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30 June 2010 
 

Don Brash 
Chair, 2025 Taskforce 
c/- PO Box 3724 
Wellington 
 
 
 
 

Dear Mr Brash 

 

Thank you for your letter of 12 May inviting contributions to the Task Force’s 
second report.  This letter reflects the perspective I have developed after moving 
from the New Zealand Treasury to the Victorian one and then into economic 
consulting in Australia.  My comments relate to the first and last points on the first 
page of your letter, and draw on inputs from colleagues and others in Melbourne.  
You may put them on the Taskforce's website. 

As your first report made clear Australia has done better in terms of real economic 
growth per capita than New Zealand and there is now a substantial income gap and 
substantial net migration in this direction.  In my view the main reasons for 
Australia's relative success are minerals, scale and productivity. 

With minerals, and based on a scan of statistics rather than research, the Gross Value 
Added of the mining industry grew by a staggering 21% a year between 2003-04 and 
2008-09 (more through price than volume increases) after being relatively stable in 
the period 2000-01 to 2003-04. By itself this added 1 percentage point to Australia's 
GDP growth rate over the period 2003-04 and 2008-09.  From the expenditure side, 
mining investment grew by 27 per cent a year between 2003-04 and 2008-09 which 
added approximately 0.7 percentage points to annual GDP growth during this period. 
These estimates obviously don't take into account the impact of the mining industries 
growth on suppliers, but, on the other hand, do not consider the crowding out effects 
caused in the latter years of the boom. 

Mining now accounts for around 8% of Australian GDP, ranging from 2 to 3% in 
Victoria, South Australia and New South Wales to around 30% in Western Australia.  
However manufacturing and "property and business services" still account for higher 
percentages of Australian GDP.  (While not the main purpose of this letter, ACIL 
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Tasman could do some general equilibrium analysis to look at what Australian growth would have 
been without the minerals boom). 

In other words, the mineral boom does account for part of Australia's economic success, but it is 
relatively recent whereas the Australia-New Zealand gap started to emerge earlier. And New Zealand 
has had the benefit of broadly the same type of increase in terms of trade for dairy products. 

A second difference between the countries is that of scale – Australia is many times larger and so can 
benefit from deeper pools of specialised talent (which, in these days of liberal trade, is more 
important than economies of scale in production).  I was amazed, for example, in my previous 
position on transport privatisation in the Victorian government, to find that we had at the peak 
engaged 60 excellent lawyers, all from the same firm in Melbourne, with more available if required.  
After a while here, one senses greater quantity, backup, and variety in many types of skill, in medicine, 
the arts, science, finance or whatever.  However many of the professional skills are concentrated in 
Sydney and Melbourne; other jurisdictions, whether they be Australian or New Zealand, can benefit 
from them through free trade, free movement of people, cheap communications etc. 

A third difference, as your first report pointed out, is productivity.  A comparison between Australian 
states shows that this is not just due to minerals and scale.  A recent paper by Dick Blandy of the 
University of South Australia points out that of the non-mineral states, Victoria has had a higher 
average growth rate than the others over the last 20 years (3.2% compared with around 2.5% pa).  A 
view of many of the economists and business people I meet is that this reflects the quality of 
economic policies over much the same period.  Victoria has gone further than the others in 
privatising previously state owned businesses (especially electricity, gas and transport), its government 
finances are fiscally sustainable, and from the early 1990s its governments have had a culture of 
analysing policy positions before deciding. 

At the national level, Australia has had greater consistency in the direction of change of economic 
policy (towards liberalisation) than New Zealand.  Although done with many fits, starts and squawks, 
Australia has been liberalising since the 1960s when it abolished import licensing much earlier than 
New Zealand did, and has had no major backward steps – whereas New Zealand resisted change until 
the early 1980s (CER and transport deregulation), had a huge surge (more than anything in Australia) 
from 1984 to 1994, and has since unwound some of what had been achieved.   

Governments of all levels combined consume a lower proportion of GDP in Australia than in New 
Zealand.  Australia will have benefited by having a lower tax wedge, though the impacts are complex.  
New Zealand has more generous pensions but Australian compulsory superannuation deductions 
have some of the same impact on individuals as a tax. Australian governments spend proportionally 
less than NZ on education but private secondary schools are more prominent here and (as I know) 
once the decision is made to use them, the fees are similar to a tax.  Still, New Zealand is holding 
itself back with middle income churning, relatively open ended welfare benefits,  and questionable 
government funded programs inherited from 1990s. 

Australia’s stronger economic growth should not make it the automatic point of comparison for best 
public policy practice.  There is plenty to criticise here, and better policies can often be found 
elsewhere (e.g. aspects of health and education policy in Scandinavian and some of the smaller 
European countries, public transport in Singapore).  And in some ways Australian policies are worse 
than in New Zealand including a complex and distorting tax system of the type New Zealand had 
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prior to the mid-1980s reforms, residual protection (taxis,  pharmacies, international airlines, cars, 
textiles clothing and footwear), and distortions and inefficiencies caused by the Federal system..   

In concluding I suggest that, although minerals explain part of the income gap, New Zealand could 
narrow or close it with policies aimed at improving productivity, some borrowed from Australia (e.g. 
tighter government spending), some from elsewhere, and most well summarised in last year's OECD 
report on New Zealand.  I infer from government statements that that report was seen as too radical, 
but I see it as sound mainstream economic policy without which New Zealand will not catch up with 
Australia.  And Australia itself really could be doing better – some of its own policies have kept the 
gaps smaller than it could have been. 

 

 

Yours sincerely 

 

 
David Greig 
Executive Director 
d.greig@aciltasman.com.au 

 

 


