual Enterprise Survey (2013)

78



Capital stock (fixed assets) per worker

Capital stock per worker is highest in the utilities, property and petroleum and minerals

sectors

Capital stock (or fixed assets) per worker
2011

Utilities
Rental, Hiring & Property Services

$2,097,431

$1,895,332

$3.147,595

Mining & Petroleum Extraction
_______ $539,017

Transport & logistics
Medl(].& Te|eCOI’T1mUI’]ICO.TI(.)ﬂS L0702 ? __E H|gh Copifcﬂ stock,
Chemicals, Plastics & Refining $253,520 but lowest return on

Arts & Recreation Services $200,891 equity; high fixed
Wood & Paper $157,300 cost structure, but
'NZ averade! |1 $168,533 low variable costs.
Food & Beverage $146,559
Finance & Insurance $134,456
Government, defence & public safety $121,693
Agriculture, Forestry & Fishing $118,643
Education $105,988
Metals $103,317
Other Manufacturing $85,955
Health $66,271
Machinery & Equipment $57,031 Construction: low
Wholesale Trade @ $55,901 capital stock, but
Construction & $54,165 high return on
Accommodation & Restaurants | $47,321 equity.
Professional Services $33,188
Administration & Other Services $31,786
Retail Trade | $28,557

Buildings, dams, equipment,
electricity networks, gas pipes, etc.

Note: data on fixed assets has not been through National Accounts system so should be considered as indicative only; data unavailable for cross-cutting sectors

Source: Statistics New Zealand, National Accounts and Tourism Satellite Account (2012)
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NEW ZEALAND AND THE WORLD
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International connections
New Zealand is less connected with the global economy than similarly developed small
countries

Inward direct Ovutward direct Publicly listed global Goods & services  Goods & services Tourist visits
investment investment companies exports imports millions
$US per capita $US per capita Number in Forbes % of GDP % of GDP
1 Global 2000
New
Tealand US$18,353 US$4,290 | 29 299% 246
OECD small
nation US$40,509 US$49,253
average
Australia US$26,638 US$18,713
Ireland US$76,491 US$85,562
Denmark US$26,103 US$44,508
Israel . US$9,434 I US$9,381
Chile I US$11,567 I US$5,278




Growth in stocks of outward and foreign direct investment
Foreign direct investment in New Zealand grew strongly from 1988 to1998 but has been
relatively stable since; outward direct investment has declined since 2000

Ovutward direct investment and foreign direct investment as a percentage of GDP
% GDP; 1982-2012

415.79781 5 20%

13.75% ; s t r irect
o 53% e 1199700 10 75 1577001 1117 R
. investment
2.09% 2.5% 4.19%

0.23%

A 6.91%

936% /417l 7-88% L

Foreign direct
investment

New era of globalisation drives
rqpld increase in FDI globally
1983: CER (NZ/Australia FTA)
1984: New Zealand begins

economic reforms /
1989: Berlin Wall

1990: Mandela release

1991: Indian reforms; Indonesian

reforms

1991/1992: EU Single Market

1994: Brazil reforms; NAFTA

Between 1989 & 1994 one third

of the global population enters

Value of stock of global

the global economy - Brazil, FDI shows similar dip in
Russia, India, Indonesia, China & 2008
South Africa. .

1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012

Source: United Nations Conference on Trade and Development (UNCTAD) database, retrieved, 2014



New Zealand’s major direct investment partners (and China)
54% of New Zealand outward direct investment is in Australia, and 63% of foreign direct
investment in New Zealand is Australian; China is a minor investor

New Zealand stocks of foreign and outward direct investment
NZ$m, year ended June 2013

Stock of foreign direct investment Stock of New Zealand direct
in New Zealand (FDI) investment in other countries
(outward direct investment or ODI)

. o,

$63,584m $12,462m Australia, 54%

USA, 10.3% $10,352m USA, 15.4%

Foreign investment describes investment

from one investor into an enterprise in

another country. Europe, 10% $2,672 Europe, 11.8%
The investment is classified as direct
investment if the investor owns 10 per cent . )
or more of ordinary shares or voting power. Singapore, 3.8% $1,619 Singapore, 7.1%

Direct investment enterprises is made up of
branches (unincorporated enterprises),

subsidiaries (incorporated enterprises: Japan, 3% Japan, 0%
direct investor owns more than 50 per

cent), and associates (incorporated

enterprises that are 10-50 per cent owned Chino;'“‘O‘."A;%."t $391m |$71m Chinoi“(‘)‘.g%

by the direct investor). — StatistiesNz. T T AL ’

Other, 9.4% Other, 10.4%

$9,427m

Total FDI (June 2103) = $100,744  Total ODI (June 2013) = $22 ,968

Source, Global New Zealand, June 2013 85



Stock of foreign direct investment (FDI) in New Zealand by sector
Foreign direct investment totalled $97.3b in 2012; over a third of this is in the finance and

insurance sector

Foreign direct investment in New Zealand
NZ$m:; as at March 2012 (latest data by sector available)

Finance & insurance

Food & beverage

Retail frade

Agriculture, forestry, & fishing
Wholesale tfrade

Media & telecommunications
Utilities

Petroleum & minerals
Professional services
Chemicals, plastics & refining
Property, rental & hiring services
Wood & paper

Health

Metals

Other manufacturing
Accommodation & restaurants
Construction

Logistics

Machinery & equiptment
Administrative & support services
Arts & recreation services

More than half of the stock of
foreign direct investment in New
Zealand is from Australia, much of

it in finance and insurance (banks),

retailing and media and
telecommunications.

Note: some data omitted owing to allocation and confidentiality issues; data for government, defence and public safety is confidential (an example of

data that would fall into the sector would be Mt Eden Corrections Facility which is operated by British firm Serco)
Source: Statistics New Zealand, Balance of Payments and International Investment Position (2013)



Rate of foreign direct investment by sector
23% of all wholesale trade firms are majority foreign owned; larger firms are more likely to

be foreign owned

Firms with more than 50% foreign ownership, by firm size

Firms with more than 50% foreign ownership
% of firms with six or more employees by firm size; 2012

% of firms with six or more employees; 2012

Exports are not aftributed o
wholesaling in this report, due
to the methodology used. In
practice wholesalers manage
a significant percentage of
New Zealand's exports.

Source: Statistics New Zealand, Business Operations Survey (2012)
Numbers may differ from those published by Statistics New Zealand due fo random rounding of data
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Stock of New Zealand outward direct investment (ODI) by sector
New Zealand firms had $24b in direct investments overseas as at March 2013*; the
manufacturing sectors account for 41% of the total

New Zealand’s direct investment abroad
NZ$m; as at March 2013

Total = $24 billion

$9.878
(41%)

Manufacturing

Wholesale trade

Media & telecommunications | Confidential 53% of New Zealand's stock of ODI is

Finance & insurance $1,419 held in Australia.
] A significant part of the stock of
Unallocated fo industry $1.019 manufacturing ODI is likely to be assets

owned by Fonterra.

Transport & logistics $1,351

Retail frade | Confidential

Utilities | Confidential

*New Zealand's stock of foreign
direct investment abroad was valued
at $22.7 billion at 30 June 2013, down

. . . . . $981 million from 30 June 2012. This
Administration & other services | Confidential fall is mostly due to a lower value

Arts and recreation services i i (down $942 million) of direct
- Confidential investment held in Australia. This fall in

Accommodation & restaurants | Confidential investment in Australia was due to
Constructi i ) . valuation changes, rather than
onstruction | Confidential fransactions (e.g. selling an Australian

Rental, hiring & property services | Confidential

Professional services -213 I

Petroleum & minerals | Confidential subsidiary to an overseas investor),
. decreasing the stock of direct
Agriculture, forestry, and fishing | Confidential investment.

Other services | Confidential

Source: Statistics New Zealand, Balance of Payments and International Investment Position (2013)



Rate of outward direct investment by sector

A mix of service and manufacturing sectors are leading the rate of outward direct
investment

Firms with overseas holdings, selected sectors Method of gaining overseas ownership interest or shareholdings,
% of firms with six or more employees; 2012 by firm size

% of firms with six or more employees; 2012

Source: Statistics New Zealand, Business Operations Survey (2012)
Numbers may differ from those published by Statistics New Zealand due fo random rounding of data
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Outward investment in services
A number of firms in services sectors have been successful in building significant
international businesses, as these examples show

Sector

Construction

Logistics

Retailing

Utilities

Professional
services

Professional
services

Firm

Fulton Hogan

Private

Revenues: $3.2b (2013)

(includes some manufacturing, mining and
logistics activities)

Mainfreight
Listed NZX
Revenues: $1.9b (2013)

Pumpkin Patch
Listed: NZX
Revenues: $0.3b (2013)

Mighty River Power
State Owned Enterprise / listed NZX/ASX
Revenues: $1.4b (2013)

Datacom
Private
Revenues: $0.9b (2013)

BECA
Private
Revenues: $0.4b (2013)

Examples

Significant acquisitions in Australia include Standard Roads Group; Astec; 50% of
South East Asphalt Pty Ltd in Melbourne; Central Precast in Victoria; Belmadar
Constructions Pty Ltd in NSW; Tylden Quairry in Victoria; PMP in South Australia;
Specialised Tanker Transport and Pioneer Road Services.

Fulton Hogan is now a leader in the Australasian asphalt and surfacing market.

The company was founded in 1978 by Executive Chairman, Bruce Plested. Substantial
operations are now well-established in Australasia, Asia and the US. The acquisition of
the Wim Bosman Group in April 2011 has given Mainfreight a significant footprint in
Europe.

Employing over 2,000 people, Pumpkin Patch has company-owned retail stores in
New Zealand, Australia and Ireland, and it has distribution agreements in South Africa,
the Middle East, Asia, Europe and Africa. The company also sells online and in high-
profile department stores in Australia and the US.

Mighty River Power is the major shareholder in Geoglobal Energy LLC (GGE), which
focuses on the worldwide acquisition, exploration, development and operation of
geothermal resources. GGE has established a broad portfolio of geothermal
concessions and assets in various stages of development in the US, Chile and
Germany.

Datacom has built a significant business in Australia through organic growth and
acquisition. Now expanding into the Philippines and Malaysia.

BECA has five offices in Australia with over 400 employees. Singapore is now the
headquarters of BECA's Asia hub with over 400 employees in five countries.

Source: various websites, annual reports, Management Magazine data (used with permission)
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