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Dear Dr Brash 

Introduction 

At the Business Roundtable meeting last Friday (20 November) there was a discussion about 
the impending report of your Taskforce.  A number of points were made and we would like to 
make a brief supplementary submission to update and complement our submission of 2 October 
2009. 

Key issues 

1. We think the National-ACT Confidence and Supply Agreement is a very sound basis for the 
Taskforce’s work.  In establishing the 2025 goal, it refers in particular to: 

– the importance of institutions (and the need to identify superior ones) 

– the relevance of limited government – “government limited to its proper role” – 
and greater economic freedom 

– the requirement to investigate the reasons for the recent decline in New 
Zealand’s productivity performance; and 

– the desire for “credible recommendations”, which we take to mean 
recommendations capable of improving economic performance to such an 
extent that the income gap can be closed. 

We see an elaboration of these points and a convincing analysis of underlying issues as 
being as important as specific recommendations.  In particular, the importance of limited 
government and economic freedom are often poorly understood and need to be explained.  
The ‘storyline’ of the report needs to be grounded in solid economic analysis and myths (eg 
on savings – see the work of Grant Scobie and others) need to be dispelled. 

2. The report should be focused on the growth of GDP per capita, not just productivity.  
Growth in labour inputs (which raises issues to do with labour market and welfare policies) 
and capital inputs (where we see issues to do with property rights, investment uncertainty, 
tax and the cost of capital as being more important than savings issues) are also relevant. 

3. 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 would reiterate the suggestion in our earlier submission that, to guard against such 
reactions, they should be linked to the mainstream recommendations of the OECD in its 
reports on New Zealand, and to its comment that New Zealand needs to go beyond OECD 
best practice to offset natural disadvantages.  Another important point to make is that there 
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is no reason to believe that alternative, more interventionist, strategies would do the job.  
Experience with such strategies, in at times a favourable external environment over the last 
nine years, showed that they failed to achieve any progress in closing the gap. 

4. We think the report needs to give a strong sense of the dangers New Zealand is facing.  
These are not only the longer-term consequences of not closing the gap in terms of outward 
migration of labour, capital and businesses.  They are also the acute risks associated with 
our extremely high levels of external debt and growing public debt.  The feeling at our 
meeting was that recovery from the present crisis is by no means assured, major structural 
imbalances are still present in the economy, credit rating downgrades and funding 
constraints are still a real possibility, and yet few people seem to be expressing concerns 
about these dangers.  We think there needs to be a sense of urgency and an extensive 
discussion in the report of the need to shift resources from non-tradeables to the tradeables 
sector, the set of relevant policies, and in particular the role of monetary policy and other 
supporting policies in sustaining international competitiveness (see below).  The recently 
released Treasury report rightly highlighted this issue. 

5. In respect of institutions, major concerns were expressed at our meeting about MMP (for 
the reasons given in our 2 October submission) and on the judiciary.  We see Australian 
institutional arrangements in these areas as superior. 

The government has announced a referendum process on MMP, and we suggest the 
Taskforce should comment on it.  We favour holding the second proposed referendum 12 
months after the first to deliver a new system for a 2014 election if a change is favoured.  
We also think the first election should be voted on preferentially and include one or more 
options with a smaller parliament. 

On the judiciary, we see the removal of appeals to the Privy Council as a big loss.  There is 
a lack of confidence in the New Zealand courts in respect of commercial and tax cases in 
particular.  We also see a serious risk, given the closeness of parliament, the executive and 
the judiciary in New Zealand, that some future government will attempt to stack a court 
(which was not possible with the Privy Council).  Given the relevance of Australia to the 
Taskforce’s report and the ever-increasing integration of institutions and policies in the two 
countries, we suggest the Taskforce should recommend the government considers adopting 
the High Court of Australia as a final appeal court, at least for commercial cases (with one 
or more New Zealand judges sitting on it for New Zealand cases). 

6. Concerns were expressed about monetary policy and the risks of another interest and 
exchange rate cycle of the type that began in 2003, with damaging consequences for the 
tradeable sector.  Monetary policy is one of the main policy issues and roles of government, 
and the Taskforce will no doubt be addressing it in depth, particularly given the criticisms 
that have been levelled at it in recent years.  The issue has been made even more 
important with the recent comments of Labour Party leader Phil Goff which indicate a loss of 
bipartisan support for New Zealand’s ‘monetary constitution’. 

While we and other business organisations disagree with Mr Goff’s criticisms of the 
framework for monetary policy, we have been very concerned about numerous features of 
its operation.  These include: 

– the successive widening of the Policy Target Agreements in 1996 and 2003 

– the provisions in the 2003 PTA which require the Reserve Bank to have regard 
to the impact of monetary policy on exports and output (so confusing its 
objectives) 

– the Bank’s actions in cutting rates in 2003 and then keeping them too low for 
too long (with the result that CPI inflation reached 5 percent on an annual basis 
in the 2008 September quarter), without any apparent accountability for its 
performance 
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– the decision to allow intervention in the foreign exchange market, which 
increases uncertainty about monetary conditions; and 

– an implicit abandonment by the Reserve Bank of its statutory mandate to 
achieve and maintain price stability. 

In discussing monetary issues, we suggest the Taskforce should consider recommending a 
statistical investigation of price stability (see our earlier submission), the case for a greater 
focus on non-traded goods sector inflation, improvements to the PTA, a ‘please explain’ 
mechanism in the event of breaches of the target range, and the removal of the capacity for 
foreign exchange market intervention.  We think the Taskforce needs to highlight the extent 
to which increases in government spending, cost-increasing regulations, the absence of 
efficiency-improving reforms (eg privatisation) and weak productivity growth have made the 
Reserve Bank’s job harder and undermined international competitiveness in recent years. 

7. We reiterate our earlier comments on labour market issues.  Their importance cannot be 
overstated.  The Employment Contracts Act generated large benefits but it also re-regulated 
parts of the labour market and left redundant institutions intact.  Subsequently there has 
been additional regulation through court decisions and the Employment Relations Act.  
Members commented on the incidence of industrial disruption recently occurring in 
industries such as ports, transport, dairy and the public sector.  As we noted in our earlier 
submission, employment relations should be essentially voluntary and based on normal 
contract law, as is the case in the high-growth Asian countries with which New Zealand 
increasingly competes.  We suggest that the Taskforce recommends the establishment of a 
technical advisory group comprising experts in the field (not representatives of interest 
groups) to review all aspects of employment law (not just the ERA). 

Conclusion 

We hope that in general the Taskforce will use as benchmarks small-government, high-income 
Asian countries such as Singapore and Hong Kong rather than (or in addition to) big-
government OECD countries, many of which seem set for a long period of sluggish growth. 

We also hope it will back its recommendations with economic modelling to demonstrate their 
capacity to alter the economy’s performance to the necessary degree.  The recent Treasury 
report uses model analysis in respect of the current imbalances, and other economic models 
are available.  It will be important to set up a basis for assessing progress in future reviews. 

Finally, we hope the Taskforce is giving careful consideration to the release and follow-through 
of the report, including among constituencies such as the business sector, with the aim of 
avoiding dismissive reactions and building support for it. 
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Yours sincerely 

 

 

 
 

R L Kerr 
EXECUTIVE DIRECTOR 

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

 
              
 
 


