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Key points

Business New Zealand commissioned NZIER to review the influences that affect the
favourability of business investment in Zealand.

The key influences of the business environment in New Zealand are well
understood

A range of influences on business investment are:
e  access to capital and financial constraints

e the cost of capital

e  business expectations, uncertainty and risks
e government regulation and policy

e technology

e  economic geography.

These influences can act as enablers or barriers to investment. For example, government
regulation and the cost of capital can contribute to whether specific investments are
attractive. Whether the settings that underpin these drivers are favourable to investment
depends on the comparative options. For example, lowering one nation’s corporate taxes
improves the favourability of investment in that country relative to others.

New Zealand has a mix of favourable and unfavourable conditions for investment

The evidence shows that business investment in New Zealand is affected by a range of
favourable and unfavourable conditions.

Table 1 Favourable and unfavourable conditions for investment in New Zealand

Favourable conditions for investment Unfavourable conditions for investment

Strong and reliable institution Higher corporate tax compared to other OECD
Trade policy is well developed for agriculture but countries

less so for other sectors Thin financial markets

Robust competition policy Foreign Investment policy is more restrictive
Starting a business is easier than in other countries Room for improvement on incentives for research
Corruption is consistently lower than in most and development

countries, and high trust in institutions Economic geography is a barrier to further

Human capital is comparable with other countries, integration in global value chains

but a small labour market Small home market discourages investment at scale

Lagging on digital transformation

Source: NZIER



Key areas that could be explored to support more favourable conditions for
investment

e Lowering the barriers to foreign direct investment would attract more investment and
support greater integration with global value chains and diffusion of technology.

e The OECD (2017; 2022) has repeatedly recommended corporate tax reform to
stimulate business investment. Local research also supports the case for lowering
corporate taxes to boost investment levels. But more work on the detail is warranted.
The findings of this literature point to an area of potential, but getting into the detail
was out of scope.

e Increased public-private investment in research and development would boost
productivity, and policy reform is needed.

Investment is important for creating and growing frontier firms

Internationally, frontier firms are early adopters of technology and attract investors in
developing and commercialising emerging technologies that support the objectives of their
business model.

These frontier firms are more capital-intensive than non-frontier firms. Frontier firms also
support the diffusion of technologies in the market over time. Frontier firms in New
Zealand are less capital-intensive than their international counterparts but still support a
degree of innovation and technology diffusion.

New Zealand's frontier firms face investment constraints that seem to affect productivity.
To overcome these challenges, the New Zealand government has a significant role to play in
developing clear strategies such as:

e  Attracting high-quality foreign direct investment.
e  Supporting individual companies to meet the fixed costs of innovation and exporting.

e Investing in building ‘innovation ecosystems’ around their frontier firms in select focus
areas. For example, the Danish Digital Growth Strategy focuses on specific industries
and technologies to actively support innovation and inclusive industry-wide
transformation (The Danish Government 2018; Ministry of Foreign Affairs Denmark
2022).
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Objectives and scope

Introduction

Business New Zealand commissioned NZIER to review the influences that affect the
favourability of business investment in Zealand.

Research objective

The objective of the research is to understand where improvement to investment
conditions for business in New Zealand could be made with the aim of improving
productivity.

Research questions
The key research questions were:

e  What are the key influences of the business environment in New Zealand?
e Arethere known barriers to investment?

e  What features of the investment environment encouraged important investments in
the past, and are there lessons to be learned from these experiences?

e What does the literature indicate about how policies can help to create and grow more
frontier firms?

e Based on the key drivers of investment, is the business environment in New Zealand
relatively unfavourable towards investment, and in what respects is it relatively
favourable?

e  What are the implications for New Zealand based on the initial findings associated with
the previous questions?

Scope of the research

The scope of the research includes findings from international and domestic literature that
are relevant to New Zealand. New research, analysis or data collection was out of scope.
The timeframe of the research project excluded the possibility of a comprehensive and
exhaustive literature review. Instead, the focus was on distilled findings relevant to a range
of relevant sources and the implications for New Zealand.

The scope of the research is limited to business investment. Consumer savings and
investment are not the focus of the report, but not completely out of scope. Consumer
savings and investment influence financial markets by the way they work through bank
deposits, direct investment, or equity markets.

Funding statement
The research was funded by Business New Zealand and completed independently by NZIER.




Research approach

The research approach applied in this report included the following components:

e  Arobust foundation was developed based on the established economic theory of the
role of business investment in the economy and its positive effect on productivity.

e A specific focus on the theory and evidence regarding the enablers and barriers for
business investment in New Zealand.

e Anassessment of good policy investment design drawn from established research and
peak body guidance.

e An evaluation of how well investment policy in New Zealand aligns with good policy
investment design.

These four components collectively provide a basis for answering the research questions by
combining the best theory, evidence and policy analysis.

Our research approach is framed through identifying the macroeconomic and
microeconomic parameters that favour investment or are barriers to investment. Most of
the focus was on the microeconomic drivers of investment due to the focus of the research
scope being business investment. Therefore, we were keenly interested in what parameters
or factors were driving investment decisions at the firm or investor level. However, it is
needless to say that macroeconomic conditions, locally and globally, influence investment
decisions, the favourability of investments and the timing of investments (Bloom 2014). For
example, among businesses in New Zealand, the evidence suggests that global uncertainty
has greater influence over investment decisions than local uncertainty (Greig et al. 2018).
Through the research, there is an interplay between macroeconomic conditions and the
microeconomic drivers of investment (see Figure 1) (Bloom 2014).

Figure 1 The macro-micro interplay in the research approach

Source: NZIER



Macroeconomic observations on capital and productivity

There is a rich literature on capital deepening and its positive effects on productivity and
economic growth (Aghion and Howitt 1998; Romer 1990; Solow 1956; Mankiw, Phelps, and
Romer 1995; Jones 1995, to name a few). Capital widening is an investment that increases
the capital invested in scaling up the business so the ratio of capital and labour stays
broadly the same. Capital deepening involves increasing the capital intensity of a business.

Capital deepening is known to have several positive effects:

e increasing the output per worker

e improving the quality of output through access to better tools and equipment
e introducing technological innovation can improve efficiency

e allowing labour to specialise

o allow staff to spend time on innovation and business development instead of
producing output.

The New Zealand productivity puzzle looks to have roots in capital investment

There has been a lot of discussion of New Zealand’s apparent productivity puzzle (McCann
2009). New Zealand's investment and productivity story involves more labour intensity and
less capital investment. Nolan, Fraser, and Conway (2018) point to several explanations that
are related to investment conditions (see Table 2).

Table 2 Explanations of the productivity puzzle

Explanations based on aggregate data Explanations based on microdata

Capital shallowness reflecting: Impaired reallocation and diffusion (firms that are

_ high long-term real interest rates disconnected and stuck) reflecting:

R high off-the-shelf cost of capital - weak international connections
goods - the small size of domestic markets
- fast population growth - low investment in knowledge-based capital
- firms’ limited ability to learn

- weaknesses in the allocation of labour

Source: Nolan, Fraser, and Conway (2018)

These observations and others are explored in the rest of the report from three
perspectives:

e the wider set of microeconomic influences on business investment decisions
e the policies that influence investment conditions

e the special case of investment and frontier firms.



4 The Influences on business investment
Investment includes the expansion of tangible and intangible capital. Investment in tangible
capital includes activities such as the acquisition of machinery, vehicles or buildings.
Investment in intangible capital includes training, skill development, recruitment, research
and development and knowledge investment.
The aim of investment is a return on the investment for the investors. The mechanism for
that is that investment is typically made to increase the net output of enterprises by:
e increasing production
e decreasing costs
e introducing new or better products
These actions lead to a combination of the following investment outcomes:
e expanding production capacity
e  improving technology
e increasing productivity.

4.1 The microeconomic drivers of investment

Businesses invest intending to make a profit, and a range of different factors influences
investment potential and capacity. A range of influences on business investment are:

e  access to capital and financial constraints

e the cost of capital

e  business expectations, uncertainty and risks
e government regulation and policy

e technology

e economic geography.

Access to capital

Access to capital involves the volume and type of capital. There are two main groups of
capital. Sources of capital involve equity or debt. Equity typically involves sharing ownership
and profits. Debt has repayment costs but the benefit of no change in ownership.

Financial constraints are a common barrier to investment (Fazzari et al. 1988). Businesses
need access to capital to invest in assets and the knowledge base required to be successful
in their chosen endeavour. When investment is impeded by financial constraints,
businesses invest in opportunities that involve less risk. This means that access to capital is
a major potential enabler or barrier to the level of investment activities and returns.
Smaller businesses can face higher financial constraints due to a lower asset base. This is
especially true for capital borrowing. Capital from equity, such as private equity and
venture capture, has a greater interest in the growth and success of the business. Equity
investment often involves bringing in the expertise of the new investment along with the
monetary investment.




Access to capital was identified as a key barrier to internationalising business ventures in
New Zealand (Shaw and Darroch 2004). Access to capital through venture capital funds
appears to be limited in New Zealand due to a lack of observable proven returns on
investment, constraining the attractiveness of New Zealand to international venture capital
funds (Kalidas, Kelly, and Marsden 2014).

Board members in New Zealand see access to sufficient capital for investing in growth,
innovation and achieving scale as a constraint on business performance in New Zealand.
Board members also see that part of their role or added value for businesses is the ability to
use their professional networks and professional reputations to assist businesses they
govern in accessing capital (Smith and Garden, 2020).

Cost of capital

The cost of capital is a fundamental driver of investment decisions. Business leaders and
investors make investments based on a range of factors. For the investment to be
profitable, expected returns must exceed the cost of the investment. The cost of capital is a
key component in the overall cost of the investment (Hall 2001). The cost of capital includes
interest and repayments on debt financing and the cost of equity financing (which is
financed based on an agreed rate of return). The cost of capital can be either a barrier or an
incentive to invest.

The Official Cash Rate set by the Reserve Bank of New Zealand fundamentally affects the
cost of capital for business investment in New Zealand. As does inflation. Low and stable
inflation is more favourable for business investment.

The Reserve Bank also influences the cost of capital associated with bank loans and their
ability to require banks to retain a reserve percentage of the total deposit. The requirement
is intended to ensure that banks have greater liquidity during a financial crisis. The benefits
are greater resilience for banks and their customers. The costs are that banks will increase
the cost of capital to outset the impact of the requirement.

Expectations, uncertainty and risk

Uncertainty and risk influence the decision to invest by shaping investor confidence in the
conditions that affect supply and demand (Dixit, Dixit, and Pindyck 1994). The willingness to
commit to the investment will change inversely to the level of uncertainty and risk. If
uncertainty and risk increase, the willingness to commit to an investment will decrease, and
vice versa.

Investment risks and uncertainties emerge from market conditions, technological progress
and government policy. Table 3 shows some examples of typical sources of uncertainty and
risks from the demand side and the supply side. They are categorised according to market
conditions, technological progress and government policy.




Table 3 Uncertainty and risks

Source Demand-side Supply-side

Market conditions Forecast consumer demand Suppliers unable to produce and
is not realised deliver product inputs

Technological progress The new technology New technology renders product
provides consumer access to  processes obsolete or radically
the product at a very low uncompetitive

cost, for example, print
media vs digital media

Government policy Government increase Government introduces trade policy
consumer taxes or introduce  that changes the trade conditions
a subsidy for a competitor's
product or service

Risk of government standards affecting
product design, production and
certification costs

Source: NZIER

Government policy is one source of uncertainty for businesses considering investment.
Policy uncertainty weakens the responsiveness of businesses to changes in the cost of
capital due to the effect that uncertainty has on the current and future operating
environment (Drobetz et al., 2018). The effect of policy uncertainty is stronger for firms
with high government dependency. Policy uncertainty distorts the fundamental
investment-cost of capital relationship with investment decisions.

An empirical investigation (Greig et al. 2018) into the influence of global and local sources
of uncertainty on business investment activity in New Zealand showed that:

e increased uncertainty is associated with a lower overall investment level in New
Zealand, as it is in other countries

e investment is more sensitive to uncertainty than consumption is

e global uncertainty affects investment more than local uncertainty due to our export
orientation.

Uncertainty discourages investment and risk-taking. Increased uncertainty is associated
with deferred investment internationally (Fuss and Vermeulen 2008). In New Zealand, the
effect of uncertainty on investment decisions is meditated by the level of experience of the
exporter. New exporters favour labour-intensive investment rather than capital investment
because capital investments are more irreversible than labour. Exporters with more
experience are more likely to have the confidence to invest in capital-intensive strategies
(Fabling and Sanderson, 2013).

Uncertainty and concern about irreversibility can also manifest as behavioural barriers to
business transformation and investment in adopting new technology. Behavioural barriers
are beliefs, motivations and perceptions that cause small business leaders to be reluctant
about technology adoption. Internationally, Xero found that there are 12 hurdles a small
business must overcome to go digital (Xero 2021). Figure 2 shows the relative impact of
those barriers. These results indicate ambiguity and uncertainty were one of the largest
behavioural impacts of technology adoption. In New Zealand, choice paralysis, a form of
uncertainty about the options and future needs, was a barrier to investing in adopting
digital tools among small and medium-sized enterprises (SMEs).



Figure 2 Relative impact of barriers to technology adoption among SMEs

The relative impact of behavioural barriers

Resistance to change 18%
Ambiguity and uncertainty
Stuckin the present
Relative judgement
Information avoidance
Choice paralysis

Sunk cost

Hassle factor

Seeing losses, not gains
Avoid decision regret
Satisficing

Only seeing the known risk

Source: Xero (2021)

Business confidence and expectations

Business confidence and exceptions are closely associated with business uncertainty as
increased confidence positively affects investment level and risk-taking, while increased
uncertainty has the opposite impact. Business confidence in market conditions and the
outlook drive investment decision. Declining market conditions negatively affect
investment levels (Bloom 2014).

Government regulation and policy

Government regulation and policy have profound and wide-ranging effects on the drivers of
business investment. Government, directly and indirectly, shape the settings that underpin
the drivers of investment through regulation, policy, enforcement and political stability
(Lean and Tucker 2001).

The government’s role in determining the settings for investment conditions is substantial.
Regulation implemented by Government directing determines tax policy, competition law,
property rights, foreign direct investment, investment government and labour market
policy that affects investment decisions.

Aside from the regulatory role of the Government in setting investment conditions, the
Government is also a major investor in the economy. The key ways in which the
government invests in the economy include:

e Infrastructure (transport, hospitals, telecommunications, water management and
electricity) influences the economic efficiency and economic geography of public and
private investment and economic activity.

e  Social policy spending influences private investment and economic activity.

e  Property leases and rental fees of keystone properties, where for example,
government departments act as major tenants in a commercial property development,
and government staff consumption activity support surrounding business.




e Direct investment in research and development (R&D) and education.

Governments have strong power to influence the use of resources (or limit resource
extraction) and the ability to legislate to compel owners to invest in property
improvements such as requiring earthquake strengthening. To support investor confidence,
regulatory takings need to be balanced, in principle, by mechanisms for compensation and
robust analysis of the societal costs and benefits.

The OECD’s updated Policy Framework for Investment (OECD 2015) discusses several areas
of policy through which government shape the drivers of business and consumer
investment. The next section explores this in detail. The implications and performance of
investment policy in New Zealand are compared to the OECD’s recommended policy
prescription.

The disruptive relationship between technology and investment

Technology and investment are jointly and separately recognised as major sources of
productivity improvement and growth. This applies at the firm level and the overall
macroeconomy.

Investment generates technology improvements

Investment in R&D and innovation is key to the development and commercialisation of new
technologies. These technologies boost productivity and improve profitability, and
investment in the development of human capital also improves productivity and firm
performance.

Investment in technology improves productivity

Digitalisation is an important global business trend for boosting productivity and flexibility.
The most recent review of New Zealand by the OCED went to some length in
recommending greater digitalisation among businesses (OECD 2022).

International evidence suggests that funding from the government and funding from
private sources are complementary rather than substitutes (Branscomb and Auerswald
2002). Government funding for technological development is important in the early-stage
development of technology. As such, government funding for technological development
contributes to the growth of the ecosystem that underpins the digital economy and
influences attitudes and firm readiness for digitalisation.

Research into digitalisation across the OECD shows that the experience of digitalisation has
been uneven between countries, within countries and between industries. Industries with a
pre-existing higher level of digital intensity experienced higher multi-factor productivity
(MFP) improvement than lower-intensity industries (OECD 2019), so it should be no
surprise that the estimates of the benefits of digitalisation vary. Research also supports the
existence of a learning curve associated with digital technologies. The learning curve is
evident in the gradual improvement in MFP over several years, and skills development is a
significant barrier to digitalisation.

Research on digitalisation and productivity in European countries shows that increasing
cloud computing uptake by 10 percentage points increases MFP by 0.9% instantaneously,
2.3% after 3 years and 3.5% after 5 years (Gal et al. 2019; Sorbe et al. 2019).

Technology can generate investment opportunities
It goes without saying that new technologies open opportunities for new investment.




Digital trade supports investment lowering the barriers to trade and increasing the
potential for greater integration in global value chains. NZIER (2021) identified a range of
benefits:

e  Productivity gains from efficiency improvements, increased scope for automation,
reduced risk of human error and much greater use potential for complex analytics.

e  Connectivity gains. Lower barriers to trade in existing and new markets.

e  Predictive gains. Information supports greater consumer tailoring and accurate
forecasting.

e  Visibility and transparency gain. All parties within the value chain can access one set of
documents. This avoids confusion on what trade terms parties agreed upon and
clarifies the obligations of each of the parties.

e Inclusiveness gains. By making it easier to trade, trade barriers are reduced, especially
for MSMEs (micro-, small and medium-sized enterprises) and SMEs. This allows more
SMEs and MSMEs to be involved in trade and share the potential benefits of trading
exclusively on the domestic market. It may also improve perceptions of trade more
generally.

Financial technology has lowered the barriers to investing in equities through online and
mobile platforms (Bollaert, Lopez-de-Silanes, and Schwienbacher 2021).

Technology can also disrupt existing investment

Technology can have a creative destruction effect on investment. Creative destruction is a
process by which new technology creates new investment opportunities but, at the same
time, makes existing investments, at best, less competitive or, at worse, obsolete (Aghion
and Howitt 1998).

Economic geography and investment

New Zealand is at the edge of the world, with a small population that is spread unevenly
over its land area. The economic geography of New Zealand and the distance to the market
has contributed to productivity challenges (McCann 2009). Distance to markets has been
estimated to cause New Zealand’s GDP to be around 10% lower than it might be if the
spatial separation was reduced (Boulhol, de Serres, and Molnar 2008). As this is not an
option, other solutions need to be explored to boost our GDP.

De Serres, Yashiro, and Boulhol (2014) found that lower investment in R&D in New Zealand
than in comparable countries could explain 17% to 22% of the productivity gap. Business
investment in exporting, digital trade and R&D has a role in reducing the negative effects of
economic geography, but as alluded to later in the report, distance also constrains
investment. Incremental improvements through building networks, opportunities and
experience are key roles for business.




Policy features of a favourable investment environment

New Zealand faces many barriers in cultivating a favourable investment environment. The
settings put in place by the government provide an opportunity to incentivise or
disincentivise the level and type of investment. The OECD produced a framework that
provides a checklist of key policy issues for consideration to mobilise private investment
that supports steady economic growth and sustainable development, contributing to the
economic and social well-being of people worldwide (OECD 2015).

Table 4 Policy enablers for investment

Policies

Investment policy

General link to investment

Laws, regulations, and policies relating
to investors.

The New Zealand context

Regulation and its enforcement play a key
who can invest and how property rights
are maintained.

Investment Promotion of investment conditions New Zealand is ranked 11th on the Global
promotion and and facilitation of new or existing Opportunity Index in the world and in the
facilitation investments. OECD.

Trade policy Export market opportunities, New Zealand is considered one of the

regulations, and global value chain
participation.

most open economies in the world and
considers trade critical for its prosperity.

Competition policy

Facilitation of competition and
establishing a fair business
environment.

The Commerce Act prohibits anti-
competitive agreements between firms,
such as agreements to fix prices, allocate
markets or restrict output.

Tax policy Favourable tax policies to attract New Zealand has a high corporate tax
investment. compared to the OECD average.

Corporate Creating trust for investors in business  The Companies Act 1993 is the core

governance behaviours. legislation within the New Zealand

corporate governance regulatory system,
as companies are the predominant form of
entity.

Policies for enabling
responsible business
conduct (RBC)

The effective policy for RBC entails
establishing and enforcing a
framework that protects the public
interest by monitoring performance
and compliance.

The External Reporting Board provides a
framework for the requirements for
entities to report their financial results
externally.

Human resources
policy for investment

Policies influencing the labour force
and regulation of the labour market.

New Zealand’s measures of human capital
are in line with the OECD levels.

Investment in
infrastructure

Quality infrastructure increases
participation in value chains and
reduces costs.

New Zealand has seen the challenges of
reduced access to global value chains
during the COVID-19 pandemic.

Financing investment

Ensuring a well-functioning financial
system.

New Zealand has a relatively
underdeveloped financial system lacking
depth and liquidity.

Public governance

Government efficiency and
effectiveness attract investment.

New Zealand is ranked the second least
corrupt country in the world, increasing
confidence for investors.

Source: NZIER
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5.1 Investment policy in New Zealand defends our significant assets

A key determinant of cultivating investment is whether New Zealand has strong investment
policies to help provide investors transparency and predictability and identify which parts
of the economy are open to investment. Business investment reflects expectations about
the future, and the more certainty that can be provided, the easier it is for individuals and
firms to make investment decisions (OECD 2015). Effective investment policy establishes a
clear and comprehensive legal and regulatory framework for business and investment
activities that is flexible and consistent with overall government strategy (OECD 2015).

New Zealand, like many other countries, has legislation that establishes what areas of
investment are deemed sensitive or matters of national security. One of the key governing
policies is the Overseas Investment Act 2005. Investment in New Zealand requires consent
or having certain conditions imposed on investments (New Zealand Government 2005).
New Zealand has the most restrictive FDI policy in the OECD. This may be from New
Zealand’s large agricultural sector and the restrictions around it.! Figure 3 compares FDI
restrictiveness in New Zealand to OECD members. Figure 4 shows that New Zealand’s
inward FDI as a percent of GDP has remained relatively constant, whereas the OECD

average has been increasing over time.

Figure 3 FDI restrictiveness

Comparing New Zealand to the OECD average across different sectors in 2020

New Zealand
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Iceland
Canada

Australia
Korea
Israel
Austria
USA
Norway
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OECD Average
Turkyie
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Chile
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Japan
Slovakia
France
Ireland
Great Britan
Belgium
Denmark
Greece
Costa Rica
Hungry
Colombia
Germany
Latvia
Spain
Finland
Lithuania
Estonia
Netherlands
Czechia
Portugal
Slovenia
Luxemburg
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Source: OECD — FDI restrictiveness?

1 https://data.oecd.org/fdi/fdi-restrictiveness.htm
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Figure 4 Inward FDI as a percent of GDP

Comparing New Zealand to the OECD average of inward FDI to GDP
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The Overseas Investment Act was amended in 2021 to ensure that risks posed by foreign
investment can be managed effectively while better supporting productive overseas
investment by reducing the regulatory burden of the screening process (The Treasury
2021).

Foreign direct investment in New Zealand is lower than in other countries, and the rules
and procedures are more restrictive. The OCED (OECD 2022) suggests this has been barriers
to:

e inward international investment
e greater integration with goods-based global value chains

e diffusion of technology and knowledge from engagement with large multinational
businesses.

The OCED applauded recent moves to streamline FDI applications, but they also noted that
further easing of restrictions would improve investment and diffusion of technology in New
Zealand.

Investment promotion and facilitation

Attracting investment requires promotion around the benefits of investment as well as
facilitation to help remove barriers. This function can help streamline administrative
procedures to ease off doing business and reduce the cost of investing (OECD 2015).

Effective promotion and facilitation require alignment with government objectives with
clear policy tools and measures to achieve this. This requires strong connections between
regional and international networks to ensure the connection between local and global
value chains (OECD 2015).

http://data.oecd.org/fdi/fdi-stocks.htm
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One of New Zealand's main promotion and facilitation agencies is Invest New Zealand, a
branch of New Zealand Trade and Enterprise. They provide market intelligence, scouting for
investment locations, connections to potential partners and professional services in-
market, help navigating the New Zealand business and regulatory environment, advice on
government programmes and approval processes, and facilitation of introductory visits to
New Zealand to help improve foreign direct investment (Invest New Zealand n.d.).

New Zealand was ranked 11th using the Global Opportunity Index globally and within the
OECD. This measures a country’s attractiveness to international investors using a
combination of economic, financial, institutional, and regulatory factors (Milken Institute
n.d.).

Trade policy leverages our competitive advantage

Trade policies influence the size of export markets for the output of firms and can shape
both foreign and domestic investment. Trade liberalisation can improve allocative
efficiency, provide access to larger markets, and allow for greater-scale economies and
lower costs (OECD 2015).

Effective trade policy focuses on reducing compliance costs, addresses trade barriers, and
supports local firms' facilitation in global value chains. Ensuring that trade policies and
practices contribute fully to a favourable investment climate also requires emphasising
transparency, policy stability and predictability (OECD 2015).

New Zealand is considered one of the most open economies in the world and considers
trade critical for its prosperity (WTO 2022). New Zealand’s goods exports are largely from
the primary sector, accounting for 81.4% of total goods exports for the year ended June
2022. Goods also account for most of total exports, with services only accounting for 16%
of total exports in 2022 (Ministry of Foreign Affairs and Trade 2023). Further research is
required to compare New Zealand’s trade policy against the OECD.

Competition policy establishes the ‘rules of the game’

A competitive environment encourages risk-taking and, therefore, investment. It is
important for firms and investors to feel confident in the regulation. A competitive business
environment needs structured competition law and enforcement of that law (OECD 2015).

Competitive markets help to keep prices down and ensure that the quality of goods and
services remains high. The competition also ensures consumers have a range of choices,
and firms have incentives to innovate, invest and operate efficiently. Anti-competitive
behaviour can jeopardise all of this and a company’s ability to win new customers (New
Zealand Commerce Commission, 2023).

Investors need to know the rules of the game and be aware of what they can and cannot do
when talking to their competitors. The Commerce Act prohibits anti-competitive
agreements such as agreements to fix prices, allocate markets or restrict output (New
Zealand Commerce Commission 2023). Further research is required to compare New
Zealand’s competition policy against the OECD.
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New Zealand has higher corporate tax rates compared to the OECD average

Policymakers often take a holistic view of their country’s tax rates and tax mix to balance
the broad range of social and development objectives against the need to attract
investment (OECD 2015). Effective tax policy supports the government development
objectives, has tax incentives that can favourably affect investment decisions, and tax
incentives are targeted to special groups/locations, can a non-uniform treatment of
investors be justified (OECD 2015).

Figure 5 shows that New Zealand has a comparatively higher statutory corporate tax level
than other OECD countries (Ministry of Business, Innovation and Employment 2020) and
that the tax system is characterised by relatively high taxes on business and capital income
and low taxes on labour incomes.® These are basic corporate tax rates and don’t reflect the
complex nature of tax systems. The interaction between income and corporate tax is out of
scope. This has contributed to the attractiveness of investment in property and housing
domestically (OECD 2017).

Figure 5 OECD corporate tax rates
Comparing New Zealand to the OECD in 2022
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In 2017, the OECD suggested that tax reform to lower corporate taxes would support
increased capital stocks in New Zealand and improve the relative attractiveness of
international and domestic investment (OECD 2017). Lower corporate taxes to support the
expansion of business investment has been supported by local research (G. Nolan and
Nolan 2021; Coleman 2019).

In the most recent OECD survey of New Zealand (OECD 2022), they repeated the
recommendation for reducing corporate taxes. The recommendation was to reduce
corporate taxes as a percentage of GDP from 5.1% to the OECD average of 3.1%. The joint
aims of this tax cut would be to increase business investment and enhance the
attractiveness of New Zealand for international investment. It was noted the fiscal impact
would be material. However, the OECD also recommended considering a capital gains tax
and lowering the barriers to foreign direct investment.

The OECD also highlighted that business investment in research and development was
lower than in other countries. Collaboration between businesses and universities on
research and development appears lower than elsewhere. The OECD recommended fiscal
policy reform to encourage business investment in research and research, and greater
public-private collaboration on R&D would boost productivity (OECD 2017).

Corporate governance policies promote transparency

Good corporate governance practices will help improve the confidence of domestic
investors, reduce the cost of capital, underpin the good functioning of financial markets,
and ultimately induce more stable sources of financing (OECD 2015).

An effective corporate governance framework should help ensure equitable treatment of
shareholders, address conflicts of interest, and provide timely, relevant, and reliable
discourse to help increase transparency (OECD 2015).

The Companies Act 1993 is the core legislation within the New Zealand corporate
governance regulatory system, as companies are the predominant form of entity. The
corporate governance regulatory system includes the rules, institutions and practices which
govern the creation, operation, and dissolution of various types of entities. These entities
enable individuals to come together in pursuit of a common objective, whether social or
commercial (Ministry of Business, Innovation & Employment 2019).

Policies for enabling responsible business conduct

Similarly to corporate governance policies, the government can use rules and regulations to
increase transparency for investors. The government can regulate and create legal
frameworks businesses must operate to protect social interests. Responsible business
conduct (RBC) means that businesses should positively contribute to economic,
environmental, and social progress and avoid and address adverse impacts through their
own activities (OECD 2015).

The effective policy for RBC entails establishing and enforcing a framework that protects
the public interest by monitoring business performance and compliance. It should help
facilitate reporting, with clear communication on expectations from businesses as well as
leading by example (OECD 2015).

Many New Zealand organisations, such as businesses, not-for-profit organisations and the
Government, have a legal obligation to prepare and publish reports which apply External
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Reporting Board standards (External Reporting Board 2022). The following Acts set out
which types of organisations must produce, obtain assurance and publish financial
statements: Charities Act 2005, Companies Act 1993, Financial Markets Conduct Act 2013,
Public Finance Act 1989, Crown Entities Act 2004, Local Government Act 2002 (External
Reporting Board 2022).

New Zealand’s human capital is in line with the OECD average

An effective and efficient labour force is essential to help attract investment. Increasing
society's knowledge, skills, and capacities with designed labour policies can help reduce
inequality and spur economic growth, creating more and better jobs for all. Investment in
worker skills and enhanced access to education, training, and public services play a key role
in labour effectiveness (OECD 2015).

Effective human development policy is consistent with the government's overall investment
aims. It increases accessibility and incentives to higher education, training, and services, as
well as reducing discrimination in labour markets (OECD 2015).

Overall, New Zealand's measures of human capital are largely in line with the OECD
average. New Zealand has a lower average wage* than the OECD and works slightly more
hours on average per year.> New Zealand has one of the smallest gender pay gaps® in the
OECD and higher than the OECD average life expectancy.” New Zealand has a similar
percentage of adults with a tertiary degree to the OECD average.®

Geographic isolation places increased importance on infrastructure

Poor quality or inadequate economic infrastructure increases the costs of business with an
impact on countries’ integration into global value chains and broader economic
development (OECD 2015).

Infrastructure needs a coherent policy that enables the environment to invest in
infrastructure. Careful sensitivity and risk analysis are necessary to help strike an adequate
balance of risk allocation between public and private partners. It is also important to signal
an ongoing commitment to infrastructure development (OECD 2015).

New Zealand has seen the challenges of reduced access to global value chains during the
COVID-19 pandemic. The reduction in access creates cost pressure and uncertainty
regarding getting critical inputs and products to market.

New Zealand has shallow financial markets

Well-functioning financial systems are important for economic growth and attracting
investment. They help fund capital investment and allocate resources to their best uses.
Increased capital accumulation can have long-lasting effects on economic growth and
productivity (OECD 2015). An efficient financial system requires policy, operational and
legal infrastructure for the financial sector to be conducive to financing investment (OECD

http://data.oecd.org/earnwage/average-wages.htm

http://data.oecd.org/emp/hours-worked.htm

http://data.oecd.org/earnwage/gender-wage-gap.htm

http://data.oecd.org/healthstat/life-expectancy-at-birth.htm

http://data.oecd.org/eduatt/population-with-tertiary-education.htm
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2015). New Zealand has also had a relatively underdeveloped financial system lacking depth
and liquidity though this has been maturing in recent years. New Zealand’s shallow capital
base means overseas investment has a role to play (Conway 2018).

New Zealand is perceived as one of the least corrupt countries

Trust is essential in attracting investment. Clear regulatory policies and trust in the
government are important. Regulations encouraging market dynamism, innovation, and
competitiveness help promote the investment destination. Efficient regulations and
governance increase the effectiveness of delivering social and economic policies (OECD
2015).

Key governance aspects considered here include quality regulation, transparency, openness
and integrity. These characteristics will encourage investment and reduce the costs of doing
business. Anticorruption laws and transparency are also in increasing trust (OECD 2015).

New Zealand is considered one of the least corrupt counties, ranking second in the
Corruption Perceptions Index (CPIl) in 2022 (Transparency International 2023). Research has
found a statistically significant relationship linking higher CPI to higher foreign direct
investment (Podobnik et al. 2008).




Investment and frontier firms

6.1

In the last section, we applied the OECD framework for investment policies to assess the
current investment conditions in New Zealand.

To gain a better understanding of the investment landscape in New Zealand and its
potential impact on the economy, we will delve into how investments can benefit
businesses in the context of frontier firms. By examining these firms' challenges and
experiences, we can evaluate the effectiveness of current investment policies and identify
areas that require improvement. Our investigation began by examining the characteristics
of frontier firms in New Zealand. We explored how investments can help these firms
overcome barriers to growth, such as access to finance, skilled labour, and markets. This
approach will provide a more comprehensive understanding of the role of investment in
driving innovation and productivity.

Definition of frontier firms

According to the OECD, frontier firms are defined as the top 5% (10%—25%) of firms in
terms of productivity within their industry or a country (Andrews, Criscuolo, and Gal 2015).
The OECD framework on frontier firms contains two productivity dimensions: global and
national, representing the most productive firms globally and the most productive firms
within a country. These firms are often characterised by their ability to innovate and adopt
new technologies, and they play a crucial role in driving economic growth and
competitiveness.

Frontier firms are known for creating high-quality jobs and investing in research and
development, which can lead to new products and services that benefit both consumers
and society. The OECD has studied frontier firms and their impact on the global economy
for many years. Their research has highlighted the importance of policies and initiatives
that can help other firms learn from these leaders and adopt best practices to improve their
own productivity and competitiveness. (Andrews, Criscuolo, and Gal 2015).

The Productivity Commission (New Zealand Productivity Commission 2021) listed the
following key characteristics of frontier firms:

e  Frontier firms export more: Frontier firms tend to engage more in exporting. They are
more likely to be exporters and have a higher revenue share from exports. They are
also more likely to enter new export markets.

e  Frontier firms invest heavily in innovation: Frontier firms invest more in innovation.
They develop new products, processes and methods that boost performance. Frontier
firms also benefit non-frontier firms through the diffusion of new technology.

e  Frontier firms have scale: Entering new foreign markets is an expensive venture. They
are more likely to enter new export markets because they tend to have bigger scales of
operation, making riskier investments more feasible. Frontier firms can also enable
strong networks around them and surround themselves with an extensive ecosystem
of small and medium-sized firms.

e  Frontier firms exhibit ‘dynamic capabilities’: ‘Dynamic capabilities is described as a
bundle of skills, from high levels of innovation, and strong international connections,
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to sophisticated governance and leadership, and risk management processes. (New
Zealand Productivity Commission 2021)

Why are frontier firms important in New Zealand?

The characteristics listed above are crucial to the development of the New Zealand
economy.

e  Frontier firms export New Zealand products: New Zealand is a small, geographically
isolated country that faces unique challenges in accessing the international market.
Frontier firms can help overcome some of these challenges by creating new export
markets, developing innovative products and services, and adopting new technologies
to improve productivity and competitiveness.

e  Domestic frontier firms are crucial to boosting the performance of non-frontier firms in
New Zealand: According to research conducted by the Productivity Commission, non-
frontier firms in New Zealand greatly benefit from the diffusion of innovation and
technology from local frontier firms. However, it appears that they do not directly
absorb new technologies from frontier firms located outside of New Zealand. (New
Zealand Productivity Commission 2021). This underscores the critical importance of
technological advancements and innovation from local frontier firms in driving the
growth and development of non-frontier firms within New Zealand.

e  Frontier firms can help New Zealand businesses achieve economies of scale: New
Zealand has a relatively small population, which makes it difficult for firms to achieve
economies of scale. By operating at a scale more efficient than non-frontier firms in
New Zealand, frontier firms have the potential to increase productivity and
competitiveness across the economy.

e  Frontier firms can help attract ‘dynamic capabilities’: Frontier firms can help to attract
investment and talent to New Zealand. By being at the forefront of innovation and
technology, these firms can create a dynamic and attractive business environment that
can help to retain and attract skilled workers. They also have the potential to spread
good governance and leadership across other New Zealand businesses.

Development in micro-level data on firm characteristics also allows us to monitor the
economic contribution of frontier firms in New Zealand. Using the labour and productivity
datasets in the Longitudinal Business Database (LBD) managed by Stats NZ, researchers
characterised New Zealand firms into 10 deciles based on their productivity performance.
Their results suggested that although frontier firms make up only 8% of firm years, they
contribute 29% of the total value-added. Compared to firms just below the frontier, frontier
firms play a significantly more significant role in the aggregate output, generating 87%
more value-added with the same amount of labour input. The difference in firm
performance becomes even more apparent when comparing the aggregate labour
productivity of frontier firms to that of the bottom 10% of firms. The frontier firms are nine
times more productive than the bottom decile (Fabling 2021).

Frontier firms worldwide vs frontier firms in New Zealand?

Despite the presence of some world-leading firms, the frontier firms in New Zealand, on
average, are not performing as well as their international counterparts. When
benchmarked with successful frontier firms in other small, advanced economies (SAEs) of




Belgium, Denmark, Finland, the Netherlands and Sweden, New Zealand’s frontier firms
have around 50% lower labour productivity levels. (New Zealand Productivity Commission
2021)

In addition, when it comes to the rate of productivity growth, frontier firms in New Zealand
exhibit lower rates compared to their counterparts in other small advanced economies.
While starting at a much lower level of productivity, New Zealand frontier firms have not
been able to catch up with their counterparts in other SAEs. This is concerning because of
the influence frontier firms can have on the economy (New Zealand Productivity
Commission 2021).

On a brighter note, the gap between New Zealand's frontier and non-frontier firms has
been relatively stable in the past decades, suggesting that firms behind the frontier in New
Zealand are keeping up with the productivity growth of frontier firms. This suggests that
technology diffusion in the domestic economy is working (New Zealand Productivity
Commission 2021).

How does investment help to improve the performance of frontier firms?

Despite making significant contributions to the economy, frontier firms in New Zealand are
lagging behind in productivity when compared to their counterparts in other SAEs. In this
section, we aim to investigate the reasons behind this productivity gap by analysing and
comparing the firm characteristics of New Zealand firms with those of firms in other SAEs.

Figure 6 Share of labour and capital by MFP deciles
Comparing New Zealand to other SAEs between 2003 - 2016
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Frontier firms tend to demonstrate greater productivity levels than non-frontier firms. As a
result, if these frontier firms have a larger share of labour and capital, then the economy
can employ a greater portion of its resources productively. To examine how resources are
distributed among firms with varying productivity levels, the Productivity Commission has
categorised firms in both New Zealand and other SAEs into ten deciles based on their MFP.
By doing so, the Commission can compare the allocation of labour and capital across the
different MFP deciles. Their analysis is detailed in Figure 6, with the left panel displaying the
share of labour and the right panel displaying the share of capital (New Zealand
Productivity Commission 2021).

The data reveals that the most productive firms tend to employ a greater proportion of
total labour and capital. Although the allocation of labour is comparable between New
Zealand and the European SAEs, the European SAEs assign a higher proportion of capital to
the top two deciles and a smaller proportion to the lower deciles than New Zealand does.
This suggests that the capital intensity of New Zealand’s most productive is lower than
other advanced economies. Increasing capital intensity is associated with increased
investment due to the upfront and enduring costs associated with capital. Investment in
labour is often more short-term for businesses. For example, investing in new machinery is
a long-term investment in comparison to short-term training courses for upskilling labour.

Figure 7 plots the labour and capital shares based on labour productivity deciles rather than
MPFP. This method provides a more straightforward comparison in terms of capital intensity
between firms. This is because firms with higher levels of capital per worker will tend to
shift to higher deciles, whereas firms with lower capital per worker will shift to lower
deciles.

Figure 7 Share of labour and capital by labour productivity deciles
Comparing New Zealand to other SAEs between 2003-2016
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The left panel of Figure 7 indicates that, on average, the European SAEs have their largest
firms (in terms of employment) in the top productivity decile. The next largest firms are in
the ninth decile, and so on down to the bottom decile. However, New Zealand's largest
firms are situated in the fifth labour-productivity decile. This observation is consistent with
New Zealand's lack of large, successful, export-oriented firms with high labour productivity.
Instead, its large firms tend to be middle performers and may predominantly serve the
domestic market.

The comparison based on labour productivity further highlights the difference in capital
allocation between New Zealand firms and firms in other SAEs. The other SAEs assign a
higher proportion of capital to the top deciles and a smaller proportion to the lower deciles.

In summary, compared to New Zealand, the European SAEs attract a larger proportion of
capital to their frontier firms, whether based on their MFP or labour productivity
performance. This finding aligns with the idea that European firms are more capital-
intensive than their New Zealand counterparts (New Zealand Productivity Commission
2021).

The capital shallowness of firms in New Zealand may significantly impact their innovation
and productivity levels. International literature has suggested that limited access to capital
can hinder firms' ability to invest in research and development, upgrade technology, and
expand their operations (Coad 2010; Aghion et al. 2005). Low levels of capital investment
can ultimately result in reduced innovation and competitiveness, making it challenging for
firms to keep up with their international counterparts.

The allocation of a higher proportion of capital to frontier firms in the European SAEs
suggests that these firms are better equipped to invest in innovation and adopt new
technologies, resulting in higher productivity levels. Therefore, improving access to capital
and encouraging investment in innovation could help address New Zealand's capital
shallowness and improve the productivity of its firms.

The importance of more investment and cultivating New Zealand’s innovation ecosystem is
also highlighted in suggestions from the Productivity Commission. By comparing New
Zealand frontier firms with that of other SAEs, the Commission highlighted the importance
for New Zealand to employ the following strategies to help firm export specialised,
distinctive products at scale: (New Zealand Productivity Commission 2021)

e  Attract high-quality foreign direct investment.
e  Support individual companies to meet the fixed costs of innovation and exporting.

e Investin building “innovation ecosystems” around their frontier firms in select focus
areas.

In conclusion, New Zealand's frontier firms are confronted with significant challenges in
catching up with the productivity levels of their global peers. To overcome these challenges,
the New Zealand government has a significant role in developing clear strategies
emphasising innovation and capital investment. By adopting strategies prioritising
innovation, New Zealand can cultivate a thriving ecosystem that fosters productivity growth
and enables firms to transition to the new frontier.




Conclusions

7.1

Bringing it all together

The evidence reviewed in this research project suggests that various influences affect
business investment in New Zealand. Table 5 discusses those drivers in general and in the

context of New Zealand.

Table 5 The influences for investment in New Zealand

Influence General link to investment

Access to capital
(financing
constraints)

Access to capital drives the level of
investment and risk-taking behaviour.

The New Zealand context

Access to capital in New Zealand appears
more limited than in other countries. FDI is
more restricted. Financing constraints are a
key barrier to the internationalisation of a
local business.

Cost of capital The cost of debt and equity financing
affects the expected return needs for

profitability.

The cost of capital in New Zealand is higher
compared to Australia. Consequently, the
investment will be lower in New Zealand
relative to across the Tasman.

Expectations, Uncertainty discourages investment and
uncertainty and risk-taking. Increased uncertainty is
risk associated with deferred investment.

Business confidence in market conditions
and the outlook drive investment
decision. Declining market conditions
negatively affect investment levels.

Increased uncertainty is associated with a
lower overall investment level in New
Zealand.

There is evidence that global uncertainty
affects investment more than local
uncertainty due to our export orientation.
Uncertainty and choice paralysis are barriers

to investment in digitalisation among small
businesses.

Government Government policies shape the settings
regulation and that underpin the drivers of investment
policy through regulation, policy, enforcement

and political stability.

Trade and competition policies are robust
and favourable for investment.

Tax, FDI, and R&D policies are less
favourable to investment than other
countries.

Technological There is an interplay between

New Zealand is known for innovation in

advancement investment and technology that exhibits ~ some areas, like agriculture. But New
elements of creative destruction. Zealand is also lagging behind the OECD on
digitalisation which is a global technology,
productivity and investment driver.
Economic Investment decisions are affected by a New Zealand’s economic geography
geography range of economic geography factors increases the cost of trade.

such as:
- Proximity to trading partners

- Population density and
distribution

- Infrastructure requirements

- Transport costs.

Source: NZIER
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Where improvements to investment conditions could be made

Lowering the barriers to foreign direct investment would attract more investment and
support greater integration with global value chains and diffusion of technology.

The OECD has repeatedly recommended corporate tax reform to stimulate business
investment. Local research also supports the case for lowering corporate taxes to
boost investment. This general observation needs in-depth consideration. Tax policy is
more complex and nuanced than suggested by basic comparisons, which are not
necessarily comparing the same things.

Increased public-private investment in research and development would boost
productivity, and policy reform is needed.

Investment is important for creating and growing frontier firms

Internationally frontier firms are early adopters of technology and attract investors in
developing and commercialising emerging technologies that support the objectives of
their business model.

These frontier firms are more capital-intensive than non-frontier firms but support the
diffusion of technologies in the market over time.

Frontier firms in New Zealand are less capital-intensive than their international
counterparts but still support a degree of innovation and technology diffusion.

New Zealand's frontier firms face significant investment challenges to yield the
productivity levels of their global peers. To overcome these challenges, the New
Zealand government has an important role to play in developing clear strategies such
as:

—  Attracting high-quality foreign direct investment.

—  Supporting individual companies to meet the fixed costs of innovation and
exporting.

— Investing in building ‘innovation ecosystems’ around their frontier firms in select
focus areas. For example, the Danish Digital Growth Strategy focuses on specific
industries and technologies to actively support innovation and inclusive industry-
wide transformation (The Danish Government 2018; Ministry of Foreign Affairs
Denmark 2022).

Overall, the extent of research into investment and productivity in New Zealand is limited.
Serval studies have considered it, but few use the kind of firm-level data needed to
demystify what matters in the context of New Zealand.




8 References

Aghion, Philippe, Nick Bloom, Richard Blundell, Rachel Griffith, and Peter Howitt. 2005. ‘Competition
and Innovation: An Inverted-U Relationship* | The Quarterly Journal of Economics | Oxford
Academic’. 2005. https://academic.oup.com/gje/article-abstract/120/2/701/1933966.

Aghion, Philippe, and Peter Howitt. 1998. ‘A Schumpeterian Perspective on Growth and
Competition’. In New Theories in Growth and Development, edited by Fabrizio Coricelli,
Massimo di Matteo, and Frank Hahn, 9-49. London: Palgrave Macmillan UK.
https://doi.org/10.1007/978-1-349-26270-0_2.

Andrews, Dan, Chiara Criscuolo, and Peter N. Gal. 2015. ‘Frontier Firms, Technology Diffusion and
Public Policy: Micro Evidence from OECD Countries’. Paris: OECD.
https://doi.org/10.1787/5jrql2q2jj7b-en.

Bloom, Nicholas. 2014. ‘Fluctuations in Uncertainty’. Journal of Economic Perspectives 28 (2): 153-76.
https://doi.org/10.1257/jep.28.2.153.

Bollaert, Helen, Florencio Lopez-de-Silanes, and Armin Schwienbacher. 2021. ‘Fintech and Access to
Finance’. Journal of Corporate Finance 68 (June): 101941.
https://doi.org/10.1016/j.jcorpfin.2021.101941.

Boulhol, Herve, Alain de Serres, and Margit Molnar. 2008. ‘The Contribution of Economic Geography
to GDP Per Capita’. SSRN Scholarly Paper. Rochester, NY.
https://doi.org/10.2139/ssrn.1258222.

Branscomb, Lewis, and Philip E. Auerswald. 2002. ‘Between Invention and Innovation An Analysis of
Funding for Early-Stage Technology Development’. SSRN Scholarly Paper. Rochester, NY.
https://papers.ssrn.com/abstract=2397486.

Coad, Alex. 2010. ‘Exploring the Processes of Firm Growth: Evidence from a Vector Auto-Regression |
Industrial and Corporate Change | Oxford Academic’. 2010.
https://academic.oup.com/icc/article-abstract/19/6/1677/725763.

Coleman, Andrew. 2019. ‘Taxing Capital Income in New Zealand: An International Perspective’,
January. https://ourarchive.otago.ac.nz/handle/10523/8789.

Conway, Paul. 2018. ‘Can the Kiwi Fly? Achieving Productivity Lift-Off in New Zealand’. International
Productivity Monitor, no. 34: 24.

Dixit, Robert K., Avinash K. Dixit, and Robert S. Pindyck. 1994. Investment Under Uncertainty.
Princeton University Press.

Drobetz, Wolfgang, Sadok El Ghoul, Omrane Guedhami, and Malte Janzen. 2018. ‘Policy Uncertainty,
Investment, and the Cost of Capital’. Journal of Financial Stability 39 (December): 28—45.
https://doi.org/10.1016/].jfs.2018.08.005.

External Reporting Board. 2022. ‘Standards’. External Reporting Board. 2022.
https://www.xrb.govt.nz/standards/.

Fabling, Richard. 2021. ‘Living on the Edge: An Anatomy of New Zealand’s Most Productive Firms'.
Motu. 2021. https://www.motu.nz/our-research/productivity-and-innovation/firm-
productivity-and-performance/living-on-the-edge-an-anatomy-of-new-zealands-most-
productive-firms-2/.

Fabling, Richard, and Lynda Sanderson. 2013. ‘Exporting and Firm Performance: Market Entry,
Investment and Expansion’. Journal of International Economics 89 (2): 422-31.
https://doi.org/10.1016/].jinteco.2012.08.008.

Fazzari, Steven M., R. Glenn Hubbard, Bruce C. Petersen, Alan S. Blinder, and James M. Poterba.
1988. ‘Financing Constraints and Corporate Investment’. Brookings Papers on Economic
Activity 1988 (1): 141-206. https://doi.org/10.2307/2534426.




Fuss, Catherine, and Philip Vermeulen. 2008. ‘Firms’ Investment Decisions in Response to Demand
and Price Uncertainty’. Applied Economics 40 (18): 2337-51.
https://doi.org/10.1080/00036840600959909.

Gal, Peter, Giuseppe Nicoletti, Theodore Renault, Stéphane Sorbe, and Christina Timiliotis. 2019.
‘Digitalisation and Productivity: In Search of the Holy Grail-Firm-Level Empirical Evidence
from EU Countries’. OECD Economics Department Working Papers, No. 1533. Paris: OECD
Publishing.

Greig, Lucy, Amy Rice, Tugrul Vehbi, and Benjamin Wong. 2018. ‘Measuring Uncertainty and Its
Impact on a Small Open Economy’. Australian Economic Review 51 (1): 87-98.
https://doi.org/10.1111/1467-8462.12255.

Hall, Robert E. 2001. ‘The Stock Market and Capital Accumulation’. American Economic Review 91 (5):
1185-1202. https://doi.org/10.1257/aer.91.5.1185.

Invest New Zealand. n.d. ‘Establishing Operations in New Zealand | Invest New Zealand’. Accessed 28
April 2023. https://www.nzte.govt.nz/page/establishing-operations-in-new-zealand.

Jones, Charles I. 1995. ‘R & D-Based Models of Economic Growth’. Journal of Political Economy 103
(4): 759-84.

Kalidas, Sujit, Andrew Kelly, and Alastair Marsden. 2014. ‘New Zealand Venture Capital Funds and
Access to New Financing: An Exploratory Study’. Pacific Accounting Review 26 (3): 196—225.
https://doi.org/10.1108/PAR-04-2013-0024.

Lean, Jonathan, and Jon Tucker. 2001. ‘Information Asymmetry, Small Firm Finance and the Role of
Government’. Journal of Finance and Management in Public Services 1 (1): 43—60.

Mankiw, N. Gregory, Edmund S. Phelps, and Paul M. Romer. 1995. ‘The Growth of Nations’.
Brookings Papers on Economic Activity 1995 (1): 275-326. https://doi.org/10.2307/2534576.

McCann, Philip. 2009. ‘Economic Geography, Globalisation and New Zealand’s Productivity Paradox’.
New Zealand Economic Papers 43 (3): 279-314.
https://doi.org/10.1080/00779950903308794.

Milken Institute. n.d. ‘Global Opportunity Index’. Milken Institute. Accessed 28 April 2023.
https://milkeninstitute.org/global-opportunity-index.

Ministry of Business, Innovation & Employment. 2019. ‘Corporate Governance Regulatory System’.
2019. https://www.mbie.govt.nz/cross-government-functions/regulatory-
stewardship/regulatory-systems/corporate-governance-regulatory-system/.

Ministry of Business, Innovation and Employment. 2020. ‘Business Investment in New Zealand: A
Literature Review’, December.

Ministry of Foreign Affairs and Trade. 2023. ‘NZ Economic Performance in 2022, and Future
Prospects’. New Zealand Ministry of Foreign Affairs and Trade. 16 March 2023.
https://www.mfat.govt.nz/en/trade/mfat-market-reports/nz-economic-performance-in-
2022-and-future-prospects/.

Ministry of Foreign Affairs Denmark. 2022. ‘The Danish Government Launches New Digitalisation
Strategy’. Invest In Denmark. 2022. https://investindk.com/insights/digitization-strategy.

New Zealand Commerce Commission. 2023. ‘Avoiding Anti-Competitive Behaviour’. 29 March 2023.
https://comcom.govt.nz/business/avoiding-anti-competitive-behaviour.

New Zealand Government. 2005. Overseas Investment Act 2005.
https://www.legislation.govt.nz/act/public/2005/0082/latest/whole.htm|#DLM358552.

New Zealand Productivity Commission. 2021. ‘New Zealand Firms: Reaching for the Frontier’.
Productivity Commission. 2021. https://www.productivity.govt.nz/inquiries/frontier-firms/.

Nolan, Gulnara, and Matt Nolan. 2021. ‘Taxation, User Cost of Capital and Investment Behaviour of
New Zealand Firms’. http://researcharchive.vuw.ac.nz/handle/10063/9461.

Nolan, Patrick, Huon Fraser, and Paul Conway. 2018. ‘Moving on from New Zealand’s Productivity
Paradox’. Policy Quarterly 14 (3). https://doi.org/10.26686/pq.v14i3.5080.

NZIER. 2021. ‘Digital Trade Is the Way Forward for New Zealand A Preliminary Assessment of the
Costs and Benefits of Digital Trade’. A report for TradeWindow.




https://www.nzier.org.nz/hubfs/Public%20Publications/Client%20reports/nzier_report_-
_digital_trade_is_the_way forward_for_new_zealand.pdf.

OECD. 2015. The Policy Framework for Investment (PFl). Paris: OECD Publishing.
https://www.oecd.org/investment/pfi.htm.

———.2017. OECD Economic Surveys: New Zealand 2017. https://read.oecd-
ilibrary.org/economics/oecd-economic-surveys-new-zealand-2017_eco_surveys-nzl-2017-en.

———. 2019. ‘Digitalisation and Productivity: A Story of Complementarities’. In OECD Economic
Outlook, 19:55—-83. OECD Publishing. https://www.oecd-ilibrary.org/economics/oecd-
economic-outlook-volume-2019-issue-1_5713bd7d-en.

———.2022. OECD Economic Surveys: New Zealand 2022. Paris: Organisation for Economic Co-
operation and Development. https://www.oecd-ilibrary.org/economics/oecd-economic-
surveys-new-zealand-2022_a4fd214c-en.

Podobnik, Boris, Jia Shao, Djuro Njavro, Plamen Ch. Ivanov, and H. E. Stanley. 2008. ‘Influence of
Corruption on Economic Growth Rate and Foreign Investment’. The European Physical
Journal B 63 (4): 547-50. https://doi.org/10.1140/epjb/e2008-00210-2.

Romer, Paul M. 1990. ‘Endogenous Technological Change’. Journal of Political Economy 98 (5): S71—
102.

Serres, Alain de, Naomitsu Yashiro, and Herve Boulhol. 2014. The New Zealand Productivity
Commission Working Paper 2014/01: An International Perspective on the New Zealand
Productivity Paradox.

Shaw, Vivienne, and Jenny Darroch. 2004. ‘Barriers to Internationalisation: A Study of
Entrepreneurial New Ventures in New Zealand’. Journal of International Entrepreneurship 2
(4): 327-43. https://doi.org/10.1007/s10843-004-0146-6.

Smith, Jo, and Sally Garden. 2020. ‘New Zealand Boards and Frontier Firms’. New Zealand
Productivity Commission.

Solow, Robert M. 1956. ‘A Contribution to the Theory of Economic Growth’. The Quarterly Journal of
Economics 70 (1): 65-94. https://doi.org/10.2307/1884513.

Sorbe, Stephane, Peter Gal, Giuseppe Nicoletti, and Christina Timiliotis. 2019. ‘Digital Dividend:
Policies to Harness the Productivity Potential of Digital Technologies’. OECD Economic Policy
Papers No. 26. Paris: OECD Publishing.

The Danish Government. 2018. ‘Strategy for Denmark’s Digital Growth’. https://investindk.com/-
/media/websites/invest-in-denmark/files/danish-digital-growth-strategy2018.ashx.

The Treasury. 2021. ‘Reform of the Overseas Investment Act’. 2021.
https://www.treasury.govt.nz/news-and-events/reviews-consultation/overseas-investment-
consultation.

Transparency International. 2023. ‘Corruption Perceptions Index’. Transparency.Org. 31 January
2023. https://www.transparency.org/en/cpi/2022.

WTO. 2022. ‘Trade Policy Review: New Zealand’. 2022.
https://www.wto.org/english/tratop_e/tpr_e/tp526_e.htm.

Xero. 2021. ‘One Step: Behavioural Barriers to Technology Adoption amongst Small Businesses —and
How to Overcome Them’.




