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Dear Don,

Thank you for the opportunity to highlight issues of importance in closing the income
gap that we have between New Zealand and Australia. My comments relate to the
public sector, policy making and political decision-making processes, as it is in top
leadership roles in the public sector in New Zealand and the United Kingdom where I
have gained most of my experiences. I will just focus on governance, as I believe that
the poor governance and its consequences are a fatal flaw in the way government
functions in New Zealand, at all levels. We need to be bolder about recognising the
medium and long term impacts on our productivity gap of poor governance, and in
this the 2025 Taskforce is a long awaited start.

We have very weak fragmented and mechanistic governance of complex sectors of
government and consequent misdirection of public and private investment. The
public sector management regime' needs to be enhanced to move it from an
exclusive focus on agencies, to sector wide performance, oversight and investment.
Governance needs to focus on making good decisions, rather than repeating next
year this year's work, only more cheaply. It is not clear that governance is
understood, let alone practiced, in many fields of public endeavour, and we need to
learn more from the good models we have. Pharmac would be one of those. The
recent financial crisis clearly highlights that traditional approaches to governance do
not cut the mustard in the world we now live in, not only in government but in
commerce as well.

We simply must find some means of robust enquiry and comment on how NZ is
going, and how we know we are making good decisions. The impact on the
productive capital base of NZ through reducing the level of money that in retrospect
is simply wasted through lack of effective scrutiny could be quite huge. More
reflective oversight is needed to ensure that public policy decisions can be justified
and explained well. We have seen from "Think Big" to KiwiSaver and KiwiRail that
Ministers can commit taxpayers to huge public outlays and heightened long term
debt obligations, through weak analysis that adds little to the ad hoc experiences of
Ministers. On the political level, we need to be more effective at challenging this
when the political parties in government give us reason to believe that things have
never been better. The reverse also applies, of telling us how bad things are to
justify rapid policy change with limited inspection as we see today with ACC, for
example. Risk analysis is deficient, as exemplified most recently in regard to
electricity transmission and civil defence. This needs anaiyses, benchmark studies,
and insights and cross country analyses. We need to find ways of interpreting
information that is robust, and informs and educates the public.

Changing retirement provision and restructuring the health sector have long been
part of the victory spoils of a new government, yet in both areas of public policy
projections point to immensely difficult futures. We need to settle on some long term
processes for resolving these otherwise overwhelming tensions, rather than fiddling
with processes. In both areas, long term solutions would be more achievable if we
were able to have more effective scrutiny of why we know we have made good



decisions. The task forces on retirement provision led by Jeff Todd were a significant
contributor to this.

The above issues draw attention to difficulties that in fact exist in all areas of public
policy, one consequence of which is that short term political gaming increasingly
undermines the incentives for good analysis of issues. Larger societies such as the
UK have many non-government institutions that challenge policy, and they have not
lessened the capacity of the legislature to hold Ministers to account in the way that
has happened in New Zealand. Understanding ourselves, and identifying the
essential researchable questions is unlikely to be resolved without a body similar to
the Australian Productivity commission, or a strengthened Audit Office, more like the
NAO in the UK. MMP with its list members makes half of the MPs from any political
party beholden to the party leader rather than the electorate for their job. This
increases the grace and favour patronage means that it is rare for government MPs
who are not Ministers to seriously challenge the executive on any matter.
New Zealand with its 4.3, million population depends on the nature of its leadership,
organisational arrangements and the innate collaborative attributes of kiwis to build
up the critical mass of experts, resources and relationships that bring economies of
scope. Rarely do we recognise how much we undermine our capacity to build up a
critical mass, and why this is so important. Contributing to this is the flawed public
sector management system, with its emphasis on contracting and combative
relationships. Of similar importance has been is the failure at a political level to
manage conflicting regional interest, leading to distorted investment patterns, and
often over-investment in physical capita I (e.g. container cranes, international
airports) and dilution of a scarce human capital base.(e.g. paediatric oncology and
neurosurgical units, university departments)

A small country can change its core infrastructures quickly and economically,
because they are of a manageable scale, unlike the UK and USA, for example. One
result of the Erebus disaster was a rapid shift from DC10 to Boeing aircraft by Air
New Zealand. The speed and scale of this change exemplified how much we could
achieve, but we have generally been poor at exploiting this in other fields, for
example health, where local buildings seem easier to plan for than nation-wide
medical technologies. Key infrastructures require quite different approaches to
appraisal, and perhaps the Treasury may have had too much of a "hands off"
approach to investment oversight. Consistent evaluation of investments should
reflect where our long term priorities lie.

I have given emphasis to just this small mix of issues, to the extent that when we get
these things wrong, the benefits of other advances simply contribute to paying off the
mortgage on our future that always results from poor decision-making here. I have
written more comprehensively with others on public sector reform, retirement
provision and health systems reform, should the Taskforce wish to follow up my
comments. I am happy for the submission to be made public.

Len Cook


