
Frontier Firms, Productivity Commission draft report 

General comments 

1. The overall tone is what might be called “old fashioned, academic.” It lacks impact and 

occasionally obfusticates (e.g. XXX) Should be clearer, sharper and more urgent: Frontier 

firms lead and are exemplars for improved productivity. Without improved productivity, NZ 

will continue in its slippage toward second world status and be unable to meet the 

expectations of its people for first world living standard or the challenges of debt, 

demographics, social justice, sustainability etc ….  

2. The report lacks granularity. The only non-Maori case study I came across was –briefly – F & 

P, plus some tiny boxes on success stories in chapter 9 This adds to the remote, academic 

tone. Strongly suggest some substantive case studies, such as: (i) Fonterra (look, no cluster) 

– rather than taking pot shots at them; (ii) wine industry – small and now face big challenges 

but from mid 80s built up-market international niche pretty much by themselves unhindered 

by legacy industry bodies and government funding.  

3. The reliance on OECD statistics: (a) assumes they are reliable; this is not always the case at 

this level of detail (e.g. from my experience of OECD education stats); (b) blurs national and 

sub-national distinctives (For example, Belgium emerges as a strong performer; however 

other OECD reports show it to be lagging in productivity growth despite capital deepening: 

https://read.oecd.org/10.1787/88aefcd5-en. This may be connected to the Walloon- 

Flemish division. Finland emerges as a weak performer but this probably arises from the 

decline of Nokia, not generic weaknesses.) 

4. NZ’s distinctive export pattern – with elaborately transformed manufacturing accounting for 

a minute % of exports compared to other small, advanced economies - needs to be drawn 

out much more. Our frontier firms are liable to be much different to other SAEs in 

consequence.  

5. NZ has small and isolated labour, capital and product markets. The impact goes beyond the 

the difficulty of joining global supply chains remarked in the report. Thus, frontier firms not 

attached to our natural endowments tend to migrate overseas. (See what happens to past 

award winners a few years later.) Firm exits as well as growth and entry can impact 

productivity profiles. This needs to be worked through in the report.  

6. The report seems to assume that government must fund research. For a different 

perspective, cf Kealey, Terence (1996) The Economic Laws of Scientific Research, Macmillan, 

London. For NZ, Fonterra is exceptionally well positioned to both fund and capture the 

benefits of dairy related research. Yet, it receives a major slice of government research 

funding. More generally, as government acts to net transfer resources from the productive 

sector to the household sector (unlike most E.Asian countries), any mis-direction of industry 

funding acts as a tax on less favoured firms to more favoured ones, encouraging undesirable 

behaviours etc. leading to lower productivity. We may be “doomed to choose” but choose 

wrong and we are doomed.  

Specific comments 

1. P21; F2.2 Not a finding! Fluffy way of saying don’t know which way causality runs.  

2. P22. Capital shallowness and cheap labour. Dubious to argue labour is cheap. Our minimum 

wage – even before the current increase – is exceptionally high as a percentage of average 

https://read.oecd.org/10.1787/88aefcd5-en


wage. And average wage liable to broadly reflect labour productivity. By making the causal 

link of cheap labour > shallow capital > low productivity, the report implies that raising the 

cost of labour will lead to capital deepening and thus improve productivity. Far too 

mechanical: why not just raise wages then? Approximates the obverse of arguing that 

improved productivity raises living standards. 

3. P23. “New Zealand’s ranking in the Economic Complexity Index (ECI) fell due to a lack of 

diversification of exports into areas where it has a sustained competitive advantage.” Oh? 

Did you mean “within areas”. Otherwise, you are saying that NZ entrepreneurs ignored 

areas of sustained advantage. How do you know?  

4. P23. Outflows and inflows of FDI. Maybe these reflect rational decision making. E.g. If NZ 

firms fare poorly investing overseas, perhaps best they minimise it. How would government 

know better? 

5. P29. F2.9 Ideally, yes. However, the continuing failure to develop a robust, targeted policy 

of research investment illustrates how difficult it is to avoid capture by existing cliques, e.g. 

Fonterra, established university and government research groups etc. We have yet to learn 

how to support the innovation dynamic and I don’t see anything in the draft report that 

would change this. Suggest two possible paths to get away from “business as usual”: (1) 

bring in international experts to gain breadth and to break out from local clubs; (2) 

government funds follow private angel or etc investment funds – i.e follow those putting 

new investment skin into the game. I’m hesitant on the “at scale” emphasis. Remember 

“Think Big.”  

6. P43. Figs 3.8 & 3.9 is puzzling. They show NZ capital gaining relatively higher shares amongst 

low decile firms compared to SAEs but then falling behind with higher decile firms. I would 

Q the reliability of the data.  

7. P44. The concluding para should be highlighted. 

8. P70. Market intelligence and connections. Rather like the old Trade Development Board … 

9. P71-3. Overseas investment by MNCs. Ireland is not useful as a comparator as it has 

positioned itself as a low tax regime within the EU. For NZ there was a considerable push to 

attract FDI in the early 90s (I was involved), including beckoning MNCs in E.Asia. They came, 

they looked and they did not invest in the way the report hopes for. They looked for strong 

signals from government as to favoured sectors and did not get any – apart from (unwise) 

tax breaks via depreciation for forestry. The government needs to give signals but needs to 

be smart and consistent on these. Not sure if they need to “go large” though (but cf re 

research funding below). My impression is more that hand holding is needed. Various works 

around on how to attract FDI.  

10. Chapters 6-7. By various measures, NZ firms are unusually highly dispersed both in terms of 

business area and geographic location – the country mostly lacks innovation hubs. This is 

probably due to lack of (i) larger frontier firms or (ii) commerce friendly research centres for 

smaller firms to cluster around. The latter – (ii) – is easier for the government to put right 

than the former. As fig 7.4 shows, links between researchers and commerce is unusually 

weak in NZ. The policy shifts, inconsistencies etc are well brought out An additional layer is 

the industry boards that exist in some sectors and that may act more to damp competition 

than encourage innovation. It will take a very determined push to break through; easiest 

achieved by dangling $$$ but must be subject to tough conditions and viable threat of 

enforcement ex post.  



11. Chapter 8. Government can facilitate in building links to “global Kiwi talent” or, indeed 

offshore management talent more generally.  

12. Chapter 9: Rather a miscellaneous grab-bag which serves to distract from rather than 

advance main arguments.  

13. Chapter 10 etc. Needs to be sharper.  

14. References: Something went wrong with your literature search to miss : Crocombe, Graham 

T.; M J Enright, et al (1991) Upgrading New Zealand’s Competitive Advantage, OUP, 

Auckland. This is the messy product of a poor, government funded exercise but still 

represents (I think) the last major attempt in the area. It may provide some insights plus 

useful historical data and snapshots. The effort grew out of Michal Porter’s then fashionable 

work on competitive advantage. Still worth reading: Porter, Michael E (1990) The 

Competitive Advantage of Nations, Macmillan, London. There were also some Treasury 

papers around Crocombe and Porter. 
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