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OUR OUTCOME CONTRIBUTION

The Government’s themes of economic transformation, 
families – young and old and national identity are its 

priorities for the next decade. The Treasury will contribute 

to all these themes, with a particular focus on economic 

transformation.

A series of  Treasury “outcomes” supports these themes – the areas where we 
are well placed to make a positive contribution to the Government’s goals. These 
are key outcomes for the Minister of  Finance, or Vote Ministers in the case of  
CCMAU.

The Treasury’s outcomes are articulated individually (refer to the blue boxes 
in the diagram below), and we use them as goals to focus our efforts. We also 
have a role in making sure they all work together, and in considering how best 
as a whole our work underpins our overall vision of  higher living standards for 
New Zealanders.

As the Government’s primary economic and fi scal advisors, we bring a particular 
perspective to achieving these outcomes. We also work alongside other agencies 
to achieve the desired results.

As a central agency, we continue to work with the State Services Commission 
(SSC) and the Department of  Prime Minister and Cabinet (DPMC) towards 
delivering a high-performing, trusted and accessible State sector – which delivers 
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the right things in the right way, at the right prices. We each have our individual 
contributions to make to this outcome and, by working together, can improve 
overall results. 

Last year, we sought to bring all of  our activities into a consistent business planning 
framework, and in 2005/06 have focused on ensuring our results are driven by 
government priorities. We have also developed our planning framework even further 
and are currently undertaking a significant strategic planning exercise to incorporate 
what we have learned into our practices and framework.

The Managing for Outcomes framework has enabled us to be more focused on 
our work priorities and better at aligning resources to support them.

In this section we report on progress during 2005/06 and the challenges ahead, 
in the context of  improved outcomes for the Government in the longer term.

Improved overall economic performance

Overview 

The Government continues to place a high priority on policies designed to lift 
New Zealand’s economic performance and to improve living standards (Prime 
Minister’s 14 February 2006 Statement to Parliament). As the Government’s chief  
economic advisor, our role is to understand what drives growth in New Zealand’s 
real GDP per capita and advise the Government on how the wide range of  
policies it considers (including institutions, regulations, ownership, expenditure 
and revenue options) will affect economic growth. 

In Growing an Innovative New Zealand 2002, the Government set out its economic 
objective to return New Zealand to the top half  of  the OECD in terms of  real 
GDP per capita and maintain that standing. New Zealand’s current ranking is 
20th out of  the 30 OECD countries. An increase in economic growth since the 
early 1990s has arrested the earlier decline in real GDP per capita relative to the 
OECD. Growth in real GDP per capita increased to the point where it averaged 
2.5% between 1993 and 2005. This growth rate exceeded the OECD average. 
To move into the top half  of  the OECD in terms of  real GDP per capita will 
require sustained growth rates higher than the OECD average. 

Growth in GDP per capita since the early 1990s came initially from growth in 
labour utilisation and more recently from labour productivity growth, which by 
the late 1990s had become the dominant source of  growth in GDP per capita. 
The Treasury’s most recent forecasts, summarised in Table 1, incorporate the 
view that although labour productivity growth is expected to remain the dominant 
driver over the next five years, real GDP per capita growth is not expected to 
accelerate. The forecasts reflect a cyclical slowdown, although the Treasury view 
of  trend real GDP growth remains at around 3% per annum.
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Table 1 – New Zealand average annual economic growth rates: 
history and forecasts

1993 to 2005 2005 to 2010**

GDP per capita growth* % 2.5 1.7

GDP growth* % 3.7 2.6

Labour productivity growth %

– economy-wide 1.3 1.4

Labour utilisation growth % 1.2 0.3

Population growth % 1.2 0.�

Labour productivity growth %

– measured sector*** 2.4

Notes:

* GDP per capita growth is the sum of the growth rates for labour productivity and labour utilisation (or GDP 
growth less population growth). GDP growth is the sum of the growth rates for labour productivity, labour 
utilisation and population.

** Average March year growth derived from the Treasury, 2006 Budget Economic and Fiscal Update (BEFU).
*** A key difference between this and the economy-wide measure of labour productivity growth is that the “measured 

sector” excludes property and business services, Government administration and defence, education, health 
and community services, and personal and other services. The measured sector comprises around two-thirds 
of GDP.

Our outcome contribution

Improving economic performance has been the Treasury’s focus for a number of  
years. During 2005/06 our contributions to improving economic performance 
included:

• reporting on progress and critical issues for growth to help with setting 
strategic priorities

• developing a sound understanding of  New Zealand firm productivity growth 
and the factors that influence firm productivity, including the role of  taxation, 
product market regulation, firm finance and innovation

• advice on removing barriers to labour force participation, including improving 
education attainment, skills and labour mobility

• advice on improving regulations and institutions – particularly those related 
to property rights and resource management, infrastructure and external 
linkages. 

In 2005/06, these contributions provided the basis for an agreed Treasury-wide 
game plan to prioritise and implement our growth policy work. Identifying and 
discussing with the Minister of  Finance the critical issues for New Zealand growth 
is an important part of  the prioritisation process. The growth programme involves 
collaborative work with other agencies, and we continue to keep internal and 
relevant external parties informed of  the status of  the various growth projects 
and to raise important issues. 
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Our progress 

The Treasury’s briefing to the incoming government, Sustaining Growth, sought 
to assist the organisation to come to a consensus on key outcome issues and 
was explicitly linked to the outcomes framework. The briefing concluded that 
sustaining and increasing economic growth require an emphasis on policies that 
assist the transition from labour-absorbing growth to productivity-enhancing 
growth. Factors identified to support this shift include:

• strong external linkages (focusing on improving externally oriented policies, 
the World Trade Organisation, trade in the Asia-Pacific region and our 
relationship with Australia)

• a sound business environment (focusing on natural resource management/
climate change, infrastructure, innovation and tax)

• skill development and labour markets (especially tertiary education, work-
based skills and further lifting labour force participation).

In terms of  monitoring New Zealand’s growth performance, the release of  
the official productivity series by Statistics New Zealand in March represents a 
significant step forward. The development of  the new measures has involved 
collaborative work between Statistics New Zealand and the Treasury. 

In line with statistical agencies in other countries, Statistics New Zealand has 
focused the new measures on those parts of  the economy where outputs are 
currently measured with reasonable accuracy. These parts comprise around 
two-thirds of  the economy and are referred to as the “measured sector”. The 
measured sector excludes areas such as health, education, central government 
and some business services.

The new statistics allow us to make more robust comparisons with similar official 
productivity statistics in other countries. For example, from 1993 to 2005 New 
Zealand’s measured sector recorded average annual labour productivity growth 
of  2.4%, compared with 2.3% for the comparable Australian measure. The 
Treasury has contracted the National Institute of  Economic and Social Research 
to prepare a study comparing New Zealand productivity at the industry level 
with the UK, with additional comparisons against France, the US, Germany and 
(eventually) Australia.

The new productivity statistics also highlight interesting patterns in the labour 
inputs to the measured sector and the rest of  the New Zealand economy. After 
a period of  declining labour input from 1988 to 1993 and a strong rebound in 
the mid-1990s, there has been slower growth in labour hours in the measured 
sector since then. On the other hand, labour hours in the non-measured sector 
rose 44.2% from 1993 to 2005. 

Although the strength of  labour productivity growth in the measured sector is 
encouraging, New Zealand’s level of  labour productivity is still low relative to 
most other OECD countries. This underscores the importance of  identifying 
policies that will sustain and further enhance productivity growth across the 
whole economy, including the hard-to-measure sectors. 
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During 2005/06 we have continued to accumulate knowledge on what matters 
for economic growth and have applied this when delivering policy advice in a 
wide range of  areas. These have included:

• substantial and wide-ranging policy analysis and advice contributing to the 
business tax review

• research and policy development on the impact of  taxes on small and medium- 
sized businesses, including possible policy interventions

• advice on government support for research and development

• a review of  the innovation system

• ongoing work on the quality of  regulation, including a Policy Perspectives 
Paper on international comparative surveys of  regulatory impact

• assisting the Ministry of  Economic Development to develop Terms of  
Reference for the review of  regulatory frameworks

• contributing to the development of  interdepartmental advice on the reform 
of  the benefit system to increase labour market participation

• reviewing the literature on policies to improve the performance of  city-
regions

• advice on economic transformation priorities and policies

• advice on land transport funding

• reporting on funding for Auckland transport and work on the Auckland 
transport strategic alignment project

• work on electricity issues and work programmes

• assisting the Ministry of  Economic Development with the telecommunications 
stocktake and advice on telecommunications regulation

• contributing to a review of  current climate change policies, options for 
adjustment, and implications of  climate change policies for economic 
growth.

During 2005/06 Treasury staff  also completed a number of  growth-related 
Working Papers on areas such as the role of  research and development in the 
agricultural sector, the links between migration and economic growth, and 
Auckland’s economic performance.

Looking ahead

New Zealand needs to sustain a relatively high growth rate in order to continue 
to lift its income relative to the OECD. During 2006/07 we will place renewed 
emphasis on developing a sound understanding of  New Zealand firm productivity 
growth and the factors that influence firm productivity. This work will build on 
the analysis of  firm productivity growth we have carried out over recent years. 

The Government has stated, through its Economic Transformation theme, that it will 
continue focusing on new initiatives to lift New Zealand’s economic performance. 
The Treasury can play a significant role in helping to frame these initiatives so 
they achieve the desired increase in innovation and productivity.
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Feedback on economic performance

“Growth in GDP per capita has risen markedly in the past decade, albeit not 
sufficiently for a catch-up with the top-half  of  OECD countries.  The large gap 
in labour productivity has widened.”

Source: OECD, Economic Policy Reforms: Going for Growth 2006 (www.oecd.org/
dataoecd/39/43/36012805.pdf)

The OECD identified challenges and recommendations, together with an 
assessment of  actions taken, on five policy priorities:

• Strengthening incentives to move from welfare to work.

• Reducing barriers to foreign ownership.

• Reducing the extent of  educational under-achievement observed among 
specific groups.

• Ensuring employment relations legislation supports efficient labour market 
outcomes.

• Addressing infrastructural bottlenecks, especially in transport and energy.

Improving the economic performance of Auckland

New Zealand’s prospects for economic growth are closely linked with the performance of 
Auckland – a city which comprises about a third of the national economy. 

In 2005/06, the Treasury was involved in a wide range of activities to lift Auckland’s 
performance and enable it to compete internationally as a world-class city.

Improving Auckland’s economic performance requires a coherent, long term-effort, not 
only from central government, but from Auckland’s eight local authorities, business and 
the community. 

Working to improve  

the economic 

performance of 

Auckland – Geoff 

Lewis, Dieter Katz, 

Megan Claridge, 

Warwick Terry and 

Nick Graham. 
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Over the past year, the Treasury’s involvement in lifting Auckland’s performance has 
included:

Research

The Treasury contributed to the development of accurate information on Auckland’s 
economic performance by comparing wage levels and movements there with other parts of 
New Zealand. Our findings challenged the commonly reported view of Auckland’s relatively 
poor performance.

Economic transformation

The Treasury contributed to shaping work led by the Ministry of Economic Development to 
lift the economic performance of Auckland. In particular, by looking at comparable policies 
across other OECD countries, we emphasised leadership, good governance and coherent 
planning as key prerequisites for economic transformation.

Transport

The Treasury has been closely involved in Auckland transport issues for the past three years. 
In 2005/06 we led a joint Auckland/central government project which examined forecast 
revenue and costs for Auckland transport projects over the next 10 years. The Treasury is 
currently co-leading a project seeking joint agreement on the overall long-term strategy 
for Auckland transport.

Business and community engagement

The Treasury’s senior management team engaged in a programme of one-on-one meetings 
with key business and community leaders in Auckland. These meetings are aimed at giving 
us a richer picture of the city’s underlying challenges and opportunities.

Government coordination

The Treasury has continued to maintain a cross-government overview of key policy work 
streams affecting Auckland. This work involved effective coordination across economic, 
social and environmental agencies.
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Stable and sustainable macroeconomic environment 

Overview

A stable and sustainable macroeconomic environment is an essential precondition 
for achieving the Government’s objective of  growing per capita income. It allows 
individuals, businesses and the Government to plan more effectively for the 
longer term, thus improving the quality and quantity of  investment in physical 
and human capital, and helps to raise productivity.

A stable and sustainable macroeconomic environment requires good fiscal 
management, good monetary policy and financial stability, as well as reliable 
information on fiscal and economic variables. Our role is to provide advice on 
macroeconomic and fiscal policy. We also provide timely and accurate economic 
and fiscal data, firstly through economic and fiscal forecasts and secondly 
through reporting the Crown accounts. In fulfilling these roles we work closely 
with the Reserve Bank, the Ministry of  Economic Development (MED) the 
Inland Revenue Department (IRD), Statistics New Zealand and other relevant 
agencies for monetary and financial stability, and with all departments to ensure 
a sustainable fiscal position.

Our desired outcome contribution  

• Advising on the economic impact and sustainability of  fiscal policy in both 
the short and long term. 

• Providing high-quality financial information that informs debate and analysis 
of  fiscal policy. 

• Monitoring the performance of  the current Budget frameworks and 
developing options for revising them where necessary. 

• Examining and, where necessary, refreshing our economic and fiscal 
forecasting processes. 

• Further analysing the suitability of  fiscal and monetary policy institutions to 
enhance resilience to domestic or international shocks. 

• Further developing our understanding of  cyclical and trend developments 
with respect to growth and other key macroeconomic variables. 

• Increasing our understanding of  the complementarities and trade-offs 
in anchoring inflation expectations, stabilising output and moderating 
fluctuations in financial and asset markets. 

• Monitoring and advising the Minister of  Finance on the Reserve Bank’s 
performance and working with the Reserve Bank to advise on monetary and 
financial policy, regulation and governance as appropriate. 

Our progress

Economic performance

Growth in the New Zealand economy began to slow in the 2005/06 year. Growth 
in real GDP eased from 3.7% in the year to March 2005 to 2.2% in March 2006. 
Growth in real per capita incomes fell from 2.5% in March 2005 to 1.3% in 
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March 2006. The  main reasons for the slowdown were tighter monetary policy, 
lower terms of  trade, lower net immigration and higher business costs. The 
slowdown was most apparent in the domestic sectors of  the economy. Private 
consumption growth slowed from 5.8% in March 2005 to 4.1% in March 2006 
and growth in residential investment declined from 2.3% in March 2005 to a 
contraction of  5.1% in March 2006. Net exports made a negative contribution to 
growth. The reasons were poor seasonal conditions for agricultural production, 
lower manufactured exports and tourism, and strong import growth due to 
consumption and investment growth.

Inflation, measured by the Consumer Price Index, was 4.0% in the year to June 
2006, up from 2.8% in June 2005. The reasons were increases in international oil 
prices and the fall in the New Zealand dollar in the first half  of  2006. Inflation 
in the domestic sector of  the economy was also high with non-tradables inflation 
running at 4% or above for the past two and a half  years. The Reserve Bank raised 
the Official Cash Rate a total of  50 basis points in two steps in the second half  
of  2005 to 7.25% and held it at that level in the first half  of  2006.

The current account deficit increased sharply to 9.3% of  GDP in the year to 
March 2006, up from 7.4% the year before. In the past year both the goods 
and investment income deficits continued to increase as a result of  poor export 
performance combined with strong import growth, and servicing the large net 
negative international investment position.

The exchange rate declined sharply in the first half  of  2006, falling 12% between 
the December quarter of  2005 and June quarter of  2006 on a trade-weighted 
basis. An expected continuation of  this depreciation will help reduce the current 
account deficit by boosting demand for exports (particularly manufactured 
products and services) and curtailing import growth. Continuing high interest 
rates and the flow-through from past increases are expected to lead to a further 
slowing in domestic demand, particularly private consumption. Growth in real 
GDP is forecast to be only 1.0% in the year to March 2007 but to rebound to 3.3% 
in the year to March 2008 as a strong recovery in exports offsets continuing low 
growth in consumption. The lower growth and rebalancing of  its components are 
expected to lead to lower inflation and a decline in the current account deficit.

Treasury contribution

In 2005/06, our contribution to this outcome centred on the provision of  
economic and fiscal forecasts and information on the performance of  the 
economy. This information was contained in the Financial Statements of  the 
Government; the Economic and Fiscal Updates, including a Pre-Election Update; 
and the Government’s Budget Policy Statement and Fiscal Strategy Report which 
included a revised long-term debt objective. We continued to support the systems 
and processes, and provided advice, for the preparation of  the Government’s 
2006 Budget.

The first Statement on the Long-Term Fiscal Position was published in June 2006 
with the aim of  making a major contribution to the quality and depth of  public 
information and understanding about the long-term consequences of  spending 
and revenue decisions. The Statement is a requirement of  the Public Finance 
Amendment Act and must be prepared at least once every four years, incorporating 
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projections of  the fiscal position looking out 40 years. The major inputs to the 
model are the trend rate of  economic growth and demographic projections, 
along with spending assumptions relating to superannuation and health care. 
The Statement helps to identify key decisions that will need to be made related 
to either fiscal objectives or levels of  spending and revenue. Prior to the release 
of  the Statement, the Treasury published a Policy Perspectives Paper setting 
out the methodology to be adopted for the projections. Following publication, 
the Treasury commenced a programme of  wider communication to increase 
awareness of  the pressures on New Zealand’s long-term fiscal position.

The Treasury carried out a review of  the fiscal management approach in support 
of  the Budget framework, implemented a new model for managing capital 
expenditure and implemented new processes for unappropriated expenditure, 
as required by the Public Finance Amendment Act. 

The Treasury updated its regular analysis of  its economic and tax forecasting 
performance and conducted an internal review and commissioned an external 
review of  tax forecasting. The recommendations of  those reviews are being 
implemented in order to achieve better forecasting performance. The Treasury 
also conducted a detailed comparison of  its economic forecasts with other 
individual forecasters and the results were published as a Treasury Working Paper. 
A survey of  users of  the financial statements and forecasts was conducted to 
discover how they might be improved.

In 2005/06, the Treasury undertook further analysis of  the resilience of  the 
macroeconomy to domestic or international shocks. Reports were completed on 
the likely impact of  a revaluation of  the Chinese Renminbi. A Policy Perspectives 
Paper was published on the likely effects of  an influenza pandemic on the 
economy, including the ability of  macroeconomic institutions to cope with such 
an event. Research was also undertaken on the experience of  countries moving 
from fiscal surpluses to deficits.

The Treasury also undertook analysis of  the impact of  cyclical and trend 
developments on growth and other key macroeconomic variables. Work 
commenced on the evaluation of  different measures of  trend growth and on 
developing a quality-adjusted measure of  labour input in order to enhance 
our measure of  labour productivity and multi-factor productivity. Work was 
completed on trends and determinants of  the current account deficit and how 
the terms of  trade have impacted on growth, the latter being published as a 
Treasury Working Paper. A Working Paper was also published which examined 
the contribution of  fiscal policy to the business cycle.

The Treasury and the Reserve Bank cooperated on work on the stability of  the 
macroeconomy in response to concerns about the effectiveness of  monetary 
policy to curb high inflation, and the resultant high exchange rate and external 
imbalances. A report was prepared for the Minister of  Finance in January 2006 
examining Supplementary Stabilisation Instruments and a Forum was organised 
in June, which brought together international experts who delivered papers 
on different aspects of  macroeconomic policy in New Zealand. The Forum 
concluded that our macroeconomic policy institutions are fundamentally sound, 
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but suggestions emerged of  ways to further improve monetary and fiscal policy. 
The proceedings of  the Forum will be published. The Treasury also engaged with 
the Reserve Bank on the implications for gross debt and the Government’s debt 
programme arising from changes to liquidity operations management.

The Treasury’s work does not have a one-to-one impact on the key macroeconomic 
variables and institutions. Rather, the impact of  our work was to:

• provide high-quality advice to the Minister of  Finance so that he could make 
timely and informed fiscal policy decisions

• provide information to both the Government and private sector on actual 
and prospective economic and fiscal results, to help improve the basis for 
their decision-making

• continue to implement the objectives of  the Public Finance Amendment Act 
2004, in particular the publication of  the first Statement on the Long-Term Fiscal 
Position

• prepare for the full implementation of  the new international accounting 
standards from 2007. Implementing these standards will give enhanced 
credibility and transparency to the Government’s published fiscal 
information.

Challenges ahead 

Although the core policies and institutions supporting the macroeconomic 
environment are considered to be sound, there will be a number of  pressures 
ahead. Some of  these relate to the reduction of  high inflation and a large current 
account deficit. The context of  slowing growth in the economy will place more 
pressure on fiscal policy in both the short term and long term. Our work will 
continue to focus on these issues, as well as:

• communicating the messages of  the first Statement on the Long-Term Fiscal 
Position to a wider audience

• providing fiscal policy advice on fluctuations in revenue, expenses and 
aggregate balance sheet issues and reviewing long-term fiscal objectives

• providing advice on the overall macroeconomic framework and its 
operation

• monitoring, analysing and forecasting developments in the domestic and 
international economy likely to affect the nominal economy for purposes of  
forecasting tax revenue

• improving forecasts of  tax and expenditure forecasts

• providing advice on the implementation of  the International Financial 
Reporting Standards in 2007.
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Predicting New Zealand’s long-term fiscal position

Trying to predict the state of the Government’s finances 40 years from now might seem a 
rather academic exercise. But the reality is that New Zealand’s financial health in the year 
2046 will matter a great deal to many current – and future – taxpayers.

Changes to the Public Finance Act require the Treasury to produce a statement on the 
Government’s long-term fiscal position over a period of at least 40 years, and to update 
the outlook at least every four years. The Treasury published the first of these statements 
in June 2006.

The Statement on the Long-Term Fiscal Position uses currently available information to 
outline a set of potential scenarios, based on the likely drivers of Government fiscal policy in 
the decades ahead. These scenarios represent a series of “What if” questions – for example: 
What if economic growth is higher than we expect? What if fertility increases? What if 
governments choose to spend more on education?

The Statement indicates that the projected ageing of New Zealand’s population, combined 
with current policy settings, is likely to lead to growing challenges in the nation’s fiscal 
position.

“The future state of New Zealand’s finances is increasingly a factor that governments take 
into account when setting today’s policies,” says Secretary to the Treasury John Whitehead. 
“A prime example is the New Zealand Superannuation Fund, where a portion of today’s tax 
take is being invested to contribute to the future cost of New Zealand Superannuation.

“We expect departmental policy advisors to refer to the Statement as they advise Ministers 
of the day about the long-term fiscal implications of any significant spending and revenue 
decisions. Similarly, we hope the Statement will increase the quality and depth of public 
information and understanding.”

The Statement on the Long-Term Fiscal Position is available on the Treasury web site at 
www.treasury.govt.nz/longtermfiscalposition/

Discussing New Zealand’s long-term fiscal position – Secretary to the Treasury, John Whitehead, 

and the Minister of Finance, Hon Dr Michael Cullen. 
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Effective and efficient use of State resources and 
regulatory powers, including improved decision-
making and performance management systems

Overview

The extent to which the Government uses State resources and regulatory powers 
effectively and efficiently determines the extent to which the Government is able 
to achieve its desired economic, social and environmental outcomes.

The Treasury’s role in relation to encouraging the effective and efficient use of  
State resources and regulatory powers is both from a central agency perspective 
– we have a responsibility to ensure the public sector is performing well – and 
from a financial perspective as the Government’s chief  economic and financial 
advisor. 

The Treasury fulfils this role by:

• assessing departmental votes (baselines and additional spending) 

• providing second opinion policy advice, enhancing the quality of  advice 
Ministers receive from government agencies

• advising Ministers directly on how to maximise value for money from public 
sector investment

• providing advice to both Ministers and government agencies that cuts across 
agency “silos” and sectors

• working with the State Services Commission to design systems that encourage 
and maintain public sector effectiveness and accountability. 

Our outcome contribution

Ensuring greater clarity about goals/desired results: 

• engage more effectively with key Ministers 

• help Ministers make well informed choices about relative priorities 

• engage more at a sectoral level. 

Getting the system to focus on performance: 

• advise on changes to the Budget process 

• use a range of  other methods to strengthen the performance of  government 
departments 

• refocus our Vote analysts’ work to emphasise sectors where significant 
problems and opportunities are emerging 

• pay greater attention to regulatory effectiveness, the adequacy of  the regulatory 
framework and the quality of  regulatory interventions. 
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Building capability so that the public sector delivers better results: 

• encourage government departments to adopt a more strategic approach to 
capability issues 

• identify areas where we can intervene directly to raise capability in the public 
sector. 

Our progress

Ensuring greater clarity about goals/desired results 

Work has included:

• providing advice on the Kyoto Protocol and the Government’s other climate 
change commitments, particularly through the secondment of  senior Treasury 
officials who contributed to the Ministry for the Environment’s Review of  
Climate Change Policies

• working with the Ministry of  Economic Development and the Inland Revenue 
Department on the Government’s proposed KiwiSaver scheme

• working jointly with education agencies on approaches for improved long-
term fiscal sustainability and predictability in tertiary education funding

• supporting the “themes” approach of  Ministers in the Budget 2006 process, 
including the development of  balanced theme packages.

Getting the system to focus on performance 

Work has included:

• undertaking five in-depth reviews of  the electricity, health, innovation, justice 
and tertiary education sectors

• progressing trans-Tasman coordination and financial sector regulation, and 
working on a review of  domestic institutional arrangements

• providing support and analysis for the Ministerial Expenditure group review 
process in November/December 2005 on performance and productivity 
issues in the public sector

• supporting the 2006 Ministerial Expenditure group reviews

• working with the Ministry of  Health and District Health Boards New Zealand 
to improve health sector performance measures

• developing proposals for changes to the Budget 2007 process to better focus 
on performance and leverage off  the themes approach.

Building capability so that the public sector delivers better results 

Work has included:

• building awareness of  changes to the Crown Entities Act, providing guidance 
to departments on Crown entity monitoring and providing guidance to Crown 
entities on Statements of  Intent and managing for outcomes

• developing, alongside other central agencies, a framework for identifying early 
warning signs of  a government organisation at risk.



B.27 THE TREASURY      21

EX
EC

U
TI

V
E 

SU
M

M
A

R
Y

Challenges ahead

During 2006/07 two of  the Treasury’s outcomes – the effective and efficient 
use of  State resources and regulatory powers, and the efficient management 
of  Crown assets and liabilities – will be grouped together under one outcome: 
Improving Public Sector Performance.

The Treasury’s overarching objective is to lift the quality and consistency of  our 
advice on public sector performance. Public sector performance is increasingly 
a matter of  public and ministerial interest, with Ministers concerned to identify 
and evaluate the returns from public sector investment.

The Government is currently seeking to improve performance and value for 
money in 2006/07 via a series of  Ministerial Expenditure group reviews. Specific 
sectors that will be targeted include capital expenditure, transport, central 
agencies and health. The Treasury will join the State Services Commission, the 
Department of  Prime Minister and Cabinet and other lead agencies to progress 
these reviews.

At an organisational level, we have identified a need to increase our analytical 
focus on value for money. This means advising Ministers as to what should be 
expected from public sector spending and assessing what is delivered. We intend 
to focus on providing advice on how the Government can improve performance 
management processes. A further organisational challenge for the Treasury is 
to continually reflect on what past experience implies for future investment. In 
moving our analytical capability towards better analysis of  these concerns, the 
Treasury needs to retain an appropriate focus on effective fiscal management. 

The themed Budget process (National Identity, Economic Transformation and  
Families – Young and Old) presents opportunities for the Treasury’s objectives in 
relation to improving public sector performance. The theme-based approach 
offers an opportunity to review the extent of  policy consistency and coordination 
in support of  the Government’s objectives. We have a role in helping Ministers 
make well-informed choices about relative priorities. 

The Treasury has a continued role to play in supporting the public sector’s focus 
on managing for outcomes. This requires that we work with other agencies  
to develop effective evaluation techniques and help disseminate evidence on 
best practice. 

Efficient and effective use of State resources and regulatory 
powers, including improved decision-making and performance 
management systems 

This bit needs to go in between the “Overview” and “Our progress” sections:

This bit is the new copy for the “Our progress” section:
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The Criminal 

Justice Review team 

– Tim Roper, Hauraki 

Greenland, Matthew 

Bell, Fern Phoon, 

Andrew Thompson, 

Mary-Ellen Fogarty, 

David White and 

Minoo Meimand. 

In-depth review of the criminal justice sector 

During 2005/06, the Treasury completed several in-depth reviews of specific government 
sectors. One of these was the criminal justice sector. A team from across the Treasury 
was brought together to look at the symptoms and underlying causes of the growth in 
New Zealand’s prison population. The team worked closely with justice sector agencies 
such as the Ministry of Justice and Department of Corrections, bringing an empirical and 
financial focus to their work. 

The project’s notable achievements included:

• the creation of a spreadsheet model of the criminal justice sector’s possible future 
volumes and costs. This contributed to advancements in the Ministry of Justice’s 
forecasting capability. It also supported the Treasury’s advice on the flow-on effects of 
extra police

• estimating the total cost of crime in New Zealand, analysed by crime category and by 
cost component. This was documented in a Treasury Working Paper, Estimating the 
Costs of Crime in New Zealand in 2003/04

• in-depth analysis of crime and imprisonment, both in New Zealand and overseas, and of 
New Zealand’s criminal justice system, including its crime reduction programmes and 
the involvement of victims. This work formed the basis of reporting to the Minister of 
Finance on a variety of sector issues 

• a case study of young, violent male offenders. This culminated in a well-attended seminar 
that involved justice sector officials, central agency officials and academics 

• direct contribution to a package of initiatives announced by the Government in August 
2006. The Effective Interventions package is a series of measures to improve the criminal 
justice system and make New Zealand a safer and fairer society. 

The Treasury provided further support for the Effective Interventions policy development phase 
through the secondment of a senior staff member to the Ministry of Justice project team.

Overall, the project assisted the Treasury in developing a greater understanding of the 
criminal justice sector, and helped identify effective policy responses to the increasing 
prison population.
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Efficient management of the Crown’s assets and 
liabilities 

Overview 

Efficient management of  the Crown’s assets and liabilities contributes to improved 
overall economic performance through maximising the value of  the Government’s 
investments and minimising the costs of  the Government’s finance. The Treasury 
and CCMAU contribute by: 

• monitoring the performance and governance of  organisations that are 
responsible for the day-to-day management of  the Crown’s assets and advising 
Ministers on policy and strategic issues

• managing, through the New Zealand Debt Management Office (NZDMO), 
the Crown’s sovereign-issued debt and associated financial assets

• providing primary policy advice and, in some cases, managing commercial 
and contractual claims against the Crown.

In June 2005, the Crown owned $131 billion in total assets, more than any 
other entity in New Zealand. These included equity interests in SOEs, Crown 
companies and CRIs, a number of  other Crown entities and the financial assets 
accumulating in Crown Financial Institutions (CFIs). The Crown’s assets are 
expected to grow to over $160 billion by 2010, with the biggest change being 
the growth in assets held by the New Zealand Superannuation Fund (NZSF) to 
pre-fund future pension liabilities.

The Crown’s total liabilities in June 2005 were around $81 billion, of  which 
some $35 billion was gross sovereign debt. Over the medium term, gross debt 
is forecast to remain close to this level in nominal terms, but to decline to 19.4% 
of  GDP by 2010 as against 23.2% in June 2005. 

The Crown’s assets provide a resource to help meet future expenditure 
commitments and claims on the Crown, and income streams that reduce 
tax pressure in future years. Sustaining their value is important. By the same 
token, government debt creates costs and risks for the Crown that need to be 
managed. The Crown also faces other financial risks arising from contractual and 
commercial claims. These too need to be monitored and managed, consistent 
with the Crown’s overall economic and other policy objectives.

Our desired outcome contribution 

• Delivering operational outputs as required by Ministers, including continually 
improving our efficiency and effectiveness. 

• Maintaining a high-quality capability to undertake commercial negotiations, 
transactions and risk management when Ministers require them. 

• Continually looking to sustain and improve entity performance in a dynamic 
environment.

• Working effectively with others in the Treasury to provide integrated and 
seamless advice and operations. 
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Our progress 

State-owned enterprises/Crown companies

Our core activities are the provision of  advice to shareholding Ministers on 
SOE and Crown company business plans and Statements of  Corporate Intent 
(SCIs), and on a range of  specific company issues. In addition to these activities, 
in 2005/06 we have:

• continued the process of  systematically undertaking a strategic (“long-
term hold”) review of  all SOEs. During the year we concluded one review 
and progressed four others in consultation with the respective boards and 
management teams. These exercises have established, among other things, 
credit-rating benchmarks and have in each case clarified shareholding 
Ministers’ preferences regarding thresholds for consultation on significant 
strategic issues

• provided advice on organisational structure options for AgriQuality, Asure, 
NIWA and MetService

• negotiated a capital restructure of  TVNZ resulting in a special dividend of  
$70 million

• increased the focus on companies including realistic commercial valuations 
in their SCIs to allow better monitoring of  performance

• provided advice on the role of  SOEs in relation to economic transformation. 

Crown Financial Institutions

Another priority has been to improve our understanding of  the Crown’s financial 
assets, as they come to dominate the Crown’s balance sheet. To this end, we have 
provided advice throughout the year on CFI performance, including investment 
returns, appointments, Statements of  Intent and a range of  specific issues. This 
included managing a process for an independent review of  the operation of  the 
Government Superannuation Fund Authority. Assisted by favourable market 
conditions, CFIs have generally significantly exceeded benchmark performance 
levels over the year and achieved record returns. 

Working on the Crown 

Entities Act – Roger 

Beckett, Mary Slater  

and Simon MacPherson.
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Implementing the new Crown Entities Act 

The Crown Entities Act 2004 is designed to improve Crown entity governance and 
accountability, and to strengthen the integration of Crown entities with the rest of the State 
sector.  The new Act came into force on 25 January 2005.

During 2005/06, the Treasury worked in partnership with the State Services Commission 
and the Department of Prime Minister and Cabinet to ensure the successful implementation 
of the Act.  

The Treasury’s work programme had two main areas of focus:

• The development of advice and guidance for Ministers, departments and Crown 
entities. This focuses on their roles and responsibilities, the Act’s expectations around 
the preparation of Crown entity Statements of Intent and the financial powers 
contained in the Act. The advice and guidance is available on the SSC web site through  
www.crownentities.ssc.govt.nz.

• Direct engagement between central agencies and the departments which monitor Crown 
entities on behalf of the responsible Ministers.  This has included Treasury support for 
the establishment of a departmental group whose purpose is to promote good monitoring 
practice.

Looking ahead, the Treasury will extend existing guidance – for example, to include the 
preparation of annual reports – and will continue to support good monitoring practice.

Debt management operations

Improving our delivery of  debt management outputs in 2005/06 was achieved 
through a wide range of  activities. In the domestic market we issued $2,355 million 
of  Government bonds to meet the Government’s funding requirement and 
completed $2,862 million of  New Zealand-dollar interest-rate swaps. 

We completed $44 billion of  foreign-currency transactions (including foreign-
currency swaps) for the NZSF, and provided loans to the Reserve Bank under 
new funding arrangements to support the Bank’s build-up of  foreign-currency 
reserves.

We introduced new products, analytical tools and system improvements to 
enhance our ability to fund the Government’s borrowing requirements, manage 
the stock of  debt and add value, while balancing cost and risk objectives.  
Notably, we: 

• hedged the Crown’s share of  foreign-exchange exposure associated with 
hosting the 2011 Rugby World Cup 

• established a new strategic advances portfolio in July 2005 for all new lending 
to Crown housing entities and District Health Boards

• completed the implementation of  registry arrangements for the new 
immigration investor policy announced on 16 June 2005, as a joint project 
with the Department of  Labour
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• continued to develop proposals for infrastructure bonds to fund transport 
investments, including borrowing by Transit New Zealand to support the 
ALPURT B2 toll road. 

Efficient management of the Crown’s debt 

There are many influences on actual results, such as the overall level of debt, the level and 
evolution of market interest rates, the volume of intermediation and advances to parts of the 
Crown, and NZDMO’s discretionary decisions. In some cases we made a direct contribution, 
while in others it was second-order. Outlined below is information on performance for the 
past five years.

Outcome Indicators 2001/02 2002/03 2003/04 2004/05 2005/06

Core Crown finance costs on debt ($m) 2,324 2,47� 2,260 2,23� 2,12�

Value added in the tactical portfolios ($m) 6.5 13.4 7.� 23.5 44.7

Value added from NZD interest-rate  
swaps ($m)

5.0 6.2 7.3 35.� 26.3

Adherence to policies and controls for 
managing risk, with nil material breaches

√ √ √ √ √

Other commercial assets and claims against the Crown 

The Treasury has continued to manage a number of  the Crown’s commercial 
assets and contractual functions, and also risks on behalf  of  the Government. 
We provided advice on the Government’s commitments to the Rugby World 
Cup 2011 and negotiated arrangements for the set-up of  the Tournament 
Management Vehicle; negotiated new funding arrangements with the relevant 
local authorities for Auckland rail; continued national rail negotiations over the 
Track Access Charge; negotiated compensation to New Zealand Cricket for the 
cancellation of  the Zimbabwean tour; concluded negotiations to protect the 
Crown’s Maui gas position under open access to the Maui pipeline; continued 
the management of  weathertight homes litigation against the former Building 
Industry Authority; and provided advice on a number of  historic Treaty of  
Waitangi settlement negotiations and on wider policy settings. We also continued 
to operate the Export Credit Office.

Challenges ahead 

In 2006/07, this outcome and the previous outcome will be grouped together 
under one heading: Improving Public Sector Performance. See page 21 for more 
information on the challenges ahead for this outcome.
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Crown agencies for which either the Treasury or CCMAU has lead monitoring 
responsibility

SOEs (CCMAU lead, and the Treasury)
- AgriQuality Ltd (AgriQuality)
- Airways Corporation of New Zealand  
 Ltd (Airways)
- Animal Control Products Ltd (ACP)
- Asure New Zealand Ltd (Asure)
- Electricity Corporation of New  
 Zealand (Residual) Ltd (ECNZ)
- Genesis Power Ltd (Genesis)
- Landcorp Farming Ltd (Landcorp)
- Learning Media Ltd (LML)
- Meridian Energy Ltd (Meridian)
- Meteorological Service of New Zealand  
 Ltd (MetService)
- Mighty River Power Ltd (Mighty  
 River Power)
- New Zealand Post Ltd (NZ Post)
- New Zealand Railways Corporation  
 (ONTRACK)
- Quotable Value Ltd (Quotable Value) 
- Solid Energy New Zealand Ltd 
 (Solid Energy) 
- Timberlands West Coast Ltd  
 (Timberlands) 
- Transpower New Zealand Ltd  
 (Transpower) 
- Transmission Holdings Ltd (THL)

CRIs (CCMAU lead, and the Treasury)
- AgResearch Ltd (AgResearch)
- Institute of Environmental Science
 & Research Ltd (ESR)
- Institute of Geological & Nuclear  
 Sciences Ltd (GNS Science)
- Landcare Research New Zealand Ltd  
 (Landcare Research)
- National Institute of Water &  
 Atmospheric Research Ltd (NIWA)
- New Zealand Forest Research Institute  
 Ltd (Scion) 
- New Zealand Institute for Crop & Food  
 Research Ltd (Crop & Food Research)
- The Horticulture and Food  
 Research Institute of New Zealand Ltd  
 (HortResearch)

Other Crown companies
(CCMAU lead, and the Treasury)
- New Zealand Venture Investment  
 Fund Ltd (NZVIF)
- Radio New Zealand Ltd (RNZ)
- Television New Zealand Ltd (TVNZ)
- Research & Education Advanced 
 Network New Zealand Ltd  
 (REANNZ)

Other (CCMAU lead, and the Treasury)
- Christchurch International Airport Ltd  
 (CIAL)
- Dunedin International Airport Ltd  
 (DIAL)
- Invercargill Airport Ltd (IAL)
- New Zealand Lotteries Commission  
 (NZLC)

(the Treasury only)
- Air New Zealand Ltd
 (CCMAU only)
- Pacific Forum Line Ltd (PFL)
- Public Trust (Public Trust)
CFIs (the Treasury only)
- Earthquake Commission (EQC)
- National Provident Fund (NPF)
- New Zealand Superannuation Fund  
 (NZSF)
- Government Superannuation Fund  (GSF)

Source: Statement of Intent: 2006 - 200�
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ORGANISATIONAL STRUCTURE 
– THE TREASURY
   as at April 2006

Mike James Asset and Liability Management Branch

 • Public Sector Management

 • Crown Debt Management

 • Crown Company Performance

 • Crown Risk and Liability Management

Peter Bushnell Budget and Macroeconomic Branch

  • Budget Management

 • Macroeconomic Policy Advice

 • Macroeconomic Forecasting and Monitoring

 • Fiscal Forecasting and Reporting

 • Accounting Policy Development

Iain Rennie Regulatory and Tax Policy Branch

	 • Tax Policy

 • Regulation and Vote Purchase, Ownership & 

  Performance Issues [Market Interventions, 

  Environment and Natural Resources, 

  International Economics and Defence,  

  Revenue Agencies and Other Government  

  Services] 

 • Policy Support and Analysis Section

Peter Mersi Social Policy Branch

	 • Regulation and Vote Purchase, Ownership  

  and Performance Issues [Health, Education,  

  Welfare, Labour Markets, Justice Agencies,  

  Mäori Affairs and Other Population   

  Agencies]

Angela Hauk-Willis Corporate Branch	

	 • Corporate Services	

	 • Strategy Unit

Murray Wright Crown Company Monitoring 
Executive Director Advisory Unit

 • Crown Research Institutes’ Monitoring

 • State-Owned Enterprises’ Monitoring

 • Appointments and Governance
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Responsible Minister:
Minister of Finance

	

Vote Minister:
Minister of Finance

	
	
	
	Vote Ministers:
Minister for Crown Research Institutes 
Minister for State-Owned Enterprises

John Whitehead
Secretary to the Treasury 


