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12 February 2019 
 
 

 
 
Dear 
 

Thank you for your Official Information Act request, received on 10 January 2019.  You 
requested the following: 

“The Cabinet paper supporting the release of the Independent Fiscal Institution 
discussion document.” 

Information Being Released 

Please find enclosed the following document: 

Item Date Document Description Decision 

1.  20 August 2018 Cabinet paper: Establishing an Independent 
Fiscal Institution:  Release of Discussion 
Document 

Release in part 

I have decided to release the document listed above, subject to information being 
withheld under the following section of the Official Information Act: 

• advice still under consideration, section 9(2)(f)(iv) – to maintain the current 
constitutional conventions protecting the confidentiality of advice tendered by 
Ministers and officials. 

In making my decision, I have considered the public interest considerations in section 
9(1) of the Official Information Act.  

Please note that this letter (with your personal details removed) and enclosed 
documents may be published on the Treasury website. 

This reply addresses the information you requested.  You have the right to ask the 
Ombudsman to investigate and review my decision.  

Yours sincerely 
 
 
 
 
 
Neil Kidd 
Principal Advisor, Macroeconomic & Fiscal Policy 

s9(2)(a)

s9(2)(a)



IN-CONFIDENCE

Office of the Minister of Finance
Office of the Associate Minister of Finance

Chair, Cabinet Business Committee

Establishing an Independent Fiscal Institution: Release of Public Discussion
Document

Proposal 

1 This paper seeks Cabinet’s approval to release a public discussion document
on  establishing  an  Independent  Fiscal  Institution  (IFI)  for  a  six  week
consultation period. 

Executive Summary 

2 The establishment of an IFI as part of New Zealand’s fiscal policy framework
will  fulfil  commitments  made  by  parties  that  make  up  the  Government  to
establish an independent body to assess the Government’s progress against
its fiscal strategy and targets and to cost political party policies. 

3 Establishing an IFI will require amendments to the Public Finance Act 1989.
This proposal makes up one part of a wider package of reforms to the State
sector with the overarching vision of looking beyond GDP to embed a greater
focus on improving wellbeing.  To support this, I propose making three sets of
changes to the PFA this term:

a. Amendments  to  reflect  the  changes  being  made  as  a  result  of  the
reform of the State Sector Act 1988.

b. Embedding a focus on wellbeing by introducing a requirement for the
Government to articulate and report  against wellbeing objectives and
the Treasury to report on wellbeing indicators.

c. Establishing an IFI (this paper).

4 The  key  opportunities  identified  to  improve  New  Zealand’s  fiscal  policy
framework through the establishment of an IFI are for it to: 

· Provide for independent evaluation of fiscal policy performance.

· Improve  and  support  more  effective  parliamentary  scrutiny  of  public
finances and fiscal policy.
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· Provide  for  independent  costings  of  political  party  policies  to  better
inform public debate.

5 On 9 April  2018,  Cabinet  agreed to  announce the forthcoming discussion
document on the proposal to establish an IFI as part of Budget 2018.  I was
invited  to  report  back  to  Cabinet  to  seek  approval  of  the  release  of  this
discussion document.

6 I  now  seek  Cabinet’s  approval  to  release  the  attached  public  discussion
document which contains some proposals for the new IFI’s possible roles and
functions, and discusses the various options for the institutional form of the IFI
in the New Zealand context. 

7 The proposed functions suggested for the IFI are to:

a. provide financial  costings of  political  party  policies,  including election
manifestos, and any costings requested during government formation;

b. comment  on  and  assess  compliance  with  the  Government’s  fiscal
strategy and fiscal targets;

c. comment on the Treasury’s economic and fiscal forecasts;

d. comment on long-term fiscal sustainability and fiscal risks;

f. produce relevant and related research and commentary on fiscal and
budgetary issues.

8 While the discussion document includes some commentary on the different
institutional  form  options  (e.g.,  Independent  Crown  Entity,  Officer  of
Parliament), it does not propose a particular form.  It also asks whether an
existing institution could undertake some, or all, or the proposed functions.

9 The specific proposals included in the discussion document are not final and
have been developed primarily as the basis of discussion to support public
engagement.  The purpose of the discussion document is to seek the public’s
feedback on the various roles and functions, institutional form, and any other
relevant considerations prior to Cabinet considering a final proposal. 

10 The consultation  period  will  run  for  six  weeks  from 27 August  2018 to  9
October 2018.  The discussion document will be published on the Treasury’s
website.  During this period, targeted consultation will occur with senior Public
Service  leaders,  public  servants,  academics,  economists  and  think-tanks.
The consultation process will  be aligned with the process the Treasury  is
running on amendments to the PFA to embed wellbeing [GOV-18-MIN-0050
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refers], and the process the State Services Commission is running over the
same period covering the reforms to the State Sector Act 1988.

11 Following the public consultation period, a summary of submissions document
will  be released by Treasury in late 2018.  I  intend to report  to Cabinet in
February 2019 with final policy recommendations for the establishment of an
IFI.

Background 

12 On 9 April 2018, Cabinet agreed that the 2018 Fiscal Strategy Report would
announce the forthcoming release of a public discussion document that would
seek views on the merits of an IFI and its potential roles [CAB-18-MIN-0158
refers]. 

13 Cabinet also invited me to report back to Cabinet prior to the release of a
discussion document in August.

14 The proposal to establish an IFI comprises part of a wider package of reforms
to the State Sector.  The overarching goal of the work on State Sector reform
is  to  better  enable  a  public  sector  that  improves  the  intergenerational
wellbeing of New Zealanders.

15 To support this, I propose making three sets of changes to the PFA this term:

a. Amendments  to  reflect  the  changes  being  made  as  a  result  of  the
reform of the State Sector Act 1988.

b. Embedding a focus on wellbeing by introducing a requirement for the
Government to articulate and report  against wellbeing objectives and
the Treasury to report on wellbeing indicators.

c. Establishing an IFI (this paper).

16 The establishment  of  an IFI  relates  to  two of  our  12  Government  priority
outcomes [CPC-18-MIN-0001 refers]:

· delivering responsible governance with a broader measure of success;
and

· delivering transparent, transformative and compassionate government.

The IFI discussion document

17 The  discussion  document  sets  out  what  an  IFI  is  and  how  an  IFI  could
strengthen New Zealand’s fiscal policy framework by improving accountability
and the quality of public debate. 

18 The OECD define an IFI as a  publicly funded, independent body under the
statutory  authority  of  the  executive  or  Parliament.   IFIs  can  provide  non-
partisan oversight and analysis of fiscal policy and performance.  In some
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cases, IFIs provide costings of  political  party  policies and advice on fiscal
policy and performance.

19 The discussion document seeks the public’s input on what would make for a
successful  IFI  in  New Zealand.   At  a high level,  the discussion document
invites  comments  on  what  specific  roles  and  functions  the  IFI  should
undertake  and what  institutional  form might  be  appropriate.   The specific
proposals included in the discussion document are outlined in more detail
below.

Key points in the discussion document

Context

20 The  discussion  document  outlines  New  Zealand’s  current  fiscal  policy
framework, as set out in the PFA.  New Zealand’s fiscal policy framework
requires  governments  to  set  their  own  fiscal  policy  and  emphasises
transparency and accountability as key levers to ensure fiscal responsibility
and sustainability.  This approach puts a substantial premium on the quality,
comprehensiveness, reliability and timeliness of the budget documentation. 

21 The discussion document notes the increasing number of IFIs internationally
and highlights that there are two primary models of IFIs – Independent Fiscal
Councils (IFCs) and Parliamentary Budget Offices (PBOs):

· IFCs  are  generally  more  focussed  on  fiscal  policy  monitoring  and
assessment.

· PBOs are generally more focussed on supporting Parliament, including
undertaking policy costings (and are more common in countries with
Westminster-type parliamentary systems).

Why establish an IFI in New Zealand?

22 The discussion document highlights some gaps in New Zealand’s fiscal policy
framework and proposes that an IFI can fill these gaps.  Specifically it could:

· Provide for independent evaluation of fiscal policy performance.

· Improve  and  support  more  effective  parliamentary  scrutiny  of  public
finances and fiscal policy.

· Provide  for  independent  costings  of  political  party  policies  to  better
inform public debate.

23 The discussion document includes the following purpose proposal for the new
IFI:

The purpose of the IFI is to:
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“Enhance fiscal responsibility, accountability and transparency, support public
debate, and strengthen Parliamentary scrutiny.”

It can achieve this by:

“Providing  Parliament  and  the  public  with  independent  and  non-partisan
analysis and assessment on fiscal policy, economic and fiscal forecasts, and
the financial implications of political parties’ policy proposals.”

Proposed roles and functions

24 The discussion document proposes that the IFI undertake a number of roles
and functions, as outlined below.  This proposal has been put together as the
basis of discussion.  

1. Provide financial costings of political party policies 

25 In practice, policies of political parties are not costed by the public service.
There is an existing policy that allows political parties to request the public
service to cost their policies.  However, such a request must be authorised by
the Minister of Finance or a Minister responsible for a portfolio.  In the last
eight general elections, the practice has been for the Minister of Finance to
state that they will not request the public service to cost the policies of political
parties.  

26 It  is  proposed that  a  political  party  can  request  the  IFI  to  cost  its  policy.
During the pre-election period, a political party will also be able to get the total
fiscal impact of its election manifesto assessed by the IFI.  The IFI would not
be able to cost political party policies unless requested by a political party.

27 A  costing  will  provide  an  estimate  of  the  fiscal  impact  (expenditure  and
revenue impacts)  of  a  policy  using  the  IFI’s  best  professional  judgement.
Where appropriate, this will  include the direct behavioural impacts resulting
from  the  proposal.   Broader  economic  impacts  could  be  included  or
commented on when they are substantial (for example, impacts on GDP or
CPI).  

28 Allocating the available  resources for  costings in  an equitable  way across
parties will require a clear framework and criteria, as is the case in Australia.
Such a  framework  will  need to  be developed to  help  ration and prioritise
costing requests.  The IFI would not cost Government policies.

29 If a costing has been completed, and the policy publicly announced, then the
costing should be made public to support transparency (either by the political
party or the IFI).  If the political party has not announced the costed policy,
then the IFI could not release that costing unless the party agreed.

30 During the negotiations to form a government, political parties can request the
IFI to cost specific policies.  The State Services Commissioner would continue
to have a role in coordinating other requests for information from the public
service that are not for financial costings.
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2. Comment on and assess compliance with the Government’s fiscal
strategy and fiscal targets

31 To ensure responsible fiscal management, the PFA requires governments to
outline a fiscal strategy which can include specific fiscal targets.  IFIs can play
a role by assessing whether governments have met fiscal targets.  Providing
an independent assessment of whether the Government is on track to meet
its fiscal strategy was one of the initial drivers for setting up an IFI in New
Zealand.

32 Under the PFA the Government must regularly and publicly report on their
fiscal  strategy.   In  particular,  governments  must  report  their  short-term
intentions and long-term objectives, and the extent to which these intentions
and objectives are consistent  with the PFA principles of  responsible fiscal
management.   Since 2013,  the PFA has also required the government to
report ex-post assessments of its fiscal strategy.  Such ex-post assessments
are done by the Government rather than by an independent body. 

33 It is proposed that the IFI would be required to comment on the Government’s
yearly  Budget Policy Statements  (BPS) and  Fiscal Strategy Reports  (FSR).
In particular, the IFI would assess whether the Government has appropriately
met its obligations under the PFA.  The IFI would achieve this by assessing
whether  or  not  the Government’s  policy  objectives  are consistent  with  the
PFA principles of responsible fiscal management.

34 The IFI would also assess whether the Government is on track to achieve (or
has  achieved)  its  short-term  fiscal  intentions,  long-term  fiscal  objectives,
and/or any other fiscal target the Government has set itself.

35 The IFI would conduct ex-post assessments, including after the release of the
annual audited Financial Statements of the Government.  

36 The  IFI  can  seek  clarification  from  the  Government  regarding  the
interpretation of the Government’s fiscal strategy, if required. 

37 The  IFI  should  release  its  commentary  on  its  assessment  of  the
Government’s fiscal strategy twice a year.  This should occur at the same
time, or shortly after, the Government releases its yearly BPS and FSR. 

38 To achieve such a coordinated release,  the IFI  would  require  embargoed
access to these documents before they are released.  To fulfil its assessment
role, the IFI would also need access to the Treasury’s economic and fiscal
forecasts.

3. Comment on the Treasury’s economic and fiscal forecasts

39 It is proposed that the IFI would comment on the reasonableness of the key
judgements and assumptions that underpin the economic and fiscal forecasts
produced by the Treasury.

40 The IFI should release its commentary on the Treasury’s economic and fiscal
forecasts at the same time, or soon after, the forecasts are released publicly.
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The IFI would be able to have sessions where they could question Treasury
officials about the forecasts, in advance of their public release.

4. Comment on long-term fiscal sustainability and key fiscal risks

41 It is proposed that the IFI would be required to comment on long-term fiscal
sustainability as part of its role to assess the Government’s long-term fiscal
objectives.   This  would  include  testing  the  reasonableness  of  the
Government’s 10-year fiscal projections.

42 Beyond that, the IFI could comment on trends in fiscal sustainability and fiscal
risks.   This  could  include making comments  on the Treasury’s  Long-term
Fiscal Statements and Investment Statements, and the risk chapters included
in the Treasury’s regular Economic and Fiscal Updates.

6. Produce relevant and related commentary and research on fiscal
and budgetary matters. 

47 It  is proposed that the IFI would be able to, on its own accord, undertake
relevant research and commentary on fiscal and budgetary matters.  The IFI
would undertake research in a manner similar to how the Treasury produces
technical working papers.  This research would not include normative policy
advice or recommendations to the Government.  
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Other roles and functions

48 While not explicit in the discussion document, there are a number of other
possible roles that an IFI could undertake, which public submissions might
highlight.  These include:

· producing forecasts;

· undertaking the long-term fiscal statement;

· costing government policies;1

· providing normative policy advice relating to fiscal or budgetary matters;

· commenting on wider macroeconomic issues (eg,  monetary policy or
financial stability policy);

· commenting on wellbeing measures and targets; and

· commenting on local government finances.

49 I do not currently propose that the IFI undertake any of these functions.

Challenges

50 The discussion document highlights some of the challenges that need to be
considered  when  establishing  a  successful  IFI  in  New  Zealand.   These
include:

a. Capability and capacity – New Zealand is a small country.  Expertise in
the skills  required to operate an effective IFI is expected to be fairly
limited domestically.

b. Access to information and support – for the IFI to successfully undertake
the  functions  proposed,  it  will  require  access  to  information,  data,
modelling and other support  from the public service.  Providing such
support will have resource implications for the public service, particularly
for any departments supporting the IFI in producing financial costings for
political party policies, as this is a significant new function.

c. Ensuring value for money – establishing a new institution has resource
implications.   The  different  roles  and  functions  proposed  also  have
different levels of resource implications.  The relative benefits and costs
of the proposed roles and functions, including how they are delivered,
are important considerations.

1  As distinct from political party policies.
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Institutional form

51 The discussion document describes the various options for the institutional
form of the new IFI, but does not propose a particular form.  Internationally,
the three main IFI models are:

· the “Independent Fiscal Council” model; 

· the “Parliamentary Budget Office” model; and

· the inclusion of the functions in the Supreme Audit Institution. 

52 The appropriate institutional form of the IFI in the New Zealand context will
depend on the final roles and functions it is to undertake.  Consideration will
also need to be given as to whether an existing institution could undertake
some, or all, of the proposed functions.  The table below sets out the main
institutional forms considered by officials for the New Zealand context. 

WHO  IS  THE  NEW  IFI
ACCOUNTABLE TO?

EXISTING INSTITUTION NEW INSTITUTION

EXECUTIVE Part of the Treasury New Department
New  Statutory  Crown  Entity
(from  least  to  most
independent:  Crown  Agent,
Autonomous  Crown  Entity,  or
Independent Crown Entity)

PARLIAMENT Part  of  the  Controller  and
Auditor-General
Part of the Office of the Clerk
Part  of  the  Parliamentary
Service 

New  “legislative”  branch
department
New Officer of Parliament

53 I have asked the Treasury for further advice on the costs and practicalities of
the different institutional models.  As part of developing this advice, the State
Services Commission’s expertise will be sought.

Public consultation process

54 The consultation process will occur over a period of six weeks from 27 August
2018 to 9 October 2018.

55 The discussion document will be released as a Government document.  It will
be made available on the Treasury’s website.  Submissions will be able to be
made electronically.
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56 In  addition  to  inviting  public  submissions  on  the  discussion  paper,  the
Treasury  will  engage  with  some  targeted  stakeholders  throughout  the
consultation period.  In particular, the Treasury will:

a. Work with senior Public Service leaders throughout the process.

b. Engage with relevant departments.

c. Engage with academics and economists who have extensive knowledge
and experience of the public financial management system.

d. Engage with the IMF and OECD on the proposals.

57 I also plan to discuss the proposals with the Speaker and with the Opposition
Finance Spokesperson.

58 Given the parliamentary focus of some of the proposed roles, I will also write
to the Finance and Expenditure Committee offering for the Treasury to brief
the  committee  on  the  IFI  proposal,  the  discussion  document,  and  the
consultation process.   

Next steps

59 Following  the  consultation  phase,  the  Treasury  will  prepare  a  final  policy
proposal to establish an IFI for my consideration.  I expect to seek Cabinet’s
approval of the final recommendations in February 2019.  Pending Cabinet
approval, a Bill will be introduced for passage in 2019 (and co-ordinated with
the wider State Sector reform programme).

60 In addition, a public summary of submissions will be released by the Treasury
later in 2018.

Consultation

61 The public discussion document was prepared by the Treasury.  The State
Services Commission and the Office of the Clerk have been consulted.  The
Department of the Prime Minister and Cabinet has been informed.  The Office
of the Auditor-General has commented on the draft discussion document.

62 As outlined in paragraph 56, the Treasury will continue to work with senior
Public Service leaders on issues outlined in the discussion paper to ensure
consistency and alignment with other government initiatives.  The Treasury
will also run a specific consultation process with relevant departments who
produce financial costings, and who are likely to be impacted by the proposal
to  cost  political  party  policies,  so  as  to  ensure  capability  and  capacity
considerations are worked through.

Human Rights Implications

63 The release of the discussion paper has no implications for human rights,
business  compliance,  gender,  or  disability  issues.   Final  policy
recommendations are unlikely to have such implications.  If  there are any
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implications,  they  will  be  highlighted  to  Cabinet  when  I  present  final
recommendations for change in February 2019. 

Financial implications

64 There are no direct financial implications resulting from the recommendations
in  this  paper.   The  public  consultation  will  be  undertaken  within  existing
departmental baselines. 

65 Establishing an IFI will require additional funding.  

66 In addition, the policy costings function of the IFI is likely to have resource
implications for a number of departments.  This is because the IFI will draw on
departments’  information  and  expertise  in  its  policy  costing  role.   The
Treasury will work through these implications with affected departments over
the coming months.

Legislative implications

67 This paper has no direct legislative implications.  Establishing a new IFI will
require legislation to amend the Public Finance Act 1989.  A bid for the 2019
legislation programme will  be prepared 

Regulatory Impact Analysis

68 The  Regulatory  Quality  Team  has  determined  that  a  Regulatory  Impact
Assessment is not required because the proposed amendments have no or
only minor impacts on businesses, individuals or not-for-profit entities.

Publicity 

69 I will issue a media statement inviting the public to make submissions when I
release the discussion document.

70 After its public release, I intend that the discussion document be made widely
available  through  publication  on  the  Treasury  website,  sending  copies  to
targeted  stakeholders,  and  inviting  government  agencies  to  distribute
materials through their networks where appropriate.

Recommendations 

71 I recommend that the Cabinet Business Committee:

a. note that on 9 April  2018, Cabinet invited the Minister of  Finance to
report back to Cabinet to seek approval on the content and release of a
public consultation document for the establishment of an Independent
Fiscal Institution (IFI) [CAB-18-MIN-0158];
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b. note  that the establishment of an IFI is part of the wider State Sector
reform programme, and makes up one part of the current review of the
Public Finance Act 1989; 

c. note that the Treasury has developed a public discussion document that
identifies  options  for  the  establishment  of  an  IFI  as  part  of  New
Zealand’s fiscal policy framework; 

d. note that the discussion document outlines a proposal for the potential
functions of the new IFI which are to:

i. provide  financial  costings  of  political  party  policies,  including
election  manifestos,  and  any  costings  requested  during
government formation;

ii. comment on and assess compliance with the Government’s fiscal
strategy and fiscal targets;

iii. comment on the Treasury’s economic and fiscal forecasts;

iv. comment on long-term fiscal sustainability and fiscal risks;

v.

vi. produce relevant and related commentary and research on fiscal
and budgetary matters;

e. approve the release of the attached discussion document for a six week
public consultation period from 27 August 2018 to 9 October 2018;

f. authorise the Minister of Finance to approve minor editorial changes to
the text and layout of the discussion document before its release; and

g. note that the Minister of Finance will report back to Cabinet with final
policy recommendations to establish an IFI in February 2019.

Authorised for lodgement

Hon Grant Robertson

Minister of Finance

Hon James Shaw

Associate Minister of Finance
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