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Foreign investment explained
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Consent to invest in NZ

Overseas investors require consent if they wish
to acquire:

Sensitive land

Business assets worth more than $100 million
Fishing quotas

Farm land is sensitive if it exceeds 5 ha.

Farm land must be offered on open market
Typical fees range $13,186.67 to $22,488.89
Time for decisions 30 to 70 days



Criteria for Consent

Must meet the four core “investor tests”

These are good character, business acumen,
financial commitment, & absence of ineligible
individuals

Transaction will or is likely to benefit NZ; or
Overseas person will reside in NZ indefinitely
Most land has specific criteria (e.g. farm land)
Fishing quotas require a “national interest” test

For non-urban land over 5 ha. benefit must be
“substantial and identifiable”
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OECD FDI regulatory restrictiveness index, 2012
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Figure 1. OECD FDI regulatory restrictiveness index, 2012



NZ regime is highly restrictive

NZ 6" from bottom of 55 OECD countries
Screening regime hugely restrictive
Burden of proof on foreign investor

NZ has failed to liberalise

Yet almost all other countries have
liberalised

In manufacturing, most restrictive in the
world

So much for our innovation policy



Allergies to foreign investment ?
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Economics of Foreign Investment

NZ runs persistent external account deficits

The consequence is a huge overseas debt
relative to GDP

Indeed this overseas debt ratio is one of the
highest in the western world

Overseas capital must fund current deficits
This capital comprises both bonds and equity
Equity is both portfolio & direct investment



A persistent risk factor is the external constraint
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Government debt and net foreign asset position, 2009
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Benefits of Foreigh Investment

Long term funding of external deficits
Brings technology, innovation, skills

Investors typically seek returns greater than
their cost of capital

NZ benefit is higher incomes generated by
overseas investment

This includes higher tax revenue
Proviso: no subsidies & no special incentives



Almost all other measured countries have liberalised
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Figure 3. Reductions in restrictiveness by country (change between 1997 and 2012)



Costs of NZ's restrictive policy

Higher cost of capital for NZ

Negative impact on economic growth

Lower than otherwise property prices
Reduced innovation and technology benefits
Comparative country disadvantage

Negative attitudes to NZ

Higher transactions costs & delays

Only justification appears to be political



Investment inflows have trended down since 1993
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What should policy be ?

No economic justification for foreign investment
restrictions

These should be removed

Real issue is sound domestic policies

Need strong monetary & fiscal macro policies
Non-interventionist non-regulatory micro policies
Appropriate tax, competition, etc policies

Same policies maximise benefits from both foreign
and domestic investment



Some numbers on foreignh investment

BOP current account deficit averaged 4.8 % over past 25
years

Also 4.8% last year to Mar 2012

Mostly reflects large negative investment income

This has been negative 5.8% average over last 25 years

This is a legacy largely of the 1975-1987 period

Net international liabilities $143b, -71 % of GDP at Mar 2012
Ratio range about 60 to 90 % over 25 years

Accumulated private direct investment 48 % GDP Mar 2012
Net private direct investment 36 % of GDP Mar 2012



Some Further Numbers

Foreign investment in NZ, $303b, 150 % of GDP at Mar12
NZ’ders investments overseas, $160b, 79.5% GDP Mar12
Equity investments as at 31-3-12 were:

NZ portfolio investment abroad $47b

Foreign portfolio investment in NZ $13b

NZ direct investment abroad $18b

Foreign direct investment in NZ $55b

On overall net debt position, banks have 78%
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