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INTRODUCTION 
We would like to use this document as the starting point for supporting you in developing your economic and 
fiscal strategy.  This material attempts to draw together your stated tax, spending and economic growth priorities, 
our thinking on the current economic and fiscal situation and on the effectiveness of monetary and fiscal policy 
responses, and ideas and alternative options that you may find useful.  Our aim is to: 

1. ensure that we understand your economic and fiscal priorities well 

2. add value to your thinking by providing you with advice on particular areas that are of interest to you, and 

3. help you to develop a coherent fiscal and economic strategy, in order to drive your agenda forward. 

The areas that are covered in more detail in the document are what we understand to be your main policy priorities: 

• personal tax reduction 
• disciplined government spending 
• halting the growth in the bureaucracy 
• improved education standards  
• investing in the infrastructure the economy needs to grow 
• regulatory policy agenda 
• innovation as part of your economic growth agenda 
• saving and financial markets 
• climate change policies 
• law and order, and 
• health. 

The Government faces a difficult and uncertain economic and fiscal environment that will shape the choices 
available over the near future.  During this time it will be particularly important for you to signal your medium term 
agenda to increase economic growth and to begin to deliver on your priorities.  This is reflected in the structure of 
the document. 

Section 1 – Sets out what decisions you will need to make and how they fit together.  We thought that covering the 
frameworks up front could help you use the tools available to deliver on your policy agenda and to work through 
the difficult fiscal and economic situation. 

Section 2 – Sets out a high level framework that we found useful for thinking about how to increase growth and 
productivity.  Despite the short-term situation, we think it is important not to lose sight of medium term opportunities.   

Section 3 – Sets out our advice around the short term financial position, as this is likely to be an immediate priority. 

Section 4 – Before going into your particular policy priorities, this section sets out what you might like to consider 
in developing a fiscal strategy, describes the likely impact of the short term situation on the fiscal position and 
walks you through a potential way of managing through this situation.   

Section 5 – Recognising that disciplined government spending is a major priority for you, this section sets out a 
framework for ensuring that the public sector is well placed to deliver on your policy priorities. 

Section 6 – Sets out detailed, free and frank advice on your policy priorities.  We suggest issues you might like to 
consider as you develop and implement your medium term agenda, and some issues relating to your 100 day plan. 
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SECTION 1 – STRATEGIC DECISIONS THAT WILL NEED TO BE MADE 

The diagram below sets out high level decisions that you will need to make and how they fit together.   

Decide your medium term growth 
agenda  

 Consider the forecast update and its 
implications 

 Determine the fiscal strategy you 
would like to have 
(eg, strengthening fiscal position to help 
manage future pressures) 

Covered in Section 2  Covered in Section 3 and 4  Covered in Section 4 

 

Decide what 
needs to be 
done to improve 
growth (eg, 
regulation) 

 Confirm what 
growth priorities 
you need to 
implement 
(spending, tax, 
capital) 

 Consider if a 
fiscal stimulus 
package is 
required and 
implications for 
cost of 
borrowing 

 Consider issues 
that the short 
term outlook 
creates for 
medium-term 
sustainability 

 Decide what 
fiscal anchors 
you will use (eg, 
debt, revenue or 
spending limits) 

 Decide on your 
preferred fiscal 
management 
approach (ie, 
how to deliver 
on fiscal 
anchors) 

 

Set relevant 
agendas to deliver 
on your goals  
(eg, regulatory 
agenda) 

 Discuss tools to 
help to deliver on 
your economic 
agenda  
(eg, Ministerial 
support) 

 Consider the 
potential for an 
early Budget if 
urgent changes 
are required 

 Set Budget Strategy taking into account your fiscal strategy, 
economic and fiscal forecasts and what you would like to 
progress through the next three Budgets and beyond 
 
 

Covered in Section 4 

 

   Consider the best way to 
achieve Value for Money 
from Public Sector and 
form a mechanism to 
deliver on it 

 Discuss your preferred 
Budget Process that 
Treasury will then 
communicate to other 
departments 

 Communicate your 
Budget Strategy through 
Budget Policy Statement 
(to be published before 
31 March) 
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SECTION 2 – A COMPREHENSIVE ECONOMIC GROWTH STRATEGY 

The priorities you have outlined form the basis for an economic strategy, with potential for further development 
over the electoral term.  In our view, there are some additional elements that would be beneficial to include in 
constructing a comprehensive strategy – and we would welcome the opportunity to discuss these ideas.  

To provide a framework for thinking about a broad growth agenda, we have found it useful to focus on raising 
productivity as the primary objective.  New Zealand’s productivity performance has been low for some time, and 
we are not yet closing the gap on other OECD countries.  This leads us to the view that lifting the rate of 
productivity growth is arguably New Zealand’s biggest economic challenge over the medium term.  We would be 
happy to provide you with an analysis of New Zealand’s productivity performance on request.   

Drivers of productivity 

The ‘medium-term economic challenges’ document provided alongside this document sets out some thoughts on 
priorities that you may wish to further develop over the parliamentary term.  As an organising framework for how 
you may wish to develop your agenda, our review of the international literature points to five inter-related drivers of 
productivity (innovation, enterprise, investment, skills, and natural resources) that appear to be necessary 
foundations for strong productivity performance.  We have found the five drivers useful for identifying the priorities 
discussed in the medium-term document. 

From a firm’s perspective, weakness in the policy framework around any one of these areas can significantly 
impede productivity growth: 

Innovation Innovation is the key driver of multi-factor productivity (a proxy for knowledge and technology).  
Firms must be able to access, adopt and adapt new ideas that innovators generate, whether 
domestically or internationally.  New ideas at the firm level drive investment. 
New Zealand has a strong public sector science system but a relatively low level of private 
sector R&D.  Our low level of commercialisation of innovation points to weak linkages between 
firms and research organisations. 

Enterprise Firms and individuals are the driving force in the economy, identifying and taking advantage of 
market opportunities.  Entrepreneurial activity is driven by the incentives at work in the general 
business environment – primarily through the tax, regulatory and competition frameworks. While 
New Zealand scores relatively well in these areas internationally by some crude measures, there 
remains significant scope to sharpen the incentives in each of them. 

Investment Investment directly impacts on how much a firm can produce and on the productivity of labour 
by increasing the amount of capital and technology available to each worker.  Currently 
New Zealand has a relatively low capital stock per worker and a relatively high cost of capital.  
From a firm perspective, investment also includes the public infrastructure which supports 
economic activity. 

Skills Higher skills increase a firm’s ability to adopt new technologies and confidently invest in capital 
in the expectation of returns.  In this sense skills are an essential complement to innovation and 
capital investment. To lift productivity, we will need to increase the level and utilisation of skills in 
the workforce, both at the lower and upper ends.  While NZ compares well with other countries 
on skill development, there are pockets of below-average achievement.  Areas of particular 
concern include our “tail” of low achievement, our relatively low participation in education of  
15-20 year olds, and our relatively low growth in completions at degree and post-graduate 
degree levels. 
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Natural resources New Zealand’s economy with its agriculture base is strongly dependent on its natural resources 
– it is critical that they are used to bring the greatest benefit to society within the limits of 
sustainability.  Pressures are now beginning to impact on several fronts, notably climate change 
and management of freshwater.  There are crucial trade-offs which need to be addressed in 
ways that minimise disruption to growth. 

Cutting across all five drivers is the performance of the public sector.  The broad public sector, and the quality of 
those institutions, impacts directly on national productivity because of its large contribution to the overall 
economy. It also impacts directly on the wellbeing of New Zealanders through the quality and value of services it 
provides, notably in education, health and justice. 

In the New Zealand context, all five of the above drivers need to be seen through an international connectedness 
lens, ie, the international dimensions of skills, innovation and investment.  For New Zealand to close its 
productivity gap with Australia and other OECD countries, it needs to perform well in each of these areas in 
international terms. 

Fit with your priorities 

As noted above, our understanding of the literature suggests that there are no “magic bullets” among these 
drivers – countries need to be strong in all of them to deliver a strong productivity performance. 

Our detailed comments on your priorities at a policy level are included in Section 6. 

At a strategic level, however, we see your priorities as addressing all drivers to some extent, but with important 
areas where we believe there is scope to do more:  

 Focus of your priorities   Medium-term considerations 

Enterprise  • Personal tax reductions  
• Improve overall regulatory environment 

(including RMA and labour regulation) 

• Tax strategy over time with productivity 
focus 

• Systems changes to improve quality of 
regulation 

Innovation  • Bolster public sector RS&T funding, 
including more direct funding of CRIs 

• Firm-focused support for innovation  
• Address fragmented public sector 

Investment  • Invest in infrastructure and develop a plan 
• Increase “home bias” of Super Fund 

• Support plan by more rigorous project 
evaluation and more efficient use of 
existing infrastructure 

• Taskforce underway on strengthening 
capital markets  

Skills  • Improve schooling standards 
• Improve participation of school-aged in 

education and training 

• Improve investment quality in ECE and 
schooling sectors 

• Focus tertiary investment on degree level 
qualifications 

Natural resources  • Adjust emissions trading regime 
•  Short-term RMA reform 

• International emissions commitments 
• Management of freshwater 
• Consider more fundamental RMA changes  
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 Focus of your priorities   Medium-term considerations 

Public sector  • Re-orientate resources to front-line staff  
• Review all departmental spending 

• Improve information and performance 
assessments 

• Adopting targeted review processes 

International 
connectedness 

• Attract high-skilled expat Kiwis  • NZ integration in Asia-Pacific region 

The main strategic consideration is to identify activities which will effectively complement private sector initiatives, 
and in doing so maximise the payoff to additional Government effort.  We would welcome the opportunity to 
discuss this with you. 

Getting traction on your agenda 

To ensure that your agenda flows through to implementation and action on the ground, we think that the agenda’s 
governance matters – arrangements that keep the agenda “alive” and focussed on results are critical to its 
ongoing effectiveness.  We see a number of factors that are critical in this regard: 

• strong Ministerial leadership – collective Ministerial vision and buy-in, with strong senior leadership from yourself 
and the Prime Minister 

• single economic agenda – clearly communicated and understood by public 

• consistent focus – build credibility with private sector (don’t chop and change) 

• fewer but bigger initiatives – maximise return to effort 

• improved implementation of policies – stronger focus on state sector performance and keeping the bureaucracy 
on task and aligned 

• more private sector involvement – Government can’t do it alone; also needs ownership by business and other 
non-government groups, and 

• strengthen budget-policy link – reinforce credibility of the economic agenda. 

In practice, specific arrangements will depend on how you choose to organise yourselves in government.  
Provisionally, however, you may wish to consider:  

• “Productivity Ministers”: Which Minister(s) will be best-placed to lead a productivity-focussed economic 
agenda? 

• Ministers with key interests in the delivery of the agenda: How best to engage key Ministers both in formulating 
the agenda and in owning its implementation? Potential role for a Cabinet Committee? 

• Keeping the agenda focussed, with agencies aligned and on task: How to get consistent high-quality advice 
across a comprehensive agenda, and prevent it from becoming “bloated” over time? Potential role for a small 
group of senior officials? 

• Engaging with the private sector: What arrangements will be most conducive to the private sector “owning” the 
Government’s economic agenda? 

We would welcome the opportunity of discussing specific options with you in light of decisions around portfolios, 
Cabinet Committees, etc. 
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SECTION 3 – ECONOMIC AND FINANCIAL DEVELOPMENTS – SHORT TERM 

It is difficult to discuss medium to long-term economic and fiscal policy in isolation from what is currently 
happening in the economy and in the financial markets.  The economic situation will pose some significant 
challenges to the fiscal room you face in shaping your Budget choices, as we discuss later in this section.  The 
guarantee schemes recently announced for the financial sector will further limit the room you have to move. 

Financial markets considerations 

You have been getting updates from Dr Cullen and from Treasury and the Reserve Bank on the government 
policies around financial markets.  Below are some additional considerations that you need to be aware of. 

The deposit guarantee scheme is a significant departure from New Zealand’s established approach and 
consequently will change expectations about government responses to financial instability and institutional 
failures in the future. 

• Consideration will need to be given to the implications of New Zealand’s approach to financial supervision and 
regulation of banks and other financial institutions going forward.  Among the questions to be considered is how 
to exit by either stopping the guarantees or whether the temporary retail deposit guarantee scheme would be 
replaced at the end of the 2-year period with an ongoing deposit insurance scheme.   If so, what the key 
features of a scheme for New Zealand would be to minimise moral hazard1 concerns and support confidence in 
the broader financial sector. 

• While the global financial situation is still unsettled, there will also be questions as to the future shape and 
direction of the regulation of financial markets more generally.  It will be important to monitor changes in 
international regulatory settings when considering the regulatory framework over the longer term.    For example, 
it will be important to draw on the lessons from this turmoil to consider how the Trans-Tasman Council on 
Banking Supervision operates and how the Australian relationship can be further strengthened. 

• The guarantee schemes have other implications for the Crown’s fiscal position.  The retail scheme creates a 
contingent fiscal liability for the Crown which is estimated to grow to around $130-$180 billion.  It is difficult to 
estimate how heavily the wholesale facility will be used (that would depend largely on how quickly market 
access conditions improve).  An assumption of $40 billion of guaranteed debt securities within 6 months would 
be a plausible estimate if conditions remain difficult.  The granting of these guarantees (and the situation that 
gave rise to the need to grant them) is an extraordinary event, we would like to discuss with you options for 
engagement with parliament on this issue. 

The retail scheme is in operation, with the names of those financial institutions that have signed deeds of 
guarantees with the Crown announced on the Treasury website.  Applications from banks are being given priority, 
but non-bank deposit taking entities and collective investment schemes are also being processed.  

Specimen documentation for the wholesale facility has been finalised and is also available on the Treasury 
website.  We expect to be in a position to sign issuers up to the facility within the next few weeks.     

We can provide further information when you are ready to have a conversation about this area. 

                                                           
1  Occurs where individuals are protected from risk which can impact on their behaviour. 
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SECTION 4 – WHAT DOES THIS MEAN IN TERMS OF FISCAL STRATEGY 

Fiscal strategy 

Given the importance of fiscal decisions, and the long-term implications of those decisions for firms and 
individuals, the government needs to have a clear fiscal strategy.  This would also help provide the certainty and 
transparency that rating agencies and international investors look for.  Ideally this fiscal strategy needs to set out 
both the ultimate long-term objectives, and the short and medium term path for achieving them.   

Our ‘medium-term economic challenges’ document discusses the long-term challenges associated with the 
ageing population.   Under current policies government debt will eventually grow to unsustainable levels with 
sharply increased debt servicing costs.  It is important to note that higher productivity alone does not dramatically 
change projected fiscal pressures because major government spending programmes move with rising 
productivity and rising incomes (either by legislation as in the case of NZS or because public services will also 
face rising personnel costs, even without increased service levels).  Relying solely on higher ratios of tax-to-GDP 
to fund the changes may see future generations face higher tax burdens with detrimental consequences for 
efficiency, labour supply and human capital formation, innovation and entrepreneurship, and net migration 
depending on the specific tax rates and bases used.   

Decisions in the short term can have quite large longer term implications.  For example, while increasing the ratio 
of NZS to the average wage is of course a valid policy change, it would add to future spending pressures and 
means that more of the inevitable adjustment will have to take place in other areas of spending such as health, 
education or general government spending to maintain current tax-to-GDP ratios. 

There are a couple of broad approaches to respond to longer-term pressures: 

1. Prefund - transfer cash from the current generation to offset some of the future cost increases.  In practice this 
does not prevent long term fiscal problems but rather helps smooth the transition by providing more time to 
make the necessary changes, and 

2. Change some of the underlying policies and practices.  Small changes started early would reduce the 
sharpness of adjustment necessary if they were made later.   

If you were to take decisions to make future spending more sustainable, this could be accompanied by a lower 
level of saving into the New Zealand Superannuation Fund, which would give the government more options to 
fund other initiatives.   

Policy to date has focussed on the first of these options.   

Fiscal objectives (or fiscal anchors) 

The existing fiscal focus has been on meeting the fiscal objectives over a 10-year rolling horizon and 
acknowledging that, should the pressures on expenditure become more acute, future expenditure growth in some 
key areas would need to slow in order to maintain debt at prudent levels and to ensure that New Zealanders are 
not excessively taxed.  
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The Public Finance Act (PFA) requires you to set fiscal objectives for a period of at least ten years, and short-term 
fiscal intentions for at least three years, and explain the consistency of these with the principles of responsible 
fiscal management (eg, prudent debt and the predictability about the level and stability of tax rates in future 
years).  In the recent times, fiscal objectives have focused on: 

• maintaining debt (GSID ex settlement cash) at around 20% of GDP  

• making statutorily defined contributions to the NZS Fund, and  

• keeping spending and revenues at around current levels. 

These fiscal objectives have helped the government to strengthen the fiscal position.  In particular, the debt 
objective has been a key fiscal anchor that has helped communicate the government’s fiscal strategy and acted 
as a Budget management tool.  We understand that your preferred fiscal strategy includes running debt 2% of 
GDP higher than current objective by spending more on infrastructure.  Given updated PREFU forecasts 
discussed below, achieving this goal is likely to require lower projected operating deficits in the medium term. 

Additionally, on its own the debt objective has not been effective at constraining expenditure growth (and is not 
designed to do so).  Given your priority around disciplining government spending we think there would be merit in 
adopting an additional fiscal anchor in the form of a medium term expenditure or revenue constraint (eg, as a 
share of GDP).  This would have benefits in terms of: 

• signalling an intent to restrain the growth in spending  and commitment to particular revenue levels to better 
manage expectations over the next three years and beyond 

• increasing the contribution of fiscal policy to macroeconomic stability by providing more certainty and better 
supporting monetary policy over the longer term, and 

• assisting the government to achieve a slowing in expenditure growth from current rates over the longer term to 
manage future spending pressures.  

Updated economic forecasts, fiscal forecasts and fiscal projections 

The economic forecasts in the PREFU were finalised on 28 August 2008.  Since that time the international economy 
has had to deal with a number of challenges in financial markets.  While financial markets are beginning to stabilise, 
the effects of the developments on real economic activity in New Zealand’s trading partners are still uncertain.   

The very preliminary update of our PREFU forecasts, which we shared with you last week, reflects recent 
economic and financial conditions (using the same fiscal policy assumptions as in the PREFU). 

An important caveat is that these forecasts are provided part-way through our usual forecast process and are less 
reliable than normal.  In particular the fiscal forecasts have been produced through a high-level approximation 
and should be regarded as indicative only.   

The results for the forecasts cover the period to 2012/13.  In short, they show an economy that is affected by 
weaker global conditions, resulting in a more prolonged period of slower economic growth in New Zealand due, in 
particular, to weaker export demand and investment.  This flows through to less demand for labour and increasing 
unemployment (now predicted to peak at 5.7%).  In addition, more muted price growth will affect the level of 
nominal GDP and tax revenue.   Our indicative estimate of the likely impact on the fiscal position is that the 
operating balance and residual cash are expected to be weaker than in PREFU by around $1.5 billion per annum 
from 2010/11 onwards, leading to an increase in gross sovereign-issued debt of about $5 billion by 2012/13.  This 
would lift gross debt from about 24% of GDP to around 27% by 2012/13.  
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Fiscal projections for the 10 years beyond the end of the forecasts cannot be estimated until the forecasts are 
completed.  However, they are likely to show some lift in the debt track shown in the PREFU due to a higher debt 
starting point and some increase in debt servicing costs over the projection period. 

Large shifts in their economic prospects have led a number of OECD governments to consider or decide to 
provide a fiscal stimulus.  The remainder of the section focuses on issues that are relevant to consideration of any 
short-term response to the New Zealand forecasts and also what you might need to do in the medium-term to 
ensure that projections are consistent with the fiscal strategy you set. 

Consideration around a possibility of fiscal stimulus 

The economy faces a conjuncture of the much weaker fiscal outlook, the acceptance of a very large contingent 
liability from the guarantee schemes, and New Zealand’s high current account deficit in a world with major 
financial market uncertainties.  Taken together this means that great caution needs to be taken to avoid adverse 
reactions from international investors that could make the economic and fiscal situation worse. 

Fiscal actions to stimulate the economy that worsen the fiscal position might generate some negative international 
reactions that significantly lift financing costs for both the government and private sector.  Due to the strong fiscal 
position in recent years, New Zealand has been more favourably regarded by investors in recent years than was 
warranted by high external indebtedness and large current account position.  That sentiment could be shifting 
given increasing concerns around countries with high current account deficits.  For instance, while we have 
reservations about the methodology used, a recent Merrill Lynch report rated Australia as having the highest 
country risk in the world, and if rated New Zealand could have been similarly placed.   

Given the change in the economic and fiscal outlook since the Budget and the introduction of the guarantee 
schemes, it is likely that the cost of funding government debt will rise.  In addition, other considerations relevant to 
decisions on a fiscal stimulus are: 

• The forecasts already incorporate a significant expansionary contribution from fiscal policy.  OECD estimates 
suggest New Zealand already has a relatively large fiscal easing underway compared to other OECD countries. 

• Relative to many other countries, there is still considerable scope for an easing of monetary policy in the case of 
a weaker economic outlook.  Although there are some restrictions in the credit markets, there are grounds to 
expect the monetary policy transmission mechanisms will operate effectively. 

• If a fiscal stimulus was not targeted and timed appropriately it could work against the unwinding of imbalances 
in the economy that need to happen. 

• While there is heightened uncertainty, our latest update of the economic forecasts is for a slowdown in the 
economy not an economic crisis.  Unemployment, for instance is expected to peak below 6%, which until this 
decade was seen as the lowest rate of unemployment before inflationary pressures emerged. 

In light of the situation we face at the moment, our advice is that the government should not undertake a further 
expansionary fiscal stimulus package for the reasons set out above.  Obviously our advice would need to be 
reviewed if it became clear that the monetary policy transmission mechanisms were not working effectively.   

We would advise that the emphasis of fiscal policy should be on reprioritising current spending to policies with a 
more positive impact on growth.    
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Nevertheless if a fiscal stimulus were sought, we would suggest that it should be timely, temporary and targeted.  
We can see advantages in targeting towards options with a positive impact on growth that are expected to 
operate quickly.  With these criteria in mind, a possible approach might involve bringing forward projects that 
were going to happen anyway especially where that would be good for economic growth. 

A way of achieving of fiscal objectives (Fiscal Management Approach) 

The current Fiscal Management Approach (FMA) involves assessing spending intentions when new forecast 
information is available to see how much headroom is available given fiscal objectives.  The FMA has been 
successful in working towards fiscal objectives.   The main concern with the FMA is that it allows procyclical 
spending, as in practice it is hard to tell in a timely manner whether revenue changes are cyclical or not.  It 
therefore allows for increases in the spending track during the upturn that are not sustainable in the downturn.  
Additionally, the current FMA has not been tested in a downturn. 

We recommend some changes to ensure a more consistent approach from a stabilisation point of view: 

• a commitment not to change the allocation once set during the Budget cycle may address the uncertainty and 
allow a greater focus on value for money, and 

• taking a more conservative approach to whether variations in revenue are cyclical or structural. This could be 
done by making a commitment not to adjust spending or tax settings in response to variations in the year in 
which they occur.  This is likely to result in greater surpluses during upswings and possibly larger deficits during 
downturns, requiring either a greater degree of flexibility around the debt objective or the use of a stabilisation 
fund.  This is relevant to the discussion of fiscal objectives. 

Budget strategy  

The Budget Policy Statement (BPS) sets out the policy goals that will guide the government’s Budget decisions 
and priorities for the forthcoming budget.  The BPS must be published by 31 March 2009, and should reflect the 
government’s fiscal strategy.  In particular you will need to indicate whether you wish to change the fiscal 
objectives (ie, 10 year), from those in the last Fiscal Strategy Report, and if so what the objectives are, at least in 
general terms.  The 2009 Fiscal Strategy Report, published with the Budget, will provide a further opportunity to 
clarify and communicate your fiscal strategy.  This will be a difficult BPS as the presence of sustained deficits is 
likely to require statements under the PFA to explain the extent  of (temporary) departure from the principles of 
responsible fiscal management and indicate how the Government proposes to address these over time. 

We recommend adopting at least a three year approach to your Budget Strategy that retains some flexibility to 
deal with the current economic challenges and also provides scope for changes to fiscal policy that help achieve 
longer term sustainability.   

While it will be desirable to signal in the BPS that future consolidation of fiscal policy is necessary, full 
consolidation does not need to be implemented in Budget 2009, at a time when the economy is weak.  Our 
suggestion is that there would be gains from ensuring that your growth policies are at least fiscally neutral, and 
that some overall fiscal consolidation in Budget 2009 is achieved, as the earlier you start the easier it will be to 
ensure that your strategy of achieving sustainable tracks in the medium term is credible.  Given the forecast 
weakness in the economy you might look to find early consolidation through lowering spending in ways that do 
not impact on the domestic economy.  We have some ideas in that regard if you are interested. 
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An illustrative approach to consolidation over time is: 

• BPS 2009: Signal the need for fiscal adjustment/consolidation in Budget 2009 

• Budget 2009: begin consolidation programme, concentrating on areas with least impact on domestic demand.  
Consider introducing changes to the Fiscal Management Approach to strengthen fiscal rules to support macro 
stability and VFM goals.  Signal the need for further future fiscal adjustment/consolidation, and 

• Budget 2010 (and beyond): continue implementation of gradual consolidation, alongside savings to advance 
other priorities.  

The BPS will also need to include a discussion on the policy areas that you will focus on in Budget 2009, and the 
extent of consolidation in each Budget will need to be considered. 

Your tax and spending priorities 

As you are aware, the operating and capital allowances for Budget 2009 are largely taken up by the previous 
government’s formal precommitments and other informal agreements.  We think that there is scope to reconsider a 
number of precommitments signalled for Budget 2009, particularly in the areas of defence, innovation and health.  
This could be done through deferring, scaling back or declining some of these pressures prior to Budget 2009.  

You have signalled a number of initiatives that you would like to progress, including: 

• tax changes 

• increase in infrastructure spending (including broadband, schools etc). 

You have identified savings through changes to KiwiSaver and abolishing Labour’s tax precommitments and the 
R&D tax credit (Section 6 provides our advice on these areas).  And you have signalled that you are prepared to 
increase the gross debt target by 2% of GDP to fund extra infrastructure.   

The forecasts have shifted since your tax package announcement.  Given this and our advice that some medium-
term consolidation is desirable, you might like to consider additional savings that do not have impact on 
aggregate demand in the short term.  If you are unable to find ways of reducing expenditure, an alternative option 
would be to reconsider the size or timing of your tax package.   We would like an opportunity to discuss these 
choices with you. 

Additional savings options could be ‘across the board’, relying on Chief Executives to identify the expenditure 
they see as least value to meet mandated levels of savings.  Or they could be focused on specific initiatives which 
Ministers see as low value or as able to be replaced by more effective policy responses. These approaches have 
a number of advantages and disadvantage, which we can discuss with you if you are interested in these ideas. 
Any significant savings will require difficult decisions to be made. We have identified specific initiatives where 
potential savings from ceasing lower value components amount to over $2.5 billion per year.   We have identified 
extra savings ideas that you might be interested in and suggest firstly using some of them to strengthen your 
balance sheet (consolidation) and secondly to offset further tax cuts (in addition to those already announced). 
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It is possible to offset or partially offset the distributional effects of a number of short-term savings, spending and 
taxation decisions, if that is an objective for you. This is because many areas of current low value-for-money 
spending involve transfers to middle and high-income earners. Removing or reducing these transfers would be 
offset by the positive impact of lowering the top tax rate on higher income earners (which is where we think tax 
strategy needs to move in the medium term, see the section below for further discussion).  The targeting of 
savings at areas of low value spend also ensures that the impact of such savings on wider distributional outcomes 
is limited.  

In some areas (in particular, education, innovation, infrastructure) we would recommend that current low value 
programmes are replaced by higher value, targeted initiatives within the same sector. This would limit the 
headroom available for tax cuts, but would also limit distributional impacts and in some cases improve 
distributional outcomes by better targeting spending. 

To implement tax changes for 1 April 2009, legislation would need to be lodged before Christmas. We 
recommend that additional growth-focused and savings initiatives are best handled through Budget 2009.  This 
provides the time to develop an effective process and to benefit from departmental input.  

Sections below provide our advice on KiwiSaver, education, innovation, infrastructure, tax and how to achieve value 
for money (VFM) in the public sector.  We can provide further advice, including on expenditure savings options if you 
are interested. 
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SECTION 5 – DISCIPLINING GOVERNMENT SPENDING AND STOPPING GROWTH IN BUREAUCRACY  

Reducing wasteful expenditure and getting more out of the public service is one of your priorities.  You have 
identified a range of initiatives to advance this priority, including, among other things:  

• Increasing productivity in the public sector. 

• Requiring departmental chief executives to carry out a line-by-line review of their expenditure. 

• Capping the number of “core” bureaucrats.  

• Controlling spending (growing it more slowly than previously). 

• Restoring sensible balance of front line to head office staff. 

• Cutting low quality spending. 

Our analysis of the public sector from a value-for-money perspective has identified significant concerns with the 
quality of government spending that supports the priority you have given this.   

In our view, the model under which the public sector is organised has the potential to achieve the outcomes you 
are seeking, but it requires leadership in the public sector to be re-orientated towards internal management, a 
focus on delivering the results you are seeking and ensuring services represent VFM at an agency and/or sector 
level.   

To reduce wasteful expenditure and get more out of public services, we would recommend: 

In the short term you need to send a strong signal on what you expect from the public sector, as well as freeing 
up resources to meet the fiscal challenges we face and to advance your priorities.   

We recommend you do this by:  

• Outlining a set of core priorities for the government sector, including a focus on VFM, communicating this to 
Chief Executives and requiring that these are reflected in departmental accountability documents and 
performance agreements. 

• Freeing up resources: 

o reviewing the areas of possible savings prepared by Treasury to determine how they compare with your 
priorities and your fiscal strategy/targets.  This is likely to deliver the greatest short-term savings, and 

o a line-by-line review of departmental expenditure, which would involve chief executives  reporting  to 
ministers on how their expenditure aligns to the government and ministerial priorities, and areas which do not.  
A blunter, but simpler, option is to make a top-down adjustment of departmental baselines and then require 
chief executives to report to ministers on how they would live within a lower budget, as well as other criteria 
(such as: the nature of the services affected,  the impact on frontline vs back office the adjustment would 
have etc).  An objective of both processes is the identification of areas of government spending that could be 
the subject of more fundamental VFM reviews. 

These short-term options are intended to be concluded (or largely be concluded) within the first 100 days of your 
administration.  The medium term options, as outlined below, could commence within the first 100 days, but would 
take longer to implement.  
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In the medium-term: to embed the cultural shift you want to see in the public services – reducing waste and a 
commitment to ensuring services represent VFM. 

We recommend that you prioritise the following: 

• Improving the quality of performance information across the public service (a fundamental requirement for 
demonstrating value for taxpayers’ dollars and assuring ministers that their priorities are being achieved). 

• Developing a standardised framework to assess departmental performance, and strengthening ex-post 
monitoring and accountability within the public service. 

• Undertaking in-depth VFM-type reviews or Task Forces of particular areas of concern to you, (as identified by 
the line-by-line reviews noted above, or through other means).  We are able to provide you a list of areas 
(departments, sectors or programmes) where we believe there are questions about VFM and could be 
considered as candidates for targeted exercises.  These reviews would be undertaken to ensure that the public 
sector is aligned with government priorities, reinforce a longer-term focus on continuous performance 
improvement and VFM, and facilitate a public debate about the provision of public services over the long term. 

Both the short and medium-term processes could be supported by a senior officials’ process to increase the 
rigour and ensure that they deliver demonstrable VFM improvements and/or significant savings.   

Targeting key agencies is likely to deliver the maximum gains from this agenda.  To-date Treasury has focussed 
on the key sectors of health, education and justice and can provide you with performance information and advice 
in those sectors. A focus on those sectors could assist in delivering on a number of your key priorities. 

Central agencies (Treasury, DPMC and SSC) have been preparing a range of approaches to these matters that 
could assist you in advancing your objectives.  We would be happy to discuss these with you and other key 
ministers when you wish to do so. 
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SECTION 6 – ECONOMIC AND FISCAL PRIORITIES 

We recognise that you will want to make quick progress on your stated priorities, so this section provides some 
thoughts on strategic areas where you may wish to consider options or implementation issues now, and also 
frames issues around a medium-term agenda.  In doing so we provide our “first best” advice and we hope that 
you will find it useful. 

Personal tax reductions 

The National Party public material on tax cuts has a strong focus on competitiveness, productivity and 
international mobility.  Treasury’s advice is largely consistent with this and aims to improve efficiency and 
productivity growth, shift investment towards more productive uses, maintain revenue integrity and tackle 
distributional/equity concerns.   

Our overall advice is that: 

• Our tax system is basically sound.  However our increasing integration into the global economy, especially 
Australia, is putting increasing pressure on the New Zealand tax system. 

• These pressures are best addressed through a strategy of incremental reform towards a clear long-term vision 
for the New Zealand tax system. 

• The international dimension is crucial.  New Zealand probably has the most internationally mobile labour force in 
the OECD.  We also have very high levels of inward investment. 

• We consider that, from a growth and productivity perspective, the highest priority is to reduce the current top 
personal tax rates. 

• A broader programme of rationalisation of income tax rates and base broadening would offer greater 
productivity gains than rate reductions alone. 

• Aggregate measures of income distribution are relatively insensitive to large changes in tax scale design.  
Transfers have a far bigger impact on aggregate measures of income distribution.  Net taxes (taxes less 
transfers) are negligible or negative for the bottom half of households ranked by income.  Therefore, we suggest 
using suitably targeted transfers (and base broadening measures such as a new capital gains tax) to deliver 
equity objectives. 

• Average corporate tax rates in the OECD continue to trend down, and New Zealand’s 30% rate is now relatively 
high, with small OECD countries having an average company tax rate of 26% in 2008.  
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Policy proposals Treasury comment Recommendations/implementation advice 

Personal Tax Reductions – A 3-year 
plan of personal tax reductions.  You 
have estimated 4-year cost of 
$5.7 billion met by savings of 
$6 billion.  Lowers current 21% rate 
to 20% and increases 33% threshold 
to $50,000.  Reduces 39% rate to 
37%. 

• Reductions in 39% rate should have 
positive economic effects. 

• The largest reductions in average tax 
rates occur above $40,000, which is 
helpful from a human capital and 
productivity perspective. 

• The timeframe is extremely tight. 
Delivery of legislation pre-Christmas 
is dependent on the specific nature 
of reform, quick resolution/formation 
of the government, and ability of 
private sector to manage 
implementation. 

• Our suggestion would be to focus on 
the top personal rates and bring it 
down to 30% or lower. 

• This would harmonize top investment 
and income tax rates at this level. 

Introduce Independent Earner 
Rebate (IER) that benefits most 
taxpayers earning $24,000-$50,000. 

• The IER reduces average tax rates in 
the $24,000-$50,000 band, so 
increases participation incentives in 
this band (including by increasing 
income inequality between 
beneficiaries and IER recipients). 

• The IER is targeted at non-recipients 
of other transfers.  This reduces its 
fiscal cost but increases its 
complexity. 

• As the IER is not paid to beneficiaries, 
Working for Families (WFF) recipients 
and superannuitants it will have little 
effect on work incentives for those 
groups, except where it encourages 
beneficiaries and WFF recipients to 
swap to the IER. 

• The IER delivers significant gains to a 
group that also benefited from the 
1 October 2008 tax cuts.  Other tax 
changes may be a higher priority from 
a productivity perspective. 

• This is a non-traditional feature of the 
design and we would like to work with 
you to understand your objective 
better before advising on the IER and 
any alternatives. 

• As the IER design is new it may pose 
implementation challenges for IRD. 

• Detailed design still needs to be 
worked through. 

In addition to the changes outlined above, you might also like to consider:   

• Developing a strategy of incremental reform towards a clear long-term vision for the New Zealand tax system.  
This would have a number of advantages including: guiding each step in a series of tax reductions, introducing 
more certainty and clearer expectation around the direction and motivation for change, and establishing a 
debate focussed around medium-term strategy rather than immediate issues. 

• Introducing other changes to the tax system as part of medium-term strategy to: 

o reduce the corporate rate below 30%, and 

o move towards a tax system more heavily weighted towards consumption taxes and, over a longer horizon, a 
greater contribution from property taxes. 
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Invest in the infrastructure that the economy needs for growth 

We understand that infrastructure is a key priority for you.  You have identified ‘quality infrastructure’ as having a 
central role in lifting national productivity, improving public services and generating long-term economic growth.  
We have interpreted your interest in ‘quality infrastructure’ as an interest in targeted investment in infrastructure 
that is demonstrated to be growth-enhancing and positive value-for-money.  We provide options to assist you in 
achieving that outcome.   

Our overall advice is: 

• There is a need for more efficient use of existing infrastructure and a more active role for demand management 
– particularly in regard to infrastructure assets that have a tradition of free access: water and roading.  This 
means greater direction toward user charges and tolls.   

• There is also a need for more rigorous project evaluation processes to ensure that public funding is directed to 
projects – across the infrastructure sectors – that are able to deliver the greatest value-for-money.   

• The factors most conducive to private sector investment – regulatory certainty; the avoidance of any crowding 
out of private sector investment; and the maintenance of a predictable, ‘no surprises’ investment environment for 
all investors, both domestic and foreign – must be safeguarded and enhanced where necessary.    

On the last point, we note that your proposed reforms of the Resource Management Act are likely to assist in 
facilitating greater private sector investment by reducing the costs of infrastructure development and improving 
investor certainty. 

A more detailed response to some of your other infrastructure policy priorities is provided below.  We can also 
provide fuller briefings and cover more topics when you are ready to have this discussion. 

Policy proposals Treasury comment Recommendations/implementation advice 

National infrastructure plan – 
Would have a 20-year timeframe 
and be developed in conjunction 
with local government, taking 
account of relevant external 
factors (such as oil pricing).  Its 
purpose will be to set clear 
direction and identify priority 
projects.  (The $1.5 billion 
investment in broadband 
discussed below will be a 
component of the plan.) 

• There is a risk that a plan of this type 
could attract opposition from the 
private sector due to a lack of 
transparency in the project selection 
process.  To guard against this, 
inclusion in the plan should be 
subject to robust and open project 
evaluation processes to ensure that 
all selected projects represent value-
for-money.  To provide greater 
certainty of direction to the private 
sector, the plan should also be linked 
to the Budget process and used as a 
guide for public infrastructure 
investment.   

• Given its 20-year horizon, there are 
further risks that the plan may 
become inflexible over time, and may 
require the inclusion of a ‘walk away’ 
provision, should priorities change.  

We recommend that the plan is 
supported by a multiple-stage eligibility 
process to ensure that only those 
projects that are genuinely growth-
enhancing are selected.  We also 
recommend further consideration of 
long-term risks, including the need to 
‘lock’ funding in beyond electoral 
cycles and to allow for walk-away 
provisions where priorities change. 
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Policy proposals Treasury comment Recommendations/implementation advice 

Investment of $1.5 billion in a 
new broadband network – 
Expectation that private sector 
investment will at least match that 
of public funding; the network will 
be open access and capable of 
reaching up to 75% of the 
population; the network will not be 
expected to provide a 
commercial rate of return, and 
any return that might be made on 
government investment may be 
applied as a subsidy to service 
costs.   

• Will be sufficient to meet most 
broadband demand for the short- to 
medium-term.  There are, however, 
weaknesses in the Budget 2008 
funding response, the Broadband 
Investment Fund, which is poorly 
targeted in some areas.  This is also 
likely to be an inappropriate model 
for more widespread broadband 
deployment.   

• We recognise that further investment 
in broadband is topical and involves 
a number of complex judgement 
calls and we would welcome a 
conversation with you on that. 

If additional investment in broadband is 
to occur, we recommend that the 
Broadband Investment Fund is 
immediately abandoned as this is not 
an appropriate funding model for a 
national network.  We have developed a 
practical framework that will assist in 
making broadband investment 
decisions that promote future 
competition, and can advise on 
potential investment options.    

Electricity reforms – Four specific 
reforms have been signalled: 
revision of demand projections; 
reform of the RMA to remove 
ministerial veto over consents, 
reduce the number of consent 
categories, and limit grounds for 
objection; overturning of the ban 
on new base-load thermal power 
stations; and streamlining of the 
investment and decision-making 
processes for investing in new 
electricity transmission. 

• We consider that the thermal ban is 
unnecessary within the context of 
Emissions Trading Scheme. 

• There is merit in retaining the 
transmission investment rules as we 
have evidence of their success, but 
we support further improvements.  
Transpower has already proposed 
some simplifications that could be 
used for this purpose.  

We would suggest immediate 
legislation to repeal the Renewable 
Preference part of the emissions trading 
legislation. 

New financing methods – 
Introduction of longer-dated 
infrastructure bonds for quality 
long-term assets and more 
routine use of public private 
partnerships (PPPs). 

• We have not previously 
recommended the use of longer-
dated bonds as it is has, in the past, 
been possible to raise funds in 
lower-cost ways.  However, as a 
result of the larger bond 
programmes forecast over the short- 
to medium-term, longer-dated bonds 
are now being actively considered. 

• PPPs can produce benefits over and 
above conventional procurement in 
some areas where details are right.  
However, there is currently limited 
public sector capability in this area, 
so there is a need to provide some 
central oversight and quality 
assurance. 

We recommend that Treasury take a 
lead role in implementing and 
overseeing any more active PPP 
programme across government. 
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Improving educational standards and improving the performance of the benefit system  

You have emphasised your commitment to equip young New Zealanders with the education they need for a 21st 
century global economy.  You have outlined priorities around improving the performance of the schooling sector, 
and ensuring students do not fail to achieve their potential. Our advice on a medium-term agenda to focus on 
these goals would include: 

• In the education system, the focus should be on improving the quality of expenditure as existing baselines are 
adequate to achieve improved educational outcomes (ie, there is no need to increase real expenditure 
significantly).  While there is scope to reprioritise where money is spent across the sector, the most significant 
value for money gains are likely to come from improving how funding is linked to performance through improved 
targeting, stronger accountability for outcomes and incentives for responsiveness in the early childhood, 
schooling and the tertiary sectors. 

• In the medium to long-term, a greater proportion of degree graduates is likely to be required in the New Zealand 
workforce if we are to achieve a higher growth path.  This will in turn require a larger proportion of school leavers 
to achieve at NCEA Level 3, and a rebalancing of tertiary provision from lower level (and often lower value) 
courses towards degree level courses. In the shorter-term, further improvements in school leavers’ qualifications 
at all levels will therefore remain a priority. 

• The current benefit system is working well for unemployment beneficiaries but has been ineffective at reducing 
sickness and invalid beneficiary numbers.  Domestic purposes benefit (DPB) numbers have dropped 
moderately in response to Working for Families but are rising again.  As you have signalled, a change in 
approach is therefore worth exploring for these groups.  In particular, changes to gateways for entry onto these 
benefits and expectations/sanctions will be critical to making long-term gains.  Financial incentives and 
employment support changes are worth considering. 

Policy proposals Treasury comment Recommendations/implementation advice 

Schooling Improvement  
• set national literacy and 

numeracy standards, require 
regular assessment and plain 
language reporting  

• targeted funding and support 
for schools dealing with 
struggling and disruptive 
students 

• review teacher education and 
encourage schools to share 
effective practice 

• tougher stance on truancy 
• increased support for special 

education including special 
schools and increased ongoing 
renewable resourcing scheme 
(ORRS) funding. 

• New Zealand has increasing, but still 
relatively low secondary school 
completion rates.  By age 15, literacy 
and numeracy is high on average, but 
the variability in achievement is greater 
than in many OECD countries, and 
underachievement is more strongly 
related to socio-economic status.   

• The multi-faceted approach outlined 
in National Party education policy 
statement is consistent with evidence 
that sustained improvement for 
students requires quality teaching, 
effective parental involvement and 
actively engaged students.   

• Measures to improve information for 
parents, extend the use of high-
quality assessment, and target 
additional resources to students at 
risk should help lift performance.  

The current Education Amendment Bill 
and review of the school sector 
regulations (National Admin Guidelines) 
can be used as vehicles for 
implementing national standards, 
reporting to parents and truancy policy. 
Policy design details are critical to 
success – for example, ensuring that 
assessment and reporting is fairly 
benchmarked and focuses on students’ 
progress over time, 
Government’s approach to school sector 
industrial negotiations in the next 3 years 
should emphasise the need for greater 
flexibility,  productivity and performance 
as a condition for salary increases 
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Policy proposals Treasury comment Recommendations/implementation advice 

School Choice 
• increase funding for 

independent schools by 
$10 million 

• set up an inter-party working 
group, to consider policy 
options that will increase 
parental choice and school 
autonomy. 

• Where families can exercise choice 
– within the state sector or between 
state and other providers – this can 
encourage greater responsiveness 
and performance by all schools.  

• Overall, New Zealanders have more 
ability to choose between state 
schools than in many other state 
systems.  But choice is restricted 
where popular urban state schools 
are constrained by capacity limits. 

• High quality information for parents 
is essential to support informed 
choice.  Funding and regulatory 
policies should avoid fuelling 
competition for enrolments to the 
point that it undermines 
collaboration between schools. 

To maximise the benefits of additional 
funding for independent schools, 
consider options to ensure that the extra 
funding delivers increased capacity and 
reduced fees. 
While the bulk of the $500 million 
signalled for school property capital will 
be required to fund projects that are 
already planned, consider using a 
proportion of any discretionary funding 
to ease capacity constraints in over-
subscribed state schools rather than 
further upgrading existing capacity. 

Youth Guarantee and Trades in 
Schools – Universal education 
entitlement. 

• A strong focus on improving 
participation and qualifications rates 
for senior-secondary aged students 
will help to improve skills and labour 
productivity over time.   

• This will require more responsive 
and flexible secondary schooling, 
and a greater focus on identifying 
and supporting students at risk of 
disengaging.  

• Outcomes from tertiary programmes 
for low-achieving school-aged 
students are variable and, on 
average, unsatisfactory.  While 
alternatives to school may be more 
suitable for some students, these 
need to be carefully designed and 
monitored. 

• Changes to school funding rules and 
regulations could encourage 
partnerships with polytechnics to 
provide a wider range of vocational 
training choices. 

While expanding options for students, 
we recommend that schools’ 
accountability for under-18 year-olds 
studying for school level qualifications 
outcomes should be retained and 
strengthened.  There is a risk that 
schools avoid responsibility for 
struggling students by referring them to 
alternative providers of variable quality. 
Consider proceeding with the proposal 
(in the current Education Amendment 
Bill) to abolish early leaving exemptions, 
while increasing schools’ ability to refer 
students and contribute funding and 
support to other providers while 
students remain enrolled with the 
school.  
To ensure alternative programmes for 
teenagers are high-quality, carefully 
monitored, and centred on foundation 
skills, consider extending Education 
Review Office (ERO) mandate to cover 
these. 
Consider changes to industry training to 
prioritise increased participation by 
young workers, with an emphasis on 
foundation skills 
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Policy proposals Treasury comment Recommendations/implementation advice 

Student loan borrowers incentive 
• retain interest-free student 

loans and indexation of living 
component borrowing limit 

• 10% repayment bonus on 
voluntary repayments. 

• Policies to ease graduate debt do 
not appear to have a significant 
impact on tertiary participation, or 
graduates’ migration, labour force 
participation or social outcomes 
such as home ownership or timing of 
child bearing. 

• With zero interest on student loans, 
there are is financial incentive for 
graduates to repay more than the 
minimum.  Even with a 10% 
discount, it is still generally no 
financial benefit for borrowers from 
making voluntary repayments. The 
policy may therefore only have a 
small impact on the level of voluntary 
repayments. 

• Any increase in voluntary 
repayments induced by the 10% 
repayment bonus will reduce the 
Crown’s net debt and loan 
provisioning costs, However, this will 
be offset by the deadweight cost of 
discounts on voluntary repayments 
that would be made anyway. 

• We can provide further advice on the 
overall fiscal impact of this proposal. 

• Student debt would also be repaid 
faster if compulsory repayments were 
increased above 10% for those on 
higher incomes (eg, 10% for income 
above $18,000 (as now); 12% above 
$40,000, and 15% above $60,000). 
The impact of this on Effective 
Marginal Tax Rates would be offset 
by the planned income tax 
reductions. The existing repayment 
threshold could also be lowered. 

• Other ways to better target loans 
and align with student allowances 
policies could be explored. This 
could include requiring students to 
pass a certain number of their 
courses or limiting the number of 
years students can borrow for. 

• We recommend that bonding, 
incentives and/or support for student 
loan repayments be developed and 
prioritised in the context of the 
strategies and industrial frameworks 
for each specific workforce.  This will 
help to ensure that such programmes 
are effective and fit for purpose. 

 



 

22  

Innovation 

You have outlined some research, science and technology priorities: removing Fast Forward, removing the 
Research and Development (R&D) tax credit, and increasing funding for Crown Research Institutes (CRIs).  These 
should be able to be implemented fairly quickly (although it will involve legislation for the R&D tax credit and there 
may be some complexity with Fast Forward).  We see research, science and technology as an important driver 
within New Zealand’s broader innovation system, and our advice on this is:  

• Innovation is a fundamental driver of productivity growth. New Zealand invests relatively little in producing 
innovation, particularly at the firm level.  The challenge for New Zealand is to improve its productivity through 
producing more higher-value, high-skill, knowledge-intensive goods and services.   

• New Zealand is already quite good at producing good science.  But we also require a system that strongly supports 
knowledge application: firms taking up and applying knowledge from both domestic and international sources (over 
99% of knowledge is produced overseas), to produce innovative new products, services, and processes.  

Key policy proposal Treasury comment Alternatives/implementation advice 

Removal of the R&D tax credit The R&D tax credit incentivises firms to 
invest in R&D, recognising that benefits 
from R&D “spill over” to others, resulting 
in a social return that is higher than the 
private return. Evidence indicates that tax 
credits are likely to be more effective than 
discretionary grants to stimulate growth-
promoting R&D spillovers and build 
capacity of firms to absorb knowledge.  
They are likely to result in a significant but 
not spectacular increase in firms’ R&D – 
of the order of $1 additional R&D for each 
$1 of tax credit over an 8-10 year horizon.  
Evidence also indicates that additional 
business R&D will have a high rate of 
return to the economy. Our judgement is 
that the overall benefit in terms of higher 
productivity is likely to be greater than the 
cost and complexity of tax credits.    

We recommend retaining the R&D tax 
credit at least for now.  Further 
evidence will be available over the 
course of the five-year evaluation 
programme.  We can discuss with you 
lower-value spending areas that could 
be used to fund your priorities.  Other 
alternatives would be to replicate key 
features in a new R&D grant scheme 
(eg, one that is non-discretionary and 
with relatively low compliance costs) or 
tighten eligibility for the credit to lower 
its fiscal cost. 

Removal of the $700 million Fast 
Forward Fund company 

The Fast Forward (FF) structure does 
appear somewhat unwieldy. However, 
FF has been successful at getting 
industry buy-in and a very significant 
level of pledged industry funding.  There 
are mechanisms to try to ensure that the 
industry funding is “additional” but not all 
of it may be.  By jointly deciding on and 
funding innovation priorities in the 
pastoral and food sectors, FF aims to 
use public- and private-sector resources 
more effectively.  

We recommend retaining Fast Forward 
or, alternatively, funding it through 
annual appropriations. If it is 
dismantled, we recommend working 
with industry on ways to retain their 
commitment to pastoral and food 
innovation – for example, through 
expanding the research consortia 
parameters.   
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Key policy proposal Treasury comment Alternatives/implementation advice 

Increasing funding for CRIs Increasing funding for CRIs would 
recognize that they are generally well-
performing organizations that produce 
good science.   

We think targeting funding towards 
gaps in the innovation system would be 
higher value for money – for example, 
focusing funding further on helping end 
users absorb and apply knowledge. 

Additional to this agenda you might wish to consider measures to reduce the fragmentation of New Zealand’s 
innovation system– a multiplicity of institutions and extensive product clutter. Given this, we think there is a strong 
case for having a more integrated and strategic approach to the innovation system, by having a single 
“innovation” Minister tasked with developing and leading high-level strategy for innovation and economic 
performance, and making some changes to public sector governance arrangements and structures. 
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Savings and financial markets 

You have outlined some priority areas for New Zealand’s response to the short-term financial crisis, which we would 
like to discuss with you. There are a number of medium-term considerations around savings and financial markets: 

• New Zealand has a history of high current account deficits and low personal savings, and an under-developed 
financial system in certain respects. This is likely to be having a negative impact on investment and economic 
growth, and makes us more vulnerable to financial shocks.  

• Individual and Government savings policies also form part of long-term fiscal options and should be considered 
as part of the longer-term fiscal debate. 

• The New Zealand Super Fund (NZSF) is a key element to the long-term fiscal strategy as it is used to pre-fund 
part of the future cost of Crown pension costs. This relies on the performance of the fund and international 
experience indicates that politically independent funds exhibit higher financial performance. A diverse portfolio 
also reduces the Crown’s risk of over-reliance on the strength of the New Zealand economy. 

• You have recognised that savings are important and we agree that KiwiSaver should be retained.  KiwiSaver 
has been designed to help lift the level of household saving and investment in financial assets, but the 
incentives come at a substantial fiscal cost. Scheduled evaluations will over time progressively answer 
questions about whether it represents good value for money.  The cost of the scheme could be reduced but 
changes need to be designed to minimise the impact on savings objectives. 

• KiwiSaver costings and provisions are complex and the assumptions matter. We would be happy to discuss 
these with you and alternatives that could achieve the same or similar ends. 

Key policy proposal Treasury comment Alternatives/implementation advice 

Super Fund - Target of 40% to be 
invested in New Zealand. This 
policy may be intended to grow 
New Zealand’s capital markets or 
fund infrastructure spending or 
ease finance constraints in the 
current credit squeeze. 

Directing the NZSF to increase its home 
bias is not the best way to grow 
New Zealand capital markets since: 
• the key determinant of growth of the 

New Zealand capital market is the  
quality of new listings 

• in the absence of new listings, 
increased investment in 
New Zealand is likely to displace 
existing market investment, and 

• the NZSF is a long-term investor so a 
larger market share could lead to a 
less liquid capital market. 

If the policy is to fund infrastructure 
spending via the NZSF then:  
• the policy would in effect reduce the 

level of pre-funding of NZS as the 
Crown would be the issuer of new 
debt (liability) and also hold the debt 
(asset) in the NZSF 

• funding infrastructure through the 
NZSF is less transparent than debt. 

If the policy is to ease finance 
constraints for firms other options can be 
considered with fewer risks. 

Treasury can provide alternative options 
to develop New Zealand capital markets 
with respect to equity listings, venture 
capital and bonds. 
If the objective is to provide capital for 
infrastructure spending then there are a 
number of options available including 
issuing new debt and suspending 
contributions to the NZSF. However, 
Treasury would want to talk to you further 
about how this could be achieved, and 
articulated within the context of the 
Government’s fiscal strategy. 
To ease finance constraints for firms there 
are current measures to keep banks and 
bank lending liquid. If these prove 
insufficient, there are further alternatives 
for both equity and debt. 
Implementing this policy proposal would 
require legislative amendment and 
consideration of how it may be phased in. 
We can provide fuller briefings on this. 
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Key policy proposal Treasury comment Alternatives/implementation advice 

KiwiSaver – Minimum contribution 
of 2%  

Reducing employee contributions to 2% 
may encourage more people to join the 
scheme. However, there is no clear 
evidence that the 4% contribution level 
is acting as a barrier to participation.  
A 2% minimum contribution rate could: 
• reduce the level and adequacy of 

the retirement savings of some 
middle income earners. This 
problem arises because KiwiSaver 
may be the main or only savings 
vehicle utilised by this group and, a 
2% savings rate (when combined 
with NZ Super) may not be sufficient 
to provide a 70% replacement 
income2, and 

• result in a large number of 
KiwiSaver accounts having small 
balances, which could increase 
overheads and fees and reduce 
incentives for product innovation. 

Treasury/IRD can provide further advice 
on the impact that a 2% minimum 
contribution level may have on 
household/provider  behaviour plus the 
costs/benefits associated with the 
following options: 
• retaining the 4% threshold until the 

scheme’s second year of operation 
has been evaluated. This would 
enable joint officials to provide more  
reliable advice on the impacts that 
any threshold changes may have on 
specific income groups, or 

• retaining default contribution levels 
at 4% but providing members with 
the option to move to 2% if they 
decide this is in their long-term 
interests. 

KiwiSaver - Minimum 2% 
contribution but increase to 3% 
when economic conditions permit 

Frequent movements in contribution 
levels may increase uncertainty for 
business and participants, and 
increase administrative complexity for 
employers and IRD. 

A key message emerging from the 
KiwiSaver evaluation data is the need to 
stabilise the scheme’s high-level design in 
order to increase investor/business 
confidence over the medium to long-term.   

Discontinue Employer Tax Credit 
(ETC) 

In the short-term employers would bear 
the full cost of removing the ETC, as 
reducing the minimum contribution 
would only impact over time and it 
would take time for employers to pass 
on the increased cost through lower 
wages. The cost would fall most heavily 
on firms in labour intensive industries. 

An alternative option is removal of the 
ESCT exemption. 
Signal the future removal of the ETC to 
give firms time to adjust thereby 
addressing the short-term negative 
impact on firms.  

Link Employer Superannuation 
Contribution Tax (ESCT) 
exemption to the minimum 
contribution of 2% 

IRD have indicated this would be 
difficult to administer because some 
employers are likely to continue 
contributions at 4% due to previous 
arrangements with employees and it 
would be difficult to differentiate 
between them. 

Remove the ESCT exemption. 

                                                           
2  Note a 70% replacement income rate is used by the superannuation industry as a helpful measure for determining whether 

people are saving at sufficient levels to deliver an adequate retirement income. However, this figure does not have a theoretical 

basis and needs to be used with caution.  
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Key policy proposal Treasury comment Alternatives/implementation advice 

Reduce the Member Tax Credit 
(MTC) entitlement to 2% of Salary 
or Wages  

This policy reduces the fiscal cost of 
the MTC. It also potentially: reduces 
incentives to save and acquire savings 
habits; discourages part-time workers 
from joining (eg, students and seasonal 
workers); and discourages ad hoc 
contributions from lower wage earners 
(most likely to be new savings). 
We need to clarify whether non-working 
members would still be entitled to the 
full $1,040 and the rules around the self 
employed, as it would affect part-time 
members and those people who work a 
few weeks or months a year. 

Treasury supports retaining the MTC at 
its current level of $1,040 for all 
KiwiSaver members. There are a 
number of implementation issues that 
would need to be worked through 
relating to part-time employment. 

If considering the impact on savings behaviour as well as potential fiscal savings an alternative that Treasury 
would recommend is removal of the ESCT exemption.  Removal of the ESCT exemption would: 

• not require a change in employee or employer contribution levels 

• remove a feature that is most beneficial for high income employees who are less likely to create new saving 

• have no effect on the cost to employers since the tax would be paid by reducing their net contributions to 
employee KiwiSaver accounts 

• avoid the administrative complexity of reducing the exemption to 2% of employer contributions while some 
employers may continue to contribute at 4% due to previous arrangements with employees. 

If you are interested in exploring this alternative in combination with your proposals, we will need to work through 
the implications of those options. 
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Regulation 

We understand that you wish to improve the overall regulatory environment, with a particular focus on reforming 
the Resource Management Act to reduce unnecessary delays, uncertainties and costs. 

Your economic management plan also signals the intention to undertake a regulatory review programme.  
Consistent with your objective of reducing business compliance costs and adverse economic impacts, Treasury 
recommends taking a systematic approach to assessing the flow of new regulation and reviewing the existing 
stock of regulation, in order to lift the overall quality of New Zealand’s regulation.  In particular we recommend: 

• improving the quality of new regulation by strengthening the systems and processes that support good 
decision-making by Ministers, improving the quality of information that Ministers receive, and lifting the capability 
and incentives of officials to provide high quality policy advice 

• improving the quality of existing regulation, by instituting a system for reviewing regulations that have pervasive 
economic impacts (by means such as undertaking one to two in-depth reviews of regulatory regimes per year,  
and using sector reviews or a sun-setting regime to identify significant regulatory issues), and strengthening 
ongoing departmental reviews 

• improving regulatory advocacy and oversight, by establishing an expert taskforce to provide the Government 
with recommendations to improve current executive and parliamentary decision making and review processes, 
as recommended by the Commerce Select Committee in its report on the Regulatory Responsibility Bill.  With 
the position of Minister of Regulatory Reform being established as a position outside of Cabinet, we also 
recommend providing dedicated senior Cabinet leadership on regulatory quality issues.  Treasury has 
responsibility for oversight of the regulatory system, including the provision of advice on reviewing existing 
regulation and the Regulatory Impacts of new regulation to the Minister of Finance. 

Two areas that you have specifically identified for review are the RMA and labour regulations.   We set out below 
our high-level view and other factors you might like to consider. 

Policy proposals Treasury comment Recommendations/implementation advice 

Reform RMA to 
• simplifying and streamlining 

the processes of the Act 
• providing greater central 

government direction on its 
application 

• increasing the use of 
economic instruments rather 
than regulations. 

• Simplifying and streamlining 
processes under the Act, providing 
greater central government 
direction, and increasing the use of 
economic instruments would be 
positive for productivity. 

• There are a couple of areas in your 
more detailed proposal, which we 
would like to discuss with you as we 
see a risk that the costs of changes 
might outweigh the benefits . 

We recommend a broad reform 
programme based on five high-level 
changes: 
• Reconsideration of the balance 

between protection and 
development. 

• Reconsideration of the balance 
between local and national roles. 

• Reconsideration of the balance 
between speed and participation 
rights. 

• Process improvements for consent 
applications. 

• Aligning processes mandated by 
different pieces of legislation. 
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Policy proposals Treasury comment Recommendations/implementation advice 

Labour regulation changes: 
• 90 day trial period 
• reviewing the Holidays Act, 

and 
• trading the fourth week of 

annual leave for cash. 

• Labour market regulations have 
been associated with high 
compliance costs. 

• Areas of attention include specific 
provisions in the Employment 
Relations Act relating to a 
probationary period, and the review 
of the Holidays Act. 

We also recommend undertaking an in-
depth review of compliance costs 
associated with the Health and Safety in 
Employment Act, and leaving the level 
of the minimum wage unchanged at this 
time given weaker economic 
conditions.  

We also suggest that it is worth investigating the economic impact of the Hazardous Substances and New 
Organisms Act, with particular emphasis on its potentially detrimental effect on innovation.  This could lead to a 
review of the Act, including the balance between environmental precaution and economic opportunities. 
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Climate Change  

We have prepared briefing material on the three main aspects of climate change policy: the international 
negotiations, the Emissions Trading Scheme (ETS), and the role of other domestic measures.  Our general views 
are as follows. 

• New Zealand’s participation in any future international agreements needs to be conditional on expanding the 
number of countries with emission reduction targets, relative to their respective ability and responsibility, and 
recognition of our unique emissions profile when setting our target. 

• The ETS is the most important part of the domestic policy package as it provides the right incentives for emitters 
to abate their emissions where it is cost effective to do so.  We consider the design of the ETS generally sound 
but suggest a couple of amendments that could beneficially be made, noted in the table below.   

• The adoption of the ETS renders most other abatement policies redundant.  Additional policy measures should 
only be adopted where there are external costs and benefits that are likely to cause an inefficient level of 
emissions; or information barriers prevent cost effective mitigation from occurring; and the government can take 
action that would be effective in eliminating or minimising the identified market failure at a cost lower than the 
cost of purchasing emissions permits.   

Policy proposals Treasury comment Recommendations/implementation advice 

ETS 
Legislation to amend Labour’s 
Emissions Trading Scheme (ETS) 
within nine months of taking office. 
Coalition Agreement 
Put ETS on hold to undertake a full 
review of climate change policy 

We consider the ETS design to be 
generally sound but would recommend: 
• adopting an explicit goal of recycling 

any potential revenues through 
lowering other taxes, and 

• ensuring all Assigned Amount Units 
can be used for compliance. 

We will report as soon as possible, in 
conjuction with the Ministry for the 
Environment, on the implications of the 
proposed review.   

Additionally we would recommend: 
• maintaining the current treatment of 

pre-1990 forests as introducing an 
offset scheme would be expensive, 
inefficient and inequitable, and 

• maintaining the current approach to 
free allocation and the signalled phase 
out with the potential to adjust post-
2012 if international outcomes 
regarding coverage justify it. 

Careful consideration of issues such as 
the treatment of forestry during the review 
period will be required to avoid significant 
negative fiscal and economic impacts. 

50 by 50 
50% reduction in New Zealand’s 
carbon-equivalent net emissions, 
as compared to 1990 levels, by 
2050 

We do not see huge risks with 
proposing longer-term emission 
reduction targets as long as these are 
not domestically binding targets  
(ie, no trading). 

The international negotiations include 
discussion on targets to 2020 for 
developed countries and long-term 
global targets. New Zealand’s focus 
should be on determining a post-2012 
emission reduction target for 
New Zealand and what targets we 
expect from other countries.   

Repeal Thermal Moratorium The thermal moratorium is an 
unnecessary and potentially costly 
initiative that should be repealed. 

Various policies have been rendered 
redundant by the ETS.  Examples would 
include the Biofuel sales obligation and 
the proposed Vehicle Fuel Economy 
Standard. We will report further on other 
measures that are no longer required. 
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Law and order 

We understand that you wish to act immediately to improve the safety of New Zealand communities as the justice 
sector is a high priority for you.  Your plan for the first 100 days includes seven key legislative commitments.   

As a result of previous policies, New Zealand currently faces an unsustainable cost in the construction, operation, 
and wage cost of the infrastructure required by the criminal justice system (specifically prisons, legal aid, courts 
and police).  For instance, for the foreseeable future, the Justice sector has the potential to consume large 
proportions of the operating and capital funding available to government.  In addition, our incarceration rate has 
increased significantly over the past decade which raises social issues about whether prison is proving to be the 
optimal intervention and how far we would want to see this rate deviate from other developed countries. 

Your proposals will have a fiscal cost and we would stress the following points: 

• Targeting the policies to the most serious offenders and ensuring the policy direction does not reverberate to all 
offenders will be critical (most of the increase in incarceration rates in recent times has been for low-level 
offences).  Costs in the Justice sector are, to some extent, driven by agents who act independently (the Police, 
the Judiciary and the Parole Board).  It will be critical to ensure that these agents understand the targeted nature 
of the policy changes so they do not apply these policies more widely which would drive up fiscal costs. 

• At the same time as implementing these policies, we would also suggest that the Justice sector be asked to 
report back to Ministers on ways in which costs can be reduced in other areas of the system (ie, offenders at the 
lower end of the seriousness scale).  The intention here is to pay for the policies you wish to pursue and to 
unwind the significant fiscal pressures we are already experiencing in the sector on current policies.  We 
recommend that high priority be given to: 

o Targeted interventions to prevent serious and violent crime (including addressing the needs of victims of 
serious and violent crime). 

o Reducing incarceration for low-level offences. 

o Targeted interventions addressing Māori who make up 50% of the sentenced prison population (with high 
recidivism rates). 

o Analysis of the areas of highest cost increases in the prison system. 

o Developing understanding of how police activity contributes to fiscal costs. 

o Reviewing policies relating to remand, length of sentence and prison operations (eg, double bunking, 
regional prisons policy, private management). 

o Developing medium-longer term preventative measures, such as targeted interventions for children with 
severe and persistent behaviour disorder. 



 

 31 

Policy proposals Treasury comment Recommendations/implementation advice 

Policies aimed at enhancing public 
safety: 
Legislative programme relating to 
access to parole and bail. 

• Targeting parole restrictions to the 
worst repeat violent offenders could 
have positive effects, and changes will 
be most cost-effective if restricted to 
higher risk, very violent offenders, and 
those charged with yet another 
serious violent offence. 

• The remand population has already 
doubled over the last 10 years.  On 
current projections, the remand 
population will reach 1/3 of the prison 
population by 2015.  There are 
significant ‘hidden’ costs to remand 
prisoners eg, in relation to their 
security classification and 7 day call 
back rights. 

• Risks include exacerbating already 
strong growth of the remand 
population, and judges refusing bail in 
non-targeted areas. 

There are significant potential costs to 
making wholesale changes to parole and 
sentencing regimes.  We consider that 
targeted changes to parole are fiscally 
manageable.  In order to be sustainable, 
these changes should be considered 
alongside a wider review of remand and 
sentencing guidelines.  
There are a number of initiatives that could 
be introduced to reduce trial waiting times 
and overall remand numbers, after which it 
may be fiscally sustainable to consider 
changes to bail laws.  These include: 
• Changes to remand conditions, such 

as 7 day call back and security 
classification. 

• Increased use of Public Defence 
Service to reduce court delays; and 

• Improvements in court efficiency 
(summary proceedings and jury). 

Introduce legislation to clamp down 
on criminal gangs and their drug 
trade 

• Evidence from Police and Ministry of 
Justice indicates that the most 
effective means of limiting benefit from 
the proceeds of crime are initiatives 
that target the flows of money from 
crime (the ability for criminal gangs to 
profit from crime). 

• From a crime prevention perspective, 
you may also like to target alcohol-
related crime. 

There is potential to focus on the 
proceeds of crime alongside money-
laundering legislation required as a part of 
NZ’s commitment to international 
agreements as a part of the Financial 
Action Task Force. 

Introduce legislation to tackle 
increasing violent youth crime by 
bolstering the Youth Court with a 
range of new interventions and 
sentences 

• We suggest that new sentences and 
interventions be limited to those that 
have been demonstrated to prevent or 
reduce youth crime over the medium-
long term. This includes Multi 
Systemic Therapy, and interventions 
for children with severe and persistent 
behavioural disorders. 

We consider that initiatives aimed at 
introducing new sentences for youth 
offenders should be based on robust 
evidence of effectiveness, and should be 
introduced through rigorously evaluated 
pilots. 

Policies aimed at victims: 
Introduce legislation to compensate 
victims by levying criminals and 
putting the money into a Victims 
Compensation Scheme 

• We suggest targeted support for the 
13% of victims (particularly victims of 
serious violent crime) currently 
reporting dissatisfaction with the 
support they receive. 

New Zealand currently receives very high 
rankings on international comparisons for 
support provided to victims of crime. 
You could consider alternatives to a levy 
based system, such as taxpayer funding 
(if administration costs are excessive). 
A process which recognises victims’ 
suffering may be as critical as 
compensation per se. 
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Health 

You have identified a number of first actions in the health sector: 

• Instructing the Ministry of Health and DHBs to halt the growth in health bureaucracy. 

• Opening the books on the true state of hospital waiting lists and the crisis in services. 

• Fast-tracking funding for 24-hour Plunketline. 

• Instructing that a full 12-month course of Herceptin be publicly available. 

• Beginning to implement National’s Tackling Waiting Lists Plan. 

• Establishing a voluntary bonding scheme offering student loan debt write offs to graduate doctors, nurses and 
midwives who agree to work in hard to staff communities or specialties. 

We understand from Better, Sooner, More Convenient that ministers fully appreciate the need to moderate the 
current rate of health spending growth, and to improve value for money, performance and productivity.  The heath 
sector needs to find smarter ways of addressing the burgeoning demand pressures and the rising cost of 
supplying health services within a world of much tighter budget constraints over the foreseeable future. 

The Treasury has some ideas on how government can tackle these challenges, which we would like to discuss 
with you as soon as possible.  For example, the public health sector will need to prioritise much more rigorously 
across the many dimensions of health demand such as different health needs, treatment choices, population 
groups, or individual patients.  Ideally this should be done at “arm’s length”, by those in the sector who can 
carefully test the evidence of relative clinical- and cost-effectiveness across a wide set of intervention choices.  

Our suggestions on how you can best position the specific actions above within an overall story of improving the 
performance and sustainability of the health system are set out below. 

Policy proposals Treasury comment Recommendations/implementation advice 

Instructing the Ministry of Health 
and DHBs to halt the growth of 
health bureaucracy 

We expect central health bureaucracy to 
become much smaller and less involved 
in detailed resourcing/management 
decisions over time. 
The centre may need to temporarily play a 
more active role to facilitate change to 
achieve two important objectives: 
• better defining who does what in the 

current system (eg, roles, functions, 
and decision-rights for the Ministry, 
DHBs, and PHOs) 

• helping the sector develop more cost-
effective and sustainable models of 
care. 

Clarify that halting the growth in 
bureaucracy would not rule out creating 
new entities (eg, separating out the 
purchasing function of the Ministry) or 
prevent the centre from leading sector 
change. 
Endorse the Ministry’s work with the 
sector to improve clinical safety, 
sustainability and performance - the Long-
Term Systems Framework (LTSF) - due to 
report early in the new year. This will 
canvas many issues concerning ministers 
including identifying vulnerable services 
and regional solutions for localised 
problems. 
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Policy proposals Treasury comment Recommendations/implementation advice 

Opening the books on waiting lists 
and the crisis in services   

Care will need to be exercised to avoid 
unrealistic expectations about what can 
be offered by the public health system.   
There is a risk that ministers could 
become responsible for fixing every 
vulnerable service or unmet need.  

Ideally the process should be nested 
within the LTSF work already underway 
to identify vulnerable services and 
suggestions on how to address risks.   
Primary responsibility for addressing 
clinical sustainability and performance 
issues should be with the DHBs, 
individually or collectively. 

Instruct that a full 12-month course 
of Herceptin be publicly available 

Ministers may consider how this would 
be funded without losing the strategic 
advantages of a world-class prioritisation 
and purchasing agent for 
pharmaceuticals (Pharmac).  
Prioritising our community 
pharmaceutical budget involves 
complicated analytical and clinical 
engagement processes across a range 
of potential treatments.  NZ has to deal 
with powerful pharmaceutical companies 
who will continue to lobby hard for their 
new products (which are likely to be 
high-cost, highly targeted, and have 
modest or unclear clinical benefits over 
existing treatments).   
Funding Herceptin outside the Pharmac 
framework could set a precedent for 
funding new high cost treatments in the 
future. 

We understand that ministers cannot 
legally direct Pharmac to adopt a 12-
month course of Herceptin without 
legislative change. 
Ministers could ask Pharmac to 
commission an external review of its 
judgement on the relative merits of 
Herceptin (either as part of evaluating 
the 12-month trial, or earlier).   
If ministers want to proceed more 
quickly, they could ask officials to 
develop some kind of ring-fenced 
mechanism for funding Herceptin. This 
would require very careful thinking about 
risk management and communications 
strategies.  

Beginning to implement National’s 
Tackling Waiting Lists Plan 

In upcoming Budgets, Treasury is 
expecting very large capital and 
operating spending bids aimed at 
maintaining access to existing services.   
In addition, the LTSF work on 
reconfiguring health services may 
generate important investment proposals 
to achieve more efficient and sustainable 
models of care.    
The Ministry should actively identify and 
promote best practice theatre and 
recovery models to upgrade 
performance to peak levels across all 
DHBs. This would help DHBs achieve 
tougher productivity targets. 
This should be supported by stronger 
ownership monitoring.   

Locate progress on the Tackling Waiting 
List Plan within the context of 
ongoing/upcoming/proposed DHB 
capital builds, so ministers know the 
overall size and urgency of demands 
before committing to early investment in 
electives capacity.   
If ministers want to progress electives more 
rapidly, then option analysis should be 
integrated with the advice coming from the 
Ministry in the new year on regional and 
national service planning and prioritisation. 
In either case, ministers and officials 
should drive DHBs harder to reduce 
electives waiting lists (while continuing to 
address other priorities) from their 
normal funding flows.   
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