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As the world turns...

« Dangers of stagnation & deflation
« Economies need to keep reforming
* Major adjustments are underway

« Deep upheavals in China
. ...spilling over to its Asian neighbours

. ...e.g. Australia & NZ suffering from
end of Chinese commodities’ boom

- European growth very sluggish
- US growth strengthening but patchy
- ...UK likewise



Resuscitation isn’t working

« Massive money creation isn’t triggering growth or inflation
* ...s0 bond yields keep falling



...except in house prices

 Australia is deeply worrying, structurally and psychologically
« New Zealand not quite so debt-fuelled but Auckland — 14t at 8.2x income



China’s slowdown — NZ hardest hit

+ www.thequardian.com/world/ng-interactive/2015/aug/26/china-economic-slowdown-world-imports




Impact

* Over past 7 months,
China’s exports
have dropped

14.7% at an
annual rate

* Impact on NZ:

e Loss of $3.5bn
in exports

e Loss of 1.95%
of GDP

 NZ hardest hit



China’s radical restructuring - growth

* Profound shift from investment to consumption
* ...but economy slowing so consumption is static
* ...e.g. consumption of dairy products is flat vs. 15% pa growth before



China’s radical restructuring - technology

* Very rapid shifts from established technologies to new

* ...e.g. from coal to renewables for electricity generation

» Creating “bubble” of over-investment in coal

« Only one of many “bubbles”: e.g. steel, cement, glass, aluminium
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NZ growth is slowing

Growth was driven by:
« Immigration
- Milk and log exports
« Christchurch rebuild
- Consumer spending
. ...& some business investment

But growth peaked mid-2014

. ...pace is slackening
GDP +3.5% in year to March 2015
...and around 2% in 2016

We're slipping back to our long term
(and slow) growth rate

» (Potential rate of growth is the RBNZ’s
estimate of the maximum rate the economy
can grow without causing inflation)



Government
Strategy Mk 111

* “Business Growth
Agenda’
« 6 ingredients of
business growth

« All driven by
Incremental change

« Some big goals

» E.g. double exports
by 2025

* Requires exports to
grow 5.5% - 7.5% pa

 Treasury forecasts
exports will grow by
1.6% pa to 2014-18



Manufactured exports are falling

o ...from 37% of total exports in 2003 to 22% today
+ ...with commodities taking a growing share of total exports
* Yet, government funding for science and tertiary education is falling in real terms



Simpler exports

« But we're becoming an
ever-simpler economy

Selling more...

...but a smaller range of
simple products

. e.g. milk powder & logs
...to fewer countries

Dairy is our largest exports

But whole milk powder is 80% of
dairy exports

China is our largest customer



Exports have long stagnated

* ...since 2004 - don’t be fooled by commaodity spikes



Why we’re hitting the wall...an example



NZ'’s share of infant formula profits — only 12%
...but we contribute 40% of the assets



State of Aotearoa’s ecosystem

« NZ's first ecosystem assessment in eight years

. ...first in new statutory reporting framework
» http://www.mfe.qovt.nz/sites/default/files/media/Environmental%20reporting/environment-aotearoa 0.pdf




Water



Nitrogen leaching

e nitrate



Soil health



Endangered species

« Species



NZ’s challenge

NZ’s theoretical GDP per capita:
- $43,518

OECD average GDP per capita:
. $37,181

NZ’s actual GDP per capita:
- $30,179

Our gap between theory & reality
« minus 30%

We need much stronger
international connections

...to grow our way up value chain

- Productivity Commission’s
research shows
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People, planet

* Vision 2050

» A very challenging roadmap
for corporate development by
World Business Council for
Sustainable Development

 Vision 2050 Global report at:

. http://www.wbcsd.org/
vision2050.aspx

e ...NZ version too



Finite resources



We must have unprecedented scale, speed & complexity of change








































Circular economy




McKinsey — Circular Economy

« Radically re-thinking how we make and use things...

* ...will generate very large economic, environmental
and social benefits

 Latest report from McKinsey: bit.ly/McKinseyCircular




Biodegradable, infintely recyclable, solar-powered aircraft









Our choice

« 2014 — 2030
« Total investment in the global economy = US$ 300 — 400 trillion

« Low carbon investment will cost a bit more than high carbon business-as-usual
« Extra cost =1% - 4% of GDP in 2030
. ...I.e. achieve the same level of GDP about 6 to 12 months later

* High carbon investment « Low carbon investment
« Cities, land use and energy sources  Cities, land use and energy sources
= US$89 trillion = US$93 trillion

« Extra cost for low carbon investment:
= US$4 trillion - probably an over-estimate
given inadequacies of conventional economic models
= US$270 billion a year = 1.5x New Zealand’s GDP per year

 Low carbon is cheaper than high carbon, if operating costs are included




e https://www.youtube.com/watch?v={97Rh6DMclg&feature=youtu.be










Intense pressures on economies, business models

« “Capitalism is a complex, adaptive system which has reached
the limits of its capacity to adapt.”

 “Once capitalism can no longer adapt to technological change,
postcapitalism becomes necessary.”



Postcapitalism

Three drivers of radical change:

1. “Information technology has reduced the need for work”
- Automation is now replacing jobs at a startling speed

- E.g. Half the jobs in the US are at high risk of vanishing within a decade or
two, a 2013 report by the Oxford Martin school estimated

2. “Information goods are corroding the market’s ability to form prices correctly”
- Supply and demand assumes scarcity. Now certain goods are abundant

3. “Goods, services and organisations are appearing that no longer respond to the
dictates of the market and the managerial hierarchy”

- People are collaborating in ways that do not always make sense
to traditional economists...

- ...who are used to assuming that humans act in self-interest and price things
according to supply and demand



Postcapitalism

* In a postcapitalist world:
- Only part of the population will work for cash, on a quasi-voluntary basis
- The rest will be pursuing non-monetary goals.
- Governments to provide a guaranteed income for the entire population

 and free (or low-cost) basic services and public infrastructure

- Companies automate as much as they can (rather than using cheap labour)
- Central bankers conduct financial repression to reduce national debt

« Government provides the framework to enable individuals to flourish
« State functions are handed over to citizens

* People are secure — and equal — enough to use the efficiencies unleashed by
automation to pursue worthy goals, such as volunteering to write Wikipedia pages



Postcapitalism

* “lt is absurd that we are capable of
witnessing a 40,000 year old
system of gender repression begin
to dissolve before our eyes and yet
we see the abolition of a 200 year
old economic system as an
unrealistic utopia” — Paul Mason

e http://www.radionz.co.nz/national/
programmes/saturday/audio/
201775049/paul-mason-
postcapitalism




Peter Bakker

World Business Council for
Sustainable Development



Revolution

* Led by John Elkington and others
- www.breakthroughcapitalism.com/










Rethinking - Unilever

 Fundamental change, e.g.

« Energy: Minimising energy people use consuming Unilever’s food, personal care
and other products

- ...not simply reducing Unilever’'s production energy

« Farmers: Ensuring sustainability of farmers and their communities
. ...not simply securing commodity raw materials

« Corporate: Experimenting with new structures & drivers such as Benefit
Corporations in US for Ben & Jerry’s ice cream subsidiary

- ...not simply doing a bit of Corporate Social Responsibility



Impact - Unilever

* http://www.economist.com/news/business/21611103-second-time-its-120-year-
history-unilever-trying-redefine-what-it-means-be
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Sustainable Business Council

* A big shift from “greening growth”...a slight improvement on business as usual
+ ...to “ecosystem health”...the start of a radical rethink of business and nature



Sustainable Business Network

» “Reshaping Profit”...also the start of a radical rethink of business and nature
























* https://www.eecabusiness.govt.nz/tools/vehicle-total-cost-of-ownership-tool







Vanguard NZ companies

* An exciting new class of NZ companies is emerging:

« Hallmarks:
- Inspired products & services offering unique value
- Originality born of NZ roots
- Smart strategies for international markets

 Astute management skills to acquire & develop
human & technology skills; capital

- Confidence & skills to collaborate with
partners, suppliers, customers abroad

» Across the economy: domestic; import; export



Building value: Comvita’s 10-year transformation



Comvita’s value chain

* Building it by...
 Floating on NZX to raise funds
- Buying back distribution
- Investing in retail
- Investing in science
- Investing upstream in bees

* Virtuous cycle...

- ...each step generated new cash flow
to take the next



...Comvita today



Deals and relationships

* In 2010, Comvita licensed professional wound care to Derma Sciences, US

* In 2013, Derma Sciences took 7.3% stake in Comvita to help fund upstream
investment in manuka honey production


















