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From: Curristine, Teresa Rose 
Sent: Wednesday, 10 October 2018 10:42 AM
To: Simon Duncan [TSY]
Cc: ^IMF: Grant Johnston
Subject: RE: New Zealand IFI Discussion Document
Attachments: L4_Independent_Fiscal_Councilsv2.pptx; SDN on Second-Generation Fiscal Rules.pdf

Dear Simon 
 
I hope you are well. Thanks for the opportunity to comment on this paper. We have provided comments below and 
we are happy to discuss these with you via phone this week or next week if you need any follow up. Also by way of 
background information, please find attached: 1) the link to the IMF Fiscal Councils database and board papers 
https://www.imf.org/external/np/fad/council/ and 2) PowerPoint on Fiscal councils with some summary 
information and lessons learned and 3) the latest fiscal affairs department (FAD) paper of fiscal rules which includes 
discussions on the role of fiscal councils. 
 
We view the proposal for the establishment of an IFI in New Zealand, as a positive step forward, and one that is 
particularly important for New Zealand, given the strong emphasis in the fiscal framework on transparency and 
accountability. Below are some comments for your consideration: 
 
1) A key factor in the success of an IFI is guaranteed legal and operational independence. With reference to 

question 5: Whatever the institutional arrangement (Executive or Parliament), independence of the IFI can only 
be effective if, it enjoys a clear legal mandate, has sufficient resources to implement its mandate, and if it works 
under sound governance principles. In sum it is important to have legal and operational independence. 

 
• Legal and Governance: The paper currently does not discuss the governance framework for the IFI. 

This would include the composition of the IFI board or members, politically independent 
appointment process for the IFI board or members, the nomination of its chair, qualification 
requirements for positions, tenure length, dismissal processes. The attached PowerPoint and 
OECD’s guidelines are helpful on that front (see Designing Effective IFIs, 2017). In addition, to be 
consistent with OECD guidelines, the IFI cannot, for example, be a department of the treasury.  

• Operational and Financial: In terms of operational independence, it is important for the IFI to have 
secured resources, freedom to hire staff with expertise, ability to determine its own work agenda 
within its remit, and freedom to access the media. The functions with the most value added are also 
the most resource- and staff-intensive. Sufficient funding should be guaranteed (in the budget) for 
the IFI to be fully functional. Policy costing tends to be the most resource intensive. 

2) Functions: The proposal for the IFI, covers most of the major IFI’s functions including reviewing government 
forecasts, reviewing government’s performance against fiscal policy objectives, costings and reviewing long-
term sustainability analysis. The proposed role of the IFI in these areas, however needs more clarification. 

On function 1 (policy costing) 

• Compulsory costing of all election manifestos by the IFI could be envisaged, instead of working at the 
discretion of political parties. It would allow for a comprehensive vision of fiscal platforms across the 
political spectrum, according to a single methodology. The rationale for keeping this costing exercise at the 
discretion of parties is not provided in the discussion paper.  

• The IFI’s role regarding the government’s policy costings should be clarified. Though it is clear that “the IFI 
would not cost Government policies”, analyzing and possibly commenting on the government’s major policy 
costings is critical for the IFI to assess whether the government’s fiscal policies are consistent with the 
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overall objectives set out in the PFA, whether they are sustainable in the long run, and whether their 
economic and fiscal impacts are taken into account. Preliminary policy costings should be communicated to 
IFI and the IFI should be given sufficient time for analysis of these proposals. 

• It is not clear from the proposal, if only political parties can put forward proposals for costing, and if 
proposals are just accepted at election time or at any time during the Parliamentary period. Consideration 
should be given to, if the IFI would cost proposals, from individual MPs or Parliamentary Committees. The 
latter approach is more common for IFIs based in Parliament. For example, in Canada and the US. Since this 
approach has resource implications, the Canadian Parliamentary Budget Office, has chosen to prioritize and 
limit requests by applying two principles. The first is materiality potential that is if a project or request can 
be expected to have a substantive impact on government finances. The second is contribution potential that 
is if a project will contribute to increasing budget transparency or the public debate on sound finances. This 
allows the PBO to focus on large and high-profile costing proposals. In the US, the Congressional Budget 
Office has a scorekeeping function that is it scores the cost of individual and cumulative legislation 
considered by Congress against the budget baseline and when they exist against established fiscal rules. 

On function 2 (assessment of compliance) 
 
• The nature of compliance checks applied by the IFI should be precisely specified in the legal framework. 

The PFA’s principles for responsible fiscal management are quite general (debt at prudent levels, fair and 
efficient tax system…). The IFI’s compliance assessment mandate could be made more operational by 
setting up a layered system of checks such as for instance: (1) compliance of BPS with PFA; (2) compliance of 
FSR with objectives set out in BPS; (3) ex-post compliance with FSR and/or BPS. 

• The modalities for the enforcement of IFI’s opinions and decisions should be clarified. The legal framework 
should plan for what happens in case the IFI considers that the Treasury’s forecasts are not realistic, or that 
the Government is not being compliant with the PFA, for instance. The Government should be granted a 
right to respond to the IFI’s opinions. A correction mechanism (forcing the Government to react in case the 
IFI assesses that its policies are not / have not been compliant) could be envisaged in the medium-run.  

On function 5: The IFI’s research function should be elaborated upon.  

3) Reporting: The key reports to be issued by the IFI should be stated in the legal framework along with the dates 
they are to be issued. Also, it should be clear if the reports are to be tabled or presented to Parliament, and if 
members of the IFI will appear before Parliamentary committees to discuss report findings.  

4) The enforcement ability of the IFI is not clear. The proposal only mentions that reports are to be produced. 
There is no discussion about what happens once they are produced, for example does the principle of comply or
explain apply? Is the government required to respond, and within a certain time limit? This should be covered in 
the proposal. 

5) Information Exchange: The proposal notes that for the IFI to perform its functions, it will need information from 
the government and the Treasury. To facilitate this exchange, other countries (e.g. UK) have adopted a 
memorandum of understanding (MoU) between the IFI and the Ministry of Finance. This would include details 
on working process/timetable – process for preparation of reports, exchange of information and terms of access 
to information.  

6) Internal governance: Once established, the IFI also needs to be held accountable and consideration should be 
given to the governance/management structure, staffing, accountability for use of public money and reporting 
requirements e.g. audit 

All the best 
 
Teresa 
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