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Big Picture

We broke the bank

The unsustainable could not be sustained

ÅSept 2007

USD $ 45 trillion of Assets, $5 trillion Equity

Ҩ

ÅMid 2010

USD $ 35 trillion of Assets, $ 3.5 trillion Equity



USD $ 10 trillion credit collapse
The reaction

ÅDenial of credit

ÅStrict credit rationing

ÅAsset price deflation

ÅEquity erosion

ÅRisk absorption capacity contraction

ÅRisk recalibration

ÅRisk free rates fall, risk premiums expand



Unprecedented response

ÅCentral banks inject liquidity without limit

ÅCentral governments guarantee deposits

ÅNation states recapitalise banks

ÅDeficit spending without apparent limit

ÅIndustries dependent on debt financed 
consumer spending ςhousing and motor 
vehicles - collapse



So where are we?



Beached as Bro!



²ŜΩǊŜ ƴƻǘ ƛƴ Yŀƴǎŀǎ ŀƴȅƳƻǊŜ ¢ƻǘƻΗ



¢ƛŘŜΩǎ ƎƻƴŜ ƻǳǘ ςwhat now?

ÅMuddle through:  50/50 Chance

ÅLiquidity trap: 35% likely

ÅInflation but not like before: 15% case 



Muddle Through 
LƴǘŜǊǾŜƴǘƛƻƴǎ άǿƻǊƪέ

ÅDemand stabilises in USA, China, India

ÅResource rich exporters stabilise

ÅEurope, Japan lag

ÅHouseholds remain 90% employed and save

ÅCorporates deleverage

ÅGovernments dissave

ÅFinancial institutions recapitalise

ҦLong slow climb out



Liquidity Trap

ÅRising unemployment

ïshocks households, intimidates banks

ÅHouseholds 

ïsave excess cash / pay down debt

ÅBusinesses

ïdefer capital investment 

ÅGovernment 

ïruns deficits - funds savings and debt reductions

ÅInterest rates fall to near zero ςall bets off



Inflation but not like before

ÅExcess liquidity drives up prices but not 
consumer prices

ÅImpact of USD on world prices

ÅάLƴ ƎǊƻǳƴŘέ Ǌŀǿ ƳŀǘŜǊƛŀƭǎ ŀƴŘ ǊƛƎƘǘǎ ŀƴŘ 
claims to them appreciate

ÅLong dated government bonds appreciate

ÅHuman capital of certain types appreciates

ÅCosts in Government sector rise



How to manage uncertainty

Different strategies appropriate at each level

ÅAt the national level ςStabilise

ÅAt the regional level - Take the initiative 

ÅAt the firm level - Manage costs, cash, credit

ÅAt the household level - Go for cash



At the national level

ÅWhat broke and how broken is it? 

ïDiagnosis matters
ÅToo much credit for too many for too long

ÅThird world savings financed first world consumption

ÅFirst world consumption financed third world investment 

ïVolatility v. discontinuity

ïLags and snags

ÅModern Portfolio Theory was after all only a theory

ïIt was a theory about risk NOT a theory about everything

ÅMiddle class melt down and risks to social stability



The rebirth of Political Economy

ÅThe origin and nature of wealth

ÅWhy Adam Smith and pins never explained 
everything

ÅWhy David Ricardo and free trade matters more 
than ever

ÅMaking choices with an open capital account
ï!ƴȅ ǘǿƻ ƻŦ /tLΣ h/wΣ ·ΩǊŀǘŜ

ÅWe can not depreciate our way to prosperity

ÅPolitical bias toward inflation over default

ÅProsperity is a function of human capital



Peaceful prosperity requires 

ïProductivity growth 

Åthe ability to achieve more with less 

ïSocial cohesion

ÅThe ability to stick together

ïSustainability

ÅThe ability to keep on going



Which way guys?



Implications for Canterbury Region

ÅAsia matters more now than ever

ÅImpact on NZ is the primary driver

ÅRegional effects
ïAggregation to cut costs poses a risk

ïLeverage the defensible and shout about it

ïCapture externalities through co operation

ïDrive productivity through co operation

ïKeeping people productively employed matters

ïLabour intensive capital formation opportunities



Labour intensive capital formation

ÅHuman capital development
ïTeaching and learning

ïTraining

ïResearch

ïSocial skill development

ÅRequires public funding but high immediate 
multipliers and large long term returns

ÅThe technology of Canterbury is about 
getting things done



Labour intensive capital formation

ÅDeferred maintenance

ïBring it forward, get it done

ÅEco tourism infrastructure

ïDiversity, simplicity, connectivity

ÅTransport network infrastructure

ÅExploiting does not have to mean depleting



Building for the future

ÅWe have land and a vast hinterland

ÅWe have water but need to use it wisely

ÅWe have wind but need to tame it

ÅWe are educated and speak English

ÅWe are healthy but needy

ÅWe are safe but insecure

ÅWe are content and complacent



Criteria for selecting Regional Priorities

ÅBuild on what we are already good at
ï lower risk, faster pay back, proven markets

ÅProduce what people are willing and able to buy

ÅSeek projects with high positive externalities
ïHigh proportion of local labour content

ïOpportunity for skill development

ï/ǊŜŀǘŜǎ ƭƻƴƎ ƭƛǾŜŘ ŀǎǎŜǘǎ ƻǊ άǇƭŀǘŦƻǊƳǎέ

ïAssets with multiple alternative uses

ïPlatforms that attract purchasing power to region

ïProjects that are scaleable yet sustainable

ïAssets that compound rather than decay over time

ÅSTOP doing things that have a cost greater than their value



Some bold initiatives

ÅtǳōƭƛŎ ŎƻƳǇŜǘƛǘƛƻƴ ǘƻ ά{ǘƻǊȅ .ƻŀǊŘέ ƴƻ ƭŜǎǎ ǘƘŀƴ мр 
projects each with an economic impact of $100 
million or more over 5 years and $1 billion or more 
over 20 years. 
ÅRisks must be shared or underwritten by willing 

partners
ïPublish criteria asap
ïSelection committee picks 15 by Show Day 2009
ïPublicly fund feasibility studies of top five

5ƻƴΩǘ ǿŀƛǘ ςInitiate!



Logistics ςLand, sea and air

ÅPromote Christchurch as the Mainland Port for land, 
sea and air servicing over 1.1 million people 

ïExecute the Airport redevelopment and expansion plan

ïAccelerate a feasibility study for once in a century $200 
million redevelopment of Lyttelton Harbour and Port

ïDevelop a Mainland road, rail and coastal shipping 
strategy with goal of least cost route to market under 
multiple scenarios over next 30 years

5ƻƴΩǘ ǿŀƛǘ ςInitiate!



LǘΩǎ ŀƭƭ ŀōƻǳǘ IǳƳŀƴ /ŀǇƛǘŀƭ

ÅDevelop and execute a strategy to advance the 
health and education of 1,000 decile one families 
within 3 years 

ÅDevelop and execute a strategy to attract 1,000 
families with school age kids to Canterbury within 3 
years

ÅEnsure no one in the region under 21 years of age 
not in training is without work opportunities

5ƻƴΩǘ ǿŀƛǘ ςInitiate!



We need to bring purchasing power into our 
community

ÅAggressively package and promote Mainland 
holidays to Melbourne, Sydney and Auckland 
residents to keep rooms full and visitors 
spending

ïTarget 95% occupancy 90% or more of the time

ïWhat would it take?

5ƻƴΩǘ ǿŀƛǘ ςInitiate!



Make the Canterbury Plains the Job Factory of 
Australasia ςwhere clever stuff gets done

ÅPromote Canterbury as THE best place in 
Australasia to learn skills, get an education and set 
up a business, and deliver on the promise!
ï²Ŝ ŘƻƴΩǘ ǇƛŎƪ ǿƛƴƴŜǊǎΣ ǿƛƴƴŜǊǎ ǇƛŎƪ ǳǎ
ïWithin three years attract 4 new entrants employing 100 

or more full time staff 
ïWithin five years register 1,000 new enterprises 

employing 4 or more full time staff

5ƻƴΩǘ ǿŀƛǘ ςInitiate!



Canterbury is more than a place,
ƛǘΩǎ ŀƴ ƛŘŜŀ ŀōƻǳǘ ǇŜƻǇƭŜ ǇǊƻǎǇŜǊƛƴƎ

ÅInternational students in higher education, 

ÅSkilled migrant families and 

Ålong stay tourists 
ïAll meet criteria
ÅHigh proportion of local labour content to service

ÅOpportunity for skill development for locals

Å/ǊŜŀǘŜǎ ƭƻƴƎ ƭƛǾŜŘ ŀǎǎŜǘǎ ƻǊ άǇƭŀǘŦƻǊƳǎέ

ÅAssets with multiple alternative uses

ÅPlatforms that attract purchasing power to region

ÅProjects that are scaleable yet sustainable

ÅAssets that compound rather than decay over time



LΩƳ ƻǳǘ ƻŦ ƘŜǊŜ ōǊƻ ςcoming along?


