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Dear Dr Brash 

 

Thanks for your invitation to make a submission to the 2025 Taskforce. 

 

I would like to begin by considering claims are sometimes made that the income gap 

between Australia and NZ can be attributed to cultural differences and natural resource 

endowments. 

 

The data I have looked relating to attitudes and values does not support the view cultural 

differences explain the income gap (see for example the charts in Phil Rennie‟s article, 

„Explaining the Income Gap: are Aussies and Kiwis that different‟, “Policy”, Summer 

2007). 

 

Further work may be warranted to test claims about the importance of differences in 

resource endowments e.g. by attempting to explain differences in economic growth rates 

among the Australian states and NZ in terms of differences in industry composition. I 

doubt whether such studies would suggest that resource endowments have provided 

Australia with a substantial advantage, but even if they did this would be of little 

relevance to the work of the Taskforce.  

 

I think it would be more worthwhile for the Taskforce to focus on institutions and 

policies that have been holding New Zealand back from making more effective use of 

natural and human resources than for it to spend a great deal of effort considering the 

possible implications of differing resource endowments for future growth prospects in 

Australia and New Zealand. In order to assess the implications of  differing resource 

endowments for future economic growth it would be necessary to make assessments of a 

wide range of  factors including the prospects for growth in demand for minerals and 

agricultural products in China and India and other countries, differences in the possible 

effects of climate change on reliability of rainfall and agricultural output and differences 

in potential for growth in alternative energy sources. It seems to me that judgements 

about such matters are best left to individual business enterprises.  

 

In my view the main factor holding NZ back from achieving income levels as high as 

those in comparable countries is a set of institutions and policies that weaken productivity 

growth. While the reforms of the 1980s and early 1990s left NZ with a relatively high 

level of economic freedom, there seems to have been some backtracking in recent years. 

More importantly, in recent years there seems to have been at least as high a probability 

that the policy environment would deteriorate further rather than improve. This could be 

expected to have deterred long term investment. 

 

The most important policy change required, in my view, is a reduction in government 

spending as a percentage of GDP. The easiest way to achieve this would be to set limits 



on government spending to ensure that it grows less rapidly than GDP. Such policies are 

capable of achieving substantial reductions in government spending as a percentage of 

GDP if maintained over a decade or more. Research I undertook for the NZBR a few 

years ago suggests that spending constraint would be likely to result in a significant 

increase in the rate of economic growth in NZ (see: “How Much Government?”, NZBR, 

July 2001). I have subsequently updated this research in my blog (see: 

http://wintonbates.blogspot.com/2008/04/does-big-government-constrain-economic.html 

). The results suggest that were New Zealand to contract the size of its government to be 

about the same as for Australia (a reduction in total government outlays from 41 percent 

of GDP to 34 percent) this would result in an increase in economic growth rate of about 

0.5% per annum. This might not appear to be a large increase in growth rate, but for a 

middle-income country like New Zealand it could amount to the difference between 

catching up to average income levels of high-income countries and struggling to avoid 

falling further behind. 

 

Another policy area that is worth investigating, in my view, is whether efficient use of 

agricultural resources is still being impeded by the legacy of the highly regulated 

agricultural marketing system that existed in the past. For example, I find it puzzling that 

in 2009 a major company like Fonterra is still worrying about how it can meet its capital 

requirements while maintaining farmer control and ownership. Does this just reflect the 

attachment of NZ farmers to moribund business practices, or is it the result of 

government regulations that continue to advantage entrenched farmer cooperatives 

relative to more efficient forms of business organisation?  

 

In concluding I would like to wish the Taskforce every success in its work. (I have no 

objection to this submission being posted on your web site.) 

 

Yours sincerely, 

 

Winton Bates 
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