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SECTION 1: INTRODUCTION 
 
A number of marine-based development opportunities that rely on the presence of 
suitable natural resources have been identified in our study of the potential for 
sustainable Maori economic development in Tai Tokerau (Hay & Grant, 2003).  One 
of these is the farming of Pacific oysters (a species of rock oyster, with the scientific 
name of Crassostrea gigas).  More recent reviews of the potential for aquaculture in 
Northland undertaken for Enterprise Northland by Jeffs (2003a) also identified the 
expansion of the oyster farming industry as having potential to contribute to economic 
development in the area.  Further analysis of the aquaculture potential of Pacific 
oysters was undertaken by Handley & Jeffs (2003).  These reports all examine the 
potential for the expansion of the oyster industry in Tai Tokerau largely from a 
technical perspective (e.g. suitable areas for oyster production, production methods 
etc).  However, for enterprises considering investment in the oyster industry, the 
commercial aspects of the industry are equally important.  The way in which an 
industry is structured, and the industry dynamics determine the level of risk and the 
ease with which investment in an industry is rewarded. 
 
Maori in Tai Tokerau have traditionally had very close links to the marine 
environment, and there is a high level of interest in exploring the potential for 
sustainable economic development of marine resources.  Maori are already very 
significant participants in the Pacific oyster industry through a large oyster 
farming/processing business owned by Te Ohu Kai Moana, and several iwi and 
whanau-based businesses.  The opportunities to expand this involvement include 
further development of existing oyster farming areas, and development of new areas.  
To date there has been a lack of readily available information about the oyster 
industry in New Zealand from a business perspective.  This means that businesses 
entering the industry have difficulty in planning appropriate business strategies.  The 
following report complements previous reports in providing an analysis of the oyster 
industry with a focus on business issues of relevance to enterprises considering 
investment in the oyster industry in Tai Tokerau.  Its purpose is to provide an 
introductory information resource that may be of use as a starting point in the 
preparation of strategic business plans.   
 
The information for this report has been gathered through interviews and discussion 
with oyster farmers and oyster processors, and literature reviews of published data.  In 
addition, one of the authors (Brenda Hay) has a long association with the oyster 
industry, and her observations and discussion with numerous farmers over many years 
were also a source of background information. 
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recognised world-wide, and allow New Zealand shellfish to be accepted readily in 
most overseas markets.  (In addition to meeting the US FDA standards, some oyster 
growing areas are also separately approved for export into the European Union).  The 
standards are implemented by the New Zealand shellfish industry through the 
Industry Agreed Implementation Standards, which are set by the NZ Food Safety 
Authority (which is part of MAF).  (These standards are currently under review, and 
will be replaced by the Animal Products (Bivalve Molluscan Shellfish Specifications) 
Notice 2004). These standards cover a wide range of issues that ensure that the final 
oyster product is safe to eat, including where oysters may be farmed, harvesting 
criteria, standards for handling and processing of oysters, and standards for premises 
and transport vehicles.  MAF Verification Agency is responsible for ensuring that  
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Figure 2: Participants in the oyster industry. 
 
these standards are met.  In addition, under the Memorandum of Understanding with 
the US FDA, the Ministry of Health is responsible for the sanitary survey of oyster 
growing areas, and for annual confirmation that the water quality in shellfish growing 
areas still meets the standards required by their classification.  The District Health 
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Boards act as agents for the Ministry of Health in this role.  The cost of these services 
is borne by the shellfish industry on a “user-pays” basis. 
 
3.2 Products and Markets 
 
Unless they are forward integrated companies, most oyster farmers sell washed and 
graded live oysters to processing factories.  Some processing factories now buy 
unwashed and/or ungraded oysters, and complete this operation themselves.  A small 
proportion (estimated as 5-10%) of oysters is sold live by farmers as “gate sales”.  
(This estimate is based on the results of an unpublished survey of annual production 
of oyster farms in Waikare Inlet & Orongo Bay by AquaBio Consultants Ltd, 
September 2001, plus discussion with industry representatives). 
 
Oyster products sold by processors include live oysters, chilled or frozen “half shell” 
oysters (i.e. oysters with just the top shell removed), whole frozen oysters, and oyster 
meat (i.e. oysters with both shells removed). Price varies with the product type, and 
with oyster size, condition (fatness), and shell shape. 
 
Processed oysters are sold both on the domestic market, and exported.  While 
statistics for export sales are collated from MAF export documentation, there are no 
accurate figures for sales of farmed oysters on the domestic market.  However, from 
discussion with processors, and comparison with figures from industry production 
surveys (e.g. Nicholson, 2000), it is estimated that approximately 40% of oysters 
produced in New Zealand are sold on the domestic market.  Most of these are sold in 
the north of the North Island, through restaurants, supermarkets and fish shops. 
 
The major export markets for Pacific oysters farmed in New Zealand are shown in 
Figure 3. 
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Figure 3: New Zealand export sales by volume of Pacific oysters by country 

in 2001. (Source: Statistics New Zealand) 
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Currently, Australia is the major export market, accounting for 32.2% of total export 
sales in 2001.  However, there are several significant trends in the export market at 
present.  The relative importance of the Australian market, which accounted for 56% 
of export sales in 1988 (Source: Data obtained from the NZ Fishing Industry Board in 
1990), has been steadily decreasing.  This is in part a result of increased competition 
in the market following the establishment of a Pacific oyster farming industry in 
Tasmania and South Australia.  In contrast, the relative importance of the Japanese 
market has increased significantly over the last five years, from 4.3% of sales by 
volume in 1997 to 16.8% in 2001.  Following a marketing study initiated by the NZ 
Oyster Industry Association in 1998, five of the largest oyster processing companies 
formed a joint venture to develop and supply the Japanese market with New Zealand 
Pacific oysters.  This has led to a significant increase in the export sales to Japan.  
Table 1 shows the percentage of total export sales by volume and value to Australia 
and Japan in the last five years.  These data suggest that exports to Japan fetch a 
premium price. 
 

Year Australia Japan 
 % by Volume % by Value % by Volume % by Value 

1997 40.1 41.3 4.3 5.3 
1998 40.3 38.1 7.1 9.4 
1999 45.4 43.9 6.0 9.8 
2000 36.2 31.6 14.0 20.6 
2001 32.2 28.0 16.8 23.6 

 
Table 1: Percentage of total export sales to Australia and Japan by volume, 

and by value, from 1997-2001.  (Compiled from Statistics New 
Zealand data). 

 
The export sales for different product types in 2001 are presented in Table 2.  There 
are no comparable data for the oyster sales on the domestic market. 
 
Product Type % by Volume % by Value 
Frozen Half-Shell 65.9 70.6 
Live  17.1 12.7 
Chilled Half-Shell 6.7 4.7 
Frozen Meat 5.4 6.0 
Frozen Whole 2.7 4.3 
Chilled Meat 2.1 1.6 
Chilled Whole 0.1 0.1 
 
Table 2: Mix of Pacific oyster product types exported from New Zealand in 

2001.  (Half-shell = oysters with top shell removed; Meat = oysters 
shucked from the shell) (Compiled from Statistics New Zealand 
data). 

 
It can be seen from the data presented in Table 2 that the majority of oysters are 
exported as frozen half-shell.  Although frozen half-shell oysters accounted for 65.9% 
of total exports by volume, they were 70.6% of the total exports sales value.  This 
suggests that frozen half-shell received premium prices on the export market.  Frozen 
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half-shell oysters used to be a product form that was produced exclusively in New 
Zealand, using technology that had been developed in the New Zealand GreenshellTM 
mussel industry.  However, following a visit to New Zealand, Taylor United (a large 
USA-based shellfish business) invested in a processing plant in Australia to produce 
frozen half-shell oysters.  This has increased the competition from Australian 
producers. 
 
New Zealand competes in export markets by being able to supply oysters in good 
condition off-season from northern hemisphere producers.  In addition to Australia, 
there is also competition in export markets from Chile, and in December-June, from 
United States and Canada. 
 
3.3 Production 
 
There are approximately 60 oyster farming enterprises in New Zealand.  Seven of 
these operations produce more than 100,000 dozen oysters per year, and account for 
40% of the total industry production (Nicholson, 2000).  Most of the larger growers 
are either oyster processing companies that have integrated backwards into farming, 
or oyster farming operations that have integrated forwards into oyster processing.  
Only three of the seven largest operators are farming ventures alone. 
 
Comparison of production figures over the last 20 years indicates that although the 
oyster farming industry is increasing in size, it has experienced a declining rate of 
growth.  In the 1980’s, the annual production of oysters increased from approximately 
1.1 million dozen oysters in 1981 to approximately 2.9 million dozen in 1990 (from 
data obtained from the Fisheries Statistics Unit, Ministry of Agriculture and Fisheries, 
and Fishing Industry Board in 1990).  Production figures collected in a survey by the 
NZ Oyster Industry Association indicate that in 1999 total oyster production was 
approximately 3.7 million dozen (Nicholson, 2000).   
 
The decreasing rate of growth in production is a reflection of the limited number of 
inter-tidal sites suitable for oyster farming.  There is currently limited capacity for 
expansion of inter-tidal farming.  Consequently, over the last four years investigation 
into new sub-tidal growing methods has been undertaken.  These growing methods 
would be suitable for areas similar to those where GreenshellTM mussels may be 
farmed.  Initially, it was thought that large areas of mussel farms in the Marlborough 
Sounds would be converted to oyster farming, and there was some nervousness 
amongst northern oyster processing/marketing companies as to whether existing 
markets could absorb the sudden increase in production.  However, technical 
difficulties, and an increase in mussel prices meant that this rapid increase in oyster 
production was not achieved.  Currently however, production from this area is slowly 
increasing, and as shellfish processors there gain more experience in processing 
Pacific oysters, this part of the industry is expected to become increasingly 
significant. 
 
New Zealand is a relatively small producer of oysters, producing approximately 
0.003% of the value of global oyster production (Jeffs, 2003b). 
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3.4 Competitive Forces Within the Oyster Industry 
 
3.4.1 Introduction 
 
Some industries are inherently more profitable than others.  Obviously, those 
industries that are profitable are more attractive as industries in which to invest.  
Michael Porter (1985) has suggested that in any industry there are five competitive 
forces, the strength of which determines industry profitability.  These forces are 
illustrated in Figure 4: 
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Figure 4: Diagram of the five competitive forces that impact on industry 

profitability (Redrawn from Porter, 1985). 
 
These forces are discussed below with respect to the New Zealand oyster industry at 
two levels: oyster farming, and oyster processing/distribution. 
 
3.4.2 Competitive Forces in the Oyster Farming Industry 
 
a) Bargaining power of suppliers 
 
A relatively low level of raw materials is required for oyster farming.  These include 
timber (for farm construction, oyster sticks and bags), fuel etc.  In general, suppliers 
are chosen on price after active comparison.  For these types of products, individual 
oyster farmers usually make up a comparatively small proportion of the suppliers’ 
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total business, so there is little bargaining leverage.  Discussion with farmers suggests 
that as would be expected, the bargaining power of the largest farmed oyster 
companies is significantly greater than that of small enterprises.  However, in some 
cases, farmers buy co-operatively to gain discounts for volume, or reduce freight 
charges.  (For example, a group of farmers may jointly place an order for plastic trays 
imported from Australia, to make up a container load). 
 
A key input required by oyster farmers is oyster spat.  Farmers may catch spat on their 
own farms.  Alternatively, it may be purchased from hatcheries or other farmers who 
have specialised spat-catching farms in areas of reliable spatfall.  The bargaining 
power of suppliers of wild-caught spat has slightly different characteristics from that 
of suppliers of hatchery spat.   
 
In general, the power of suppliers of oyster spat is limited by the fact that many 
farmers are able to collect spat on their own farms, and are thus not reliant on external 
suppliers.  In years of poor spatfall in farming areas, the bargaining power of spat 
suppliers increases.  However, the recognition by suppliers that this position of power 
is unsustainable (the following year may have an excellent wild spatfall) provides a 
natural curb on their bargaining power.  Hatchery spat producers are attempting to 
differentiate their product from wild-caught spat (for example, through selective 
breeding) and this will increase their bargaining power to some extent.  This could be 
offset by competition between hatcheries for a limited market.  However, although 
there have been several small commercial suppliers of hatchery spat in the past, at 
present the only suppliers are research organisations (such as Cawthron Institute, 
Nelson). 
 
The inability of suppliers of wild-caught spat to switch to other markets (such as the 
supply of mussel spat) also limits their bargaining power. However, unlike suppliers 
of wild-caught spat, there may be some opportunity for hatcheries to switch to other 
markets, such as supply of mussel spat or utilisation of their facilities for funded 
research projects. The power of both types of spat suppliers is in general limited by 
their inability to hold large quantities of unsold stock, since spat continues to grow, 
and their requirement for space rapidly increases with time.  
 
Most farmers interviewed in this study were concerned at the increasing cost of 
services required to conform to regulations, and services provided by regulators under 
the “user-pays” system.  These regulatory authorities/government agencies include the 
Ministry of Fisheries, Ministry of Agriculture and Forestry, NZ Food Safety 
Authority, District Health Boards, Regional Councils, and Maritime Safety Authority.  
Except by exerting pressure by lobbying as a group through industry associations, 
oyster farmers have little bargaining power with these organisations, and failure to 
pay results in regulatory actions that prevent their continued farming operation.   
 
Routine water testing and monitoring for marine biotoxins is mandatory in oyster 
growing areas, and the testing programmes are administered by District Health 
Boards.  The costs of these quality assurance programmes are generally shared by all 
oyster-farming businesses in one growing area.  This is facilitated by the formation of 
entities in each growing area known in the industry as “Delivery Centres”, in which 
all the farmers of the area participate.  In general, delivery centres are structured either 
as an incorporated society (the farmers are members) or in some cases, as a limited 
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liability company (the farmers are shareholders).  Delivery Centres administer the 
apportionment of the costs of the quality assurance programme and handle the 
collection of payment from members/shareholders.  They also form an entity through 
which the farmers may jointly negotiate with service providers associated with the 
shellfish quality assurance programme, and lobby to protect their interests locally.  
Delivery Centres are often proactive in developing cost-effective improvements to the 
way in which the shellfish quality assurance programme in their areas are managed. 
The bargaining power that Delivery Centres provide for their members is dependent 
on the size of the growing area that it represents, the strength of its leadership, and the 
cohesiveness of its membership.   
 
Services for routine water testing and monitoring for marine biotoxins can only be 
provided by approved laboratories.  (For most services this includes only laboratories 
approved by the US FDA).  The limited number of approved providers increases their 
bargaining power.  In some cases, such as analysis of phytoplankton samples for the 
biotoxin monitoring programme, there is only one approved provider.  This has 
prompted a co-operative response from some members of the shellfish industry:  some 
of the Delivery Centres in oyster growing areas in the north of the North Island have 
joined with the Marlborough Shellfish Quality Assurance Programme (a large 
Delivery Centre comprising all the mussel farming areas in the north of the South 
Island) to jointly negotiate prices for marine biotoxin testing with suppliers of these 
services.  The large volume of business represented by this joint entity has 
significantly increased their bargaining power, with consequent financial benefits.  In 
addition, there appears to be agreement within the industry as to the benefit of having 
competition between providers of required laboratory testing services, and in general 
there is consequent effort made to support alternative suppliers. 
 
While the bargaining power of suppliers to the oyster farming industry is high, in 
comparison to other industries (e.g. manufacturing industries, construction industry) 
the inputs required from suppliers are relatively low.  In addition, cooperation 
between farmers significantly reduces the impact of the bargaining power of 
suppliers. 
 
b) The Threat of New Entrants 
 
Traditionally, the availability of suitable inter-tidal growing areas for oysters has 
limited the threat of new entrants into the industry.  In those inter-tidal areas where 
expansion of oyster farming would be possible, the very long (in some cases several 
years) and expensive bureaucratic processes required to obtain a Coastal Permit and a 
Marine Farming Permit provide a significant barrier to entry.  In an effort to 
rationalise this process, the current legislation relating to marine farming is being 
reformed.  In November 2001, a two-year moratorium was placed on issuing resource 
consents for further marine farms in New Zealand while the aquaculture law reform 
was undertaken.  This has now been extended further to allow the process to be 
completed.  As part of the reforms, “Aquaculture Management Areas”, are being 
identified.  It is proposed that new space for farming within Aquaculture Management 
Areas may be put up for tender by Regional Councils.  The criteria on which the 
successful tenders are chosen could impact on the threat of new entrants into the 
industry – for example, it has been suggested that tenders should be judged not only 
on price, but also on capability to successfully develop the space.  This would provide 
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an advantage to existing members of the industry, who would be able to demonstrate 
that they have the required expertise. 
 
In addition to the difficulties in obtaining resource consents to farm oysters, the 
mandatory sanitary survey and investigation of water quality in new oyster farming 
areas in order to obtain classification under the FDA standards and set harvesting 
criteria under the Industry Agreed Implementation Standards, is expensive and time 
consuming, spanning all four seasons.  Thus there is a minimum lead time of one year 
before oysters may be marketed for consumption from a new farming area. (The time 
is less significant than the cost, since oysters take time to grow to market size, but it 
does mean that farmers cannot get a quick cash flow from a new area – for example, 
by using the farm to fatten mature stock).  Because this is a fixed cost, it favours 
either the establishment of large farms that can obtain the benefits of economies of 
scale in new areas, or the establishment of several smaller farms that can share the 
cost between them. 
 
With the current interest in sub-tidal oyster farming, the threat of new entrants into the 
industry has increased.  Bureaucratic barriers to switching from cultivation of mussels 
to oysters on an existing mussel farm are significantly less than those to a farmer 
applying for a new farm, and when the price of mussels is low there appears to be 
some interest from mussel farmers in cultivating oysters.  In the late 1990’s there was 
concern that this would result in a huge increase in oyster production and increased 
competition in local and export markets.  The flow-on effect of this could have 
potentially impacted on the price received by farmers, and the ease with which they 
were able to sell their oysters.  However, several marketing studies initiated by the NZ 
Oyster Industry Association assisted processors in identifying new markets, and 
resulted in a joint venture by five of the largest processors to develop the Japanese 
market.  However, the predicted huge increase in oyster production that was to have 
resulted from a large increase in oyster production in the Marlborough Sounds failed 
to eventuate.  This suggests that there are still significant technical and skill barriers to 
this production method.   
 
Until recently, the only training available in the oyster farming industry was informal 
on-the-job training.  There are a significant number of successful oyster farmers who 
began their oyster farming careers employed by other farmers, and subsequently 
bought farms on their own, or in some cases, in partnership with their original 
employers.  It is noticeable that only a small cluster of companies provided, and 
continue to provide, these career paths.  In the 1990’s, the Seafood Industry Training 
Organisation (SITO), in conjunction with the NZ Qualifications Authority (NZQA), 
developed unit standards for oyster farming.  A Certificate course in oyster farming 
has been developed, and the development of a Diploma in Oyster Farm Management 
is currently in progress. Most of the Certificate level units are delivered as on-job 
training, supplemented by short block courses provided by NZQA-accredited training 
providers.  However, some training providers (including several Maori training 
organisations) do deliver the whole course in conjunction with local oyster farmers, 
who provide participants with on-job experience.  Previously, the difficulties in 
acquiring the skills and knowledge for oyster farming may have formed a barrier to 
successful establishment of new entrants, but this barrier has been lowered in recent 
years.  We note however, that most oyster farmers interviewed in this study 
recommended that new entrants to the industry acquire expertise by working for well-
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established farmers for at least a season before venturing into their own oyster 
farming business. 
 
Overall, we suggest that the threat of new entrants is not an unfavourable competitive 
force in the oyster farming industry at present, although this could change in the 
future if new technology were to increase the range of areas in which oysters may be 
profitably farmed.  The impact of the proposed establishment of “Aquaculture 
Management Areas” on the threat of new entrants remains to be seen. 
 
c) Threat of Substitute Products 
 
Because of the low value of Pacific oysters compared to some other species of 
shellfish (such as paua or scallops), the threat of substitute products exists (that is, the 
threat of processors deciding to process and market higher value species instead of 
oysters).  However, this threat is partially offset by the catch quotas placed on other 
high-value shellfish in New Zealand, and the absence of high levels of aquaculture 
production of these species.   In addition, as most of the major oyster processing 
companies have factories specifically dedicated to oyster processing, there may be 
significant switching costs associated with changing the emphasis of their production 
to another species. 
 
Overall, we suggest that the threat of substitute products is not currently unfavourable 
to the oyster farming industry, but that as the development of technology in New 
Zealand allows the culture of new aquatic species, the threat of substitute products 
may become more significant as processors are attracted to higher priced, lower risk 
products.   
 
d) The Bargaining Power of Buyers 
 
Buyers are an unfavourable force in the oyster farming industry through their ability 
to control prices.  This is typical of most primary industries.  When oyster farming 
initially began in New Zealand, all the oyster farms were owned by Ministry of 
Agriculture and Fisheries, who determined at what prices the oysters would be sold to 
the processors.  This system continued as private farms were set up.  After the exit of 
Ministry of Agriculture and Fisheries from the market, the processors took the 
initiative and set the prices that would be paid to the farmers.  The relatively large size 
of most buyers (generally processing factories) in comparison to the many small 
farmers, and the cost of holding stock on farms beyond the normal market size, has 
meant that this practice has continued.   
 
In the past, collective action to increase prices has been attempted without success by 
the farmers.  In the late 1980’s, the oyster farmers made a decision at a meeting of the 
NZ Oyster Farmers’ Association to react against a price decrease by refusing to 
supply any processors.  This refusal to supply lasted just over a week before one of 
the largest growers, who had the most staff to pay, broke it.  The price remained as set 
by the processors.  The potential power of the farmers through the Association has 
been reduced by the backward integration of some of the largest processors, which 
has allowed them to join the Association. Currently representatives from the 
processors companies fill almost all the positions on the Executive Committee of the 
Association, and many of the smaller farmers have discontinued their membership. In 
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fact, the NZ Oyster Farmers Association recently changed its name to the ‘NZ Oyster 
Industry Association’, to reflect its current composition of membership. While there 
are many advantages in having an integrated industry organisation, it does mean that 
there is no collective body of oyster farmers to strengthen their bargaining power 
within the industry. 
 
The backward integration of oyster processors has increased their bargaining power, 
since they now have less reliance on other farmers.  However, over the last few years 
there has been an increasing trend of price differentiation between buyers, some of 
whom are starting to pay regular suppliers a premium for good quality oysters.  It is 
also interesting to note that in the past the prices paid to farmers did not appear to 
respond strongly to changes in the quantity of oysters available.  However, the recent 
problems of water quality in the Waikare Inlet (a major oyster farming area) have 
resulted in a shortage of oysters for processors, and farmers still able to supply are 
commenting that prices offered by processors have increased significantly.  Most 
farmers interviewed in the course of this study indicated that they make comparisons 
between processors, and actively choose markets that give the best return for their 
oysters (return being a combination of price and the reject rate – processors do not 
pay for oysters that do not match the required quality). 
 
A financial analysis presented by Mr Bill Bates (McCallum Bros. Ltd.) at the NZ 
Oyster Industry Association conference in July 1999 illustrated that on a 10-hectare 
farm, a small percentage increase in price could result in a much greater increase in 
profitability than an equivalent decrease in production costs.  The power of buyers is 
the most significant unfavourable competitive force in the oyster farming industry, 
and has resulted in a trend toward forward integration by farmers. 
 
e) Rivalry Among Existing Firms 
 
In general, there is little overt rivalry among existing oyster farmers.  There is a high 
level of co-operation between the many farmers, with a free exchange of information 
regarding growing techniques.  This low level of competition in the industry can be 
attributed to the ready market for the product, the lack of negotiability on prices due 
to the attitude of the buyers, and the commodity-like nature of the product, which 
presents limited opportunity for differentiation. 
 
There is however one area in which competition between oyster farmers is increasing, 
and that is in competition for farm space.  Economies of scale are becoming 
increasingly important, and this puts pressure on farmers to increase the size of their 
farming area.  As previously discussed, the areas available for the establishment of 
oyster farms are limited, and this results in competition for farm space between 
farmers.  It is our observation that oyster farms are rarely publicly advertised for sale, 
with most sales advertised by word of mouth within the industry.  Those farmers with 
the best networking skills have an advantage in hearing about potential opportunities 
before others.  However, despite competition for farm space, existing farmers tend to 
be relatively discriminating about the purchase of additional farms - farms that are 
overpriced or poorly situated tend to remain on the market for some time, and are 
often bought by new entrants into the industry. 
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3.4.3 Competitive Forces in the Oyster Processing Industry 
 
a) Bargaining Power of Suppliers 
 
As discussed in the previous section, most companies that process oysters have 
factories that are primarily dedicated to oyster processing.  This includes also those 
companies that process and market a range of seafood.  Thus oyster farmers are 
significant suppliers to their businesses.  The capital invested in these facilities, and 
that required to remodel them to suit processing alternative seafood, acts as a barrier 
to switching, thus strengthening the bargaining power of oyster suppliers to some 
extent.  In addition, shortages of oysters can strengthen the bargaining position of 
oyster farmers.  However, as previously discussed, this competitive force generally 
favours the oyster processors rather than oyster farmers. 
 
Other supplies used by the oyster processing industry are of a more generic nature, 
such as packaging, cleaning materials, fuel etc., and services such as laboratory 
testing.  Services also include those required by regulation, such as inspection of 
processing plants by MAF etc.  The bargaining power of suppliers of these products 
and services is stronger than that of oyster processors, either because they are not 
reliant on business from the oyster industry alone, or because the services are required 
to conform to Industry Agreed Implementation Standards.  However some of the 
larger processors can negotiate price discounts based on volume for some supplies.   
 
Given the high level of bargaining power of processors with respect to purchase of 
oysters (which are their major supply requirement), the bargaining power of suppliers 
is a competitive force that is generally not unfavourable to the oyster processing 
industry. 
 
b) Threat of New Entrants 
 
The high capital cost of establishing an oyster processing plant (about $400,000-$1 
million+), particularly an export pack-house, acts as a significant barrier to new 
entrants into the industry.  An existing seafood processing plant would face much 
lower capital costs in switching to oyster processing, but there would be some barriers 
in up-skilling staff to process oysters efficiently (oysters are more difficult to shuck 
than many other shellfish).  One exception to this would be processors located in the 
Nelson-Marlborough area that currently process dredge oysters from the Nelson 
fishery.  Although geographically distant from the major oyster farming areas at 
present, these processors will be well positioned to enter the market should (or when) 
a significant Pacific oyster farming industry be established in Marlborough.   
 
Many of the skills required by an oyster processing operation are generic to other 
industries or sectors of the seafood industry.  These include skills related to food 
handling and hygiene, specific shellfish handling skills, and seafood quality 
assurance, as well as managerial and marketing skills.  In conjunction with the NZ 
Qualifications Authority (NZQA), the Seafood Industry Training Organisation (SITO) 
has developed formal qualifications in seafood processing.  These are generally taught 
as on-job units, supplemented by short block courses presented by NZQA-accredited 
training providers.  Training in more generic skills is readily available through 
courses presented by a wide variety of training providers.  Although training to 
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acquire the necessary skills is available, it is our observation that many of the new 
entrants into the oyster processing industry in the past have not had these skills.  This 
may in part account for the high failure rate of these ventures. 
 
In contrast to established processors, who tend to compete on quality or service rather 
than price, most new entrants to the industry tend to compete on price in existing 
markets instead of developing new markets.  This tends to reduce the profitability of 
the industry as a whole. 
 
Small-scale new entrants to the industry may include farmers who decide to supply 
live oysters to local retail outlets, or to consumers via gate sales.  These small-scale 
operations pose little threat to the larger oyster processing operations in terms of 
market share. 
 
It is pertinent to note that within the oyster processing industry, concern about new 
entrants is not limited to concerns about market share.  Because they are often 
consumed raw, quality assurance in harvesting and handling procedures are extremely 
important in protecting the health of consumers.  With modern telecommunications, 
news within New Zealand is reported daily overseas.  Any outbreak of illness 
associated with the consumption of New Zealand farmed oysters, either locally or 
overseas, has the potential to impact significantly on export markets for all New 
Zealand shellfish.  Lack of skills or knowledge in new entrants can result in a higher 
risk of poor quality products.  This has the potential to impact on the profitability of 
all seafood processors that export shellfish. 
 
c) Threat of Substitute Products 
 
On the domestic market, wild-caught Bluff oysters (a type of dredge oyster) present 
seasonal competition to farmed Pacific oysters.  They are able to be harvested from 
April to August each year, and their history of sales in New Zealand, the publicity 
surrounding the opening of the season, and effective marketing ensures their dominant 
position in the local market for this time.  The geographical distance of the Bluff 
oyster fishery, and a comparable dredge oyster fishery based in Nelson, means that 
Pacific oyster processors are not well-sited to process these species.  However, the 
reduction in stocks by Bonamia disease, and the consequent reduction in fishing 
quota, has favoured the Pacific oyster industry.  The current development of 
aquaculture techniques for dredge oysters could increase the number of dredge oysters 
on the market in the future.  However, these techniques may also be used in northern 
New Zealand, thus making dredge oysters available to companies that currently 
process Pacific oysters.   
 
Substitute products need not necessarily be other shellfish.  The consumption of 
oysters on the local market declined in the 1970’s due to changes in the restaurant 
market.  Changes in the liquor licensing laws caused a proliferation of new 
restaurants, which competed through the differentiation of their menus.  Oysters, 
which had previously been common on restaurant and caterers’ menus, came to be 
regarded as passé in the new competitive environment, and were dropped from menus 
in favour of more exotic dishes (Harrington, 1987).  While it is difficult to predict 
similar occurrences in the future on the local market, it remains a possibility in the 
export markets that account for a significant proportion of industry production.  
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However, currently many of the export markets are countries where there is a strong 
tradition of oyster consumption, in some cases associated with particular times of year 
– for example, as in Tahiti and New Caledonia over Christmas and New Year (N. 
Harrington, Kia Ora Seafoods Ltd, personal communication).  This reduces the threat 
of substitute products. 
 
d) Bargaining Power of Buyers 
 
Since it is the natural product form that is most desired, oysters are not highly 
processed, so there is little differentiation by product type possible. The market for 
Pacific oysters is essentially price competitive, but differentiation based on quality 
and service is important.   
 
Processors totally reliant on the local market for sales tend to be smaller businesses 
than those that operate export packhouses.  On the local market, the individual 
purchasers of the highest volume of oysters (i.e. supermarket chains), have the highest 
bargaining power.  Discussion with several processors indicates that there is some 
difficulty in increasing prices to supermarkets, which tend to respond by abruptly 
changing suppliers, or by offering to sell an increased volume instead of paying a 
higher price.  This latter strategy may not be beneficial to oyster processors unless 
they have more product than they can sell elsewhere.  Even if this is the case, reliance 
on one customer to sell a high percentage of total production can put a processor in a 
very vulnerable position, being then unable to afford to lose that customer. 
 
Pacific oysters are grown in many other areas of the world, so buyers on the export 
market have a wide choice of suppliers.  However, as previously mentioned, location 
in the southern hemisphere provides an opportunity to supply good quality oysters 
off-season from northern hemisphere producers.  Because labour costs in New 
Zealand are higher than those in many overseas countries that produce and process 
oysters (e.g. Chile, Korea), it is difficult for New Zealand oyster processors to 
compete on price.  High value niche markets that are less price sensitive are therefore 
sought.  Most processors here differentiate their product through quality and/or 
service, supported by strong branding.  Processors may collaborate in joint ventures in 
order to be able to provide the service and volume of product required by a particular 
market.  It is interesting to note that participants in such joint ventures tend to be 
processing companies for whom oysters are the dominant product.  Oyster processors 
that operate as part of companies processing large volumes of other types of seafood 
(e.g. fish) may have greater bargaining power (and thus reduced incentive to market 
cooperatively) as a result of their ability to supply customers with a wider product 
range. 
 
Overall, the bargaining power of buyers is essentially an unfavourable force within 
the oyster processing industry. 
 
e) Rivalry Among Existing Firms 
 
Historically, rivalry among existing firms has been an unfavourable competitive force 
within the oyster processing industry, with competition primarily based on price.  
However, there is a trend toward increasing cooperation between processors in export 
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markets, with an emphasis on developing new markets (sometimes cooperatively) 
rather than competing in established markets. 
 
The NZ Oyster Industry Association, of which most processors are members, 
promotes good communication between firms.  The Association recognises that the 
whole industry (including processors and farmers) benefits from the expansion of 
markets.  Consequently, the Association has supported several generic marketing 
studies: one study of potential new export markets (undertaken in conjunction with 
TradeNZ, and all the largest oyster processing companies, and subsidised by the 
Association), and another study of the local market (Hansson, 2000), which was 
funded by the Association.  Recently, there has been an increased level of co-
operation between some of the largest oyster processors, who have established a joint 
marketing company to export to Japan.  The positive impact on price resulting from 
this venture has been discussed in a previous section (Section 3.2). 
 
However, we have observed that new entrants to the industry tend to try to compete 
on price in existing markets, rather than developing new markets.  This has a 
destabilising influence within the industry, and the consequent price cutting to secure 
or retain markets results in lowered industry profitability. 
 
3.4.4 Competitive Forces – Conclusion 
 
It is apparent that the dynamics of the relationship between oyster farmers and their 
customers (who are for the most part oyster processors) potentially has a greater 
impact on the profitability of the oyster farming industry than the other competitive 
forces suggested by Porter (1985).  The customer mix required to obtain an optimal 
return on production, and the strategy for managing the relationship with customers, 
are thus very important to individual oyster farming businesses. This relationship is 
also important to oyster processors, for whom a reliable supply of oysters is important 
in maintaining their markets.  Reliability of supply of high quality oysters was 
mentioned as a significant issue by most of the processors questioned in this study, 
and was the reason given for backward integration into farming.  We note that most 
processors also commented that they had markets for more oysters than they were 
able to obtain, and that a shortage of oysters was pushing up the price paid to farmers.  
This suggests that currently the force of the bargaining power of processors is less 
unfavourable to profitability in the oyster farming sector than it might be.  A rapid 
increase in oyster production due to changes in technology (e.g. the establishment of 
sub-tidal farming) or increased areas available for farming could change this.  
However, we also note that the NZ Oyster Industry Association has been actively 
working to ensure the continued profitability of both the oyster farming and 
processing sectors, through the establishment of production surveys (which were 
instigated to provide processors with information about trends in production, thus 
allowing them to plan markets for increases in oyster production), and marketing 
initiatives.  These cooperative efforts suggest that the relationship between processors 
and farmers is not exploitative, and that there is recognition that the profitability of 
both sectors of the industry can be increased by cooperative strategies. 
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3.5 Factors Impacting on International Competitiveness 
 
Sustained profitability within the oyster industry is likely to rely on the ability of New 
Zealand oyster businesses to sustain their competitive advantage in international 
markets.  It is thus useful to briefly consider the broad determinants of this 
competitive advantage on an industry-wide basis. 
 
A study by Porter (1990) across ten nations found that companies gain and sustain 
competitive advantage in international competition through an on-going process of 
improvement, innovation and upgrading.  Four broad determinants that shape the 
industry environment and provide firms with the pressures, incentives and capabilities 
to undertake these processes were identified.  These determinants, which are 
illustrated in Figure 5 below, are mutually dependent and reinforcing. 
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Figure 5: Porter’s ‘Diamond’ model, showing the determinants of 

competitive advantage (Porter, 1990). 
 
Factor conditions are the inputs necessary to compete in an industry, such as physical 
resources (which are basic factor conditions), infrastructure, human resources, 
knowledge and capital (all known as advanced factor conditions).  An industry may 
gain international competitive advantage if these factors are of particularly low cost or 
high quality in their home country.  In the case of the New Zealand oyster industry, 
basic factors include natural resources such as the availability of suitable areas for 
growing oysters (including space in areas of high water quality), environmental 
conditions suitable for oyster growth, an abundance of natural spatfall etc.  New 
Zealand’s ‘clean, green’ image provides a basis for differentiation from competing 
oyster producers.  In addition, relatively rapid Pacific oyster growth rates are achieved 
in northern New Zealand compared to some overseas growing areas (for example, 
Tasmania and South Australia).  As previously mentioned, New Zealand’s location in 
the Southern Hemisphere provides the advantage of counter-cyclical production.   
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While New Zealand has developed world-class capability in some specialised aspects 
of scientific research relating to the oyster industry (e.g. marine biotoxins), the 
sustainability of this is in question due to reductions in funding options.  It is unlikely 
that these advanced capabilities will be sufficient to confer an international 
competitive advantage for the industry.  There appears to be no particular sources of 
competitive advantage arising from other advanced factor conditions, such as 
infrastructure (e.g. ports and air transport for overseas export of produce). Particularly 
in isolated rural areas, such as the Aupouri Peninsula and some areas around the 
Kaipara Harbour, roads are poor and there are limited freight and courier services.  
Because oysters need to be chilled within a specified time from harvest, oyster 
processors and, in some cases oyster farmers, tend to invest in their own refrigerated 
transport vehicles to transport oysters from growing areas to processing factories.   
 
Poor telecommunications infrastructure in rural areas in Tai Tokerau has been a 
disadvantage to businesses (for example, resulting in difficulties in accessing the 
internet).  However the introduction of broadband services to Northland will 
significantly improve telecommunications in the area. 
 
The distance of New Zealand from many of its markets for fresh produce has 
historically resulted in investment in world-leading development of specialised 
infrastructure related to the transportation of perishable products to distant markets by 
the agricultural sector, and some parts of the seafood sector (for example, the 
development of the first refrigerated meat transport systems, and more recently live 
crayfish transportation systems, modified atmospheric packaging etc).  The adaptation 
of technology for frozen half-shell product from the mussel industry is an example of 
such specialised infrastructure in the New Zealand oyster industry, but as previously 
discussed, this advantage is being eroded by the uptake of the same technology by 
competitors.  Competitive advantage has not been maintained by the development of 
new technologies or by application of newer developments by other primary produce 
sectors to the oyster industry. 
 
New Zealand’s “clean, green” image arose predominantly as a result of the low 
population density in this country, combined with its agriculturally-based (rather than 
highly industrialised) economy.  However, the nation can no longer rely on low 
population density to provide high environmental quality in coastal waters.  With 
increasing urbanisation of coastal areas, and increasing numbers of people using the 
marine environment for recreation, there is an increasing risk of contamination of 
oyster growing areas.  If the unique advantage of a “clean, green image” is to be 
sustained, significant investment in infrastructure (and education of the public with 
respect to environmentally-friendly practices) will be required.  Infrastructure related 
to the maintenance of high quality water in oyster growing areas (such as sewage 
reticulation systems, appropriate sewage treatment systems, and sewage pump-out 
stations for boats) is becoming an increasingly important factor condition for the 
oyster industry.  This issue needs to be addressed promptly if areas suitable for 
growing oysters are to be maintained in the future. 
 
Crocombe et al. (1991) comment that “In today’s world, the quality and productivity 
of the human resource base has become more critical to sustaining competitive 
advantage than inherited factor advantages”.  There currently appear to be relatively 
few people with relevant technical or management qualifications in the oyster 
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industry.  There has been an increased emphasis on upskilling in the oyster industry in 
recent years, with the introduction of industry training through the Seafood Industry 
Training Organisation.  There is a general recognition within the industry that good 
training supports the maintenance of high quality oyster products.  However, the 
current investment in skills and training does not provide the industry with particular 
competitive advantage with respect to human or knowledge resources.  Interestingly, 
despite the introduction of training courses, much of the industry knowledge relating 
to oyster farming still remains undocumented.  Much of this knowledge is tacit 
(Nonaka & Takeuchi, 1995) in nature, and requires face-to-face interaction for it to be 
transferred, as in the ‘knowing-by-doing’ approach found in many craft-based 
industries (Polanyi, 1966).  On the other hand, many knowledge assets in the industry 
are explicit, and can be readily codified and shared across the industry, and there is 
considerable potential to capture existing knowledge stocks in this way.   The 
achievement of high quality training outcomes and knowledge transfer rely on both 
kinds of knowledge and knowledge transfer (Nonaka & Takeuchi, 1995).   
 
Other advanced factors relevant to the oyster industry include those developed 
through sustained Government investment in human capital, such as research 
organisations that can contribute to the development of new knowledge and 
innovation within the industry.  Government investment in research in New Zealand 
is low compared to that of most developed countries, and arguably the competitive 
model of research funding here results in poorly coordinated research and the flight of 
good scientists to more secure jobs overseas (Crocombe et al. 1991; Jeffs, 2003b). 
 
Thus while basic factor conditions may be a source of competitive advantage for the 
oyster industry, advanced factor conditions offer no particular source of international 
competitive advantage.  In addition, unless investment in infrastructure (such as 
sewage treatment systems) keeps pace with increasing urbanisation of coastal areas 
and recreational use of the marine environment, some of the current advantage 
provided by basic factor conditions will be eroded. 
 
Demand conditions refer to the nature of the demand for a product on the domestic 
market.  Porter’s study (1990) found that a nation’s firms are likely to gain 
competitive advantage in global segments that represent a large or highly visible 
portion of domestic demand, but account for a less significant share in other nations.  
In addition, a discerning domestic market that forces firms to improve their products 
creates an environment conducive to gaining competitive advantage internationally, as 
does a domestic market that anticipates trends in demand in international markets.  
Demand conditions do not appear to favour the creation of competitive advantage for 
the New Zealand oyster industry.  Domestic demand for oysters appears to be low 
compared to that in some overseas countries (such as France and its former colonies, 
where oysters are traditionally commonly eaten and readily available).  Discussions 
with processors in New Zealand suggest that, in general, the local market is not 
discerning about quality.  This is supported by our observation that processors tend to 
sell oysters that do not meet export quality expectations on the local market (generally 
as shucked product).  However, we note that as part of their marketing strategy, some 
processors are actively educating their domestic customers (restaurants, supermarkets) 
and consumers to become more discerning.  The high risk of bad debts associated 
with a high turnover of restaurant ownership in New Zealand is of concern to 
processors, and in this respect the local market does not offer an attractive business 
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environment.  However, one of the larger oyster processors initially built their 
business by competing extremely successfully at the premium end of the local market.  
This company has recently built an export packhouse as part of its expansion 
overseas.  The limited size of local demand and the higher value markets overseas 
appear to act as an incentive for New Zealand oyster processors to develop export 
markets.  Domestic demand conditions do not, therefore, appear to provide the 
innovative stimulus necessary to confer a competitive advantage to the industry in its 
overseas markets.    
 
An extension to Porter’s original diamond model, the ‘double diamond’ (Rugman and 
D’Cruz, 1993) highlights the importance of the diamonds of other countries which 
serve as international markets for a domestic industry in influencing innovation in the 
industry, and hence its international competitive advantage.  For example, demand 
conditions in a foreign market may drive innovation in the home-based industry, 
particularly if domestic demand conditions are not sophisticated or discerning 
(Cartwright, 1993).  Similarly, home-based industries may tap into the advanced 
factor conditions (e.g. research institutions) of foreign markets when these are poorly 
represented in the home base.  This analysis suggests that the New Zealand diamond 
does not appear to support innovation or generate competitive advantage for the 
oyster industry.   
 
Related and supporting industries are those that share common technologies, inputs, 
distribution channels, customers or activities, or provide products that are 
complementary.  In New Zealand, the prominence of the fishing and mussel farming 
industries potentially promotes competitive advantage in the oyster industry, both 
through the potential to share distribution channels and customers, and (in the case of 
the mussel industry) the potential for transfer of technology.   In addition, although 
possibly under-utilised by the New Zealand oyster industry, the now very competitive 
research industry in New Zealand is a supporting industry with the potential to 
contribute to developing and sustaining the oyster industry’s international competitive 
advantage.  The creation of a strong research base for the industry would contribute a 
valuable advanced factor condition, strengthening the innovative capability of the 
industry through links across the diamond components (Porter, 1990, 1998). The 
contribution of the research industry has been most significant in the field of shellfish 
quality assurance – for example, the world-leading research undertaken on marine 
biotoxins in New Zealand has contributed significantly to the design of the shellfish 
industry’s Marine Biotoxin Monitoring Programme.  Internationally recognised 
research on viral contamination of shellfish is also being undertaken in New Zealand.  
The high profile of New Zealand researchers in the field of shellfish quality 
assurance, along with the positive contribution made by their work in ensuring the 
product safety of shellfish grown in New Zealand, contributes to the international 
competitive advantage of the New Zealand oyster industry.  The supporting research 
industry in New Zealand is largely dependent on investment in research by 
Government and industry.  Since the level of research investment in the industry is 
lower than that noted for some competing countries (e.g. Australia, - Jeffs, 2003), it 
could be argued that the contribution of research providers might be greater if 
investment levels were higher. . 
 
Firm strategy, structure and rivalry may also contribute to developing sustainable 
international competitive advantage.  The way in which firms tend to compete is 
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determined in part by the goals of the managers, employees and companies, including 
considerations of lifestyle, security, and ownership structures.  Crocombe et al. (1991) 
note that “The motivations of the individuals who manage and work in firms can 
enhance or detract from success in particular industries.  The central concern is 
whether managers and workers are motivated to develop their skills as well as to 
expend the effort necessary for creating and sustaining competitive advantage”.  Our 
discussions with industry participants suggest that many New Zealand oyster farmers, 
particularly those with smaller family-operated enterprises, view oyster farming as a 
‘lifestyle choice’, in which the pursuit of profitability is only one of several goals.  
The manager of one of the larger oyster farming/processing companies also 
commented that the company had recently re-focussed its goals to become more 
profit-oriented. This was prompted by the retirement of one of the owner-managers, 
who remained a shareholder and needed a return on capital invested.  Previous less 
formal goals had related more to aspects such as job interest (exploring new ideas, 
personal challenges) and enjoyment, with a lower emphasis on the creation of 
competitive advantage for financial gain.  New Zealand attitudes toward business 
success can also act as a disincentive to the development of sustained competitive 
advantage.  For example, Crocombe et al. (1991) comment that “Business 
achievement, particularly as reflected in the accumulation of wealth, is often seen as 
being ‘made from other people’ rather than as a reward for hard work.  In addition, 
business is accorded a low status by New Zealand society, much as it is in the United 
Kingdom.  This combination dampens the commitment New Zealanders are prepared 
to make to business endeavours”.  While these comments apply to New Zealand 
society in general, it is interesting to observe the prevalence of these attitudes within 
the oyster industry.  
 
In general, sustained competitive advantage arises from proactive development of 
opportunities (Crocombe, 1991).  While some of the sources of the oyster industry’s 
current competitive advantage have arisen as a result of reactions to events (such as 
the “toxic algal bloom” event in 1992-93), the tendency for the oyster industry to 
think reactively rather than proactively is more likely to hinder the development of 
innovation, necessary for sustained competitive advantage.  Our study also noted that 
many firms appear to have relatively short-term management strategies, including a 
reluctance to invest in human resource development, research and development, and 
marketing (such as market research, brand development).   
 
Although none of the issues relating to firm strategy discussed above favour the 
development of innovation and international competitive advantage by the industry, 
we note some trends that may be more favourable to the development of a more 
competitive industry in the future.  These include an increasing investment in human 
resources and long term marketing strategies.  In addition, changes in the structure of 
farm ownership within the industry (i.e. the trend for small “lifestyle” farms to be 
bought by larger farming operations) mean that overall there is an increasing 
emphasis on profitability in the farming sector. 
 
There are a variety of privately owned and publicly listed companies participating in 
the oyster industry.  This industry structure is more conducive to the development of 
sustained competitive advantage than, for example, Government owned operations or 
monopoly producer boards (Crocombe, 1991).  The comparatively small venture 
capital base in New Zealand and the cautious investment attitude that favours low risk 
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investments that provide short-term returns tend to dampen the incentives for business 
to make the heavy and sustained investments needed for long-term business success 
(Crocombe, 1991).  However, New Zealand has liberal inward foreign investment 
policies, which have resulted in a sharp rise in foreign investment in this country in 
recent years.  Unlike their Australian counterparts, the oyster industry in New Zealand 
does not appear to encourage investment from overseas (Jeffs, 2003b).   
 
Strong rivalry between firms can promote industry innovation and sustained 
competitive advantage (Porter, 1990).  As discussed previously, there appears to be a 
relatively low level of active competition between oyster farming operations.   
However, while cooperating in marketing for international business, oyster processors 
compete actively in the domestic market.  This is evidenced by, for example, the 
increased investment in local branding, a development that may encourage consumers 
to become more discerning. 
 
In addition to the four major determinants of sustainable competitive advantage, there 
are two additional variables considered by Porter (1990) to influence the innovative 
capability of firms in the national environment.  These are the influence of Chance 
and Government (see Figure 5).   
 
Chance events are developments outside the control of the firm. An example of a 
chance event that impacted very significantly on the competitive position of the New 
Zealand oyster industry was the introduction of Pacific oysters to New Zealand 
waters.  This improved the profitability of oyster farming and created new market 
opportunities, underpinning the development of the industry to its current position. 
 
Crocombe et al. (1991) suggest that “Government’s proper role is as a catalyst and 
challenger; it is to encourage - or even push – companies to raise their aspirations 
and move to higher levels of competitive performance, even though this process may 
be inherently unpleasant and difficult.  Government plays a role that is partial, that 
succeeds only when working in tandem with favourable underlying conditions in the 
diamond.  Government policies that succeed are those that create an environment in 
which companies can gain competitive advantage rather than those that involve 
government directly in the process”   Government can influence the four determinants 
of national competitive advantage in a positive or negative fashion.  An in-depth 
discussion of the impact of Government policy is beyond the scope of this report, but 
several observations are pertinent.  These may be illustrated by comparison with 
South Australia, one of the emerging competitors of the New Zealand oyster industry.  
The current reform of legislation related to aquaculture is of significance to the oyster 
industry.  It  was initiated with a view to simplifying legislation in order to lift 
performance and increase potential growth in the aquaculture sector in general (Jeffs, 
2003b).  Lack of security of tenure on marine farms, which acts as a disincentive to 
investment, is one of the issues being addressed in the review.  In a study by Jeffs 
(2003b), the progress of aquaculture law reform in New Zealand was compared to that 
in South Australia, in terms of the reform consultation process and relative costs (see 
Table 3).   
 
The same study also noted that the New Zealand aquaculture industry faced higher 
compliance costs and a more difficult regulatory environment than those in Australia 
(Jeffs, 2003b).  A comparison of Government investment in aquaculture research 
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indicates that the New Zealand government invests approximately $5 million 
compared to greater than $25 million invested in Australia.  The Australian 
government also provides tax incentives of up to 175% for research undertaken by 
industry.  There are no similar incentives in New Zealand (Jeffs, 2003b). 
 
 

New Zealand South Australia 
 

Discussed through 1980’s 
Discussion document 1989 

Abandoned 1991 
Discussed through 1990’s 

2nd Discussion document mid-2000 
Moratorium Bill late 2001 

Waitangi Tribunal findings 2003 
National aquaculture hui 2003 
2004 -  process continues…. 

 
Cost to industry - $ millions 

 

 
Discussed 2000 

Formal discussions July 2001 
Draft legislation December 2001 

Legislation in force July 2002 
 
 
 
 
 
 

Minimal cost to industry 

 
Table 3:  Comparison of the process of aquaculture law reform in New Zealand 

and South Australia (Source: Jeffs, 2003b). 
 
In these respects, the impact of government in New Zealand on the determinants of 
competitive advantage in the oyster industry does not appear to be particularly 
favourable. 
 
In conclusion, it appears that basic factor conditions is the determinant that provides 
the greatest source of competitive advantage to the New Zealand oyster industry, with 
few drivers for competitive advantage in other determinants.  However, the states of 
all determinants influence each other and act as a dynamic system.  For example, 
favourable demand conditions will not lead to competitive advantage unless there is 
sufficient rivalry to cause firms to respond (Crocombe et al. 1991).  The oyster 
industry is a comparatively resource intensive industry.  In such industries, 
advantages in the entire diamond of Porter’s model are not always necessary for 
international competitive advantage, and factor costs are frequently decisive 
(Crocombe et al. 1991).  While some aspects of the New Zealand environment 
provide the oyster industry with cost advantages (such as rapid oyster growth rates, 
natural spat-fall), the labour-intensive nature of the industry and relatively high cost 
of labour compared to some competing countries mean that the New Zealand industry 
does not have a particular cost advantage.  Currently, the New Zealand oyster industry 
competes on the strength of its basic factor conditions by producing high quality, safe 
products, supported by the “clean, green” image of New Zealand.  Sustaining this 
competitive advantage will depend on upgrading the other determinants in the model, 
including for example, Government investment in infrastructure to ensure that a high 
quality of water is maintained in oyster growing areas. The sustainable competitive 
advantage of the New Zealand oyster industry could be enhanced by broadening the 
range of determinants that provide unique or particular advantage to the industry, 
including integrating elements of double- and multiple diamonds across international 
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markets.  These developments will become particularly important if the basic factor 
conditions on which the industry has traditionally relied become less favourable. 
 
 
 
 
 
SECTION 4: RISKS AND REWARDS 
 
There is a common saying in business that “Risk expects a reward”.  That is, a higher 
financial return is expected from a risky investment than from a safe investment.  
Thus, in considering the attractiveness of the oyster industry, the potential rewards 
(e.g. return on money invested) must be considered in the context of the potential 
risks.  While discussion of generic business risks is beyond the scope of this report, it 
is pertinent to note several issues specifically relating to the environment in which the 
oyster industry operates.  
 
As with most primary industries, the oyster industry is subject to risk arising from the 
natural environment.  The most significant risk of this type is the risk of toxic 
phytoplankton blooms. Phytoplankton containing a variety of neurotoxins with the 
potential to impact significantly on human health occurs naturally in the marine 
environment.  Occasionally, the numbers of a toxic phytoplankton species may 
increase significantly (i.e. “bloom”).  Oysters take up this phytoplankton as part of 
their natural feeding process, and accumulate the toxins, which can affect the health 
of oyster consumers.  Since 1993, the shellfish industry has had a comprehensive 
“Biotoxin Monitoring Programme” that ensures that potentially toxic phytoplankton 
blooms are detected, and that harvesting of toxic shellfish does not occur.  However, 
while the risk of causing human illness is low, the closure to harvesting during a toxic 
phytoplankton bloom (and for the subsequent time that the toxin takes to clear from 
the shellfish flesh) could have a significant financial impact, particularly if it occurred 
across the Christmas/New Year period (which is the time of highest demand, and after 
which oyster condition drops due to spawning).  Widespread blooms can impact not 
only on oyster farmers, but also on oyster processors unable to source sufficient 
oysters to supply markets. As data from the NZ Biotoxin Monitoring Programme 
accumulate, the ability to assess the risk of closures relating to each type of toxic 
phytoplankton continues to improve.  Other natural risks include harmful 
phytoplankton blooms that impact on oyster health, and oyster diseases.  Currently, 
the occurrence of all these natural hazards appears to be infrequent. 
 
Another risky aspect of oyster farming relates to the maintenance of high water 
quality in oyster growing areas.  Oysters can accumulate bacteria and viruses that are 
human pathogens out of the water in which they live, and this can result in public 
health risk if contaminated oysters are consumed.  Sources of contamination include 
accidental or systematic discharge of untreated or partially treated human sewage into 
the sea (for example, from boats, septic tanks close to the shore, sewage treatment 
plants, faulty sewage reticulation systems etc.) or run-off from farms (e.g. sheep or 
cattle farms) in the catchment area.  Oysters are farmed in areas where the risk of 
contamination of the water by human sewage is low, and harvest criteria are set to 
minimise the risk of contamination from run-off from the land following rainfall.  The 
risk of accidental contamination of growing areas by human sewage is increased if 
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infrastructural resources (such as sewage reticulation systems) are poorly maintained. 
Sewage spillages may result in the closure of farms to harvesting for long periods.  
For example, oyster farms in the Mahurangi Harbour were closed to harvesting for 
three months in 2002 as a result of a major failure in the Warkworth sewage treatment 
plant.  (However, problems of this severity rarely occur, with most of the infrequent 
accidental sewage spills being of much smaller volume, with shorter harvesting 
closure periods).  In addition, increasing sub-division and settlement of coastal land 
(for example, in Tai Tokerau), is increasing the risk of contamination of oyster 
farming areas, and if regulatory authorities fail to ensure that there are sufficient 
safeguards to ensure that water quality is maintained, existing oyster farming areas 
could become unsuitable for harvesting shellfish for human consumption (as has 
recently occurred in the middle and lower Waikare Inlet, Bay of Islands).  In some 
areas, farmers and processors have instigated monitoring programmes additional to 
those required by the Industry Agreed Implementation Standards to ensure the quality 
of the shellfish they sell.  Lobbying local councils and working with local 
communities to ensure maintenance of water quality requires a coordinated effort 
from the industry, and emphasizes the importance of strong industry associations. 
 
Increasing settlement of the coastline is also increasing competition for marine 
resources, and utilisation of space on the sea-bed is becoming a contentious issue.  
Lack of security of tenure for marine farms (for example, through lack of the right of 
renewal of resource consents, or, as has been suggested, having to tender for the space 
on the sea-bed once the resource consent expires), is a risk that decreases the 
incentive to invest in marine farms.  The legislation relating to aquaculture is 
currently undergoing reform, and the extent to which security of tenure remains a 
significant business risk in the future will depend on the outcome of the current 
reform. 
 
Assessing relative risks and rewards available to participants in the oyster industry has 
become easier as data have become more accessible. Detailed financial information 
about the oyster farming industry (including, for example, median and average values 
for gross margin, assets employed per hectare, net profit before tax per hectare of 
farm, return on assets employed, return on equity etc.) has been obtained from 
benchmarking surveys that are periodically undertaken by the NZ Oyster Industry 
Association.  This information is available to participants in the benchmarking study, 
and may also be purchased from the Association.  As yet, there are no equivalent data 
with respect to the oyster processing industry. 
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SECTION 5: KEY SUCCESS FACTORS 
 
A new oyster farmer once commented to one of the authors “Anyone can become an 
oyster farmer – its not rocket science”.  This farmer lasted a little over one year in the 
business, having paid a price for his farm that bore little relationship to the income 
that it could generate.  Business success in the oyster industry may not require the IQ 
of rocket scientists, but some fundamental skills, knowledge and resources are 
necessary.  Business and marketing skills, and technical skills relevant to a venture’s 
operations, are fundamental to the success of any business venture.  Our investigation 
suggests that new entrants to the oyster industry tend to under-rate the importance of 
these skills, often to the detriment of their business success.   
 
In addition to the generic characteristics of business success each industry has specific 
‘key success factors’ that promote the success of businesses in that industry.  
Interviews with industry participants suggest that the following key factors may 
underpin the success of businesses within the oyster industry: 
 
Oyster Farming: 
 

• Growing areas with predictable, high water quality. 
• Customer focus, to consistently provide both service and quality of oysters 

required by the customers,  
• Long-term relationships with customers, generating trust in service provision 

and product quality. 
• A high level of oyster farming skills and technical knowledge to support 

production of high quality oysters. 
• Strong industry networks, including active participation in Industry 

Associations. 
 
Oyster Processing 
 

• Development of high-value niche markets. 
• Focus on oyster quality (including consistently high hygiene practices and 

quality assurance procedures) . 
• High level of customer service. 
• A consistent supply of oysters to meet customer requirements (often secured 

through backward integration, or the establishment of long-term relationships 
with oyster farmers operating in a range of different growing areas). 
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SECTION 6: DISCUSSION 
 
This section explores some of the issues relating to the performance and sustainable 
competitive advantage of the oyster industry that have been highlighted through the 
industry analysis.   
 
Integration versus Specialisation 
 
As discussed in previous sections, some enterprises have vertically integrated their 
businesses across several different sectors of the oyster industry (e.g. businesses that 
include both oyster farming and oyster processing).  Some of the advantages of such 
integration have already been mentioned (for example, increased bargaining power, 
reliability of supply etc).  However, these benefits need to be carefully considered 
against the benefits of specialisation, which include the ability to focus skills and 
resources into developing competitive advantage in a narrower field of operation 
(Porter, 1998; Maskell, 2001).  Vertically integrated businesses, on the other hand, 
require a wider range of skills, knowledge and expertise than specialised businesses 
(Porter, 1985).  In these types of business, resources are often diverted away from 
areas of specific expertise to support a wider range of business activities, resulting in 
loss of competitiveness. While managers of vertically integrated businesses with 
whom we discussed the issue commented positively on the benefits to their business, 
we have also observed several unsuccessful attempts at vertical integration undertaken 
over the last 20 years.   Strategies for improved industry profitability through vertical 
integration should, therefore, be considered within the context of the skills and 
resources available to the business, and the sources of competitive advantage that will 
sustain profitability as the scope of the business is expanded, particularly to 
international markets.  
 
The Role of Innovation 
 
The oyster industry abounds with examples of ‘Kiwi ingenuity’1, with which farmers 
and processors have developed gadgets and equipment from readily available 
materials to simplify tasks or improve efficiency. However, innovations that provide 
major improvements in international competitive advantage are less frequent. Unlike 
the agricultural industry (which has benefited from consistently higher levels of 
investment in research and development over many years), the New Zealand oyster 
industry could not be regarded as world leaders in innovation at present.  Many of the 
reasons for this have been highlighted in the analyses undertaken in this study, and 
described here. 
 
It is interesting to compare the level and pace of technology development in the New 
Zealand oyster industry with those of the newer farmed Pacific oyster industries in 
Tasmania and South Australia.  The Australian industry has less favourable basic 
factor conditions than New Zealand: there is no (or very limited) natural spatfall, and 
the environmental conditions result in generally slower oyster growth than found in 
northern New Zealand.  As a result, there has been significant investment in hatchery 
technology to produce oyster spat, along with the development of nursery techniques 

                                                 
1 A parochial term referring to the resourceful and inventive way in which New Zealanders are known 
to solve problems, generally of a practical nature 
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for juveniles, and growing methods for cultchless oysters.  Because cultchless spat 
require more handling than spat growing on sticks, there has been increased incentive 
to reduce labour costs by mechanisation.  This has resulted in innovative design for a 
range of processes including grading, counting and bagging oysters for sale or return 
to the farm, and barges which double as trailers so that oysters do not have to be 
unloaded at the dockside or shore.  Undoubtedly, this level of innovation has been 
supported by the high level of financial assistance for research and development 
provided by government agencies in Australia, along with a regulatory environment 
that encourages long-term investment in the industry (Jeffs, 2003b).  These 
innovations have provided a technology base from which further developments have 
been undertaken, with a view to providing a source of competitive advantage in the 
future – for example, selective breeding programmes that receive a high level of 
uptake by the industry.  It is interesting to observe that some of these innovations, or 
modifications of Australian technology, are now being taken up by the New Zealand 
oyster industry. 
 
There is little doubt that the New Zealand oyster industry has a grass-roots culture of 
innovation, but it is relatively narrow in breadth, being predominantly focussed on 
production processes, with less attention directed toward product development or 
innovation in marketing.  New technology developed within the industry is 
predominantly incremental, being undertaken by industry participants, and generally 
limited to utilisation of technologies and materials with which they are familiar.  This 
limits innovation arising from utilisation of leading edge technology developed for 
other purposes.  (A recent example of innovative cross-fertilisation of ideas is the 
development of an oyster grading machine using image analysis technology, which 
has overcome some of the problems that mechanically-based grading machines 
encountered with the variable and irregular shape of oysters). Basic factor conditions 
for the industry may become less favourable over time (for example, through 
deteriorating water quality in some growing areas) or may limit the opportunity for 
industry growth (for example, limited supply of growing areas suitable for traditional 
growing methods, unreliable spat supply).  As a result, innovation is likely to become 
an increasingly important component in sustaining the international competitive 
advantage of the New Zealand oyster industry in high value markets.  Meeting the 
challenge of innovation may require substantial improvements in the linkages with 
supporting industries, such as research providers and other industries that could 
already or potentially supply technology and equipment to the oyster industry.  It may 
also require a modification of the current ‘do-it-yourself’ attitude of industry 
participants, in order to avoid industry myopia or development of a macroculture 
(Abrahamson & Fombrun, 1994), based around common industry perspectives and 
practices. Cross-industry synergies arising from combinations of knowledge and 
skills, can lead to important new industry practices and technological developments 
(Maskell, 2001, Lindsay, 2001), and there is some evidence of this in the oyster 
industry, as already noted.    Innovative approaches to product development and 
marketing as well as production processes could also enhance the competitive 
advantage of the industry. 
 
Cooperation versus Competition 
 
One of the themes arising from discussion with industry participants throughout this 
study has been the benefits of cooperation and links across the oyster industry.  As 
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noted above, links between the oyster industry and other industries are also important.  
While the role of competition in providing an incentive for the development of 
competitive advantage is a central feature of Porter’s diamond model, Porter also 
notes that the balance between levels of cooperation and competition within the 
industry is an important influence in the potential profitability of both the industry as 
a whole, and of individual enterprises (Porter, 1990, 1998).  Cooperation between 
specialised firms can achieve the benefits of integration and still enable the participant 
firms to specialise in their areas of competence and perform more effectively and 
efficiently.  In other words, cooperation realises the benefits of agglomeration 
(Arthur, 1990). 
 
In the oyster industry, cooperation between oyster growers, and between growers and 
processors, can be used effectively to increase bargaining power with customers, 
through, for example, being able to offer a higher product volume or increased 
reliability of supply, relative to those offered by firms acting alone.  Enterprises may 
also benefit through the sharing of marketing costs.  JEMCO Ltd, a joint venture 
company established to develop international markets by four of the largest New 
Zealand oyster processing/growing companies and a seafood marketing company, is 
one example of successful cooperation between otherwise potential competitors on 
the international market.   Together, these companies process in excess of 70% of the 
farmed oyster production in New Zealand (JEMCO website www.oystersnz.com).  
Although formal cooperation between oyster growers in marketing their product to 
processors does not appear to occur in the New Zealand industry, growers interviewed 
in this study mentioned some cases of informal cooperation to ensure a consistent 
supply of oysters to particular oyster processors.  There are however, examples of 
successful formal cooperation between overseas oyster growers in the marketing of 
oysters – for example, the grower cooperative OYSA, formed by oyster growers in 
South Australia.  Given the current shortage of oyster supply to international markets, 
there may be a lack of incentive for New Zealand oyster farmers to cooperate. 
 
The benefits of cooperation in some business activities are well-recognised 
throughout the industry, to the extent that such cooperation has become 
“institutionalised”.  “Delivery Centres”, set up by shellfish farmers and harvesters of 
feral shellfish in each shellfish growing area to share the costs of monitoring water 
quality, are one example of this.  The NZ Oyster Industry Association Inc., whose 
activities are now funded by a compulsory production levy, is an example of 
“institutionalised” cooperation.  This Industry Association plays an active role in 
lobbying Government on behalf of the industry (including commenting on legislative 
and regulatory issues), has initiated scientific and market research projects, and 
supports industry training in a variety of ways, including regular field days and 
sponsorship of workshops.  The relatively low level of compliance with the 
compulsory levy (an estimated 70%-80% - L. Knauf, NZ Oyster Industry Association 
accountant, personal communication.) suggests that not all industry participants 
acknowledge the value of such cooperative activities.  Cooperation, both industry-
wide and within growing areas, may be key to maintaining the basic factor conditions 
identified in the earlier analysis (such as high water quality), on which the industry 
currently relies for international competitive advantage. 
 
Despite the existence of an industry association, the level of cooperation within the 
oyster industry falls short of developing industry-wide strategies for development.  
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This contrasts sharply with the New Zealand mussel industry, which, through the 
Mussel Industry Council (also funded by production levies), develops and executes 
strategic management plans covering many aspects of industry development (for 
example, marketing, research, training etc.).  While it is acknowledged that the larger 
size of the mussel industry results in higher levels of funding for strategic initiatives, 
the oyster industry could also benefit from a more strategic industry-wide approach.   
 
One of the issues that has been the subject of regular debate within the industry for 
some years is the potential role of an industry-wide organisation (such as the NZ 
Oyster Industry Association) in the development of a New Zealand oyster brand or 
quality mark on the international market.  Such ‘umbrella branding’ has been 
undertaken by a wide range of New Zealand industries, and increasingly common 
industry-wide quality standards are being promoted (e.g. ‘Qualmark’ in the tourism 
industry), both with generally good results. The marketing of New Zealand-grown 
oysters currently benefits from the New Zealand “clean, green” image, and from the 
regulatory regime that ensures that all shellfish exported from New Zealand are safe 
for consumption.  This provides New Zealand oysters with some measure of de facto 
branding, which could potentially be strengthened by more formalised ‘umbrella 
branding’.   
 
The opportunities to enhance the sustainable competitive advantage of the oyster 
industry through innovation resulting from a range of cooperative approaches across 
the industry are numerous.  The benefits of cooperation arise particularly for small 
firms competing in large offshore markets – characteristic of the New Zealand oyster 
industry – and the potential of this approach to improving international 
competitiveness has yet to be fully realised. 
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SECTION 7: CONCLUSION 
 
Opportunities exist for the growth of the oyster industry in Tai Tokerau to contribute 
to sustainable Maori economic development. Results from the NZ Oyster Industry 
Association Benchmarking Survey suggest that there is a wide variation in the 
profitability of oyster farming businesses.  Although there is no similar information 
available for the oyster processing industry, our observations and discussion with 
business owners suggest that while some oyster processing businesses are providing a 
good return on capital invested, others are struggling. We also note that there have 
been a number of business failures amongst new entrants into the oyster processing 
sector in recent years.  The analyses of the industry and its international competitive 
advantage undertaken in this study revealed a number of ways in which the industry 
could improve.  First, there is little evidence to suggest that the industry is linking 
strategically with the diamond components of its international markets; such links 
could afford it increased capability and competitive advantage, at least in some parts 
of the industry.  Second, the inherent strength of the industry-related scientific 
community could be developed and exploited further, but this would require greater 
levels of support and investment than have been evident in recent years. Third, there 
are many benefits available to the industry and individual companies through the 
adoption of cooperative strategies.  Overall, the success of some businesses in the 
oyster industry suggests that the appropriate combination of business skills, technical 
expertise, and business strategies that address and exploit the forces for competition 
and innovation in the industry and manage external risks, can be profitable, and 
generate sustained international competitive advantage for the industry as a whole.   
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