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Good afternoon and welcome to the Treasury. 

Up front with the Secretary and I today is Brendon Doyle, the Deputy Secretary 
responsible for Financial Operations and Crown debt management. 

As you all know, the Treasury publishes updated information on the Crown’s finances 
most months of the year.  

You utilise the Financial Statements of the Government of New Zealand to provide the 
public with insights into the financial sustainability of the state’s day-to-day activities. 
The focus tends to be on the total Crown’s operating balance position excluding gains 
and losses, and on the core Crown’s net debt position. 

This regular reporting and monitoring has played an important part in explaining why a 
generation of New Zealanders has come to expect governments to prudently manage 
public sector finances at all times.  

Given that background, some of you might be wondering why the Treasury is now 
supplementing the Financial Statements with another fiscal accountability report – the 
Investment Statement. 
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One answer is that at least one aspect referenced in the Financial Statements has now 
become large enough to warrant more in-depth analysis and focus in its own right.  

It is the balance sheet or, more precisely, the size, composition and trends in the 
Crown’s portfolio of assets and liabilities.  

Last year Parliament resolved that while the fiscal reporting status quo was very good 
in New Zealand, it was no longer good enough and it instructed the Treasury to 
periodically report on the past, present and future of the balance sheet.  

The 2014 Investment Statement is the Treasury’s inaugural report card since the law 
change. It provides a large amount of information that aims to assist us to understand 
the degree to which the Crown’s assets and liabilities are fit for the purposes for which 
they are held, and are delivering New Zealanders value-for-money. 

Part of Parliament’s motivation for changing the law, perhaps, was to better protect 
New Zealanders against risks on the horizon.  

No one wants the New Zealand Crown to get hit with the types of unpleasant surprises 
that some European governments have had to contend with in recent years. This was 
because, in part, they did not have a proper handle of their own finances, including 
their public balance sheets – nor an adequate understanding of previously off-balance 
sheet risks that ended up on governments’ balance sheets in very short order when 
hard economic times hit. 
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I do not need to remind Press Gallery journalists that governments have a very wide 
range of public policy objectives and priorities. These are constantly undergoing 
adjustment in response to ever-changing expectations about the appropriate role of the 
state in the wider economy and society. 

A way to think about the size and structure of the Crown’s portfolio of assets and 
liabilities is that it simply reflects the cumulative effect of over a century of decisions 
taken by governments as they advanced their public policy objectives.  

Historically, the balance sheet has largely consisted of assets initially acquired for the 
purpose of advancing social purposes: State highways; social housing; courthouses; 
police stations; schools; hospitals. In more recent years, there has been a big rise in 
financial assets acquired and held by the New Zealand Superannuation Fund and the 
Accident Compensation Corporation, and in financial liabilities - largely in the form of 
debt issued to underpin domestic demand after the Global Financial Crisis and to fund 
the Canterbury rebuild. 

Governments, of course, do not have to acquire assets as part of their efforts to 
advance public policy priorities. Acquiring assets has never been an end in itself, but a 
means to an end and some priority public policy programmes have not been 
accompanied by significant asset acquisition by the Crown. But in all cases the focus 
has been on raising living standards. 
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With over $240 billion worth of assets and over $170 billion worth of liabilities, the 
Crown’s balance sheet is large, much larger relative to the economy than twenty years 
ago when the Treasury produced its first attempt at measuring it.  

The Treasury, moreover, expects the value of the Crown’s portfolio of assets and 
liabilities will continue to expand while its composition will become more complex, and 
more heavily weighted to financial assets.  

 

You have a vast amount of information at your disposal and I thought it would be 
helpful to quickly run through some of the big picture information and outline where to 
find the relevant graphs and tables in the Statement. 
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Chapter 3 provides an overview of what has been happening to the size and 
composition of the Crown’s portfolio of assets and liabilities at points in time in the past 
and provides a view to the future. The summary table is Table 3.1.  

 

Looking at the asset side of the ledger at the end of the last financial year, that large 
number - over 244 billion dollars - was equivalent to around 115% of GDP at the end of 
June 2013– see Figure 3.2. 

So how big is this: 

 Conservation land accounts for a third of New Zealand’s land mass;  

 Housing Corporation owns 4%-5% of total New Zealand dwellings;  

 School property sits on around 7,000 hectares and  

 Landcorp owns over 160,000 hectares of farmland.  

The value of Crown assets alone is now around three times greater than the market 
capitalisation of the New Zealand stock exchange. 
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Government borrowings form the biggest component of the Crown’s total liabilities and, 
at the end of the last fiscal year, net Core Crown debt of just under $56 billion was 
equivalent to just over 26% of GDP - see Figure 3.3. 

 

Figure 3.4 captures the balance between all those assets and liabilities – you can see 
net worth attributable to the Crown, which was in a negative position 20 years ago, has 
been positive and strengthening for most of the last two decades. You can see the 
temporary negative impact of the global financial crisis between June 2008 and June 
2012.  
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For the analytical purposes of the Investment Statement, we classify the balance sheet 
into one of three broad functional categories – Social, Financial or Commercial – 
selected to capture the primary purpose for holding the asset or liability. 

By far the most attention in the Statement is focused on Social assets – mainly 
property, plant and equipment held to facilitate the delivery of social programmes. The 
reason for this is that assets held primarily to facilitate social outcomes – as opposed to 
financial and commercial purposes - are the largest segment of the Crown’s asset 
portfolio – see Figure 3.1 and due to their nature tend to have a wider variety of ways in 
which performance can be measured.   
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Figure 3.5 captures the forecast information from a different angle. It shows that the 
Crown’s net worth position is expected to strengthen by June 2018 and these gains will 
be reinvested largely in the financial portfolio. The value of social assets is also 
expected to rise, while the contribution of commercial assets is very small. 

 

In terms of the very long-term outlook, the Treasury’s projection is that financial assets 
will grow from under 25% of GDP at June 30, to over 45% of GDP in 2057/58. Figure 
2.3 outlines the extent to which the financial assets held by ACC and NZSF are 
anticipated to grow in the decades ahead.  
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In summary of the big picture, the Crown’s balance sheet is large and growing because 
it captures the cumulative effect of over a century of individual decisions to make 
capital investments mainly in physical assets, combined with the tendency of the 
Crown to acquire more along the way in terms of assets than it disposes. Financial 
assets, meanwhile, are projected to grow as governments pre-fund some of the 
anticipated costs to future governments arising out of our ageing population and the 
need to pay for New Zealanders’ on-going access to income in retirement. 

The slide captures how the Crown’s property, plant and equipment (PPE) acquisitions 
outpaced disposals of redundant PPE in the last three financial years. The dollar 
amounts are not large in the scheme of things, but it all adds up over time.  

I have gone through these first 12 slides quickly to recap the big picture. This 
information is already public and covered in the Financial Statements, the Half Year 
Economic and Fiscal Update and the Long-term Fiscal Statement.   

The 2014 Investment Statement builds on what is in the public arena to provide a 
deeper understanding of what the Crown owns and owes, and the implications of this. 

 

The size, changing composition and outlook for the balance sheet means that the 
quality of the management of the Crown’s assets and liabilities will have growing 
implications for the security and living standards of New Zealanders in the future. 

Owning the right assets, managing them well and funding them sustainably, are all 
critical ingredients to securing the ongoing provision of high-quality and cost-effective 
public goods and services that New Zealanders value.  

It is this outlook that makes it increasingly important to ensure New Zealanders are 
receiving value for money from these significant and growing holdings, and to ensure 
that they are fit for the purposes for which they are being held in the context of future 
challenges to our society. 
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Having high quality asset performance measurement and practice in departments and 
agencies of the Crown will improve not only those entities’ performance but it will also 
support efforts to improve understanding of the strengths and weaknesses on the 
Crown’s overall or aggregate balance sheet. 

 

 

 

The information collated for Chapter 4 marks real progress in agencies’ asset 
performance monitoring in New Zealand. Agency understanding of their assets and 
liabilities has improved, but there is still room for greater improvement – as is the case 
for large organisations in the private sector. 

When the first Crown balance sheet was introduced we lived in different times.  Our 
ability to collect, analyse and interpret data has improved significantly with 
technological innovation. 

In recent years, a much greater focus has been placed on scrutinizing the capital side 
of the budget – bringing transparency and accountability standards over the Crown’s 
use of capital investments and holdings up to the high standards New Zealand public 
finances have in relation to departments’ and agencies’ operating expenses. 
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We know we still have a lot of work to do in this area.  Increasing transparency should 
enable us – agencies, Parliament and the wider community – to strengthen our ability 
to work collectively to get the most out of what we have, and will have in the future, to 
achieve the best outcomes for New Zealanders. 

This is early stages in a long-term journey: A journey that requires us to continuously 
aim to better identify and understand what we have so that we can then utilise that 
more robust information to inform better decision-making and more evidence-based 
choices. The change will not be instant and the benefits of this will be seen over the 
long term, not the short term. 
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Improvements in the quality of asset performance management may, in time, help 
identify opportunities to more effectively utilise the overall Crown balance sheet to free 
up resources that are not being well utilised to assist with efforts to meet the fiscal 
pressures on the horizon.   

 

Improvement in the quality of asset performance management will also help us to 
better understand risks lurking on - or to - the Crown’s balance sheet – risks that can 
impact on the ongoing financial sustainability of the Crown.  We need to reduce the 
likelihood and impact of potential adverse surprises, and be well positioned to handle 
negative shocks when they hit. 
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This Investment Statement goes beyond simply providing data on the size and shape 
of the Crown’s balance sheet. 

It provides a view on our current understanding of our assets and liabilities, whether 
are fit for the purposes for which they are held, and the extent to which they are 
delivering New Zealanders’ value-for-money. 

By far the majority of this report is focused on assets held by agencies to advance 
social priorities and programmes  

 

 

Chapter 4 includes a significant amount of non-financial performance management 
information on property, plant and equipment held to advance social policy outcomes.  
There is no “one-size fits all” approach to this, as our assets serve a very wide range of 
purposes, and so you will see different measures for different assets. 

So what does the information collected tell us? 



Managing the Crown Balance Sheet to Raise Living Standards 14 

 

The slide above shows that in general we own a lot of older buildings. Most buildings 
owned by the Crown tend to be over 30 years old, which brings with it obsolescence 
risks, as well as being more likely to require maintenance or significant replacement 
capital spend. 

Clearly, an ageing population (a declining ratio of school-age people relative to the total 
population), together with ageing social infrastructure, means we will need ever-more 
astute management of assets to meet the social and fiscal challenges in the decades 
ahead. 
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Despite this age, in general the Crown assets seem to in a reasonable condition.  
However, as the assets age the costs to maintain them tends to increase. 

 

We have a reasonable understanding of how well our assets are being utilised.  But 
this does not necessarily apply to all of the agencies and there is some scope for 
improving information and understanding around this area. 
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Understanding functionality and how well assets fit their intended purpose tends to be 
weak.  This shows how well an asset meets needs, but is one of the more difficult 
areas of performance to understand and measure for an asset base, especially where 
the assets act as an enabler rather than a driver of outcomes.  We do have a 
reasonable understanding in a few agencies, but there is a lot of room for improvement 
across the Crown as a whole. 

 

To assist you in understanding why this is important I’d like to use an analogy familiar 
to many New Zealanders – the family home. 

Most home-owners have a strong understanding of their home. They know that as it 
gets older they need to paint it, or replace the roof.  And they understand all those little 
bits of maintenance that need to be done on the weekend to keep it up to a reasonable 
standard.  Keeping a careful eye on all the little jobs assist in preventing potential 
massive costs in the future. 

People starting a family may buy a home with one or two spare rooms for when their 
children come along – the Treasury would call that building a buffer!  Over time, 
children grow up and leave home, leaving extra rooms no longer needed so the 
homeowners may eventually downsize their home and use that money for other things 
that they may want instead. 

And as things change, people will upgrade their property as it no longer meets their 
needs.  A big back yard will turn into a garden. Ultrafast broadband will replace dial-up.   

This is what the Crown needs to do on an asset by asset basis, across billions of 
dollars worth of assets, to ensure that we are not wasting resources on things that do 
not promote higher living standards. 
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If we move on to look at the financial portfolio, the big story here is its growth 
projections.  Financial assets now make up a greater proportion of the Crown’s balance 
sheet than ever before, and, as the graph outlined earlier, these are projected to be 
even bigger in the future.  

This growth means that the Crown now faces different risks to what it has traditionally 
been subject to, and has implications for long-term sustainability.  Part 3 of the 
Statement discusses such issues in more detail. 
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I wanted to say a few words about the commercial portfolio even though it is a relatively 
small part of the Crown’s overall balance sheet and the Treasury has recently 
published its 2013 Annual Portfolio Report which covers this sector.  

In 2012, we initiated a programme looking at the structures and incentives needed to 
support closer engagement with boards, governance processes, and potential new 
monitoring approaches. Recently we have made a number of changes internally that 
are intended to enable us to be more flexible in how we go about our work and tap on 
expertise – including from outside of the Treasury - to get a deeper understanding of 
the entities that we work with.  

 

 

The 2014 Investment Statement identifies areas where the Treasury and Crown 
entities need to work harder to improve the quality of public sector asset and liability 
management practices. 

I will not go through them all as they are listed in the Executive Summary and my 
colleagues and I are happy to take any questions that you have on them but I would 
like to briefly discuss one to highlight what it might imply in terms of next steps for the 
Treasury and agencies. 

One management recommendation is that Treasury work with agencies to develop 
more systematic and robust mechanisms for the collection of better quality and higher 
utility non-financial asset performance information. Agencies and the Treasury will 
need to work closely together to agree on new enhanced performance management 
measures, and within agreed timeframes.  

We need to ensure Crown agencies have good asset schedules and high quality asset 
management plans which can then be implemented effectively. Eventually, perhaps 
these schedules and plans should be put in the public arena. 
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Effective Crown balance sheet management should always serve two important roles.  

First, it should facilitate the efficient and effective delivery of public goods and social 
services. Secondly, it should empower governments’ efforts to buffer society and the 
wider economy from potential shocks in the future. 

If the overall balance sheet is well-managed, social services will be provided cost 
effectively and efficiently and taxpayers will be assured that they are getting value-for-
money out of the assets they own via the Crown.   

If the balance sheet in aggregate is well-managed, we will also be able to be confident 
that it is providing our society and economy with in-built resilience to inevitable next big 
economic, financial or natural disaster shock that comes along.  

That means that managing the overall balance sheet, and its varied and diverse 
components, is vitally important to efforts to underpin New Zealanders’ living standards 
now and in the future and will be an area of work of high priority to the Treasury in the 
years ahead. 

Thank you. The Secretary to the Treasury, Gabriel Makhlouf, Deputy Secretary 
responsible for debt management and Financial Operations, Brendon Doyle, and I are 
very happy to take any questions. 


