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PREFACE

This report has been prepared for The Manufacturers Alliance by Stephen Knuckey from
MartinJenkins (Martin, Jenkins & Associates Limited).

The Manufacturers Alliance is a collaboration between The Manufacturers Network, Metals New
Zealand, Plastics NZ, the Wood Processors & Manufacturers Association and The Maintenance
Engineering Society of New Zealand.

MartinJenkins is a privately-owned New Zealand limited liability company with offices in Wellington
and Auckland. MartinJenkins advises clients in the public, private and not-for-profit sectors. We
provide advice and support to clients in the areas of public policy, strategy and investment,
performance improvement and monitoring, business improvement, employment relations, economic
development, financial and economic analysis, and evaluation and research.

Key industry data in this report was provided by Infometrics.




EXECUTIVE SUMMARY

Manufacturing makes a significant contribution to
New Zealand

Manufacturing is a significant and diverse sector in New Zealand, making a major
contribution to value added, employment, earnings, R&D and exports.

$29 billion in GDP 10% of NZ economy 242,000 jobs
& )
~—
$680 million of High average 52% of the value
R&D investment earnings of NZ exports

Across developing countries, including New Zealand, the manufacturing share of
employment and GDP has been declining over time. This reflects a shift towards the
purchases of services (e.g., entertainment, health care) as wealth increases. However, the
share of the economy suggested by official statistics understates the actual contribution that
manufacturing continues to make. Manufacturing:

1 Underpins the performance and growth of a range of other sectors because it is an
important supplier and purchaser of goods and services to and from these sectors. For
example, 60 percent of the value of the output of the agriculture, forestry and fishing
sector in New Zealand is used by the manufacturing industry. Many businesses in New
Zealand would not survive without manufacturing.
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1 Is a significant employer in several regional areas of New Zealand, such as Taranaki,
Sout hl and, Mar |l borough and the Hawkeds Ba

9 Has opened up export markets and trade and investment connections for a wide range
of New Zealand businesses.

1 Isincreasingly expanding into service areas, such as applied research, engineering,
design, logistics, and customer support. Increasingly, businesses now classified as
services are actually embedded in manufacturing value chains.

Even taking this into account, New Zealand has experienced one of the largest falls in the
share of manufacturing employment over the last five and ten years in the OECD. The risk is
that, without appropriate attention, investment and conducive policy settings, manufacturing
in New Zealand will decline. This will have significant flow-on effects to other parts of the
economy.

This risk is real, given the pressures facing the industry.

The sector faces major challenges

Beyond the 6normal é6 challenges facing manufactur
downturn, currency fluctuations, compliance costs etc, major pressures over the next decade
and beyond include:

1 Consumer and regulatory pressures for manufacturers to reduce emissions, reduce and
reuse waste, and manage environmental impacts. The Zero Carbon Act provides a clear
timetable for the industry to invest in cleaner energy alternatives but in some areas
reducing emissions will depend on radical changes in technology.

9 Difficulties that many in the sector face in adopting Industry 4.0 technologies, including a
limited understanding of the value of the technologies, a lack of expertise to apply them,
and concerns about costs, data security and the impact on staff.

1 Growing trade protectionism in key offshore markets, particularly an increase in the use
of non-tariff measures, impacting on the costs of accessing markets and the ability of
local manufacturers to compete against imports in New Zealand.

1 Demographic and technology changes and strong competition for scarce talent making it
increasingly difficult for manufacturers to secure required technical and soft skills.

1 Having the capability and scale to respond to the pipeline of infrastructure and
construction demands that are expected over the next decade.

These challenges also present the sector with a
range of opportunities

Major opportunities include:
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1 The growing demand across multiple sectors for processes, products and packaging that
reduce environmental impacts will need to be met by the manufacturing industry. The
more that this can be done domestically, the better. Manufacturers themselves can
continuetoaddval ue to their pr ocovemisisnsarouthr products b
e c 0 n o my 0 sthatusd fewertmaterials, reduce energy use, keep resources in use
as long as possible, minimise emissions and that eliminate or reuse waste.

9 Industry 4.0 will enable manufacturers to reduce waste, improve working conditions and
attract workers, respond to increasing demands for customised and personalised
solutions, and to become further integrated into distributed, global value chains.

1 A greater range of opportunities for the sector to expand into related services areas,
providing additional high value sales avenues. These include operational services (e.g.,
installation and set-up services, maintenance and repair services, logistics services,
recycling services), information services (e.g., monitoring of product performance in real-
time), financial services (e.g., leasing, pooling arrangements), and consulting, design and
engineering services.

1 Within the major pipeline of infrastructure and construction work over the next decade, a
particular opportunity that could be met by domestic manufacturing in partnership with the
construction sector will be the growing demand for prefabricated housing.

Manufacturers will need to transform and adapt

Ultimately, manufacturing businesses will drive the investment and innovation required to
adapt to the challenges and take up the opportunities. Major areas of investment will need to
include:

1 Building collaborative manufacturing relationships with a range of value chain partners,
including customers, suppliers, advisors, research institutions, education & training
organisations and government agencies.

1 Improving talent management, including better workforce planning, ensuring workplace
conditions support diversity, and building capability to implement new technologies and
ways of working.

1 Continuous and agile innovation or the ongoing development and reinvention of products,
processes, business models and marketing, supported by management upskilling and
peer-to-peer learning.

1 Improving the quality of and processes for gathering and analysing production, product
and market intelligence.

9 Improving participation in global value networks.

The sector is on the right path but the time and investment required to transform should not
be under-estimated i the scope of changes and demands facing the sector rate alongside
what was required to respond to the reform period of the late 1980s and early 1990s.




The government is a partner in the transformation
process

The Government can better support the manufacturing sector to adapt through an integrated
set of policies. Governments across the world have engaged with their manufacturing sectors
to develop Manufacturing or Industrial Strategies. A Manufacturing Strategy sets out a vision
of how the sector will contribute to the economy over the long-term and commits to a set of
mutually reinforcing policies and programmes that enable the sector to achieve this vision. It
i s not about ©?suchSkaiegies: wi nner s o

9 recognise the broad role that manufacturing plays in supporting a range of other sectors
and in driving environmental and technological improvements across the economy

9 are as much about the process in which the private and public sectors jointly assess
opportunities and blockages to the development of the sector as whole and jointly identify
solutions.

A Manufacturing Strategy would include action in the following policy areas:

1 Innovation policy i incentives to increase investment in innovation that complement R&D
tax credits, such as through accelerated depreciation, with a particular focus on
encouraging the adoption of Industry 4.0 technologies and the development of cleaner
production and products.

9 Trade policy T a serious commitment to addressing non-tariff measures in trade
negotiations, strong enforcement of standards and conformance, and improving the
responsiveness of trade remedies investigation processes.

9 Skills policy T ensuring the education and training system offers early access to
vocational education and pathways and caters for the realities of unstructured skills
development, the growing importance of soft skills, and the significant amount of informal
and formal learning that takes place in the workplace.

1 Environmental policy i moving beyond the setting of targets and standards for
environmental improvements to include clear roadmaps for how industries will transition
to meet these requirements, including identifying the role that different policy levers will
play (e.g., Emissions Trading Scheme, R&D support, trade policy) and options for
reducing or eliminating carbon leakage.

1 Procurementpolicyiusi ng the Governmentdés significant bl
environmental and technological challenges and, at the same time, support domestic
manufacturing opportunities.

1 Investment policy i supporting growth in risk/development capital and having a very
targeted approach to attracting high quality foreign direct investment (FDI), which brings
the capabilities, networks and innovation that are needed to advance domestic
manufacturing. This includes leveraging investment intermediaries, such as industry
associations, supporting local investment promotion efforts, and ensuring comprehensive
aftercare.

New Zealand is lagging behind its peers in taking such an approach. For the first time the
sector has come together as an Alliance across multiple industries to work collaboratively on
such a Manufacturing Strategy for New Zealand. The sector calls on the government to work
with it in co-developing the Strategy.
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1.MANUFACTURI NGO S

CONTRIBUTION TO THE ECONOMY

Key points:

1

Manufacturing is an important sector for New Zealand. In 2019, it contributed close to 10
percent of GDP ($29.0 billion) and jobs (242,000) and over 50 percent of exports. It also
generates relatively high earnings.

The sector 6s mentdell ey 1.6 percentage lpanis between 2013 and 2018,
morethanthe-0. 2 percentage reduction in manuf
However, New Zealandds manufacturing sha
economies and trading partners such as Australia, Canada and the UK.

The sector is diverse, with food & beverage, machinery & equipment, metals & metal
products, and wood & paper each contributing close to 10 percent or more of
manufacturing jobs.

The sector has experienced a recovery over the last five years, with growth in both GDP
(2.3 percent annual average growth per year) and jobs (1.7 percent per year). However,
the sector éds gr owaddandjobs,hds bedn belgw the NewZadlande
average.

Manufacturing provides a relatively high proportion of jobs in some regions (e.qg.,
Taranaki , Sout hl and, Ma r | bloats@corgributea to a diversee
workforce across the economy, employing
people, and technicians, labourers and machinery operators & drivers than industries as
a whole.

The sector is a major contributor to R&D and innovation, representing close to a third of
business expenditure on R&D and with 45 percent of manufacturing firms introducing
innovation in 2018. I't is also the backbon
with higher proportions of manufacturers generating sales revenue from exports and
having inward or outward direct investment relative to industries as a whole. Despite this,
increasingly New Zealand has been importing a greater value of manufactured goods
than it has been exporting.

Manufacturing is critical to the success of many other sectors and generates broad
impacts through the economy. It uses significant shares of the output of primary
industries, wholesale trade, transport & warehousing and utilities. Several manufacturing
industries have relatively large direct and indirect impacts on wider economic activity.
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Introduction

This section describes the changing nature of Ne
performance and its role in contributing to economic growth.

The manufacturing sector comprises all businesses that transform materials and resources
into new products. Much of what people consume, use and work with has been
manufactured (most food, beverages, clothing, vehicles, furniture, electronics,
accommodation etc.). As such, manufacturing intersects all aspects of the economy.

Where possible, the analysis follows the Ministry of Business,| nnovati on and Empl o)
breakdown of manufacturing sub-sectors into food and beverage processing, wood and

paper product manufacturing, machinery and equipment manufacturing, chemicals and

refining manufacturing, plastics and rubber manu
manufacturing (Ministry of Business, Innovation and Employment, 2018a). These broad sub-

sectors capture the standard set of manufacturing industries within ANZSIC classifications.

However, the nature of manufacturing is changing and does not always fall into traditional
classifications. The manufacturing process has extended from one involving R&D, supplier
management, production and distribution to include a broader value chain of logistics
management, marketing. after-sale services, and product and materials recovery (Figure 1).

In particular, the boundary between manufacturing and services is becoming blurred. For

example, a manufacturer of electronic hardware may also provide software and customer

support (both of which would normallyo6f alil under
standard industry classifications); a manufacturer of packaging and containers may also

provide recovery and recycling (waste services). This means that traditional classifications

and the analysis that follows likely underplays the significance of manufacturing.
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Figure 1. Modern manufacturing value chain

Source: MartinJenkins based on Foresight (2013) and Queensland Productivity Commission (2016)

13


























































































































































































































































