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SUBMISSION TO THE 2025 TASKFORCE 

 
1. INTRODUCTION 
 
1.1 Federated Farmers welcomes the opportunity to provide this submission to 

the 2025 Taskforce as it prepares its second report.  
 
1.2 Federated Farmers strongly supports the Government’s goal of closing the 

income gap with Australia and we agree that substantial policy changes of the 
nature recommended by the Taskforce are required if New Zealand is to 
achieve the goal. 

 
1.3 Unfortunately, the Taskforce’s first report made no comment on the historic, 

current and likely future importance of agriculture to the economy. Nor did it 
discuss how agriculture can make a strong contribution to achieving the goal.  
This lack of recognition was disappointing to the Federation. 

 
1.4 Nevertheless, the Federation agrees with most of the 2025 Taskforce’s 35 

recommendations.  In fact, we disagree with only one recommendation – that 
of encouraging the transformation of Fonterra into a ‘conventional company’ 
(recommendation 34).  We also have reservations about the Taskforce’s 
dismissal of a role for government in funding broadband investment in the 
context of rural areas (recommendation 20).  

 
1.5 With regard to policies that the 2025 Taskforce first report rejected, we agree 

with most of these rejections but we do disagree with the conclusion that 
there is ‘not a compelling case for more government funding for R&D’.  Also, 
while we agree with the Taskforce that governments should not be ‘picking 
winners’ sectorally, we do believe that the report could have done more to 
recognise the importance of agriculture and the need for policies to 
encourage rather than impede its continued growth.   

 
1.6 Section 2 of this submission provides the Federation’s comments on the 

Taskforce’s 35 recommendations and Section 3 provides our comment on the 
policies rejected by the Taskforce. 

 
1.7 Federated Farmers would be happy to meet with members of the Taskforce 

or supporting officials to discuss this submission further. 
 
 
2. COMMENTS ON THE RECOMMENDATIONS FROM THE 2025 

TASKFORCE’S FIRST REPORT 
 
2.1 This section of the submission comments on the 35 recommendations made 

by the 2025 Taskforce in its first report. 
 
Recommendations on Government Spending: General 
 
1.  Government operating spending (as measured by core Crown operating 

expenses) as a share of GDP should be reduced by 2012/13 to 29 percent, 
the same share as in 2004 and 2005. 
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Federated Farmers agrees.  This recommendation is consistent with our 
submission to the Finance and Expenditure Select Committee on the 
2010 Budget Policy Statement (copy attached FYI). 

 
2.  Beyond 2012/13, government spending as a share of GDP should be reduced 

materially further. To achieve this, the level of core Crown operating 
expenses per person should be capped in real terms. 
 
Federated Farmers agrees in principle.  However, we think the 
Government needs to have some flexibility, for example in responding 
to an economic shock. 

 
3.  The Public Finance Act should be amended to require the Minister of Finance 

to specify publicly a medium-term target for core Crown operating expenses, 
either in real per capita terms or as a share of GDP. In each Fiscal Strategy 
Report, the Minister of Finance should be required to report publicly on steps 
being taken to ensure that that goal is met. 
 
Federated Farmers agrees.  The gross debt target failed to contain the 
rampant growth in Government spending that took place over the past 
decade.   

 
4.  The Government should undertake an in-depth examination of the scope for 

further institutional changes to strengthen long-term spending discipline. 
Examples of such institutions could include a Taxpayer Bill of Rights and/or 
an independent Fiscal Advisory Council. 
 
Federated Farmers agrees in principle.  Anything that would improve 
fiscal discipline would be supported. 

 
5.  Expert taskforces should be established to scrutinise each major area of 

government spending, with a view to proposing more effective models for 
delivering those services that the public sector will continue to fund. 
 
Federated Farmers agrees.  While some progress has been made to 
reduce the growth of government spending, we believe that more needs 
to be done in this respect. 

 
6.  Processes for evaluating government spending should be materially 

strengthened, including greater use of rigorous and transparent cost-benefit 
analysis for both new spending proposals and periodic reviews of the value 
that is being obtained from existing spending programmes. Enhancing the 
quality and rigour of such analysis should be a key priority for the Treasury. 
 
Federated Farmers agrees.  This should be happening already. 

 
Recommendations on Government Spending: Specific 
 
7.  Ambitious welfare reform measures should be undertaken as a matter of 

priority to reduce the very large number of people of working age currently 
receiving welfare benefits. 

 
Federated Farmers agrees.  We are looking forward to the Welfare 
Working Group making recommendations to this end. 
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8.  Early steps should be taken to lower the actual and prospective costs (as a 
share of GDP) of New Zealand Superannuation. The eligibility age should be 
increased progressively, with increases linked to ongoing improvements in life 
expectancy, and for some years payments should be indexed to the CPI 
rather than to after-tax wages. 
 
Federated Farmers agrees that the cost of NZ Superannuation will 
become a severe burden over the coming years and that action will have 
to be taken sooner or later to reduce that burden.  We would therefore 
support these options. 

 
9.  Remaining KiwiSaver subsidies should be abolished. 

 
Federated Farmers agrees.   

 
10.  Health: 

(a)   A funder-provider model should be reintroduced in the hospital sector, 
allowing much greater private sector involvement in the provision of 
taxpayer-funded services. 

(b)   Universal (unrelated to income or health status) subsidies for doctors’ 
visits should be abolished. 

(c)   Subsidies for prescription pharmaceuticals should be substantially 
reduced, with those in generally good health and not on low incomes 
paying the full price up to a cap. 

 
Federated Farmers agrees that the costs of the health system have been 
growing rapidly and recent growth rates cannot be sustained.   
Measures therefore have to be taken to bring these costs under control.  
We do not have views on these specific options though. 

 
11.  Education: 

(a)   The substantial increases in subsidies since 2005 for early childhood 
education and day-care should be reversed. 

(b)   A funder-provider model should be adopted for the school sector, 
allowing new providers to enter, with all-up per student funding 
equivalent to that for existing state schools. 

(c)   In the meantime, governance and accountability structures in the 
school sector need to be reformed to provide better incentives for 
stronger performance and greater accountability for teachers, 
principals and schools. 

(d)   Government-imposed fee caps on university fees should be abolished. 
(e)   Market-based interest rates should be reintroduced for student loans. 
(f)   Governance of the public tertiary sector should be reformed, including 

exploring the rationalisation of the non-university sector and the 
establishment of universities as independent foundations. 

(g)   A full review should be undertaken to identify, and recommend reform 
of, those areas in which various government education agencies 
(Tertiary Education Commission, Education Review Office, Ministry of 
Education) have become overly prescriptive, and to explore other, less 
intrusive, monitoring and accountability options to achieve policy ends 
that pass a cost-benefit test. 

 
Federated Farmers agrees that the costs of the education system have 
been growing rapidly and recent growth rates (e.g., in early childhood 
education) cannot be sustained.  Measures therefore have to be taken to 
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bring these costs under control.  Most of these options would be 
supported. 

 
Taxation 
 
12.  Average tax rates should be substantially reduced, as ambitious expenditure 

restraint permits.  Cutting core Crown expenses to 29 percent of GDP would, 
for example, allow the maximum personal tax rate, and the company and trust 
tax rates, all to be reduced to 20 percent. 
 
Federated Farmers agrees.  We support the Government‟s recent tax 
package as a good first step.  Our view is that tax cuts should be funded 
from savings in spending and we agree that reducing Crown expenses 
to 29% of GDP would enable more significant tax cuts. 

 
13.  Serious reforms should be undertaken to reduce the high effective marginal 

tax rates facing many middle income taxpayers with dependent children as a 
result of the abatement provisions of the Working for Families tax credit 
scheme. 
 
Federated Farmers agrees.  WFF is very expensive, it has complicated 
the tax system, and it has resulted in perverse incentives.  It should be 
abolished with social assistance to be provided as cash benefits to 
those in need.  Savings from the abolition of WFF should be delivered 
back to all taxpayers through further tax cuts.  

 
14.  Reductions in average tax rates should be achieved by reducing income 

taxes, and doing so having regard both to the importance of administrative 
simplicity and minimisation of tax avoidance on the one hand, and to the 
evidence that taxes on capital income can be particularly detrimental to 
economic performance on the other. 
 
Federated Farmers agrees.  We support moving to a flatter, lower rate 
tax system. 

 
Government Assets 
 
15.  All businesses owned by central government which are operating in markets 

where competition is actual or feasible should be sold. 
 
Federated Farmers agrees.  Enduring solutions require public 
acceptability so we suggest that asset sales should be conducted on a 
case-by-case basis with partial privatisation as an option.  

 
16.  Local governments should be strongly encouraged to sell their trading 

enterprises. 
 
Federated Farmers agrees. We support changes to local government 
legislation to reduce impediments to councils wishing to sell assets or 
attract private investment.   
 
The Federation notes that apart from this recommendation there was 
relatively little discussion on local government in the first report.  We 
have a strong interest in local government and we have had input into a 
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submission by the Local Government Forum has made to the Taskforce.  
We endorse that submission. 

 
17.  To strengthen governance while businesses remain in public ownership, an 

independent Crown Commercial Appointments Commission should be 
established, to be responsible for making recommendations to Ministers for 
Board positions on all Crown commercial enterprises and for vetting and 
publishing suitability assessments of all appointees to such boards. 
 
Federated Farmers agrees. This should be happening already. 

 
18.  The New Zealand Superannuation Fund should be wound up and its assets 

used to reduce gross government debt. 
 
Federated Farmers has no firm view.  We did not support the 
establishment of the NZSF and we supported the current Government‟s 
decision to suspend contributions during a period of fiscal deficits.  
Rightly or wrongly though the NZSF is in place and provided it makes 
good returns then it should help to reduce the impact of superannuation 
costs on future taxpayers.  The NZSF should not be directed by 
politicians on where to invest (or not invest) except to maximise returns. 

 
19.  Congestion charging should be introduced in central Auckland and in any 

other cities where a cost-benefit analysis supports doing so. Full road-user 
charging, differentiated by place and time of road use, should be introduced 
as it becomes economically efficient to do so. 

 
Federated Farmers agrees with roads being funded by road users and 
we believe that rates funding of local roads is particularly inefficient and 
inequitable.  Although we support the principle of full road-user 
charging differentiated by place and time of road user, there is a need to 
recognise that low-volume rural roads are part of a national network 
from which the wider economy derives significant benefit.   

 
20.  Rigorous and transparent cost-benefit analyses should restored to the prime 

place in guiding decisions on all public capital spending, including 
infrastructure spending. All such cost-benefit analyses for projects involving 
the outlay of more than $50 million should be formally reviewed by Treasury. 
 
Federated Farmers generally agrees.  However, we note that in its 
discussion leading to this recommendation, the Taskforce report was 
critical of the Government‟s Broadband Investment Fund1.  Federated 
Farmers‟ perspective on broadband funding follows below (taken from 
our 2009 submission to the Ministry of Economic Development on Rural 
Broadband): 
 

“Any government intervention should be focused on addressing public 
policy problems that the market is unable to address. Thanks to high 
population densities, broadband roll-out is likely to be commercially 
viable in our largest urban areas while the costs of roll-out to more 
sparsely populated geographically isolated areas make rural broadband 
much less likely to receive sufficient private sector investment. Given 
the importance of agriculture to the economy, inadequate investment in 

                                                 
1
 Refer to pages 114-115 of the Taskforce report. 
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rural broadband rather than urban broadband is the larger public policy 
problem.  

 
“Federated Farmers therefore submits that the Government‟s 
broadband priorities are back to front. The $1.5 billion Ultra-fast 
Broadband Initiative has prioritised the urban areas that need it the 
least. This will crowd out private investment and leave rural New 
Zealanders languishing with infrastructure incapable of supporting the 
higher speeds enjoyed by their urban cousins.  

 
“Even accounting for the Rural Broadband Initiative, the 25% of New 
Zealanders in the rural sector are still only going to receive $300 million 
in funding ($48 million from the Government and $252 million from 
industry). This compares to $500 million each in Government funding 
for every other quarter of New Zealanders. This money for urban 
broadband will be matched by an amount of private funding at least 
equivalent to the Government contribution, but probably greater. So the 
three most urban quarters of the population will receive in excess of $1 
billion in funding each compared to $300 million for the rural quarter (of 
which only $48 million will be from government funding).  
 
“When one considers that rolling out broadband to rural populations 
will be costlier than for the urbanised, Federated Farmers submits that 
the rural population should be getting more per head for broadband 
provision, not an order of magnitude less. 

 
“Compounding the problem is the fact that there are finite funds that 
the private sector can afford to put towards investment in broadband 
infrastructure. Favouring private sector investment away from rural 
broadband into instead investing in more densely-populated areas will 
have negative long term impacts on the degree of investment in rural 
broadband.  

 
“While Federated Farmers understands that the Government‟s $1.5 
billion urban fibre plan is an investment from which the Government 
expects to make a return and that the $48 million is a grant from which 
a return is not expected to be made, from the point of view of the farmer 
this is irrelevant. Farmers pay taxes like everyone else and have a right 
to expect that any government backed infrastructure rollout does not 
exclude them.” 

 
What the Taskforce should take from these comments is that we agree 
that all government investment should be subject to rigorous cost 
benefit analysis.  We also agree that investment in urban broadband 
might not meet such a test.  However, we do consider that investment in 
rural broadband is much more likely to meet that test and we would like 
the Taskforce to consider this issue when formulating its second report. 

 
21.  Mining: 

(a)   A governance framework should be put in place to facilitate the best 
economic use of those mineral resources in which the Crown has a 
direct ownership interest (under both land and sea). 

(b)   Mining developments on or under sensitive Crown land should 
generally be permitted provided that they pass a full cost-benefit 
analysis. 

(c)   Development of mineral resources should be undertaken by private 
operators, with the Crown securing its financial interest through 
appropriate royalty-type arrangements. 
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Federated Farmers agrees.  Our recent submission to the MED on the 
Stocktake of Schedule 4 of the Crown Minerals Act supports the 
responsible development of minerals consistent with the need for New 
Zealand to make greater use of its natural resource potential. 

 
Regulation: General 
 
22.  A Regulatory Responsibility Bill should be enacted, based on the draft 

proposed in the recent report of the Regulatory Responsibility Taskforce. 
 
Federated Farmers agrees.  We strongly support the implementation of 
that Taskforce‟s report and we are disappointed that to date the 
Government has not actioned it in any meaningful way. 

 
23.  Property rights should be added to the list of rights specified in the Bill of 

Rights Act. 
 
Federated Farmers agrees.  We have consistently argued for greater 
protection and promotion of rights in property. 

 
24.  Substantially improving the quality of regulatory impact analysis being 

undertaken before legislation is introduced and/or government regulatory 
powers are extended should be treated as a matter of high priority by 
Ministers and central government agencies. Such analysis should be an 
integral part of all policy development and review processes, to ensure that 
the full costs and benefits, to all sectors, are appropriately and rigorously 
factored into government decision-making. 
 
Federated Farmers agrees.  There is much room for improvement in this 
respect and we think these disciplines should also apply to Private 
Members Bills. 

 
25.  An independent Productivity Commission should be established as a centre 

of microeconomic and regulatory analytical expertise. The Commission 
should be authorised (and resourced) to undertake reviews of matters 
referred to it by Ministers, and of issues it identifies as requiring further in-
depth analysis and research. 

 
Federated Farmers agrees and we are pleased that the Government has 
recently announced that such an entity will be established. 

 
Regulation: Specific 
 
26.  A high quality independent taskforce should be constituted as a matter of 

urgency to review resource management law from first principles, including 
identifying the policy goals that should be served by such legislation and 
assessing the best ways of achieving those goals. 
 
Federated Farmers agrees.  We have consistently pushed for wide-
ranging reform of the Resource Management Act.  We made this point in 
our submission last year to the Taskforce. 

 
27.   When determining the zoning of land for residential purposes, local 

authorities should be required by statute to take explicit account of any 
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differences between the price of residential zoned undeveloped land and the 
price of other undeveloped land in similar areas. These differences should be 
reported on by local authorities each year, with a strong presumption that 
scarcity of zoned land, as reflected primarily in price differences, should 
promote action to increase the supply of residential land. 
 
Federated Farmers has no firm view on this recommendation.  
Subdivision is an issue where there are strong farmer views on both 
sides.  Some want to protect productive soils for farming purposes 
while others want the right to subdivide if they wish. 

 
28.  A system of tradable water rights should be established urgently. 

 
Abundant freshwater is New Zealand‟s great competitive advantage but 
it does not always fall at the right time at the right places which can 
cause water shortages that impact adversely on agricultural 
productivity and output.  Federated Farmers has a number of principles 
for water allocation.  These include allowing the voluntary transfer or 
exchange of water permits and recognition that water allocation policies 
need to be flexible enough to suit the needs of specific catchments.  
However, our overall view is that issues around scarcity of water will be 
addressed by increased water harvesting and storage and we are 
pleased that the Government has committed to encouraging water 
storage and irrigation.  We made this point in our submission last year 
to the Taskforce. 

 
29.  Labour market: 

(a) Labour law should be amended to strengthen the freedom of 
negotiation between workers and their employers, including, for 
example, streamlining provisions governing dismissal of workers, and 
putting less emphasis on procedural matters. 

(b)  Statutory provisions allowing enforceable mutually-agreed 
probationary periods for new employees should be extended, from the 
current maximum of 90 days for those working for small firms to a 
maximum of 12 months for employees of firms of any size. 

(c)  For employees earning in excess of $100,000 per annum, 
employment relations should be governed by the standard provisions 
of contract law rather than by the Employment Relations Act. 

(d)   The youth minimum wage should be reinstated as a matter of 
urgency, and minimum wage rates should be reduced to the same 
ratio to average wages that prevailed in 1999. 

 
Federated Farmers mostly agrees but we question whether reducing the 
minimum wage as per 29(d) is a realistic option (although we would 
support the reinstatement of a youth minimum wage). 
 
The Federation was surprised that there was no discussion in the first 
report on ACC.  ACC is a perennial compliance cost concern for 
employers and the self-employed. More recently the large blow-outs in 
ACC costs, due in part to changes to the scheme made by the previous 
government, have driven large increases in ACC levies across all the 
accounts and options to improve ACC should have been addressed by 
the Taskforce. 
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30. Immediate notice should be given that from 1 January 2011 all remaining 
tariffs will be removed. 
 
Federated Farmers agrees.  We have consistently advocated for the 
unilateral removal of our remaining tariffs.  

 
31. Foreign investment restrictions should be further reviewed, starting with a 

strong predisposition that a much more liberal regime should be introduced. 
 
Federated Farmers has no firm view on this recommendation.  While we 
generally support foreign investment in the economy, many farmers 
have concerns about sales of farm land and these concerns need to be 
considered by any review of the foreign investment regime.  

 
32. Emissions trading legislation and any future emissions reduction targets the 

Government adopts should be independently monitored and periodically 
reviewed. Such reviews should focus on monitoring the economic impact of 
any carbon abatement goals, and the impact of chosen abatement regimes 
(here and abroad) on prospects for achieving the 2025 goal. 

 
Federated Farmers agrees.  Federated Farmers remains strongly 
opposed to the ETS due to its impact on our international 
competitiveness. Although the Government has „moderated‟ the ETS it 
inherited, we are concerned about both the immediate impact from 
higher fuel and electricity prices from 1 July and the inclusion of 
livestock emissions from 2015.  
 
 Our concern is particularly strong given that New Zealand is now out 
on its own as a climate change policy leader, rather than a „fast follower‟ 
as promised by the incoming government.  We are now well ahead of all 
of our trading partners and in our view seriously exposed. 

 
33. A review of the Commerce Act should be undertaken, with a focus on 

restoring the primacy of economic efficiency considerations and long-term 
consumer interests in the design and conduct of competition policy. 
 
Federated Farmers agrees. 

 
34. The Government should strongly encourage the transformation of Fonterra 

into a conventional company structure with fully-traded outside capital, using 
any appropriate instruments at its disposal. 
 
Federated Farmers strongly disagrees.  The cooperative business 
model is widely used by primary producers around the world and 
cooperatives have served New Zealand farmers well over many years.   
 
Any decisions on the ownership of businesses (whether they are co-
operatives or conventional companies) should be for the owners to 
make.  In 2007 Fonterra‟s farmer supplier shareholders made it clear 
that they would not accept such a transformation.  Fonterra has listened 
and its current capital structure proposals should help it access the 
capital it needs while retaining farmer ownership and control. 

 
35. Zespri’s monopoly on the export of kiwifruit to markets outside Australia 

should be removed. 
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Federated Farmers has no firm view.  This is a matter that should be 
resolved between the Government and the kiwifruit industry, including 
growers. 

 
 
3. COMMENTS ON POLICIES THAT THE 2025 TASKFORCE 

RECOMMENDED SHOULD NOT BE IMPLEMENTED 
 
3.1 This section of the submission comments on six policies that the 2025 

Taskforce recommended should not proceed. 
 
1. Greater research and development support 

 
Federated Farmers disagrees that there is not a „compelling case for 
more government funding for R&D‟ and we support the Government‟s 
emphasis on research, science and technology and the additional 
spending announced in the recent Budget.   
 
However, we do agree with some of comments made by the Taskforce 
on R&D, such as: support for government funding for „basic‟ research; 
the use of commodity levy funding for industries to undertake generic 
R&D; the comment that R&D funding should be „managed extremely‟ 
well; and the comment on the R&D tax credit – the latter because we 
believe that governments should avoid the use of specific tax incentives 
to encourage certain behaviours or sectors. 

 
2. A new government financial institution. 

 
Federated Farmers agrees that such an institution should not proceed, 
consistent with the reasons set out in the report. 
 

3. Sectoral-based growth strategies. 
 
Federated Farmers agrees with the reasons set out in the report. Sector 
strategies and „picking winners‟ can be risky, and we agree that past 
attempts by governments to push „diversification‟ or to promote certain 
sectors over others have not been a prudent use of taxpayers money or 
regulatory powers.   
 
Sector forums and strategies can be useful if their objectives are to 
identify and remove impediments to growth, but our preference is for 
wider policy settings that will benefit the entire economy and will ensure 
that resources are allocated to the sectors that are most likely to drive 
economic growth.  We are confident that if left to „get on with the job‟ 
the natural competitive advantage New Zealand has in agriculture and 
food production will ensure that these sectors lead this growth. 
 
Federated Farmers was very disappointed that the first report barely 
mentioned agriculture.  We found this remarkable given its historic, its 
current, and its likely future importance to the economy. We believe that 
the Taskforce could have done more to recognise the importance of 
agriculture and the need for government policies to encourage rather 
than impede its continued growth (note, this does not mean „picking 
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winners‟).  We look forward to the second report taking this better into 
consideration. 

 
4. Initiatives to lift workplace productivity. 

 
Federated Farmers agrees that it should be left to individual businesses 
to implement firm-level „workplace productivity initiatives‟.  The best 
thing a government can do is ensure that the education system delivers 
good outcomes (especially literate and numerate workers) and ensure 
that labour legislation enables firms to make changes that would 
improve productivity without undue hassle or cost. 

 
5. Compulsory private superannuation scheme. 

 
Federated Farmers notes the comments in the report which were 
sceptical about the merits of compulsory superannuation and more 
supportive of moves to reduce disincentives for private savings.  We 
agree with removing such discentives.   

 
6. Exchange rate regime. 
 

Federated Farmers is concerned about the impact of a volatile and 
generally high exchange rate on farm incomes and profits. The 
exchange rate matters because it is a significant determinant of farm-
gate prices for primary produce. 
 
On 29 April 2010 we hosted a Primary Sector Exchange Rate Session, 
where leaders from the sector discussed the impacts of the exchange 
rate on farm incomes; what drives the exchange rate; alternative 
exchange rate regimes; monetary policy and other policy options to 
reduce exchange rate volatility; and the tools exporters can use to 
mitigate exchange rate volatility.  
 
Federated Farmers agrees with the report‟s discussion on the exchange 
rate and we note that its findings were largely consistent with the 
conclusions from our Exchange Rate Session.  We agree that the 
current floating exchange rate regime is the best realistically available 
for New Zealand and that the monetary policy framework and its 
implementation tools are consistent with best international practice.   
 
Ultimately wider government policy must work together to rebalance 
growth in the tradable sector.  In particular tighter fiscal policy will help 
monetary policy do its job more effectively without the need for the 
Reserve Bank to resort to higher interest rates putting upward pressure 
on the exchange rate.   
 
In addition, participants at our Exchange Rate Session generally agreed 
that the primary sector could and should do more to manage its 
exchange rate risk.  This is something the sector needs to resolve. 

 
 
4. ABOUT FEDERATED FARMERS 
 
4.1 Federated Farmers of New Zealand is a member-based organisation 

representing farming and other rural businesses.  Federated Farmers has a 
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long and proud history of representing the needs and interests of New 
Zealand farmers. 

 
4.2 The Federation aims to add value to its members’ farming business.  Our key 

strategic outcomes include the need for New Zealand to provide an economic 
and social environment within which: 

 
 Our members may operate their business in a fair and flexible 

commercial environment; 
 

 Our members' families and their staff have access to services essential 
to the needs of the rural community; and 

 
 Our members adopt responsible management and environmental 

practices. 
 
ENDS 
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SUBMISSION TO THE FINANCE & EXPENDITURE SELECT COMMITTEE ON 

BUDGET POLICY STATEMENT 2010 
 
1. INTRODUCTION 
 
1.1 Federated Farmers welcomes the opportunity to submit to the Finance and 

Expenditure Select Committee on the Budget Policy Statement 2010 (‘BPS’).   
 
1.2 Federated Farmers is a regular submitter on the BPS. The BPS is important 

as it states the broad strategic priorities for the upcoming Budget, any 
changes to objectives or intentions, and includes the policy goals that will 
guide Budget decisions and focus.  Federated Farmers therefore sees the 
BPS as an important platform for discussing New Zealand’s economic 
development.  

 
1.3 If the New Zealand economy is to recover from the recession in a sustained 

and sustainable way it is absolutely critical for there to be a more export-
friendly environment and a rebalancing of the economy in favour of the 
tradable sector.  To achieve this rebalancing all government policies must to 
be consistent with promoting competitiveness and productivity, and in terms 
of fiscal policy, the Government can best contribute by constraining its 
spending to enable core Crown expenditure to fall below 30% of GDP.  

 
1.4 Federated Farmers recommends that: 
 

(a) All government policies should be consistent with promoting 
competitiveness and productivity. 

(b) The Government should set a target to reduce core Crown expenditure 
to below 30% of GDP by 2014. 

(c) All government spending should be continually reviewed to ensure that 
it is affordable, provides strong value for money, and is appropriately 
targeted. 

(d) At least some of the savings from spending reviews should be 
reallocated to areas such as transport, water, and broadband 
infrastructure and to research and development. 

(e) The Government should align at 27% the top personal tax rate, the 
company tax rate, and the trust tax rate. 

(f) The fiscal cost of tax rate alignment should be met by containing core 
Crown spending to below 30% of GDP rather than by increased or new 
taxes. 

(g) A capital gains tax and a land tax should not proceed. 
 
 
2. AGRICULTURE’S IMPORTANCE TO THE ECONOMY 
 
2.1 The agricultural sector is vital to the New Zealand economy. According to 

MAF’s Situation and Outlook for New Zealand Agriculture and Forestry 
(SONZAF)1, agriculture made a direct contribution to GDP of over $10,550 
million in the year to March 2009 (5.9% of total GDP). Including downstream 
processing, agriculture is estimated to contribute around 15% of total GDP.  

 

                                                 
1
 Situation and Outlook for New Zealand Agriculture and Forestry, Ministry of Agriculture and 

Forestry, August 2009. 
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2.2 In terms of export earnings, agricultural and horticultural commodities make a 
massive contribution to the national economy, accounting for well over $20 
billion per annum and over half of our goods exports.  SONZAF states that for 
the year to June 2009, particularly large contributions were made by dairy 
($11,323 million, up 8% on 2008), lamb ($2,523 million, up 21%), and beef 
($1,969 million, up 26%).  

 
2.3 SONZAF also reveals that the sector generated $23,148 million in gross 

revenue for the year ended March 2009.  Much of this gross revenue would 
have been spent in cities and towns, with intermediate consumption of 
$12,598 million.  A further $2,663 million was paid to employees as wages 
and salaries and $4,385 million paid out as interest on loans.   

 
2.4 According to Statistics New Zealand’s Business Demography Statistics, as at 

February 2009 approximately 79,900 people were directly employed in 
agriculture (4.2% of all employees). Of this total, around 20,500 were 
employed on grain, sheep and beef cattle farms and 23,700 on dairy farms.  

 
2.5 Agriculture sector productivity growth and economic growth have both 

outpaced that in the New Zealand economy as a whole.  Over the past 
decade, agricultural sector multi-factor productivity has grown at a rate of 
1.8% per year, double the rate for the economy as a whole2. This is important 
because in the longer term productivity is what determines economic growth 
and competitiveness internationally. 

 
2.6 However, despite farming’s huge contribution to the economy and boasting a 

superior productivity performance, farmers increasingly feel that they are not 
receiving adequate reward for their efforts.  Over recent years there has been 
an insidious margin squeeze with farmers caught between remorselessly high 
inflation for their farm inputs and incomes that are at the mercy of fluctuations 
in commodity prices and the exchange rate.   

 
2.7 SONZAF reveals that for the year ended March 2009, net agricultural income 

before tax was $1,442 million – 6.2% of gross revenue, down from 16.5% in 
2007/08 (the year of Fonterra’s super-payout) and 7.4% in 2006/07.  Although 
a slight recovery (to 8.4%) is forecast for 2009/10, once income tax and living 
expenses are covered this leaves little if anything for re-investment in the 
business and helps to explain why farmers have had to increasingly resort to 
borrowings, with agricultural debt doubling over the past five years3.   

 
2.8 The mood of the farming community will impact on the wider economy.  Day 

to day spending, capital investment, and employment decisions are all 
influenced by farmers’ confidence.  Federated Farmers has therefore 
commenced surveying its members on a six monthly basis. 

 
2.9 The first survey was undertaken last July, at the start of the 2009/10 season, 

and it revealed a deeply pessimistic farming sector.  Farmers were very 
gloomy about both general economic conditions and their own prospects, with 
dairy farmers being extremely negative.   

 

                                                 
2
 Situation and Outlook for New Zealand Agriculture and Forestry, Ministry of Agriculture and 

Forestry, August 2008. 
3
 Agricultural sector debt grew from $23.3 billion in November 2004 to $47.1 billion in November 

2004, Reserve Bank of New Zealand Sector Credit Statistics (C5). 
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2.10 The second survey was undertaken in January, at the mid-point in the 
season.  Overall, it showed a strong improvement in confidence in the general 
economy.  In terms of their own prospects there was a huge turnaround in 
sentiment from dairy farmers, who are now relatively optimistic, thanks to 
much-improved payout forecasts.  Sheep and beef farmers are now the most 
pessimistic: world meat prices have not increased anything like those for dairy 
products and for sheep and beef farmers the high exchange rate has been a 
major factor behind constrained farm-gate returns. 

 
2.11 In both surveys farmers made it clear they want the Government to focus on 

the economy, in particular getting government spending under control and 
doing what it can to address the persistently high exchange rate.  Many 
farmers are also concerned about the Government’s climate change policies. 
The comment of one farmer sums up how many are feeling: “We must get 
government off our backs and out of our pockets”. 

 
2.12 Copies of the reports of the July 2009 and January 2010 Farm Confidence 

Surveys are attached for the information of the Committee. 
 
 
3. ECONOMIC & FISCAL STRATEGIES 
 
3.1 Federated Farmers agrees with the comments in the BPS under the heading 

‘Economic Strategy’, i.e., that the current recovery is not sustainable and that 
New Zealand needs more balanced economic growth.  We agree that “In 
recent years the domestic side of the economy, including Government, has 
grown rapidly.  This has been at the expense of exporters and tradable 
producers more generally.”   

 
3.2 It is particularly disturbing that the tradable sector, which earns the income 

that underpins the wider economy, has been in recession for five years. This 
is unacceptable and  for some years Federated Farmers has been calling for 
all government policies to work together to promote competitiveness and 
productivity as the only way to achieve a higher sustainable rate of economic 
growth and close income gaps with the OECD average and countries such as 
Australia.  By ‘sustainable’ we mean non-inflationary growth that does not 
prompt tighter monetary policy and does not put undue pressure on the 
exchange rate. 

 
3.3 Fiscal policy is a very important aspect of government policy and we discuss 

our views on fiscal strategy in section 4 of this submission.  The BPS also 
touches on other aspects of policy and we broadly agree with the discussion 
on infrastructure, regulation, skills, innovation, and tax (the latter subject to 
our comments in section 5 of this submission).   

 
3.4 Federated Farmers also supports much of what has been recommended by 

the various reviews and taskforces that have been reporting to the 
Government.  It is notable, for example, that protection of property rights (a 
key issue for the Federation) has been prominent, with the Regulatory 
Responsibility Taskforce, the 2025 Taskforce, and the Capital Markets 
Development Taskforce all making recommendations in this area.   

 
3.5 The main exception to this support has been suggestions (by the 2025 

Taskforce and the Capital Markets Development Taskforce) that agricultural 
cooperatives should be opened up to external investment/ownership.  Over 
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many years cooperatives have well served the farming community (and by 
extension the wider economy) and we believe that any decisions on the 
structure of these businesses should be a matter for the businesses’ owners 
rather than outsiders. 

 
3.6 While welcoming the progress that is being made in a number of areas, 

Federated Farmers is keen for more, particularly on the need to protect 
private property rights and reduce compliance costs associated with poor 
regulation.  We are therefore eager to see the enactment of the Regulatory 
Responsibility Taskforce’s draft Bill and for there to be meaningful reform of 
the Resource Management Act arising from work ongoing on ‘Phase 2’.  We 
also want to see progress on development of water storage infrastructure, 
more equitable funding for the roll-out of rural broadband, and reform of local 
government funding to reduce the reliance on property value-based rates.  
And we remain particularly concerned about the impacts on agriculture (and 
the wider economy) arising from the Emissions Trading Scheme. 

 
3.7 Recommendation: Federated Farmers recommends that all government 

policies should be consistent with promoting competitiveness and 
productivity. 

 
 
4. FISCAL STRATEGY 
 
4.1 The 2008/09 financial year saw a return to fiscal deficits after 15 years of 

surpluses and although there has been some improvement in the outlook, 
these deficits are still forecast to continue for the next several years.  The 
deficits will require increased borrowings to plug the gap between revenue 
and spending and the Crown’s gross debt is forecast to rise from $43.4 billion 
in 2008/09 to $80.5 billion in 2013/14.   

 
4.2 This build up in debt is concerning for a number of reasons.  For example, 

higher debt means that finance costs will take up an increasing proportion of 
the budget4, money that could otherwise be spent on key services or returned 
to taxpayers.   A high starting level of debt also makes the Crown finances 
more vulnerable to looming demographic pressures associated with an 
ageing population, with net public debt now forecast to increase to 223% of 
GDP by 2049, compared to 2006’s forecast for 2049 of 106%5. 

 
4.3 Federated Farmers considers the deficit problem to have been caused by 

huge increases in government spending which was only exposed once 
revenue fell in the wake of the recession.  Core Crown expenditure has 
almost doubled over the past decade, from $33.9 billion in 1998/99 to $64.0 
billion in 2008/09.  If core Crown expenditure had increased only by the rate 
inflation over that period6, it would have increased to $44.1 billion, almost $20 
billion less than the actual spend in 2008/09.  In the year to June 2009 alone 
there was a staggering $7 billion (or 12.3%) increase in core Crown 
expenditure. Restraint is very much needed and is long overdue. 

 

                                                 
4
 According to the Half Year Economic and Fiscal Update, Core Crown finance costs will increase 

from $2.4 billion in 2008/09 to $4.6 billion in 2013/14 (see table on page 94). 
5
 Challenges and Choices, New Zealand’s Long Term Fiscal Statement, The Treasury, 29 October 

2009, see figure 2.1, pg 9. 
6
 The Consumers Price Index increased by 30.0% from June 1999 to June 2009. 
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4.4 The tradable sector has suffered while the non-tradable, domestic economy 
was overly stimulated through large expansions in government spending.  
Much of this expansion has been ‘structural’ (such as new and/or more 
generous entitlements7) rather than cyclical and therefore much more difficult 
to undo.  The present government has maintained this additional spending 
but it has slowed spending growth and has signalled further restraint.  

 
4.5 Rapid growth in government spending has made it harder for the Reserve 

Bank to keep inflation under control and it has necessitated higher interest 
rates for longer.  As Treasury has observed8, it is likely to have been a factor 
in keeping the exchange rate too high which has in turn held back the 
tradable sector and promoted an unbalanced economy.  Constraining 
government spending would help the Reserve Bank by delaying the need to 
tighten monetary policy and should take pressure off the exchange rate. 

 
4.6 Federated Farmers notes that New Zealand’s recoveries from the 1991 and 

1998 recessions were assisted by government spending being constrained 
which on both occasions enabled monetary policy to be substantially relaxed.  
This helped sustain below-trend exchange rates and strong export-led 
recoveries that were maintained for some years.  We are disturbed that to 
date there has not been a similar fiscal policy response and we fear that this 
has delayed the needed rebalancing of the economy and been a contributor 
to the recovery being at best patchy and in danger of being choked off.  

 
4.7 The Federation therefore submits that the Government should set a target to 

reduce core Crown expenditure to below 30% of GDP by 2014 and even 
lower in the longer term.  This would reduce the amount of debt that will need 
to be accumulated (as well as associated finance costs) and will help 
rebalance the economy in favour of the tradable sector.  

 
4.8 Although it was as recently as 2005 that core Crown spending was under 

30% of GDP, the challenge of meeting such a target in the current climate 
should not be underestimated.  First, it is much easier politically to increase 
spending than to contain let alone cut spending, and secondly economic 
conditions mean we cannot rely in the short-term on rapid GDP growth to do 
all the work (as happened until the middle years of the last decade).   

 
4.9 To illustrate, if core Crown spending were 30% of GDP, spending would be 

$55.3 billion in the current $2009/10 year – $10 billion less than the $65.5 
billion currently forecast.  Our strong preference is for bold action to reduce 
government spending as a proportion of the economy, but the Federation 
acknowledges that it would be extremely difficult for any government to cut 
$10 billion (or 15% of spending) in one year.  The Federation accepts that in 
practice such a target would have to be phased in and we note that if core 
Crown spending were frozen at this year’s $65.5 billion it would take around 
four years of modest GDP growth to meet the 30% target. 

 
4.10 Recommendation: Federated Farmers recommends that the 

Government should set a target to reduce core Crown expenditure to 
below 30% of GDP by 2014. 

                                                 
7
 Examples include policies such as ‘Working for Families’, interest free student loans, more generous 

NZ Superannuation, KiwiSaver subsidies, 20 hours free childcare, etc.   
8
 Treasury Report to Minister of Finance Getting Started on Closing the Income Gaps: Some Economic 

Scenarios and Options for Reform and Rebalancing, August 2009. 
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4.11 Federated Farmers and other advocates for smaller government are 

frequently asked for examples of spending that should be ‘cut’.  The biggest 
areas of current spending are health, education, superannuation and other 
welfare benefits. The Treasury’s recent document Challenges and Choices, 
New Zealand’s Long-Term Fiscal Statement discusses a number of options 
for reducing government spending in these areas.  Many of these options are 
politically difficult as they require improved public sector productivity and the 
restricting or removing of welfare entitlements to focus them on those in 
greatest need.  Nevertheless they should be implemented. 

 
4.12 Federated Farmers has consistently expressed concern about big spending 

initiatives implemented in recent years, particularly ‘Working for Families’, 
interest free student loans, more generous New Zealand Superannuation, 
KiwiSaver subsidies, and 20 hours free childcare.  These initiatives need to 
be reviewed as should all existing spending across all departments to ensure 
that the spending is affordable, provides strong value for money, and is 
appropriately targeted.  Savings can either be reallocated to more productive, 
high priority areas, be used to reduce debt, or be returned to taxpayers. 

 
4.13 Recommendation: Federated Farmers recommends that all government 

spending should be continually reviewed to ensure that it is affordable, 
provides strong value for money, and is appropriately targeted. 

 
4.14 As mentioned above, Federated Farmers is keen for at least some of the 

savings from spending reviews to be reallocated to more productive areas.  
Strong economic gains are likely from increased investment in transport, 
water, and broadband infrastructure and from increased investment in 
research and development.  As we have mentioned in various submissions 
on these individual issues, as well as a broader one last year to the National 
Infrastructure Unit, the Government has an important role in facilitating this 
increased investment, in terms of providing funding and reducing regulatory 
and other barriers.   

 
4.15 However, it is important that, as for all spending, this investment is productive 

and efficient and provides good value for money.  For example, we consider 
that a higher proportion of government funding for broadband roll-out should 
be allocated to rural areas due to the fact that rural New Zealand produces 
most of our exports yet it is where there is the most acute policy problem (i.e., 
inadequate investment from the private sector) the Government is seeking to 
address.  

 
4.15 Recommendation: Federated Farmers recommends that at least some of 

the savings from spending reviews should be reallocated to areas such 
as transport, water, and broadband infrastructure and to research and 
development. 

 
 
5. TAX REFORM 
 
5.1 Federated Farmers has taken a close interest in the work of the Tax Working 

Group and sent representatives to its recent public conference.  Overall, we 
strongly support the Working Group’s goal of aligning the top personal tax 
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rate, the company tax rate, and the trust tax rate.  Aligning tax rates at 27%9 
would help boost productivity by letting taxpayers save, spend and invest 
more of their hard earned money and by reducing the incentives for wasteful 
tax planning to avoid tax.  It would also make New Zealand’s tax system very 
competitive internationally. 

 
5.2 Recommendation: Federated Farmers recommends that the 

Government should align at 27% the top personal tax rate, the company 
tax rate, and the trust tax rate. 

 
5.3 The challenge is how to fund the $3 billion annual cost of foregone tax 

revenue at a time of large fiscal deficits.  The Tax Working Group’s report 
discusses a number of options such as increasing GST, better targeting 
welfare, clamping down on tax losses from rental properties, and introducing 
new taxes like a capital gains tax or a land tax. 

 
5.4 Federated Farmers’ view is that the starting point should be to get the size of 

government right and as discussed earlier in this submission we strongly 
support a goal of containing core Crown spending to below 30% of GDP.  
This would enable tax cuts to be funded without such a need for increased or 
new taxes. 

 
5.5 Recommendation: Federated Farmers recommends that the fiscal cost 

of tax rate alignment should be met by containing core Crown spending 
to below 30% of GDP rather than by increased or new taxes. 

 
5.6 Without prejudice to our preferred approach of containing spending, 

Federated Farmers is open-minded about increasing GST to 15% as we 
agree that it is better to tax consumption rather than income.  We strongly 
agree that the government needs to take a close look at the heavy cost of 
delivering welfare assistance through the tax system and whether such 
assistance should be better targeted to those in genuine need.  We also see 
merit in looking more closely at tax treatment of the rental property sector. 

 
5.7 However, Federated Farmers sees many problems with ‘base broadening’ 

ideas such as a capital gains tax and a land tax.  With regard to a land tax 
(the Tax Working Group’s preference), such a tax would have a severe 
impact on land extensive businesses and others that are so-called ‘asset rich 
and income poor’.   

 
5.8 According to the Tax Working Group’s papers, the agricultural taxable land 

base is $105 billion10, so a 0.5% land tax would cost farmers $525 million per 
annum – a huge amount to be taken out of the productive sector.  Meanwhile, 
with average agricultural land value of $1 million11 and average residential 
land value of $200,000, a 0.5% land tax would cost average farmer $5,000 
per annum and average home owner $1,000 per annum.   

 

                                                 
9
 One of the Tax Working Group’s scenarios and the one we favour. 

10
 Land Tax, Background Paper for Session 3 of the Victoria University of Wellington Tax Working 

Group, IRD and Treasury, September 2009. 
11

 The ‘average’ agricultural land value will be understated by the inclusion of lifestyle blocks and 

horticulture.  It is not uncommon for pastoral farms (especially dairy farms) to have land values of over 

$4 million.  A 0.5% land tax would cost such a farm $20,000 per annum. 
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5.9 New Zealand already has a land tax – local authority rates – and the 
government is already getting revenue from land taxes through the GST 
component of rates.  It is important to recognise that farmers already pay 
huge amounts in property taxes to their councils (with many paying more than 
$10,000 per annum and some over $100,000) which we consider to be 
grossly inequitable. A land tax applied to agricultural land would add to this 
inequity and would impact adversely on farmers’ already fragile bottom lines.  
We suspect that very few if any farmers would receive more from personal or 
corporate income tax cuts than the increased amount they would be paying in 
a land tax.  

 
5.10 Recommendation: Federated Farmers recommends that a capital gains 

tax and a land tax should not proceed. 
 
 
6. ABOUT FEDERATED FARMERS 
 
6.1 Federated Farmers is a member based organisation that represents farmers 

and other rural businesses. Federated Farmers has a long and proud history 
of representing the needs and interests of New Zealand’s farmers. 

 
6.2 The Federation aims to add value to its members’ business. Our key strategic 

outcomes include the need for New Zealand to provide an economic and 
social environment within which: 

 

 Our members may operate their business in a fair and flexible 
commercial environment; 

 Our members’ families and their staff have access to services essential 
to the needs of the rural community; and 

 Our members adopt responsible management and environmental 
practices. 

 
 
 


