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Dear Dr Brash 

Introduction 

This submission is a response to the invitation in your letter of 12 May to comment on issues 
relating to the second report of your Taskforce. 

The key issue that will (we hope) be preoccupying members of the Taskforce is the poor 
reception of the first report by the government, most of the other political parties, many media 
commentators and others.  This was not a surprise to us, and indeed was foreshadowed in our 
submissions to the Taskforce last year and related discussions.  As we said in our 23 November 
submission: “A necessarily far-reaching set of reform recommendations, that will be seen as 
radical by New Zealand standards, will be dismissed by some as ideology or ‘market 
fundamentalism’”.  We made a range of suggestions concerning the presentation of the report, 
its analytical approach (including quantitative analysis), the management of the release and 
follow-through which were aimed at pre-empting such a reaction.  Few of them were taken up 
and to avoid repetition we attach the previous submissions. 

The Taskforce will obviously need to grapple with a number of sobering realities:  

• On the basis of official projections in recent New Zealand and Australian budget 
documents, and other projections such as those of the IMF, the income gap between the 
two countries looks set to widen rather than narrow. 

• This suggests that with current New Zealand institutions and policies the gap is unlikely to 
close by 2025 (barring a significant and unlikely deterioration of economic performance in 
Australia). 

• At this stage only a handful of the Taskforce’s recommendations (and none of the major 
ones) have been adopted by the government. 

• The longer New Zealand under-performs Australia the harder it will be to achieve the 2025 
goal. 
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This last point, and the dangers New Zealand is facing with the stresses in the world economy 
and its high level of external debt, suggest a sense of urgency about change, which was lacking 
in the earlier report, should be a feature of this year’s report. 

Presentational issues 

We have a number of suggestions to make or repeat about the structure and narrative of the 
next report. 

• The first report was relatively shapeless.  It did not have a clear structure that was 
signposted at the beginning.  It should not be hard to establish a structure that would lead 
the reader through to conclusions in a more persuasive way. 

• The report did not spell out the benefits to ordinary New Zealanders of closing the income 
gap.  People need to understand what they have to gain if they are to support policy 
changes.  The comparisons in Box 1 on pages 18-19 were informative but could be 
broadened.  Equally, the report needs to spell out the consequences for New Zealanders 
if the income gap continues to widen.  The experience of Tasmania, both in the 1980s 
and 1990s when its economic performance compared with the rest of Australia was 
dismal

1
, and the more recent improvements with policy changes, is illustrative. 

• The report needs to discuss New Zealand in the context of developments in the rest of 
the world.  The first report had few external reference points.  Most obviously, it should 
paint a picture of the path Australia is on, including an identification of superior institutions 
and policy trends, and the consensus around them which is lacking in New Zealand.  The 
parlous state of many OECD countries with big welfare states and expansive 
governments – characteristics which New Zealand shares to a greater or lesser degree – 
should be highlighted.  Most importantly, little in the first report pointed to the lessons for 
New Zealand from the high-income, dynamic Asian countries with much lower levels of 
government spending and taxation, high education standards and radically different 
welfare policies.  These, rather than the ‘old’ OECD countries, are likely to be key 
benchmarks for New Zealand going forward. 

• The Taskforce should offer a sense of the implications of its recommendations for firms 
and households.  The prime minister and others have indicated an aversion to “disruptive” 
changes.  As we see it, the programme recommended would not involve painful 
adjustment and restructuring of the kind New Zealand had to face up to in the 1980s.  
While some vested interests would be affected, the overall consequences (eg for 
employment) would be positive. 

General approach 

The Taskforce has its origin in the Confidence and Supply Agreement between the National and 
ACT parties after the last election.  Under the heading Joint Aspirations it stated: 

National and ACT have joint aspirations for greater prosperity for New Zealanders, and see 
Australia as a benchmark.  They have agreed on the concrete goal of closing the income gap 
with Australia by 2025.  This will require a sustained lift in New Zealand’s productivity growth 
rate to 3% a year or more.  

Both parties recognise that achieving this goal will require significant improvements in New 
Zealand institutions and policies. Their joint commitment to limited government – government 
limited to its proper role – and greater economic freedom will need to be consistently adhered 
to.  To that end they have agreed on the establishment of a high quality advisory group to 

                                                      
1
  See Jeffrey Rae, The Tasmanian Experience: Lessons for New Zealand, New Zealand Business Roundtable, 

2002. 
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investigate the reasons for the recent decline in New Zealand's productivity performance, 
identify superior institutions and policies in Australia and other more successful countries, 
and make credible recommendations on the steps needed to fulfil National's and ACT's 
aspirations.  

The advisory group will report annually on the progress made to improve the quality of 
institutions and policies and whether New Zealand is on track to meet the 2025 goal.  

Several points in this passage were under-emphasised in the Taskforce’s first report in our view: 

• There was little discussion of the meaning of limited government – government limited to its 
proper role.  Research suggests prosperity (and other public policy goals) are best 
promoted if the government focuses on its public goods and safety net roles (including 
underwriting appropriate access to health and education services).  This is a matter of 
orthodox economics, not ideology. 

• Similarly, the literature on the relationship between economic freedom and growth was not 
extensively drawn upon. 

•  A systematic discussion of the reasons for the recent decline in New Zealand’s 
productivity performance was lacking. 

• There was little comparative discussion of superior institutions and policies in Australia and 
other countries. 

• No quantitative analysis was presented to show that the recommended programme would 
achieve the 2025 goal (as implied by the word ‘credible’). 

We hope these weaknesses will be remedied in the second report.  In addition, of course, it will 
need to discuss “the progress made to improve the quality of institutions and policies and 
whether New Zealand is on track to meet the 2025 goal.” 

Analytical issues 

We think the second report would benefit from fuller discussion of several analytical issues: 

• the need to shift resources from the non-tradeables sector to tradeables.  This was 
discussed in our previous submissions and covered better in a 2009 Treasury paper than 
in the Taskforce report.  We see this as vital to reduce New Zealand’s current 
vulnerabilities. 

• the scope for increasing labour and capital inputs as well as rates of productivity growth to 
boost GDP per capita (see paragraph 2 of our 23 November 2009 submission) 

• the role of human capital in promoting economic growth, and 

• the demographic outlook: there is much more awareness in Australia than in New Zealand 
of the challenges in coming decades (as illustrated by the decision to raise the pension 
age). 

In addition, we strongly urge the Taskforce to undertake more quantitative analysis to underpin 
its recommendations and illustrate their implications. 

We suggest that in the first instance economy-wide modelling should be undertaken.  Secondly, 
we suggest there should be a quantitative evaluation of the likely impact of specific policy 
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recommendations along the lines of the estimates in the recent budget of the impact on GDP of 
the tax mix changes. 

Going beyond modelling, we commend the idea of presenting scenarios for New Zealand over 
the next 15 years or so on the likely outcomes of various policy choices.  For example, four 
possible scenarios could be examined: 

(i) A scenario based on institutional and policy arrangements in Hong Kong and Singapore.  
Could it be doubted that New Zealand would achieve the 2025 goal if it adopted such 
arrangements (free trade, modest government spending, low taxes etc)? 

(ii) A scenario based on the Taskforce’s recommendations.  New Zealand might achieve the 
goal if this were credibly confirmed by quantitative analysis. 

(iii) A scenario based on present institutional and policy settings.  Present projections suggest 
that on this basis the goal would not be achieved. 

(iv) A scenario based on the more interventionist policies of the previous government.  
Experience suggests the income gap would widen much further under this scenario. 

We think such a presentation would have considerable persuasive value. 

Substantive issues 

We have three comments under this heading: 

• We think the Taskforce was correct to emphasise the need to reduce government 
spending, ownership and regulation to promote faster growth.  On the other hand we do 
not see ‘government as tax-collector’ as a prime role of government – at most it is a 
derived activity.  In our view the tax discussion was relatively weak.  The recommendations 
did not include the recent budget tax package, which we broadly support, and raised issues 
(such as a land tax and a Nordic income tax system) that had been discussed and rejected 
by expert tax groups. 

• In respect of institutions, there was no discussion of the MMP electoral system.  There is 
no counterpart to this institutional arrangement in (mainland) Australia.  Economic research 
suggests that proportional representation systems tend to promote higher public 
expenditure and we believe they are also associated with weaker governments and poorer 
quality, slower, and more compromised decision making.  We do not think New Zealand is 
likely to catch up with Australia under MMP.  Does the Taskforce agree?  We suggest it 
should discuss electoral institutions and express a view on them from this perspective. 

• In respect of policies, we agree with the thrust of the Taskforce’s recommendations.  There 
were some notable omissions, however.  We would draw the Taskforce’s attention to the 
comments on monetary policy, local government, ACC and immigration in our earlier 
submissions. 

Conclusion 

In our view New Zealand does not need a ‘big bang’ approach to reform.  It does, however, 
need a succession of major reforms (‘rolling mauls’) to reduce dangerous economic 
vulnerabilities and raise its trend growth rate.  The prospect of the income gap with Australia 
widening rather then narrowing is very real.  The outcomes in terms of out-migration, growing 
inequality (as incomes for mobile workers are pushed up while others stagnate), and falling 
relative standards of public services would be unhappy ones. 
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We hope that this year’s report will contribute to a better understanding of national imperatives 
and that the Taskforce will consider ways of getting greater public and political buy-in to its 
work. 

Yours sincerely 

 

 
 

R L Kerr 
EXECUTIVE DIRECTOR 

direct dial: +64 4 499 0790 
email rkerr@nzbr.org.nz 

 


