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Inside this issue: 

The authentic and independent voice for manufacturers and exporters 

For the past five years or so, exporters 
have struggled with both high interest 
and exchange rates, especially those 
selling in US dollars.  As far as  
Government is concerned, the debate 
over what can be done to control  
inflation alongside the Official Cash 
Rate (OCR), now rests with the select 
committee,  which is currently  
deliberating alternatives.  However, 
while the committee continues its  
deliberations and the Government its 
policy of inaction, the combination of 
the high OCR and the ‘global credit 
crunch’ is starting to squeeze our  
domestic sectors as well, and it is  
becoming increasingly apparent that 
the OCR has failed to control inflation 
and that fundamental changes to the 
implementation of monetary policy are 
necessary.   
 
This Association recently put forward 
the idea of  a Variable Rate  
Compulsory Superannuation scheme 
(VRCS).  The compulsory saving 
scheme can boost New Zealand’s  
saving rate, however, under a variable 
rate regime, it can act as the lever of 
monetary policy to combat domestic 
inflationary pressure without impacting 
on exchange rates.   
 
A similar scheme was suggested by 
Phil Verry in 1999; the Interest Linked 
Savings Scheme (ILSS). 
 
Technically, OCR interventions can be 
seen as an interest surcharge above 
the free market interest rates, and the 
ILSS is a saving surcharge that is 
linked to interest rates, which to a  
degree, mimics the OCR approach.  
As a result, the monetary policy will be 
implemented via the setting of the  
saving surcharge rate instead of OCR, 
and interest rates are determined by 
market.    
 

The RBNZ can choose different levels 
of stringency for the application of a 
savings based approach.  At the  
lowest level, the surcharges are  
directly credited to the KiwiSaver  
account of the payers; at a higher 
level, the credit process will be  
deferred until the sought anti-inflation 
response is attained.  The most  
stringent instrument is similar to a non-
governmental tax that credits the  
surcharges to a taxpayer-owned fund. 
 
Equity is a key feature of this  
approach, in that it allows for better 
targeting, and the collateral damage to 
non-culpable sectors and parties is 
minimised as the exchange rate is  
disengaged from the interest rate,  
enabling the NZD exchange rate to  
return to trade based levels. 
  
The funds saved can be dedicated to 
promote economic growth, which  
further counters inflation through  
supply-side stimulus.   
 
Both the ILSS and VCSS are savings 
based control mechanisms for the 
money supply.  Both seek to control 
inflation without collateral damage to 
the exchange rate, but they differ in 
some important ways.  ILSS is  
targeted at borrowers, while VRCS is 
targeted at all income earners. 
 
In 2007, 2.1291 million people in paid 
employment, including both self-
employed and wage and salary  
earners, received an average weekly 
of NZ$820, which implies a total  
annual earning of NZ$90.78 billion. 
 
 

Continued on Page 2 
 
 

John Wa lley, M EA Chief Executive 

There Has to be a Better Way 

Commentary 1 & 2 

How Much is Too Much 
Sick Leave? 

3 

The Medicine Tastes 
Nasty, But We Will Heal 

4 

Business Succession -
Putting Yourself  
in the Purchaser’s Shoes 

5 

Bad Debt  
(Credit Insurance) 

6 

Survey of Business  
Conditions - Business  
Re-engineering 

6 

Immigration  
New Zealand Policy 
Change - Job Offers For 
Residence 

7 

MEAssist 8 



Page 2 New Zealand Manufacturers and Exporters Association (NZMEA) 

For the year ended 30 June 2007 according to the 
Household Economic Survey (HES), private households 
spent NZ$6.072 billion on interest payments, which  
include interest on mortgages, personal loans etc, and 
businesses spent approximately NZ$46.752 billion on 
interest and donations for the 2006 financial year,  
according to the Annual Enterprise Survey.  Potentially, 
the VRCS is more effective as it has a broad base  
compared to the ILSS.   
 
What is truly disappointing about this issue is that the 
ILSS was proposed back in 1999, yet the question is 
where would New Zealand be today economically, had 
the ILSS been implemented almost a decade ago?    
 
With a savings based inflation control approach, the 
economy would not have been sucked into the ‘sub 
prime’ crisis now sweeping world markets.  The loose 
money that has been running throughout the world  
financial systems would not have found its way into  
New Zealand quite so readily because interest rates 
would have been maintained much closer to OECD  
average.  Productive investment would have been  
encouraged as the cost of capital in New Zealand would 
have been closer to world averages and the economy 
as a whole would have benefited from a trade driven  
exchange rate.  It is unlikely that we would not have 
seen the development of the ‘two economies’, a huge 
housing bubble and the accelerating loss of productive 
jobs and capability offshore.  
 
We are in the hole, how deep and how dark is just  
becoming apparent.  Digging our way out will not be 
possible unless we learn from the experience of the last 
few years. 
 
If New Zealand is to generate future growth in the  
economy that is sustainable over the long term, then the 
monetary policy mechanism must control inflation  
without impacting on the exchange rates.   

The OCR approach has failed exporters and can now 
be seen to have failed New Zealand.  The OCR  
approach helped create a bubble in the domestic  
economy and has decimated the productive sector.   
 
The VRCS and ILSS are two options open to the  
Government. A savings-based inflation control  
approach should be welcomed by New Zealanders.   
After all, the surcharge is going to apply if monetary  
policy is to be used, and that surcharge will either be a 
savings based spending delay; interest-based which is a 
cost to the individual and a clear wealth transfer, or tax 
based which is a partial wealth transfer. 
 
Given that choice, the outcome seems pretty obvious, 
but the question is this - are our policy makers willing to 
acknowledge the failure of the OCR? And more  
importantly, are they willing to really change before the 
damage to the New Zealand economy is irrevocable?  
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B y John Walley, CEO of the New Zealand Manufacturers and Exporters Association 
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How Much is Too Much S ick L eave? 

B y S arah B radshaw of McP hail Gibson & Zwart  

Excessive absenteeism is often a significant issue for 
employers. Absenteeism comes in many forms from 
sustained continued absence due to long term illness to 
intermittent shorter periods of absence. 
 
Where an employee is on extended leave due to illness 
or it becomes apparent that an employee will not be 
medically fit to fulfill their role permanently or in the  
foreseeable future, provided the employer adheres to 
the requirements of procedural fairness and any  
relevant terms of employment, there may be numerous 
options available to address these situations. Such  
options may include assessing the likelihood of a return 
to work through the provision of medical information and 
ultimately termination of employment. Another common 
situation is where an employee takes intermittent  
periods of sick leave but there are serious concerns  
regarding the genuineness of the reasons for the  
absence. Such a scenario may be dealt with as a  
disciplinary issue.  
 
Less clear is the situation where an employee frequently 
takes shorter periods of sick leave, which cumulatively 
are in excess of the sick leave entitlement but are  
accepted as being for genuine reasons. Many  
employers consider that excessive albeit genuine sick 
leave may justify disciplinary action, however a recent 
decision of the Employment Relations Authority has  
significant implications for this.   
 
In the decision of Bentley v Land Transport  
New Zealand WA 10/08, the employee Ms Bentley 
brought a personal grievance against her employer 
claiming she was unjustifiably issued a warning for  
excessive use of sick leave.   
 
Under the collective agreement which applied to the 
employee, she was entitled to 9 paid sick days per year.  
 
The LTNZ sick leave usage policy stated: “Once an  
employee has five or more days absent within a six 
month period, the manager/team leader will decide 
whether or not they will raise the matter with the  
employee…At this stage of the process the matter is 
NOT being treated as a disciplinary issue”.        
 
The sick leave taken by the employee was significant, 
amounting to approximately 144 days between 2001 
and 2007. The genuineness of the sick leave was  
accepted.  In addition to having two children, the  
employee also fostered up to three children at a 
time.  The children had varying physical and mental 
health issues requiring the employee to take time off 
work. In addition, the employee’s husband faced a  
number of serious health issues which also required the 
employee to take further time off work.   
 

A manager within LTNZ met with the employee to  
discuss her sick leave in November 2005. She was  
required to provide a medical certificate for each further 
absence on sick leave for the next 6 months.    
 
The employee’s sick leave continued to be monitored 
until March 2007 when a meeting took place between 
the employee and her supervisor, and it was proposed 
the employee would be issued with a verbal warning 
which was to remain on the employee’s file for 12 
months.  The employee challenged this proposal on the 
basis that sick leave was not normally regarded as a 
deliberate act that could attract a formal disciplinary  
outcome. 
 
However her employer concluded a formal verbal  
warning was appropriate commenting: “If…I come to a 
conclusion that the quantum of absenteeism, not the 
reason for it, cannot be sustained by the organisation, 
then I have the option of considering disciplinary action.”   
The Authority did not agree. The Authority member  
concluded that the warning was unjustified because: 
 

• The LTNZ policy only envisaged disciplinary 
action in instances of excessive absence 
where there was an allegation of misuse/
abuse of sick leave - the employee took sick 
leave for genuine reasons, therefore there 
was no misconduct justifying a warning;  

• While an employer may ‘fairly cry halt’ where 
excessive sick leave is taken, the levels of 
sick  leave taken by the employee were not 
sufficient to warrant such action;  

• The employer had implemented the sick 
leave policy in a mechanistic way which did 
not take into account the particular  
circumstances of the employee.  

 
The Authority finally commented that given the  
employee’s particular circumstances, no fair and  
reasonable employer would have disciplined the  
employee for abuse of sick leave and awarded the  
employee $3,000 in compensation.  
 
While employers are advised to tread cautiously when 
managing issues of excessive sick leave, this decision 
indicates care should be taken to consider the reasons 
for the absence.   
 
This article was provided by McPahil Gibson & Zwart. If 
you require further information relating to this topic 
please contact the NZMEA at mea@mea.org.nz or  
0800 353 2540. 
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B y Cam eron B ag rie, ANZ  Nationa l B ank Chief E conom ist  

It’s been a tumultuous few months across financial  
markets.  We’ve seen 300 basis points of interest rate cuts 
from the US Federal Reserve, bungy-nomic movements 
across stock markets and massive intra-day movements in 
commodities, bonds, and currencies.   
 
At the heart of such volatility resides a turn in the credit  
cycle, along with successive build-up in leverage across 
the household sector, and a massive explosion in credit 
markets and complicated derivative based structures. 
 
While hardly encouraging on the investment front, we need 
to be mindful that the adjustment taking place is  
fundamentally a good thing.  For years risk was incorrectly 
priced.  Investors became conditioned to superior returns, 
failing to appreciate the additional risk of the investment.   
 
The problem is that the transition to a more normal and 
healthy credit environment is going to take time and  
certainly create stress. 
 
So when, and how does it all settle down? 
   
There are two preconditions for the healing process and 
confidence to return in a sustainable fashion.   
 
Firstly, losses and exposures need to be disclosed, and 
eliminated from balance sheets.  Loss estimates vary, but 
potentially we are only a third of the way through it.   
Second, macro conditions need to stabilise and confidence 
return to the market.  Cash will not be put to work until  
confidence improves.   
 
For New Zealand, there are a number of areas to watch.  
The first is the outright cost of credit.  Borrowers were 
strong beneficiaries of a favourable credit environment 
which allowed financiers to compete aggressively.   
 
Remember the mortgage wars?  With a turn in the credit 
cycle, the cost of credit has risen, and as a nation that is 
very reliant on offshore capital, we are very vulnerable to 
altered sentiment.  Banks are paying more; borrowers will 
too.  
  
Unfortunately, the timing couldn’t have been worse, with 
house prices having already fallen 4 percent in six months.   
 
Moreover, we are now clearly seeing the housing  
slowdown filter into the general economy, and notably via 
small to medium sized businesses. 
The second is the global environment itself.  Weakness at 
present remains largely contained to the US, but with a 
real risk of credit unease extending into Europe and Asia, 
we see negative implications for commodity prices and  
exports. 
 
Given New Zealand’s huge reliance on offshore capital, 
financial conditions will continue to tighten over the year 
ahead.  The economic risks all look skewed towards the 
downside, and we note the dreaded recession (“R”) word 
appearing.   

The real issue though is how long the period of weak 
growth extends.  Our suspicion is that any adjustment is 
set to last well into 2009.    
 
As the credit cycle turns, the real economy must  
de-leverage in line with what is happening in the financial 
system.  As this is largely a household story, it is likely to 
be drawn out as precautionary savings are rebuilt.   
 
This means economic weakness may last a while.  Watch 
out those businesses that are linked to the domestic  
economy. However, those that have been cautious and 
patient late in the cycle will inevitably be presented with 
opportunities as stressed pockets are forced to liquidate.   
 
For exporters, the picture is more encouraging, although it 
may be difficult to see the light at the end of the tunnel 
now.  Re-rated credit risk and weaker domestic demand 
are part the rebalancing in growth that must occur.   
 
We need to earn more and spend less. Currency  
realignment will be part of such an adjustment.  True, it’s 
been a long time coming but recent developments  
reinforce that the laws of economics and finance have not 
been repealed.   Excess return does not come risk free.  
Investors demand a higher risk premium to compensate for 
such risk.   
 
Eventually the additional risk premium will extend to the 
currency, and the yield-currency link will be broken.   
 
We appreciate the support of the ANZ for providing this 
article. 
 
 

The Medicine Tastes Nasty, B ut We Will Hea l 

Did You Know…?    

The NZMEA offers a variety of training programmes and 
special interest  sessions for our members.    These 
range from internationally recognised qualifications 
through to 90 minute forums, as well as opportunities to 
meet with members of parliament to discuss policy  
issues. 
 
For a list of our upcoming events visit our website;  
www.mea.org.nz and click on ‘Events’.  

Tra ining  

New Zealand Manufacturers and Exporters Association (NZMEA) 



B usiness S uccession – P utting  Yourself  
in the P urchaser’s S hoes 

B y David Goodm an of Goodm an S teven Tavendale Reid    

Business succession for small/medium sized  
businesses (“SMEs”) has always been inherently  
problematic.  These businesses are invariably owned and 
operated by one or two persons who are the drivers behind 
the business and have the key business relationships with 
clients and suppliers. 
 
Because of the level of involvement of the owners in the 
running of the business, the business often does not have 
an ability to stand on its own two feet and run themselves 
in the absence of the owner, which can negatively affect 
the resale value of the business. 
 
This is where a succession and exit strategy becomes all 
important.  Some business owners will get lucky and the 
perfect purchaser will come along and buy their business 
for the right price at the right time.  But more often than 
not, the successful sale and exit from a business is a result 
of a number of years of careful planning and preparing the 
business for sale or succession from within. 
 
Part of a successful exit strategy will involve the  
business owners and proprietors stepping back from the 
business and ensuring that they have key staff and  
management in place who can run the business  
effectively in their absence. 
 
Increasingly, key employee(s) can represent a  
succession option.  An initial small shareholding as a  
reward for good performance can increase over time until 
such time as the key employee(s) is in a position to buy out 
the remaining shareholding in the company. 
 
Dividend streams going forward can assist the funding or 
borrowing by the key employee(s) buying out the  
departing shareholder(s). 
 
Flexibilities in the Companies Act 1993 can assist, e.g. the 
ability of bank funding the key employee(s) to take security 
of the company’s assets.  Highly qualified, talented senior 
managers in large organisations may consider working for 
a smaller business if there existed an opportunity to one 
day become the owner or part-owner. 
 
It is important to put yourself in the purchaser’s shoes 
when preparing a business for sale, whether the  
purchaser be existing management/employee or an  
outsider.  

A purchaser and his/her advisors will invariably conduct 
due diligence on the business and any Agreement for Sale 
and Purchase of the Business assets or the shares in the 
company will contain a number of warranties whereby the 
vendor is warranting as to the health of the business.  
 
For this reason, preparation and planning should  
include a legal audit of your business to ensure it has all 
the necessary consents and licenses to operate, has a 
valid lease for a reasonable term, all employee  
contracts are in place and key intellectual property is 
owned or licensed.  Too often these issues are dealt with 
as an after thought or as part of the sale process, at best 
creating a negative impression, at worst reducing the  
vendors’ bargaining power and the value of the business. 
 
Where possible, key revenue streams should be  
underpinned with legal documentation.  For example, if the 
business is an importer and distributing distributor of  
products, then a purchaser will look to see whether those 
distribution relationships have been formalised.  A contract 
for a fixed term that can only be terminated on default,  
provides greater security to a purchaser than a contract 
terminable at notice. The vendors tend to underestimate 
the value of contracts, relying intuitively on personal a  
relationships built up over many years.  It is important to 
think like a purchaser, who will not have the benefit of 
these relationships.   
 
Lastly, a vendor needs to be in a position to deliver up their 
business to prospective purchasers.  If a number of shares 
have been issued to employees or suppliers over the 
years, control of the share register may be an issue.  An 
overseas buyer may only be interested in acquiring a 
100%. If the founder and majority shareholder of the  
business is unable to deliver up a 100% of the shares in 
the company or assets, then this may scupper the deal. 
 
This article was provided by Goodman Steven  
Tavendale Reid. If you require further information  
relating to this topic please contact the NZMEA at 
mea@mea.org.nz or phone 0800 353 2540. 
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FRE E  - ME TAL  INDUS TRY GUIDE L INE S  FOR S AFE  WORK 
Don’t forget that you can still order your free Metal Industry Guidelines for Safe Work. 

 
These guidelines have been developed by a number of stakeholders who have joined together to form a ‘Metal 
Manufacturing Safer Industry Group’. The guidelines highlight a comprehensive range of hazards typical to the  
industry, and how to address them. The emphasis is on providing employers, supervisors and workers with  
practical information that can be used in everyday work practices to improve safety, reduce occupational illness and bring 
injury rates down. 
 
The guidelines are available FREE of charge and if you wish to request a copy simply email your details to metal@acc.co.nz. 

New Zealand Manufacturers and Exporters Association (NZMEA) 
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B usiness Re-eng ineering  
The latest Canterbury Manufacturers’ Association (CMA)  
Survey of Business Conditions completed during March 2008, 
shows total sales in February 2008 increased 8.3% (export 
sales increased by 8.2% with domestic sales increasing 
6.45%) on February 2007. 
  
The CMA survey sample this month covered NZ$263m in  
annualised sales, with an export content of 64%.  Net  
confidence dropped to -10, down from the 8 result  
reported last month. 
 
The current performance index (a combination of  
profitability and cash flow) is at 97.5, down from the previous 
month’s 101, the change index (capacity utilisation, staff  
levels, orders and inventories) remained at 102 from the  
previous month, and the forecast index (investment, sales, 
profitability and staff) is at 104.2, down on the previous 
month’s result of 105.75.  Anything less than 100 indicates a 
contraction. 
 
Constraints reported 0% production, 55% staff and markets 
40%.  Staff numbers for February increased by just over 5.1%. 
 
“The sales numbers have held up on last month’s  
survey.  Once again, confidence has slipped.  Some of our 
respondents report that activity levels remain strong and that 
their markets are buoyant, while others continue to struggle 
due to the exchange rates and competition from low cost  
imports.   
 
Overall, margins have been squeezed and there are concerns 
around tightening credit liquidity and a slowdown in the  
domestic sectors;  all have impacted confidence”, says Chief 
Executive John Walley.  
 

“Perhaps the main concern for manufacturers at present is the 
shortage of skilled and semi skilled labour.  The overall labour 
market remains tight and respondents tell us that they are  
focusing on hiring staff for key areas of their operations.  We 
are not seeing the numbers of people coming into the work 
forces to replace those people who are lost, often to  
Australia”.      
 
“A question frequently asked of manufacturers and exporters 
is, if things are so bad, then how do companies in the sector 
still manage to remain in business?  The sentiment expressed 
around this survey is that manufacturers and exporters have 
been through tough times in recent years and they must  
consistently re-evaluate and re-engineer their business  
models to deal with the pressures”.     
 
“Manufacturing activity requires companies focus on longer 
term planning and they are not always in a  
position to exploit short term opportunities, or conversely,  
immediately respond to shocks”.   
 
“The survey shows that the margin pressure still exists, and 
highlights a forward concern for the domestic economy, and 
pressure on the external sector from the combination of high 
interest and high exchange rates”. 
 
“While our respondents re-engineer their businesses, it is 
timefor the Government to re-engineer monetary  
policy”.  
 
This article was provided by Canterbury Manufacturers’  
Association (CMA). If you require further information  
relating to this topic please contact the NZMEA at  
mea@mea.org.nz or phone 0800 353 2540. 
 

CMA S urvey of Business Conditions - January 2008 

B ad Debt (Credit Insurance)  
Yes, you can insure against a customer not paying for your 
products. 
 
Traditionally this type of cover was taken out by major 
commodity exporters and insurers required ‘whole  
turnover’ to be covered.  
 
Coverage has evolved to be more flexible, offering: 

• 90% of loss for insolvency of trade debtors. 
• Domestic and/or export coverage. 
• Protracted default extension available. 
• Tailored or package ‘options’ available. 

 
Benefits being: 

• Protects your liquidity and cash. 
• Preserves your profit allowing you to grow sales with 

confidence. 
• Automatic management of credit policy and  

information base. 
• Enhanced credit and trade finance facilities.  

• Opportunities to restructure borrowing from  
bankers. 

• Provides credit checks, information and advice. 
 
A possibly current area of concern is the downturn in the 
building industry with recent documented collapses of local 
companies.  
 
As a manufacturer, if you are supplying to the building  
industry, e.g. electrical, plumbing, paint, steel, kitchens, 
carpets, windows, timber, aluminum, appliances, tiles, 
lighting, curtains, furniture, concrete, glass, etc, etc, you 
may have some concern.  
 
Yes, coverage is still available.  
 
For more information enquire of your credit insurance  
broker or contact the If you require further information 
relating to this topic please contact the MEA at 
mea@mea.org.nz or phone 0800 353 2540.  This article 
was provided by IC Frith (NZ) Limited.  

B y Roger Hanson of IC Frith (NZ) L im ited   

New Zealand Manufacturers and Exporters Association (NZMEA) 




