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BASIC STATISTICS OF NEW ZEALAND

THE LAND

Area (1 000 sq. km)
Total occupied farm land,

percentage of total, 1 993
of which: Grassland

Population. September 199.') (1 000)

Inhabitants per sq. km

270.5

64.1

51.6

Urban population,1
percentage of total (31.03.95)

Population of major urban areas

(1994/95 1 000 persons):

76.2

Auckland 952.6

Christchurch 324.4

Wellington 331.1

THE PEOPLE

3 575.4 Civilian employment, December 1995 (1 000) 1 666.0

13.2 of which:
Agriculture 161.8

Manufacturing 303.0

Trade (wholesale and retail) 358.1

Community and personal services 442.9

PARLIAMENT AND GOVERNMENT

Present composition of Parliament:
National Party 41

Labour Party 41
United 7

New Zealand First 5

Alliance 2

Christian Democrats 1

Conservatives 1

Independent 1

Present Government: National Party
Next general election: at latest by November 1996

Gross National Product, 1994-1995

(NZ$ million)

PRODUCTION2

GNP per capita, 1994-1995 (NZ$)
82 211

22 885

Main exports (percentage of total):
Manufactures

Meat and meat preparations
Dairy produce
Wool

FOREIGN TRADE (1995)

Main imports (percentage of total):
25.7 Machinery and transport equipment
12.8 Other manufactures

13.0 Mineral fuels, lubricants, etc.
5.6 Chemicals

43.4

26.4

5.2

9.6

Monetary unit: New Zealand dollar

THE CURRENCY

Currency unit per US dollar, average of daily
figures:

Year 1995

March 1996

1.5240

1.4677

1 . Defined as the population in the 30 main and secondary urban areas.
2. Year ending 3 1 March.

Note: An international comparison of certain basic statistics is given in an annex table.
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Introduction

New Zealand's economic performance continues to be impressive. The

current expansion has already lasted longer than previous ones and, in a marked

break from past trends, GDP growth in recent years has outpaced that of other

OECD countries, averaging 5'/2 per cent in 1993-94 and still reaching 3 'h per

cent in 1995. Although broadly based, the upturn has been particularly supported
by buoyant private capital spending, which should enhance the economy's

growth prospects. Substantial job creation has led to a sharp decline in the

unemployment rate to well below the OECD average. With diminishing slack in

product and labour markets, some inflation and current account pressures have

emerged. So far, however, these have remained limited compared with past
periods of strong growth, reflecting the beneficial effects of the wide-ranging

structural and institutional reforms implemented since the mid-1980s. These

included trade liberalisation, deregulation of goods and labour markets as well as

an overhaul of the public sector and the introduction of a medium-term oriented

macroeconomic policy framework.

The outlook for this year and next is favourable. After slowing during

1995 in response to tighter monetary conditions, economic expansion appears to

have stabilised. With tax cuts in mid- 1996 boosting private consumption, output
growth is likely to gather momentum and, according to Secretariat projections,

could reach 23A and 3 'A per cent in 1996 and 1997, respectively. Inflation is

expected to remain under control, declining in the near term before edging up

again as activity strengthens next year. There are risks to this scenario, however.

In particular, it is possible that, in anticipation of the tax reductions, domestic

demand increases more rapidly than expected. Faster growth at a time when the

economy is still operating near capacity could then re-ignite inflation pressures
and push up the external deficit. The challenge to policy makers thus is to prevent



significant imbalances from emerging that could threaten growth prospects in the
medium term.

The policy framework established over the past decade should help in this

respect. Public finances have improved dramatically since the early 1990s, and

the underlying rationale of the recent Fiscal Responsibility Act is to ensure the

continuation of prudent budgetary policies. Despite the announced tax cuts, the

central government budget is expected to remain in sizeable surplus. Nonetheless,

a gradual implementation of the tax reductions accompanied by ongoing spend¬

ing restraint would be required to avoid undue pressure on monetary conditions.

Notwithstanding a temporary breach of the ambitious 0 to 2 per cent target range,

the monetary policy framework introduced by the Reserve Bank Act has proved

to be effective in containing inflation so far. But this has required a sharp

increase in both interest rates and the exchange rate, which could, if it persists,

have adverse consequences for investment, competitiveness, and the economy's

growth potential. Together with prudent fiscal management, sustained imple¬

mentation of structural reforms would facilitate the task of monetary authorities.

The Employment Contracts Act, which deregulated labour markets, has prevented

the emergence of generalised wage pressures in the face of falling unemploy¬

ment, although relative wages are now more responsive to particular skill

shortages. But there is still unfinished business in the structural policy area,

including skill development, trade protection, privatisation, and health reform.

Chapter I of the Survey reviews the main features of the current recovery

and then discusses the short and medium-term prospects for the economy.

Chapter II examines the policy settings underlying these developments and pro¬

vides an assessment of the overall strategy. Chapter III deals with labour-market

and related issues against the backdrop of the recommendations made in the

OECD Jobs Study. Chapter IV addresses the specific structural topic of the

Survey - public-sector reform, including initiatives in the health and education

sectors. Conclusions arising from the analysis are presented in Chapter V.



I. The current cycle
in a medium-term perspective

Recovery from stagnation

The New Zealand economy is now into its fifth year of growth. Unlike

previous upswings, the current one was not sparked off by a fiscal expansion or a

positive terms-of-trade shock. Instead, the initial impetus for the recovery came
from a surge in export volumes which followed a depreciation of the

New Zealand dollar. Although the currency has firmed since, export performance
has remained favourable, as trade liberalisation has encouraged improvements in

non-price competitiveness. Income generated in the export sector, along with low
interest rates throughout 1993 and into 1994, allowed firms and households to

increase spending. Rising profitability and record levels of business confidence

led to a rapid expansion in investment and employment and, consequently, a
marked fall in unemployment. This, in turn, bolstered consumer confidence and

reinforced economic growth which, since 1993, has been among the strongest in
the OECD area.

This excellent performance has to be seen in perspective, however. Despite

the recent surge in activity, New Zealand's per capita GDP declined by almost

10 per cent relative to the OECD average from 1984 to 1994 (Figure 1). By 1995,

the country's per capita income may have just recovered to 87 per cent of an

OECD benchmark (up from a low of 81 per cent in 1992). This reflects the fact

that the New Zealand economy broadly stagnated in the second half of the 1980s,

when other countries enjoyed strong growth, and then entered recession, in

parallel with the international business cycle (Figure 2). With a large amount of

economic slack in the early 1990s, rapid growth in recent years represents to a

considerable degree a cyclical rebound, underpinned by business and household

spending which was deferred during the recession.



Figure 1 . GDP PER HEAD IN SELECTED OECD COUNTRIES1
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Figure 2. GROWTH PERFORMANCE OVER THE LONG TERM
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Whether the past decline in relative economic performance can be fully

reversed will depend on the extent to which the recent expansionary phase proves

sustainable. By 1994, the upswing had already lasted longer than most previous

ones and spare resources in the economy that assisted growth were vanishing.

Labour became more of a constraint to firms and capacity utilisation reached very

high levels despite buoyant investment activity. Over the past year, inflation

pressures have emerged, accompanied by a deterioration in the external current

account, although growth has slowed in response to tighter monetary conditions.

So far, however, domestic and external imbalances have been less pronounced

than in previous cycles, while the extensive structural reforms of the past decade

are likely to have increased the productive potential of the economy. Neverthe¬

less, as will be discussed in Chapter II of the Survey, policy makers face a

difficult task in guarding against inflation pressures in the near term while

avoiding a hard landing for the economy in the medium run. The rest of this

chapter reviews the current cycle in more detail and concludes with an assess¬
ment of the economic outlook.

Buoyant demand and output

After providing a strong stimulus to the economy at the onset of the recov¬

ery, exports weakened temporarily in 1992 due to bad weather conditions which

caused high farm stock losses; thereafter, however, against the backdrop of

rapidly expanding markets, export growth regained momentum, approaching

10 per cent in 1994 (Table 1). Non-commodity manufactures and tourism, in

particular, contributed to this positive performance, which was achieved despite a

20 per cent rise in the effective exchange rate since 1992. Only more recently has

the resulting loss in price competitiveness begun to be felt, leading - along with a

weaker international economic situation and capacity constraints - to a marked

slowdown in export growth (see balance-of-payments section below). Despite the

rapid expansion of export volumes during most of the recovery, the real foreign

balance has made a negative contribution to GDP growth (Figure 3), as import

volumes have been boosted by buoyant domestic demand, especially investment

and consumer durables spending.

Gross fixed capital formation has been the main factor underpinning the

recovery, contributing about 5 percentage points per annum to real GDP growth

from 1993 (Figure 3). Business investment has expanded particularly strongly



Table 1.

1990

NZS

million

Demand and output developments

Volume percentage changes

A. Demand

Average

1970-79 1979-84 1984-94 1991

Calendar years

1992 1993 1994 1995

Private consumption 45 386 1 .7
Public consumption 12 264 3.8
Gross fixed capital formation 14 130 0.6

Public 3 498 2.9

Business 7 310 -0.1

Residential 3 322 -1.4

Final domestic demand 71 780 1.8

Change in stocks 1 098 0.3
Total domestic demand 72 878 1.9

Exports 19 792 3.7
Imports 19 394 4.1
Change in foreign balance 398 -0.5

GDP (expenditure basis) 73 276 1.7

1990/91

NZS

million

Agriculture
Mining and quarrying
Manufacturing
Construction

Trade, restaurants and hotels

Transport, communications

business and personal
services

General government services

GDP (output basis)

5 380

1 042

12 790

3 097

11 943

8 305

8 613

73 311

2.1

1.4

7.2

2.8

10.4

5.8

3.1

0.3

3.3

4.8

3.1

0.4

3.8

2.9

1.5

0.3

3.5

-3.5

6.1

3.0

1.9

-0.1

1.7

4.5

5.8

-0.8

1.1

-2.0

-0.7

-16.0

-15.7

-16.2

-15.9

-5.3

-2.2

-7.3

7.1

-3.9

4.1

-3.7

0.2

2.3

5.2

-11.8

12.3

6.2

1.7

1.8

3.5

1.0

8.9

-3.2

0.3

3.0

-2.5

17.7

-12.5

28.1

17.3

5.5

1.4

6.8

6.0

8.9

-1.6

5.5

4.4

-2.1

23.3

11.3

29.1

12.3

8.3

-0.2

8.0

9.6

17.9

-4.4

4.1

B. Output

1.6 -1.4 1.9 4.6 6.3

3.5

0.9

18.0

7.4

-0.2

7.1

2.2

12.6

-5.6

2.2

erage Calendar years

79-84 1984-94 1991 1992 1993 1994 1995

3.1 4.3 -1.3 -2.9 4.7 3.4 -2.1

4.6 6.2 5.8 6.8 -1.2 0.7 -1.6

4.0 0.0 -3.5 5.0 5.5 6.1 4.7

4.3 -1.8 -17.9 -6.2 13.0 13.2 12.5

1.1 0.9 -2.5 1.5 5.3 10.0 5.0

3.7 4.0 2.5 3.4 4.7 7.0 4.9

0.7 -0.6 1.3 -0.3 0.3 -0.3 -0.5

3.5

Source: Statistics New Zealand and OECD, Annual National Accounts.

(Table 1), virtually doubling in volume terms since the cyclical trough in

mid- 1991. As a result, its share of real GDP has increased from 13 to 24 per

cent.1 Strong growth in profits, together with very healthy corporate balance

sheets, has facilitated this development. Other factors driving capital spending

include pressure on capacity, scrapping of obsolete equipment, and a rise in the

desired capital stock associated with economic restructuring. Capacity utilisation

in manufacturing and construction has remained at the historically high level of



Figure 3. CONTRIBUTION TO GDP GROWTH
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over 90 per cent reached in late 1993, despite continued soaring business invest¬

ment. The upgrading to new technology by many firms has been reflected in

buoyant (both real and nominal) investment in computers. At the same time,

business construction has been boosted by strong growth in tourism. In the year

to June 1995, spending on both machinery and equipment and non-residential

construction grew by one-third in real terms before weakening most recently. On

the other hand, the expansion of residential investment has moderated over the

past year in response to higher mortgage rates, although it continues to be

underpinned by the housing demand of immigrants (see below).

Private consumption has been slower to revive than fixed capital formation

(Table 1), as households sought to rebuild balance sheets through increased

savings when real income growth resumed at the onset of the recovery. Over the

past three years, however, growth of consumer spending has exceeded that of

disposable income, peaking in early 1995 at a twelve-month rate of over 5 per

cent. There are a number of reasons why households may now be prepared to

borrow more, including wealth effects, high consumer confidence, increased

availability of credit, and net migration flows. Household net worth has increased

by some 15 per cent since 1993, due mainly to rising house prices. Growing

household wealth has been accompanied by strong expenditure on durable goods,

which was postponed during the recession. The recent weakening of spending on

these items reflects the fact that this catch-up process was coming to an end as

well as slower growth in residential construction. In addition to higher asset

values, consumer confidence has proved to be an important determinant of

household demand, remaining high despite slower economic growth, perhaps

buoyed by the continued improvement in the labour-market situation and the

prospect for tax reductions (see Chapter II). Consumer spending may also have

benefited from the fact that credit is now more freely available than in previous

economic upswings, with competition among finance companies leading to the

development of more tailored and innovative lending packages for households.

Finally, immigration has probably contributed to a lower saving ratio to the

extent that new migrants initially consume out of wealth.

Real GDP growth derived from estimates of the above expenditure compo¬

nents (Figure 3) probably understates the strength of the recovery. In recent

years, the production-based measure of GDP, which is considered more reliable

by Statistics New Zealand, has tended to rise significantly faster (Table 1), with



the divergence averaging nearly 2 percentage points since 1994. In contrast to the

expenditure estimate, output-based GDP growth accelerated further in 1994 to

over 6 per cent, before easing to 3 'A per cent in 1995. Sectorally, the expansion

reflected strong output increases in construction, manufacturing and private ser¬

vices (Table 1). While in these sectors activity has weakened only more recently,

primary production has tended to decline since late 1994 (due in part to poor
weather conditions and capacity constraints). General government services have

shown virtually no volume growth during the economic upturn.

Marked decline in unemployment

As will be discussed in more detail in Chapter III of the Survey, the labour-

market situation has improved considerably in recent years, although unemploy¬

ment is still higher than up to the mid-1980s. The recovery has led to substantial

job creation, some rise in labour-force participation, and a significant fall in

unemployment. From 1993, employment growth has been very strong, peaking at

an annual rate of 5 per cent at the turn of 1995 (Table 2). While labour demand

has increased across the board, employment has grown particularly rapidly in the

manufacturing and construction sectors where the upswing has been most pro-

Table 2 The labour market

Annual percentage change

1991 1992 1993 1994 1995

1995

QJ Q2 Q3 Q4

Working age population
Participation rate1- 2
Labour force

1.4

63.8

1.4

1.1

63.3

0.4

1.1

63.3

1.1

1.4

64.1

2.7

1.6

64.4

2.6

1.5

64.4

2.2

1.5

64.6

2.6

1.6

65.1

2.9

1.7

65.1

2.7

Unemployment rate2 10.3 10.3 9.5 8.1 6.3 6.6 6.3 6.1 6.1

Employment ratio2 3
Employment

57.2

-1.4

56.8

0.4

57.3

2.0

58.9

4.3

60.7

4.7

60.2

5.0

60.5

4.9

61.1

4.8

61.1

4.1

Labour productivity
Output basis
Expenditure basis

-0.0

-2.3

1.5

-0.1

2.6

3.5

1.9

-0.1

-1.1

-2.3

0.4

-2.0

-1.3

-2.6

-1.7

-2.0

-1.7

-1.8

1 . Labour force/working age population.
2. Per cent.

3. Employment/working age population.
Source: Statistics New Zealand.



nounced. However, this has only brought back the secondary sector's share of

total employment to pre-recession levels. Moreover, even though by mid- 1994

the job losses during the 1987-91 period had been recovered, insufficient

employment has been created so far to absorb the substantial increase in the

working-age population since the mid-1980s. Nonetheless, firms have found

skilled labour increasingly difficult to come by. Survey evidence suggests that

skill shortages are more severe than in 1986-87 when the employment ratio was

about 3 percentage points higher.

Set against the strong upturn, labour productivity gains have not been

outstanding, averaging l'/s per cent per annum. This implies that only about

40 per cent of the increase in output resulted from more efficient use of labour,

the rest coming from higher employment. The 1991 Employment Contracts Act,

which has made labour arrangements more flexible, should have had a positive

impact on productivity outcomes in recent years. Indeed, productivity growth

resumed following the implementation of the Act. But this coincided with the

cyclical turnaround of the economy, and there has been no further improvement

in performance thereafter. In manufacturing, productivity even fell throughout

1993 and 1994 as firms rapidly increased employment. These developments have

to be seen against the background of large productivity gains during the period of

restructuring and rationalisation in the late 1980s (Figure 4). Thus, hoarded

labour was probably minimal at the onset of the recovery and firms adjusted

employment levels relatively quickly to increasing demand and output. Although

productivity growth has not been outstanding, low growth in wages (see below)

has meant that unit labour costs have barely grown since the Employment

Contracts Act was passed.

With improving job opportunities, labour supply picked up strongly, grow¬

ing at an annual rate of 2 '/a to 3 per cent per annum from 1994 (Table 2).

Reversing a trend observed since the mid-1980s, migration has increasingly

contributed to the working-age population. In 1995, around one-third of the

growth in the latter reflected net immigration. In addition, the labour-force partic¬

ipation rate has increased by 2 percentage points since early 1993, recovering

about two-thirds of the fall since 1987. Nonetheless, the growth of labour

demand in recent years has outstripped that of labour supply. As a result, the

unemployment rate has declined by 5 percentage points since 1 99 1 to just over

10



Figure 4. LABOUR PRODUCTIVITY
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Source: Statistics New Zealand.

6 per cent. The proportion of long-term unemployed has decreased significantly,
but unemployment still remains very high among youth, Maori and Pacific
islanders.

Some inflation pressure

With considerable slack at the beginning of the recovery, inflation remained

low in the face of rapid economic growth. The Reserve Bank's indicator of

underlying inflation - the annual increase in the consumer price index (CPI),

adjusted for the effect of interest rates, significant changes in the terms of trade,

and government charges - trended downwards until mid- 1994, when it was close

to the mid-point of the official 0 to 2 per cent target range (Figure 5). Subse¬

quently, however, price increases picked up, suggesting that output had exceeded

its potential (sustainable) level. In the second quarter of 1995, underlying infla¬

tion slightly overshot the target band, and since then it has remained at its upper
limit. Headline (overall) CPI inflation rose even more, as monetary tightening
raised its significant mortgage interest component, peaking at over 4'/2 per cent
and falling back to below 3 per cent most recently.
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Figure 5. INFLATION INDICATORS
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The main influences acting on CPI inflation can be quantified using the

Reserve Bank's CPI equation system (Figure 6). The results suggest that further

disinflation in the early phase of the recovery reflected both slowing unit labour

cost increases and shrinking profit margins. Inflation stabilised when profit mar¬

gins started rising in response to strengthening demand, although the damping

effect of unit labour cost developments continued, given still high unemploy¬
ment. For a while, despite ongoing upward pressure from profit margins,
exchange-rate appreciation sufficed to prevent a rise in CPI growth, with its

disinflationary effect of nearly 2 percentage points substituting for the dwindling

contribution of wage moderation. As world market prices surged in late 1994,

however, core inflation picked up, and non-core components (especially interest
rates and housing) led to an even larger increase in headline inflation.

The degree of inflation pressure has not been evenly distributed through the

economy. Underlying tradeables inflation at the consumer price level has

remained moderate at below 1 per cent, reflecting the strong appreciation of the

New Zealand dollar. However, it has been higher than would have been expected

Figure 6. EXPLAINING THE CHANGES
IN CONSUMER PRICE INFLATION

Percentage points, years to March
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Source: Reserve Bank and OECD Secretariat estimates.
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on the basis of movements in world prices and the exchange rate. One explana¬

tion for the weak exchange-rate pass-through to domestic prices is that robust

demand conditions have allowed a widening of profit margins, implying that the

sector exposed to international competition has also faced some inflation pres¬

sures. But these have been limited compared with developments in the non-

tradeables sector where underlying inflation rose to around 4 per cent in early

1995 and has remained there since. The construction sector, in particular, has

been a significant source of inflation pressure, as capacity constraints and the

need to pay higher wages to attract and retain skilled staff led to sharp increases

in costs. House price inflation peaked at about 14 per cent in late 1994 before

declining to just over 8 per cent more recently (Figure 5). In the Auckland region,

it reached almost 25 per cent and is still running at over 15 per cent despite the

impact of firm monetary conditions.

Wage increases, which had fallen below 1 per cent in 1993, have picked up

since, approaching 3 per cent more recently (Table 3). Wage moderation in the

early phase of the recovery reflected the initial degree of slack in the labour

market, as well as the low level of actual and expected inflation (Figure 5).

Table 3. Wages and prices

Annual percentage change

1991 1992 1993 1994 1995

1995

Ql Q2 Q3 Q4

Wages

Average weekly earnings 4.3 3.0 0.9 2.2 2.8 2.6 2.7 2.9 2.9

Salary and wage rates
Private sector 2.4 1.2 1.2 1.2 1.5 1.4 1.4 1.6 1.9

Central government 2.8 0.4 0.4 0.6 1.3 1.0 1.1 1.1 1.9

Prices

Consumer prices 2.6 1.0 1.3 1.8 3.8 4.0 4.6 3.5 2.9

Energy (fuel and electricity) 6.1 4.2 5.8 6.2 4.8 3.9 4.3 5.4 5.4

Food 0.9 0.1 1.1 -0.3 1.3 0.9 2.5 0.8 1.0

Wholesales prices, manufacturing
Inputs -1.8 3.4 2.3 1.1 0.4 1.0 0.4 0.2 0.1

Outputs 0.6 2.7 3.4 1.2 1.0 1.3 0.7 1.0 1.2

GDP price deflator 2.5 2.4 1.5 1.6 2.1 3.6 3.2 0.7 -0.1

Import price deflator 1.0 6.7 -0.4 -3.6 -0.1 1.1 -1.1 0.2 -0.7

Export price deflator -4.2 8.2 2.6 -A.0 -0.6 2.0 -1.0 -1.3 -2.0

Source: Statistics New Zealand; OECD. Main Economic Indicators.
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Notwithstanding their recent rise, wages have developed more in line with

underlying rather than headline inflation. This contrasts with past experience and

may be the result of the breakdown in wage indexation. Moreover, the flexibility

introduced by labour-market reforms (see Chapter III) appears to have helped to

prevent pressures in certain sectors (notably construction) from becoming
generalised.

Rise in the external deficit

After improving during most of the recovery, the external balance has

deteriorated significantly since mid-1994 (Figure 7). At over 4 per cent of GDP in

the twelve months to September 1995, the current account deficit is, however,

still moderate compared with past periods of strong growth (following the cycli¬
cal rebound in the mid-1980s, for instance, the external deficit peaked at around

9 per cent of GDP). During the first three years of the upswing, strong export

growth coupled with improving terms of trade contributed to a relatively stable
merchandise trade balance, despite strong import growth. At the same time, the

Figure 7. CURRENT ACCOUNT
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Source: Statistics New Zealand.
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invisibles deficit narrowed a little in relation to GDP, with an improving service

balance more than offsetting rising investment income outflows. The recent

worsening in the external position reflected to a large extent a marked decline in

the merchandise trade surplus, driven by the adverse effect of exchange-rate

appreciation on price competitiveness in the face of sustained growth of domestic
demand.

As noted, until recently, the economic upturn was characterised by high

export growth. Primary exports, which are still the main source of revenues,

benefited from strong demand for forestry and dairy products, but they were

outperformed by manufacturing exports, with non-commodity export volumes

growing particularly fast (at about 12 per cent per annum during the first four

years of the recovery). However, the latter' s share of total exports is still rela¬

tively small (at 16 per cent, up from 13 per cent in the early 1990s). Over the last

year, export growth has weakened across the board (Table 4). At the same time,

import volumes have continued to increase at high rates. Strong business invest¬

ment has been reflected in rapid growth in imports of capital goods. Imports of

industrial supplies and consumer goods have also risen significantly, as manufac¬

turing activity and household incomes have increased. In contrast to the early part

of the recovery, largely due to depressed prices for agricultural products,

improvements in the terms of trade are no longer compensating for the excess of

import over export volume growth since 1994 (Table 4). As a result, the mer¬
chandise trade balance has deteriorated.

The other main contributor to the recent weakening in the current account

position has been a strongly rising deficit on investment income (Table 5). Up to

1994, the invisibles balance had benefited from a marked improvement in net

travel receipts owing to the spectacular rise in foreign visitors, especially from

Asia. At the same time, inward immigration led to a significant improvement in

the transfer balance. More recently, these factors have no longer compensated for

the trend increase in the investment income deficit. Besides the cost of servicing

New Zealand's high external debt (see below), this reflects the surge in direct

investment inflows combined with the strong improvement in corporate profit¬

ability. Indeed, helped by the large-scale privatisation of government enterprises

(Chapter IV), the stock of foreign direct investment more than tripled from

1989 to 1994 to about one-quarter of GDP. Moreover, with the profitability of

foreign companies operating in New Zealand tending to outstrip that of domestic
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Table 4. Trade volumes and prices

Percentage change

Export volumes
Total goods

Food

Manufactures

Raw materials

Export prices
Total goods

Food

Manufactures

Raw materials

Import volumes

Total goods
Manufactures

Energy

Import prices
Total goods

Manufactures

Energy

Terms of trade

1991

weights
1989 1990 1991 1992 1993 1994 19951

100.0 -3.1 6.0 10.5 2.2 4.4 10.1 3.1

44.7 -8.2 6.5 10.2 1.4 3.0 7.8 6.1

33.4 8.5 10.7 7.1 7.9 8.8 14.0 5.7

18.7 -7.5 -3.3 18.2 -2.6 0.0 9.1 -4.1

100.0 13.1 -1.4 ^1.2 8.3 2.5 -4.0 -0.1

44.7 22.1 0.0 0.6 10.2 0.5 -8.2 ^1.5

33.4 8.4 -0.4 -3.2 4.2 -0.3 -0.2 2.4

18.7 4.0 -6.3 -15.9 9.9 13.5 0.4 5.0

100.0 21.4 7.8 -9.4 10.5 4.1 16.3 11.2

83.2 23.1 8.4 -11.3 12.7 2.2 17.8 12.4

8.4 20.8 11.0 -7.4 1.4 8.3 16.2 6.0

100.0 7.8 0.8 1.0 6.6 -0.3 -3.6 0.1

83.2 6.4 -2.7 2.0 7.8 1.3 -2.2 0.0

8.4 21.2 24.6 -2.0 0.9 -6.7 -15.7 1.4

4.9 -2.2 -5.2 1.6 2.8 -0.5 -0.2

1. First three quarters over same period of 1994.
Source: OECD.

Table 5. Balance of payments

NZ$ million

1989 1990 1991 1992 1993 1994 1995'

Exports
Imports
Trade balance

14 778

13 186

1 592

15 408

13 883

1 525

16 564

12 976

3 588

18 121

15 101

3 020

19 354

16 150

3 204

20 188

17 880

2 307

20 404

19 116

1 288

Non-factor services net -1 309 -1 395 -1 540 -1 894 -1 338 -651 -850

Investment income, net -3 249 -2 767 ^1408 ^1057 -4 517 -5 104 -6 009

Transfers, net 349 586 680 786 1 249 1 520 1 455

Invisibles, net ^1211 -3 575 -5 268 -5 165 ^1606 -4 234 -5 404

Current balance

Per cent of GDP

-2 618

-3.7

-2 050

-2.8

-1 679

-2.3

-2 145

-2.9

-1 400

-1.8

-1 926

-2.3

-4 116

^1.7

1. First three quarters at seasonally-adjusted annua!
Source: Statistics New Zealand.

rates.
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firms operating abroad, investment income outflows have increased considerably

more than inflows, despite sizeable direct investments overseas by New Zealand
businesses.

Substantial current account deficits in the 1970s and 1980s have been

reflected in high levels of external indebtedness by international comparison

(Figure 8). New Zealand's net external liabilities (both debt and equity) are

estimated to have been equivalent to about 80 per cent of GDP in early 1994.

Gross overseas debt, which amounted to about 90 per cent of GDP at that time,

has declined to around 82 per cent since. This has resulted from the net repay¬

ment of external government debt (which has fallen to less than one-third of the

total) and the appreciation of the New Zealand dollar; the decline in terms of

GDP has been accentuated by strong economic growth. The share of debt denom¬

inated in New Zealand dollars has risen significantly, surpassing that of

US$ denominated debt and approaching one-half of the total. This in part reflects

the Government's decision to give priority to the repayment of its net foreign-

currency debt, which should be eliminated by 1997. In doing so, the Government

Figure 8. NET EXTERNAL DEBT
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wants to remove the exchange-rate risk from its balance sheet and to enhance its

chances to obtain better credit ratings. The latter are still one step below those

accorded to the best borrowers, although the improved economic and fiscal

situation has already led to upgrades of New Zealand's sovereign debt by the

major rating agencies. With the budget in surplus, the current account deficit now

largely reflects private-sector funding choices. But, despite the declining govern¬
ment share, the high level of external debt still leaves New Zealand vulnerable to
external shocks.

A soft landing?

The short-term outlook

Latest indicators suggest that economic growth, which slowed during 1995,

troughed in the latter part of the year. Business confidence has improved since

mid- 1995, following a decline over the preceding year (Figure 9). Building

permits have picked up, after falling markedly from late 1994 to mid-1995, and

order inflows in industry have begun to grow again. Moreover, capacity utilisa¬

tion in manufacturing increased markedly in the fourth quarter of 1995. Given

tight monetary conditions, as evidenced by high interest rates and a strong

New Zealand dollar, the revival is likely to be gradual, however, with the real

foreign balance continuing to act as a brake on activity and much slower invest¬

ment growth than in the past. Such a development - which implies real GDP

growth below the rate of expansion of productive potential, estimated at 3 to

3'/2 per cent (see Annex I) - should be consistent with a decline in underlying

inflation towards the mid-point of the target range in the near term. With the

implementation of income tax cuts in mid- 1996 (see Chapter II), economic

growth should receive a boost and become increasingly consumption-led. In

1997, it might again broadly correspond to the growth of potential output,

assuming a second round of tax reductions.

Substituting for investment, private consumption is expected to provide the

main impetus to growth during the projection period. In the short run, despite

continued high consumer confidence, household spending is likely to be damped

by lower income growth, reflecting both a slower expansion of employment and a

sharp decline in farm incomes over the past year. Thereafter, however, household
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Figure 9. SHORT-TERM ECONOMIC INDICATORS
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disposable income will be supported by the tax measures. Although some of the

resulting extra income is likely to be saved, private consumption growth may

approach 5 per cent in 1997 (Table 6). Residential investment is also expected to

recover towards the end of the projection period, although from a low level, as

the past decline in building permits points to a further weakening of housing

Table 6. Short-term economic prospects

Private consumption
Government consumption
Gross fixed investment

Final domestic demand

Stockholding1-2

Total domestic demand

Exports of goods and services

Imports of goods and services

Foreign balance1

GDP expenditure at constant prices

GDP price deflator
GDP at current prices

Memorandum hems:

GDP production at constant prices

Private consumption deflator
Private compensation per employee

Total employment
Unemployment rate

Breakdown of gross fixed investment
Private non-residential

Private residential

General government

Short-term interest rate

Long-term interest rate

Current balance as a per cent of GDP

1 . As a percentage of GDP in the previous period.
2. Including statistical discrepancy and valuation adjustment.
Source: OECD.

Current prices, NZ$ billion Percentage volume change

1992 Per cent of GDP 1995 1996 1997

46.7 62.8 3.5 4.1 4.7

12.6 16.9 0.9 0.7 0.6

12.2 16.4 18.0 8.5 6.8

71.5 96.1 7.4 5.1 4.9

1.4 1.9 -0.2 -0.5 -0.6

72.9 98.0 7.1 4.5 4.3

23.1 31.1 2.2 5.7 7.5

21.6 29.0 12.6 8.5 8.4

1.5 2.0 -5.6 -2.5 -1.9

2.2 2.8 3.2

2.1 2.2 1.8

74.4 100.0 4.3 5.0 5.0

6.8

3.1

2.3

9.1

4.1

3.2

3.5

^1.8

2.8

-3.7

3.2

1.6 2.0 2.1

2.0 3.1 3.5

4.7 2.2 1.8

6.3 5.9 6.1

24.0 10.9 8.3

2.1 -2.1 2.4

8.3 6.0 2.7

9.0 8.8 8.5

7.7 7.6 7.1

-3.7
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activity in the near term. While not reaching the extraordinary growth rates of the

last few years, business investment should remain robust. Strong profit growth

and debt repayment has left company balance sheets in a solid position, enabling

firms to continue to invest during a temporary slowdown in demand.

Export growth is projected to recover but to remain below the high rates

recorded in the first half of the 1990s, as the deterioration in price competitive¬

ness resulting from exchange-rate appreciation is likely to entail further losses in

market share. These should be limited, however, by gains in non-price competi¬

tiveness. There is evidence that firms are moving into higher value-added prod¬

ucts to protect sales against price competition, diversifying into new markets, and

stepping up investment in marketing and distribution networks. Moreover, tour¬

ism should continue to be an important source of export revenue. The domestic-

led nature of the expansion means that import growth is expected to remain

strong, although slower expansion in business capital spending should have a

damping impact. Further tariff reductions and internationalisation will contribute

to a continued rise in import penetration. With import volumes increasing faster

than export volumes, the current account deficit is projected to stay high,

although improving terms of trade are assumed to prevent it from widening

significantly.

The temporary slowdown in activity is expected to be reflected in the labour

market. Employment growth is projected to slow sharply in the near term, before

picking up again in 1997. With immigration and rising participation boosting the

labour force, no further inroads into unemployment are expected over the projec¬

tion period. This, combined with declining inflation and the effects of labour-

market reform, should prevent wage increases from accelerating further. With

real GDP falling below the productive potential and given the lagged effects of

exchange-rate appreciation, underlying CPI inflation is projected to recede

through 1996, before picking up again as demand strengthens. The short-term

projections are, however, likely to overstate inflation developments in 1997,

because they are based on the technical assumption of an unchanged nominal

exchange rate whereas policy settings suggest continued currency appreciation.

Underlying the projections summarised in Table 6 are the following

assumptions:
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- Real GDP in the OECD area grows by 2 per cent and 2'h per cent in

1996 and 1997, respectively; world trade expands at rate of just over

7 per cent in 1996 and approaches 8 per cent in 1997.

- The New Zealand dollar's exchange rate remains unchanged against

other currencies from mid-February 1996.

- The oil price increases 2 per cent per annum in line with OECD export

prices; the rise in non-oil commodity prices slows to 2 per cent in 1997;

New Zealand's import prices decline by 3 per cent in 1996 and rise
somewhat in 1997.

- Tax cuts of the order of just over 1 per cent of GDP will be implemented

in mid-1996 and again in mid-1997.

- Short-term interest rates remain high, declining only marginally from the

current level of 9 per cent; long-term interest rates ease in line with those

of new Zealand's major trading partners.

Risks and uncertainties

Given the greater openness and international orientation of the economy,

growth prospects in New Zealand are strongly influenced by the conjuncture in

its major trading partners. While activity in Europe could be weaker than

assumed in the projections, recent indicators for the United States and for Japan

suggest, if anything, a somewhat stronger recovery; at the same time, growth

performance in other Asian economies and in Australia still appears favourable.

Thus, the risks to the projections seem to lie mainly on the domestic side.

On the one hand, it is possible that the period of slower growth will be more

protracted than assumed. Indeed, with interest rates likely to remain high in the

foreseeable future, firms may become less confident about the economy's growth

prospects. This could lead them to cut back stocks and make them less willing to

invest in capital and to increase employment. As a result, household demand

would also be weaker. Moreover, exporters may have more difficulties to cope

with the high exchange rate than assumed. However, lower demand would reduce

inflation pressure and allow an easing of monetary conditions.

On the other hand, strong growth could resume more quickly than expected

if private consumption and investment pick up in anticipation of the tax cuts.

Such a scenario is not excluded, given continued high consumer confidence and
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the recent improvement in the business climate. Faster growth at a time when the

economy is still operating at levels close to full capacity could re-ignite inflation¬

ary pressures, requiring a tightening of monetary conditions. Exchange-rate

appreciation, combined with stronger domestic demand, would imply a larger

external deficit than projected. Rising inflation and current account pressures

would reduce the room for further tax reductions (see Chapter II) and could lead

to a "hard landing" for the economy, with adverse effects on medium-term

economic performance.

A medium-term scenario

Provided the tensions described above can be avoided, New Zealand's

medium-term economic prospects appear favourable (Table 7). Over the

1995-2001 period, real GDP growth is projected to average 3 'A per cent, as

compared with under 3 per cent in the OECD area. This would be 2 percentage

points more than was achieved over the preceding seven years, while OECD

growth is expected to accelerate only little. Underlying this profile is a doubling

of the rate of expansion of domestic demand, with business investment continu¬

ing to increase strongly. Exports are also projected to make a significant contribu¬

tion to economic growth, although they are expected to expand less than

New Zealand's markets. This reflects past increases in the real exchange rate,

which is assumed to remain constant from the end of 1997. Given strong domes¬

tic demand and the increasing openness of the economy, imports are projected to

outpace exports. Improving terms of trade should offset the resulting deteriora¬

tion in the real foreign balance, but the current account deficit is projected to

remain sizeable during the period considered. With both labour demand and

supply growing strongly, unemployment would decline only marginally, remain¬

ing above its estimated "natural rate" of 5 to 6 per cent (see Box 2 in

Chapter III). This, together with output growth slightly below its potential rate,

could help keep inflation within the 0 to 2 per cent target range.

With little slack in the economy, the assessment of potential output growth

is crucial to New Zealand's medium-term prospects. There is no doubt that the

country's productive potential has been enhanced by strong investment in recent

years and by the structural reforms of the past decade, which have increased

efficiency of resource use. However, while estimates of potential output typically
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Table 7. A medium-term scenario

Average annual percentage change, volumes

Private consumption
Government consumption
Fixed capital formation

Stockbuilding'
Total domestic demand

Exports
Imports
Real foreign balance1

Real GDP

Labour productivity
Employment
Participation rate (per cent)
Unemployment rate (per cent)

Private consumption deflator
GDP deflator

Private compensation per employee

Current balance (per cent of GDP)

Real exchange rate
Short-term interest rate (per cent)
Long-term interest rate (per cent)

1987-1994 1995-2001

1.3 3.6

0.2 0.6

4.1 6.7

0.3 0.0

2.1 4.1

4.6 6.4

6.5 7.5

-1.1 -1.5

1.2 3.2

1.2 1.2

0.0 1.9

64.1 65.1

7.8 6.0

3.5 1.9

3.7 2.1

3.6 3.4

-2.7 -3.2

-0.7 1.0

11.7 7.2

10.9 6.7

I . Per cenl of GDP.

Source: OECD.

differ widely, in the case of New Zealand data limitations add to methodological

problems (see Annex I). The above scenario assumes labour productivity to grow

by over 1 '/i per cent per annum following its recent decline. This is somewhat

more than the rate achieved during the recovery in the first half of the 1990s.

However, with a tighter labour market than at that time, firms may now focus

more heavily on efficiency gains. Increasing skill levels resulting from higher

education participation and intensified training efforts could also lead to faster

productivity growth. On the other hand, labour supply could expand less than

projected, reducing potential output growth. The scenario assumes a continued

rise in labour-force participation. It is not clear, however, to what extent the

recent pick-up in the participation rate reflects structural rather cyclical influences

(see Chapter III).
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Although potential output growth could be higher than assumed in the above

scenario, the estimated rate of 3 to 3 'A per cent represents a substantial improve¬

ment on past experience (see Annex I), and in the absence of hard evidence it

would seem advisable to err on the side of caution. The medium-term projections

imply levels of unemployment and real GDP that are, and will remain, close to

the NAIRU and potential output, respectively. Thus, to prevent a rekindling of

inflationary pressures and a deterioration in the external position, economic

management will face the difficult task to ensure that future economic growth

matches, but does not exceed, that in supply. Indeed, while the projections

assume a decline in interest rates and a stable (real) exchange rate, the emergence

of significant imbalances would require a tightening of monetary conditions. This

would lead to a more cyclical outlook for the economy and adversely affect

medium-term growth performance. The policy setting in place to guard against

this happening will be discussed in the following chapter.
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II. Economie policies

The overall strategy

With a view to reversing the long-term decline in relative living standards,

over the last decade New Zealand has been following an economic strategy that

aimed at opening up the economy by trade and financial-market liberalisation;

getting the macroeconomic fundamentals - notably inflation and government

finances - right; and giving more play to market forces through structural

reforms. The Reserve Bank Act and the Fiscal Responsibility Act imparted a

strong medium-term orientation to monetary and fiscal policies so as to create a

stable macroeconomic environment. Structural policies to enhance economic

efficiency included the Employment Contracts Act, which deregulated the labour

market, and widespread reform in the public sector. Current government priori¬

ties in this area are the refinement of the health reforms, as well as the enhance¬

ment of education and training, which are considered crucial to longer-term

economic performance.

Considerable progress has been made in improving economic fundamentals.

Notwithstanding a slight, temporary, target breach quite recently, the monetary

policy framework established by the Reserve Bank Act has proven to be effective

in containing inflation throughout the economic upswing. This has, however,

required a significant tightening of monetary conditions, despite a substantial

improvement in the budget position. The present fiscal surpluses help counter the

pressures the economic expansion is exerting on the current account, which has

deteriorated much less than in past periods of strong growth. While continuing

the repayment of public debt, the Government recognises that a continuation of

the fiscal policy settings of the early 1990s is likely to result in increasingly high

structural fiscal surpluses and that this will require some correction over the next

decade. Consistent with its publicly-stated long-term objective of reducing
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government expenses to less than 30 per cent of GDP, the Government is

concentrating on using tax cuts as its preferred approach to limiting the growth in

fiscal surpluses. The Government's recently-announced fiscal and social policy

programme package provides a two-step reduction in income taxes over the next

two years, increases in expenditure in the above-mentioned priority areas and

further, albeit slower, debt repayment. On the structural side, the Employment

Contracts Act has resulted in more flexible labour-market arrangements, contrib¬

uting to wage moderation and low inflation. More generally, structural initiatives,

together with transparent and predictable macroeconomic policies, have created

an environment conducive to strong non-inflationary growth.

Nonetheless, despite such favourable framework conditions, maintaining

both price stability and robust economic growth is not a trivial task, especially

when the economy is operating near capacity. Although the Government has

designed its fiscal package in a way that attempts to minimise the resulting

macroeconomic shock, it will require vigilant economic management to ensure

that significant transition costs are avoided. Co-ordination of fiscal and monetary

policies will reduce the risk of short-run strains on the path of adjustment in the

economy. The following paragraphs review recent progress made in implement¬

ing the economic strategy in the areas of financial and structural policies. This is

followed by a discussion of the challenges facing policy makers in the period
ahead.

Progress in implementation

Monetary management

The 7989 Reserve Bank Act made price stability the sole objective of

monetary policy, giving the central bank complete autonomy in policy imple¬

mentation. As described in more detail in previous OECD Surveys, the specific

inflation target consistent with this objective - currently 0 to 2 per cent - is

defined in a performance contract between the Governor of the Reserve Bank and

the Minister of Finance. The Bank has developed a measure labelled "underlying

inflation" as a representation of the rate of inflation in the CPI permissible after

allowance for a set of caveats, which permit inflation to lie outside the target

band in the event of a change in GST (Goods and Services Tax - the

28



New Zealand value-added tax), significant changes in other indirect taxes, signifi¬

cant impacts from changes in interest rates (which rather unusually form part of

the CPI), terms of trade, government charges or local authority levies, or in the

event of crisis such as a natural disaster. This is interpreted as the measure against

which the Bank's performance should be assessed. As that measure has diverged

from the "headline" CPI since 1994 so it has received increasing emphasis in
the Bank's statements.

Among the countries which have adopted explicit inflation objectives,

New Zealand appears to be the only one having done it as part of such a coherent

monetary policy framework, stressing accountability and transparency. Given

that central bank action impacts on inflation only with substantial lags, monetary

policy has become increasingly forward-looking, with its stance determined on

the basis of inflation forecasts. In the past the Bank paid particular importance to

the exchange rate because of its direct and fairly reliable impact on the price level

and inflation over a period of six to twelve months into the future. More recently,

however, the Bank has paid greater attention than previously to the role of

interest rates in the inflation process. This reflects both improved empirical

evidence of the impact of interest rates on demand and, thus, on inflation at the

eighteen-month to two-year horizon and, secondly, an increased awareness of the

very short-term, direct impact of interest rate movements on asset prices repre¬

sented in the CPI. According greater weight to interest rates in the assessment of

monetary conditions, however, does not imply that it is feasible to target interest

rates and the exchange rate independently. The Bank has to accept market-led

tradeoffs between interest rates and the effective exchange rate, considering that

it is their combined effect - the level of ' 'monetary conditions' ' - that normally

matters most for hitting the inflation target.

With price stability achieved in 1991, the Reserve Bank encouraged an

easing in monetary conditions during the first few years of the recovery. By early

1994, short-term interest rates had declined by nearly 10 percentage points to

4'/2 per cent (Figure 10). From 1993, however, the continuing fall in interest rates

had been largely offset by a strengthening of the New Zealand dollar, leaving

monetary conditions broadly unchanged. Nonetheless, it was probably in that

period that the inflation pressures emerged which eventually resulted in a tempo¬

rary overshooting of the target. In late 1993/early 1994, strong capital inflows in

response to increasing confidence in New Zealand's economic prospects put

29



downward pressure on interest rates. The Reserve Bank allowed this to happen so

the exchange rate would not appreciate too rapidly and threaten the lower bound

of the inflation target range. In the event, low interest rates led over time to rising

non-tradeables inflation, especially in the housing market, which was not fully

offset by a decrease in tradeables inflation due to lower-than-expected exchange-

rate pass-through effects (see Chapter I).

In February 1 994, international interest rates picked up, following the deci¬

sion of the US Federal Reserve to tighten monetary conditions. New Zealand

interest rates firmed too, but initially, the exchange rate weakened. Predicting a

marked slowdown in real GDP growth, the Reserve Bank considered that mone¬

tary conditions were consistent with inflation remaining within the target range,

although it was expected to rise in 1995. By mid- 1994, however, it became clear

that the inflation outlook was less favourable than anticipated, and the Bank

began encouraging the market-led increase in interest rates. As inflation rose so

did inflation expectations (Figure 5) but by notably less than the "headline" rate

which was boosted by rising mortgage costs. Long-term international interest-rate

differentials (Figure 10) also widened. In the final quarter of 1994, monetary

conditions firmed significantly, as large capital inflows, attracted by robust

growth and high interest rates, pushed up the exchange rate, while short-term

interest rates continued to rise. With long-term rates easing in line with interna¬

tional developments, the yield curve turned negative for the first time since

1991 (Figure 10).

The significant exchange-rate appreciation has placed a large part of the

burden of monetary restraint on the tradeables sector, although inflationary pres¬

sures were spread across the whole economy (notably the construction sector).

With a series of statements in the early part of 1995, the Reserve Bank therefore

signalled that it did not want short-term interest rates or mortgage rates to drop.

Indeed, through July 1995, three-month Treasury Bill rates and mortgage interest

rates remained at just over 9 per cent and around 1 1 per cent, respectively,

despite a gradual reduction in long-term interest rates. In its mid-year Monetary

Policy Statement, the Reserve Bank acknowledged that more firming of monetary

conditions should have taken place in early 1994 and that underlying inflation

was likely to exceed temporarily the target range. Although the strains on the

productive capacity of the economy had begun to ease, it considered that a

relaxation of overall monetary conditions would be premature, as it would keep
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inflation close to the upper edge of the range. Instead, to minimise the risk of

target breaches in the future, monetary policy should aim at restoring underlying

inflation to the middle of the range.

Monetary developments in recent months illustrate the Reserve Bank's

approach of influencing monetary conditions through pronouncements. In

July 1995, short-term interest rates dropped sharply and, subsequently, the

New Zealand dollar came under downward pressure. Statements to encourage a

move by the market were insufficient so the Bank used its principal instrument,

lowering twice the target for settlement cash (that is, the reserves that banks are

required to hold with the central bank). This target had remained unchanged

since early 1 993, even though monetary conditions first eased and then tightened

sharply during this period, which shows how remarkably effective merely mak¬

ing pronouncements in general appears to be. In October, following the publica¬

tion of statistics that suggested that the economy could be weaker than expected,

the Reserve Bank indicated that, conditional on the appearance of confirming

data, there might be some room for monetary conditions to ease a little sooner

than had previously appeared likely. This prompted a decline in short-term

interest rates by 80 basis points, and a similar fall in mortgage and long-term

rates. Moreover, futures yields pointed to markets expecting that three-month

bank bill rates would ease towards 7 per cent, implying a fairly flat yield curve.

With new data suggesting that the growth outlook was not as weak as

thought in October, in its Monetary Policy Statement at the end of 1995, the
Reserve Bank made it clear that it did not want short-term interest rates to fall

below 8V2 per cent unless the effective exchange rate appreciated significantly

more than assumed {i.e. 1 71 per cent per annum). Its reluctance to see an easing in

monetary conditions reflects the inflationary pressures in the economy, particu¬

larly in the construction and related sectors, as well as continuing strong growth

in bank lending.

The Reserve Bank monitors money and credit aggregates together with other

indicators that may shed light on the appropriateness of monetary conditions,

although it does not find any one of them suitable for guiding policy decisions on

its own. Growth in the narrower aggregates (currency and Ml) has slowed mark¬

edly from the high rates recorded in 1994 (Table 8), reflecting rising interest rates

and weaker economic activity. At the same time, broader money (M3) has contin¬

ued to grow relatively rapidly, although the expansion of domestic credit has been
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Table 8. Money and credit aggregates

Per cent year-on-year growth rate

End of month Ml M3 Private sector credit Domestic credit CPI

1990 March 7.9 1.4 9.7 5.3 7.0

June 11.3 4.0 11.4 5.4 7.6

September 3.1 7.0 10.1 9.3 5.1

December 5.0 14.5 12.5 15.1 4.9

1991 March 3.7 12.8 11.1 13.0 4.5

June -8.1 9.8 9.3 12.3 2.9

September -3.7 7.5 5.5 7.0 2.1

December 1.6 6.9 2.8 3.2 0.9

1992 March 2.1 11.3 5.9 8.5 0.8

June 6.8 7.8 3.8 6.0 0.9

September 2.8 13.5 13.7 12.6 1.0

December 0.7 10.7 14.2 10.7 1.3

1993 March -2.7 6.2 8.8 6.5 0.9

June -0.2 9.6 11.1 8.5 1.3

September 5.1 5.3 4.2 2.8 1.4

December 8.7 5.4 9.1 7.0 1.4

1994 March 15.1 6.6 13.0 10.4 1.3

June 22.0 5.8 10.6 9.2 1.1

September 11.9 4.1 10.5 6.8 1.8

December 6.0 3.5 8.2 5.9 2.8

1995 March 2.6 6.7 7.7 4.1 4.0

June -1.4 8.8 11.3 6.9 4.6

September -1.7 9.9 11.9 11.2 3.5

December 6.3 15.5 13.8 12.0 2.9

Source: Resen'e Bank Bulletin.

damped by declining government borrowing. Private-sector credit growth has

remained in the double digits, with the housing sector accounting for an increasing

proportion but business sector borrowing also rising strongly.

Fiscal consolidation

New Zealand is currently one of the few OECD countries running a budget

surplus. This represents a remarkable turnaround: as recently as in the 1991/92

fiscal year (ending in June), the budget was in deficit by about 7 per cent of GDP,

whereas in 1994/95 it ran a surplus of 3 per cent of GDP. Spending cuts are

mainly responsible for this outcome, with the ratio of expenditure to GDP falling

by about 10 percentage points, while revenue has remained roughly stable rela-
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tive to GDP (Figure 11). This is a prime example of the finding for OECD

countries that fiscal consolidation is more likely to be successfully accomplished

through expenditure reductions than through increases in taxation. Spending

restraint has been helped by the strong cyclical upswing, which has reduced

unemployment benefits, as well as by public sector reforms, which have

improved both the efficiency and control of expenditure. One aspect of the latter

has been a switch from cash accounting to accrual accounting in an attempt both

to improve the information content and enhance the credibility of government

accounts, by bringing them into line with practice in the private sector (see

Chapter IV and Annex II for further details and the effect on budget outcomes).

At the time of the June 1994 Budget, fiscal developments continued to be

more favourable than projected, with the "operating" (that is, accrual-based

budget) balance recording a slight surplus in the 1993/94 fiscal year. This

reflected the positive effect of stronger-than-expected activity on both revenue

and expenditure as well as foreign exchange gains and lower-than-anticipated

debt service payments. The Government announced some new spending initia¬

tives, mainly on health (to help implement the reforms discussed in Chapter IV)

Figure 1 1 . BUDGETARY DEVELOPMENTS1
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and education (to support the introduction of the national curriculum and qualifi¬

cations framework, see Chapter III). Nonetheless, the Budget projections sug¬

gested that - with continued overall expenditure restraint and unchanged tax

rates - the operating surplus would reach 5 per cent of GDP by 1996/97, leading

the Government to signal its intention to cut taxes in the future.

Indeed, the fiscal progress outlooks presented in the 1994 Fiscal Strategy

Report (which accompanies the Budget) indicated that by the end of the decade a

no-policy-change approach would result in an operating surplus of about 8 per

cent of GDP, net public debt approaching zero and a Crown net worth around

30 per cent of GDP. Such outturns would be inconsistent with the Government's

stated long-term fiscal objectives. For example, in the February 1995 Budget

Policy Statement, the Government set out its fiscal objectives in line with the

principles detailed in the 1994 Fiscal Responsibility Act (see Chapter IV). In the

long run, it aimed at: lowering net public debt (then running at about 40 per cent

of GDP) to less than 20 per cent of GDP and then maintaining a balanced budget

over the cycle; restoring the Crown's (that is, central government's) net worth to

significantly positive levels; reducing the risks to the fiscal position; and estab¬

lishing a broadly based low-tax environment. In the short run, the Government

intended to move into a net public debt range of 20 to 30 per cent of GDP by

holding operating expenses stable in nominal terms and by running fiscal sur¬

pluses of at least 3 per cent, as well as to eliminate net public foreign-currency

debt in order to reduce the exchange-rate risk.

The projections required by the Fiscal Responsibility Act demonstrated that

there was going to be a need for a fiscal correction over the next decade, as a

continuation of current trends would lead to an increasingly tight fiscal stance

and the Government owning an unjustifiably large share of the country's wealth.

Delaying the correction would only increase the required size of any correction

(and so its potential disruptive impact) or raise the potential for steadily losing

expenditure control. The Government therefore announced its intention to reduce

income taxes subject to the attainment of some clearly-specified conditions: that

net public debt was less than 30 per cent of GDP, that tax cuts would not place

ongoing operating surpluses at risk (implying that net debt would continue to fall

and that tax cuts would be sustainable), and that tax cuts would not involve

significant risks of strong inflationary or balance-of-payments pressures {i.e. they

would not place the prospect of sustainable growth at risk).
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When the June 1995 Budget was presented, the fiscal situation was, again,

much better than expected a year earlier. The operating surplus for 1994/95 was

3 per cent (rather than the budgeted 1 per cent) due in particular to higher

corporate tax revenues, as companies had improved their profitability and used

up their previous tax-loss credits. In addition, the other factors mentioned above

(economic activity, interest- and exchange-rate developments) continued to have

a favourable impact on government finances. New spending initiatives focused

again on the two priority areas, health and education. Nonetheless, expenditure in

these areas was still projected to decline as a proportion of GDP, albeit much less

than aggregate spending. More noteworthy, perhaps, was the Government's reit¬

eration of the specific economic and fiscal conditions for future tax cuts, which,

on the basis of the budget projections, raised expectations of tax cuts in 1996/97.

In its December 1995 Fiscal Update, the Government stated that it was

satisfied that conditions for tax cuts would be met because net public debt was

expected to fall below 30 per cent of GDP towards the end of the 1996/97 fiscal

year, although the medium-term projection for the current account deficit was

revised upwards from around 1 per cent to 3-4 per cent of GDP. It therefore

announced its intention both to reduce income taxes and increase expenditure in

priority areas in the June 1 996 Budget. The tax cuts, which account for the bulk

of the package, would be targeted at low and middle-income earners and imple¬

mented in two steps in mid-1996 and mid-1997, amounting to about 1 per cent

of GDP on both occasions (subsequently, precise details were released, see

Chapter III). The tax measures imply a fall in total revenue as a proportion of

GDP from just under 39 per cent in 1994/95 to just under 36 per cent in 1998/99.

On the expenditure side, extra resources will be devoted to education and health,

a number of measures stemming from the Employment Taskforce (see next

chapter for details), as well as to initiatives still under development (including

changes to Family Assistance and pensions). Nevertheless, total expenses are still

projected to fall from 35 per cent of GDP in 1994/95 to 30'/- per cent in 1998/99.

This continued expenditure restraint enables to Government to simultaneously

project substantial tax cuts, an operating surplus of 5'/2 per cent of GDP by

1998/99, and a markedly declining debt-to-GDP ratio (see below).

The New Zealand Government has recognised early the need to correct an

impending fiscal imbalance and has adopted a process that attempts to minimise

the transition costs. It has chosen to concentrate its fiscal easing on the revenue
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side, which is consistent with the above-noted finding for OECD countries that

fiscal consolidation is more likely to be successful through expenditure control.

The Government has also focused on the micro design of the fiscal package,

recognising that its long-run benefits will depend on the supply response they

might generate. In this respect, there may be greater potential gains from future

tax reductions if they were to lower top tax rates and so flatten the income tax

scale. As noted, a major issue is whether significant transition costs can be

successfully avoided. The key to this will relate to how well the monetary policy

framework will cope with the structural shift in the fiscal stance (see below).

For example, there are a number of risks and uncertainties associated with

the Government's projections. In particular, they assume that economic growth

will average nearly 4 per cent per annum without any major increase in inflation¬

ary pressure. This is clearly much better than the long-term performance and may

be difficult to achieve as the economy is already operating near capacity, even

though structural reforms have increased its growth potential (see Annex I). The

projections also assume that both health and education expenses decline as a

proportion of GDP, despite the fact that these are areas where the government has

continuously faced pressure to spend more. Nevertheless, even on the more

conservative assumptions that growth averages 3 per cent per annum and that

there is slippage on both health and education spending, the operating surplus

might still be expected to remain in the 3 per cent range (Table 9).

Table 9. The effect of alternative scenarios on the budget balance

Operating balance, June financial years, per cent of GDP

1995/96 1996/97 1997/98 1998/99

Central projection' 3.3 3.3 4.0 5.6

With lower growth2 3.3 2.9 3.3 4.5

With lower growth and higher social
spending3 3.3 2.7 2.7 3.5

1. Central projection is taken from 1995 December Fiscal Update.
2. Assumes GDP growth is 1 per cent per annum slower in each year from 1996797 to 1998/99.

3. Additionally assumes that health and education spending remains the same proportion of GDP as in 1995/96.
Source: 1995 December Fiscal Update and OECD Secretarial calculations.
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One consequence of the improving budget balance has been a fairly rapid

turnaround in the government's debt position. After rising steeply throughout the

1980s, the net debt-to-GDP ratio peaked at about 50 per cent in 1991/92, a level

much higher than the average for other OECD countries which was under 35 per

cent at that time (Figure 12). Increasing primary budget surpluses {i.e. excluding

net interest payments) during the 1990s, combined with strong GDP growth, led

to a substantial fall in this ratio to 37'/2 per cent in 1994/95. Including local

government, for which no recent data are available, the net debt ratio is likely to

be in the order of 40 per cent. Meanwhile, the OECD average for general

government has increased to 45 per cent, and is not expected to decline signifi¬

cantly over the medium term while New Zealand's net debt-to-GDP ratio is

projected to fall below 20 per cent in the late 1990s.

As noted in Chapter I, debt repayment has been concentrated on liabilities

denominated in foreign currency because, given the strong dependence of

New Zealand on commodity-based exports, the exchange rate - and hence the

domestic-currency value of the outstanding stock of debt - is vulnerable to terms-
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of-trade shocks. By 1996/97, the Government expects to have fully eliminated

net foreign-currency debt, which as recently as the early 1990s accounted for

almost half of its total liabilities. The declining public debt ratio is reflected in

lower net interest payments, which have fallen from about 6 per cent of GDP in

1991/92 to just over 4 per cent and are expected to amount to only 2 per cent of

GDP in the late 1990s. Lower risk premia on interest rates have also contributed

to that trend, as evidenced by the declining differential between domestic and

international bond yields (Figure 10) and upgrades of New Zealand's debt status

by major rating agencies. Indeed, the country now appears to be in a virtuous

circle of budget surpluses, declining interest payments, falling debt and lower

risk premia on long-term interest rates.

Structural reform

Over the past two years or so, policy efforts on the structural side have

aimed at implementing, refining and complementing the initiatives launched in

the late 1980s and early 1990s. In the public sector, as discussed in detail in the

last chapter of the Survey, the focus has been on consolidating the health and

education reforms, restructuring the electricity sector and improving the financial

management and accountability of local government. Recent initiatives in the

labour market area, which involve skill development, income support and taxa¬

tion, are reviewed in Chapter III, which also deals with product market competi¬

tion, and in particular the progress being made in trade liberalisation. The follow¬

ing paragraphs therefore only report on recent major reforms in fields not covered

by the next two chapters of the Survey, namely international taxation and bank

supervision.

With respect to international taxation, in February 1995, the Government

released a discussion document which explained the need to adopt policies in this

area that promote economic efficiency and minimise compliance costs, while

protecting the domestic tax base from sophisticated avoidance practices. In par¬

ticular, it argued that it is likely that any taxes that New Zealand, as a small, open

economy, imposes on non-residents would, if not credited by the latters' home

government, simply increase the domestic cost of capital and thereby discourage

investment. Hence, reducing such taxes would make the country better off.

Subsequently, in August, the Government introduced into Parliament a package

of international tax reforms. For all income earned by foreign direct investors tax
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rates are to be capped at the level that applies if they retain their income in

New Zealand. At the same time, measures are to be taken to reduce the ability of

companies to shift their profits from New Zealand to lower-taxed jurisdictions

and to limit the extent that firms can avoid tax by over-allocating debt to their

New Zealand operations.

As to bank supervision, following an internal review process and extensive

consultations since late 1991, the Reserve Bank implemented a new regime at the

beginning of 1996. The new system aims to minimise moral hazard, strengthen

market discipline, and reduce banking risks. It requires the banks to make

detailed quarterly public disclosures, including all significant risk exposure and

any credit ratings they may have. Each bank will have to display a brief summary

of this in every branch to assist depositors to decide whether the institution is

sound. The public disclosure statements replace the information the banks in the

past provided privately to the Reserve Bank. The disclosure framework is

expected to play an important role in promoting a sound banking system. But it

does not replace banking supervision. Under the new approach, the Reserve Bank

of New Zealand continues to have responsibility for supervising the banking

system in order to promote a sound and efficient financial system. It will continue

to monitor banks, but will do so primarily on the basis of their public disclosure

statements. And it will continue to require banks incorporated in New Zealand to

comply with the BIS capital requirements. The Bank also retains its capacity to

respond to financial distress in the financial system, including the ability to

investigate a bank's affairs, to recommend the deregistration of a bank, to give
directions to a bank in distress and to recommend to the Government that a bank

in acute financial distress be placed into statutory management. But the disclosure

framework has facilitated the removal of a number of prudential regulations on

banks, including the former limit on large exposures.

As it is doubtful whether depositors always have the skills to decide whether

an institution is sound, the system to some extent relies on the judgement of

analysts in the financial markets and credit rating agencies. However, the latter

have a strong incentive to get their assessment right and, in any case, the risks

that might be involved are limited by the fact that most New Zealand banks are

controlled by foreign parents which are subject to supervision in their home

country. Moreover, as noted, the Reserve Bank continues to have the responsibil¬

ity for maintaining the soundness of the banking system, as well as powers to
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investigate the affairs of banks, to cancel their registration, and to recommend

that they be placed into statutory management.

The challenges ahead

The recent favourable economic performance, which represents a marked

break from past trends, is, to a large extent, a reflection of the beneficial effects of

the radical structural and institutional reforms that have been implemented over

the past decade. While other OECD countries have pursued similar policies, few,

if any, have done so in the context of such a coherent overall framework,

stressing predictability, transparency and accountability. The reforms have been

remarkable for their sustained focus on improving economic efficiency. The

thrust of structural policies has been to reduce distortions and impediments to

growth, to open and assure access to markets, and to encourage investment. Their

focus on microeconomic considerations led the authorities to design stable,

credible and mutually consistent macroeconomic policies that did not interfere

with the efficient allocation of resources. In this sense, both sets of policies serve

the same objective - increasing production potential and living standards. How¬

ever, although such a policy framework has created the conditions for a sustained

lift in performance, some of its elements could give rise to problems in the future.

As noted above, with the introduction of inflation targets, monetary policy

has become more forward-looking, relying heavily on economic forecasts. But

developments in the past two years have shown that inflation forecasts can be

substantially wrong. Although the monetary stance was tightened before the

Reserve Bank's measure of underlying inflation picked up, it is clear with

hindsight that the move towards restriction came too late, partly because the

momentum of the recovery was underestimated. This may be explained by the

fact that, apart from the difficulties in assessing the forces that affect the econ¬

omy, policy making in New Zealand is hampered by statistical problems. Indeed,

as discussed above, the output and expenditure measures of GDP provide a

completely different picture of the cycle. Moreover, among other things, the

absence of reliable capital stock data means that, at this stage, it is not possible to

say with any confidence what the growth of total factor productivity or the

productive potential might be (see Annex I). An estimate of the output gap is

nevertheless crucial to assessing inflation pressures.
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Another problem arises from the fact that, while the Reserve Bank in

general focuses on overall monetary conditions, in practice it cannot be indiffer¬

ent to the exchange rate/interest rate mix, given the different lags with which the

two variables affect the pace of inflation. As the Bank has to keep inflation within

the target range continuously, the exchange rate tends to be more important

because of its powerful short-term effect on prices. Recent experience has shown,

however, that the pass-through of the exchange rate appreciation to inflation can

be weakened by strong pressures prevailing in the domestic economy. On the

other hand, to compensate for this eventuality by additional exchange-rate appre¬

ciation risked putting too high a burden of monetary restraint on the tradeable
sector.

Given this dilemma, the Reserve Bank has, at times, hesitated to raise

interest rates lest this would lead to too rapid an appreciation of the currency.

Recently, strong domestic inflation pressure has led the authorities to give the

interest rate a greater role in the implementation of policy. This has been compli¬

cated, however, by capital inflows in response to upgrades of New Zealand's

credit rating, leading to downward pressure on interest rates and upward pressure

on the exchange rate, as well as by persistent market expectations of monetary

easing. Although the Reserve Bank prefers to steer monetary conditions through

pronouncements, in these circumstances greater reliance on formal instrument

settings (such as the settlement cash target) may be needed if the desired policy
stance is to be maintained.

Although, so far, wages appear to have adjusted to "underlying" rather than

"headline" inflation, the credibility of the measurement of the former has been

the subject of increased attention. The major issue is that the Reserve Bank

estimate of underlying inflation includes a significant judgemental element. Also,

it is the Bank that calculates the measure of inflation by which the Governor's

performance is largely assessed. If mortgage interest charges in the CPI were

replaced by a rental equivalence measure, this would go a significant way to

reduce the difference between underlying and headline inflation. Ideally, how¬

ever, the former should be defined in such a way that it could be mechanically

calculated by some outside agency. If this is not possible, it would be desirable to

enhance the transparency of the current measure of underlying inflation. This

would help increase the credibility of the overall monetary policy framework.
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As underlying inflation is currently at the upper limit of the target band, and

given that monetary conditions are very tight and the economy is still growing

fairly strongly, the case for tax reductions might seem questionable. Indeed, if

inflation pressures do not subside quickly, then the Reserve Bank will be com¬

pelled to tighten monetary conditions further because, unless it can be confident

of inflation being close to the mid-point of the target range in the near future,

there will always be a risk that unforeseen shocks will drive inflation outside the

target. In other words, the policy mix might become "skewed", with a looser

fiscal policy entailing a tighter monetary policy. Under such a scenario, the

traded-goods sector would probably be particularly hard hit through strong

upward pressure on the exchange rate. This suggests that a gradual approach to

the cutting of taxes would be appropriate and that the transitional issues associ¬

ated with tax reductions - notably concerning inflation and balance-of-payments

pressures - will require very careful consideration.

On the other hand, fiscal projections indicate that - even with tax cuts - the

budget balance will show a rising surplus, with a negligible cyclical contribution

to this. Thus, the tax cuts only imply a policy change from a contractionary to a

less contractionary, or at most broadly neutral, fiscal stance. Moreover, the Fiscal

Responsibility Act encourages a medium- to long-term focus in fiscal policy

implementation, while the Reserve Bank Act gives the monetary authorities the

responsibility of maintaining price stability in the short run. Furthermore, there

are strong microeconomic grounds for the tax cuts as a means of addressing a

number of disincentive problems which exist, as discussed in the following

chapter. Thus, perhaps, the issue which needs to be faced concerns not merely the

appropriate balance of fiscal and monetary policy, but the policy framework as a
whole.

Among OECD countries, New Zealand appears to operate an ambitious

regime for controlling inflation. However, although the width of the inflation

target band may seem narrow at 0-2 per cent, the existence of "caveats", relating

to a range of supply-side shocks from government actions, overseas and natural

disasters, makes it more flexible in operation. Policy is focused on restricting the

impact of demand pressures on inflation and on preventing "second-round"

effects from supply shocks feeding through into more general inflation. This

institutional setting is highly formalised and New Zealand also appears to view

failure to achieve the prescribed targets more seriously than do other countries
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where such an approach is operated. Hence, the strong interest worldwide in how

well this regime works.

Thus far the practice appears very successful. Inflation has remained almost

entirely within the prescribed bands throughout its operation. After falling to

below 2 per cent by the end of 1991, somewhat earlier than planned, underlying

inflation has remained in the 0-2 per cent range since then, with the sole excep¬

tion of the June 1995 quarter, when it was 2.2 per cent. Reflecting the imple¬

mentation of tighter monetary policy, the interest rate component in the CPI has

driven "headline" inflation above 2 per cent since the end of 1994, as is allowed

for by the caveats. Otherwise it has not been necessary to consider use of caveats

in the period after 1991, except for some limited instances of sharp increases in

government charges and oil and timber commodity price shocks in 1995. Never¬

theless, with output at present above potential and underlying inflation close to

the upper limit of the target range, the current year is likely to provide a further

test of the monetary framework.

It is difficult to know in advance what would constitute the optimal width of

the target band. Having too narrow a band would risk missing the target suffi¬

ciently frequently to call its credibility into question. It could require implausible

forecasting ability by the Reserve Bank if changes in inflationary pressure are to

be detected early enough for monetary policy to react in time to prevent them

driving inflation outside the band, given the quite long time lags before policy
takes effect. There will thus tend to be some irreducible minimum for the

variation in inflation, determined mainly by the magnitude of the shocks to which

the economy is subject and the length of lags before policy actions take effect.

Attempts to go below this will tend to result in instability in the setting of

monetary conditions.

Because forecasting always involves a margin of error, it is essential that the

Reserve Bank continually aims to steer future inflation towards the middle of the

band if it is to minimise the risks of breaching the target range. Even so, the

chances of such breaches will not be zero. This can be illustrated using the

Reserve Bank's own forecasting record to assess the likelihood that future infla¬

tion will deviate from the target band (Table 10). This probability will be greater

the closer the initial forecast is to the target limits.

More generally, it is clear that it is the whole policy environment that

enables inflation to be kept within narrow bands. Not only do monetary and fiscal
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Table 10. The probability of a breach of the inflation target1

Reserve Bank 4 quarters-
ahead inflation forecast

Probability of inflation outturn Probability of inflation outturn Probability of target being
exceeding 2 per cent less than 0 per cent breached1

2.0

1.75

1.5

1.25

1.0

0.75

0.50

0.25

0.0

50%

30%

15%

5%

2%

0%

0%

0%

0%

0%

0%

0%

0%

2%

5%

15%

30%

50%

50%

30%

15%

6%

3%

6%

15%

30%

50%

Based on updated calculations following the same approach used in "Inflation Forecast Errors: CPI components and
underlying". C Connolly and A-M. Brook. Research Note N95/2. Reserve Bank of New Zealand. This method assumes
that the deviation of actual inflation from the Reserve Bank*s forecast is normally distributed with mean zero and standard
deviation given by the standard error of the Bank's historical forecasting record.
Fourth column is the sum of the second and third columns, although columns may not sum exactly because of rounding.

Source: Reserve Bank. OECD Secretariat.

policy need to be compatible but the economy itself needs to be able to react

swiftly to shocks without any great transition costs. More pressure may be placed

on monetary policy if the programme of supply-side reform loses pace. Indeed,

neither monetary policy nor fiscal policy alone can achieve the macroeconomic

objectives that New Zealand has set itself. The supply-side reform is an integral

part of the process. As discussed in Chapters III and IV below, additional

progress on privatisation, reducing tariff barriers, eliminating producer board

monopolies and optimising the tax base and rates will all help improve the

flexibility with which the economy responds and should increase its long-run

non-inflationary growth potential further.
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III. Implementing the OECD Jobs Strategy

The unemployment rate in New Zealand began rising in the 1970s, although

it remained below the OECD average until the late 1980s, when it increased

sharply from just under 4 per cent in 1987 to a peak of nearly 1 1 per cent in

1991 (Figure 13). It has since fallen rapidly to just over 6 per cent at the end of

1995, once again below the OECD average, as the economy has experienced a

prolonged period of strong growth in both output and employment.

The extent of labour market reform since the mid-1980s has been substantial

and probably greater than in any other OECD country over the same period.

Foremost among the changes has been the introduction of a legal framework,

under the 1991 Employment Contracts Act, for a highly decentralised wage-

bargaining system, which has replaced a rigid and complex system of industry¬

wide occupational awards. There has also been a transformation of the tax and

benefit system, with major cuts and a tightening in the eligibility for unemploy¬

ment-related benefits, a shift from direct to indirect taxation and a flattening of

the schedule of income tax rates. More generally, there has been a major empha¬

sis on the need to open all sectors of the economy up to competition, particularly

through a substantial reduction in tariff protection. In the second half of 1995 a

wide range of labour market initiatives were announced including the extension

of active labour market programmes, a reform to benefit abatement and the

strengthening of obligations on beneficiaries. These measures, along with income

tax reductions and family assistance reforms announced in February 1996, were

intended to further address some of the issues identified in this study.

Given the radical changes to the institutional framework underlying the

labour market, it is particularly difficult to assess what the non-cyclical or non-

accelerating inflation rate of unemployment (NAIRU) might currently be. Such

an assessment is made all the more complex since, in the period prior to reform,

heavy reliance was placed on direct intervention by the authorities in the wage
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Figure 13. EMPLOYMENT AND UNEMPLOYMENT
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formation process to contain inflationary pressure, culminating in a prolonged

freeze on wage and prices in the early 1 980s.2 However, a feature of the present

recovery is that, despite its strength and the emergence of skill shortages which in

the past would have been expected to spill over into generalised wage inflation, it

is only recently that there has been any sign of inflationary pressure from the

labour market. This would suggest that the NAIRU is currently at or below 6 per

cent (see below).

The immense challenge represented by high and persistent unemployment in

most OECD countries was recognised in the OECD Jobs Study, which set out a

broad programme of action to tackle it. This chapter is one of a series to be

published in OECD Economic Surveys dealing with the problem on a country-

specific basis. The remainder of this chapter is organised as follows. The first

section reviews labour market performance with an emphasis on the effects of

reforms which have impinged on the wage formation process since the

mid-1980s, particularly the Employment Contracts Act, which took effect in

1991. The policy recommendations which emerge from the Jobs Study are dis¬

cussed in a second section. The final section assesses recent policy initiatives and

the scope for further action.

Labour market performance

Unemployment and job creation

Unemployment, having increased gradually during the 1970s and early

1980s,3 rose more rapidly between 1987 and 1991, from just under 4 per cent to

nearly 11 per cent. This increase was largely the result of a steep drop in

employment (Figure 14, Panel A). Although GDP was stagnant throughout much

of this period, there was a more marked downturn in the manufacturing sector,

following a substantial loss in competitiveness as monetary policy was tightened

in the mid-1980s. Manufacturing output fell by about 16 per cent between the

beginning of 1987 and mid-1991 and about two-thirds of the overall job losses

were in the manufacturing sector over this period (Figure 14, Panel B), although

it only accounted for about onefifth of total employment.

As discussed in Chapter I, since 1991 there has been a sustained recovery in

output with a progressive increase in the growth rate of employment which
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Figure 14. DECOMPOSITION OFTHE CHANGE IN EMPLOYMENT
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peaked at about 5 per cent per annum in the final quarter of 1 994 and the first two

quarters of 1995. The unemployment rate has fallen more-or-less continuously

since the third quarter of 1991, reaching just over 6 per cent in the third quarter of

1995. An area of concern until recently was the proportion of the unemployed

who had been out of work for more than twelve months. In 1992 it peaked

at 50 per cent - which was high by comparison with most OECD countries

(Figure 13, Panel C). However, with the fall in the aggregate unemployment rate

together with the implementation of a number of active labour market policies

targeting this group of unemployed, the share has fallen to just over one-quarter
in 1995.

Most of the extra jobs have come in the service sector. There has also been a

strong increase in manufacturing employment, although it has still not recovered

to the levels of 1987 (Figure 14, Panel B). Full-time employment growth has

averaged 4 per cent per annum over the last three years, but the full-time

employment rate has still not returned to its 1987 level. As in many other OECD

countries, there has been a continuing shift in the composition of employment

towards part-time employment, which has grown almost continuously throughout

the period (Figure 14, Panel A). Part-time employment now accounts for about

37 per cent of all female employment and 10 per cent of all male employment.

Some of this part-time work would seem to be "involuntary" (in the sense that a

full-time job would be preferred). Thus, in 1993 among OECD countries

New Zealand had the second highest rate of involuntary part-time employment

(in the sense that a full-time job would have been preferred) among men and the

third highest among women,4 although international evidence also suggests that

involuntary part-time workers change status quickly, becoming either full-time

employed, voluntary part-time employed or else leaving the labour force.

The rise in unemployment from 1987 onwards was cushioned, at least

initially, by a marked reduction in the labour force (Figure 14, Panel A). The

participation rate fell from over 66V2 per cent at the beginning of 1987 to 63 V2 per

cent by the end of 1991, partly in response to the cyclical drop in employment

opportunities.5 OECD Secretariat estimates suggest that the responsiveness of the

labour force to the cycle is comparatively high in New Zealand in relation to

most other OECD countries,6 a factor which is partly explained by the cyclical

sensitivity of net migration flows.7 Despite strong growth in employment

since 1991, neither labour force participation nor the employment rate (both
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expressed as a proportion of the population of working age) have yet returned to

their 1987 levels. The drop in both employment and participation rates is most

apparent among the young, and in particular those aged 15 to 19 (Figure 13,

Panel D and Figure 15). This is partly explained by a rise in the average age at

which young people leave the education system: the enrolment rate of those aged

15 to 19 in full-time education rose from about 52 per cent in 1988 to 65 per cent

in 1992, which partly reflects the increasing gap between relative wages and job

opportunities in the skilled and unskilled labour market, but also an opening up

of opportunities in tertiary education which require completion of secondary

school (discussed further below). As in most other OECD countries the youth

unemployment rate is well above the rate for the population as a whole: in

mid- 1995 it stood at over 15 per cent.

It seems likely that over the medium term the labour force participation rate

will trend upwards again. Firstly, any structural fall in participation rates of

young people may be a "one-time" effect. Moreover, the participation rate of

females has shown an upward trend since the end of 1989 (Figure 15), which
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Figure 1 6. UNEMPLOYMENT AND PARTICIPATION RATES BY ETHNIC GROUP
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may be partly associated with the increased availability of part-time job opportu¬

nities. There have also been a number of announcements of future changes to the

tax and benefit system (discussed below), which should have a positive effect on

participation. Finally, the raising of the retirement age from 60 to 65 is increasing

the participation rate of older people.8

A worrying feature of labour market performance has been the varying

experiences of the different ethnic groups. New Zealand is a multi-racial society

comprised of a working age population which is 10 per cent Maori, 4 per cent

Pacific Islanders and 83 per cent of European origin. The unemployment rates of

Pacific Islanders and Maoris, both currently about 15 per cent, are nearly four

times the rate for Europeans (Figure 16, Panel A). Moreover, the fall in the

overall participation rate since 1987 has occurred mainly among non-Europeans

(Figure 16, Panel B). This differing experience partly reflects the fact that Maoris

and Pacific Islanders are typically less qualified (an issue which is discussed

further in the following section) and so disproportionately represented among

unskilled workers who bore the brunt of the job losses which took place in the

late- 1 980s. Another factor behind the ethnic differences in unemployment rates is

that both Maori and Pacific Island populations have much younger age structures

than the rest of the population. However, this also means that the true diver¬

gences between participation rates of Maoris, Pacific-Islanders and Europeans in

aggregate data are under-stated (other things being equal, a more youthful popu¬

lation should imply a higher participation rate). Recent work9 suggests that, were

it not for the difference between the age structure of the Maori and non-Maori

populations, there would be a 10 percentage points divergence in male participa¬
tion rates (more than double that observed).

Impact of changes to labour law

As indicated above, the Employment Contracts Act (ECA) facilitated signifi¬

cant changes in bargaining arrangements in the labour market (see Box 1). In

order to appreciate the scale of the changes, it is important to understand the

previous system of wage bargaining. In the period up until the late- 1980s the

wage formation process is best described as being a "multi-tiered" system with a

range of elements including: awards, which set minimum wages for various jobs

at a national level; registered collective agreements which set minimum wage

rates for various jobs at the enterprise level; informal house agreements, setting
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Box 1. The 1991 Employment Contracts Act

The main provision of the Act is to allow employers and employees to choose
with whom, and within what structures, they associate. All bargaining is
towards an employment contract, which can be either collective or individual.

- It is illegal to give union members any preference in contracts, to unduly
influence an employee to belong (or not belong) to an employees organisation
or to negotiate a closed shop. All parties have the right to be represented in
matters relating to their employment. When a party has authorised a bargaining
agent, the other party must, if they are going to negotiate, negotiate with that
agent.

The right to strike or lockout in pursuit of the negotiation of collective contracts
is maintained, although is only permissible after the expiry of the contract. It is
illegal for a group of employees to strike to force other employers to join a
collective contract (i.e. secondary strikes are outlawed). If employers agree to
be in a multi-employer contract, il is legal to strike when negotiating the
contract.

- A statutory minimum code of employment rights, including a minimum wage,
holidays, sick leave, protection against unjustified dismissal and occupational
safety standards, is preserved.

- All parties are provided with the right to enforce their employment contract
through an Employment Court and Employment Tribunal, which can provide
redress if the employment rights provided by their contract or legislation are
found to have been breached.

Access to the Employment Court to have either part or all of their employment
contract set aside if they believe that their employment contract contains harsh
and oppressive conditions or was obtained in a harsh or oppressive manner.

Comparison with arrangements in other OECD countries

The form of employment arrangements which the ECA leads to is most like that prevail¬
ing in North America where recognition of bargaining representatives needs to be estab¬
lished at the beginning of each bargaining round. This is in contrast to the situation in
many European countries where there is a continuity of recognition between rounds
which is often supported by legislation. However, there are a number of differences with
the North American approach, as:

- there are no statutory requirements to "bargain in good faith";

agreements requiring workers to belong to a union, or giving preference to
union workers, are explicitly prohibited under the ECA (but not in North
America);

- there are no statutory job protection obligations either in the form of a minimum
notice period or severance pay. Both are, however, often negotiated into a
contract, and there is a significant body of case law concerning both issues.
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paid rates for particular jobs at the enterprise level; the national minimum wage;

and general wage adjustments made by the government or by the arbitration

court. For most of the post-war period up until the mid-1980s, there was direct

intervention to varying degrees by the government in the private sector wage

formation process.10 The 1987 Labour Relations Act was intended to achieve

greater flexibility in bargaining structures, while still allowing for national

awards. Its main feature was that it was permissible for only a single agreement

to cover any group of workers, thus ending multi-tier bargaining, with the aim of

encouraging enterprise and industry-based agreements. To this end, unions had

the prerogative to initiate enterprise or industry-level negotiations by "citing

out" the relevant employer from any national award. In practice, however, few

employers were cited out (with unions preferring to keep their members on

awards) and there was no major increase in enterprise bargaining.

The ECA, whose underlying rationale was to make employment contracts

similar to those in all other areas of activity with the aim of encouraging

decentralised enterprise bargaining, in combination with other major reforms to

New Zealand product market regulation and macroeconomic policy management,

has had a number of major discernible effects on the structure of bargaining in
the labour market:

- First, it is estimated" that the coverage of collective bargaining fell by

about half in the three years, from May 1991 to May 1994, to a level of

about 40 per cent of all employees, although it appears that it may now

be stabilising. This decline is almost entirely due to a collapse in multi¬

employer bargaining and its replacement by enterprise-based bargaining

as the norm, coupled with a growth in individual employment contracts.

In general terms, collective bargaining has only remained strong in

industries which are dominated by large firms with significant market

power and in the public sector.

- Second, although unions still dominate the representation of employees

in contracts covered by collective agreements, it is estimated that in the

two years following the ECA union density fell from about 45 per cent

of the total workforce to 30 per cent.12 Although there had been some

reduction in union density prior to the ECA (it fell from 48 to 45 per

cent in the two years prior to its introduction), the decline was much

more pronounced following the ECA.
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- Third, with the right to strike permissible only after the expiry of a

contract, and secondary strikes made illegal, there has been a marked
decline in labour unrest: the trend decline in labour unrest observed

since the mid-1980s has continued and accelerated since 1991. This may

be partly attributable to the fact that strikes are only permissible after the

expiry of a contract and secondary strikes are illegal. It may also related

to improved opportunities to resolve issues at an enterprise level.

- Fourth, in the first two years following the Act there was increased

variation in the size of settlements, leading to a major readjustment of

traditional wage relativities. Thus, data on collective settlements show

some 10 per cent of employees experienced a decrease in basic rates,

whilst other groups benefited from substantial increases.13 Approxi¬

mately 60 per cent of settlements were for increases within 1 per cent of

the mode increase (of zero per cent), compared with over 90 per cent of

increases within 1 per cent in the early 1980s. Moreover, these figures

are likely to understate the increase in wage dispersion given the shift

towards individual employment contracts.

- Fifth, although there is not much evidence at a macroeconomic level,

there is some evidence at a disaggregated level that the ECA has led to

increased flexibility and improvements in productivity.14 Approximately

30 per cent of employers have obtained greater flexibility in the hours

worked by their employees. There has been an increased use of

performance-related pay. Survey responses from enterprises covering
more than one-third of employees identify the ECA as being the single

most important influence on productivity. Moreover, more than 70 per

cent of private sector employers considered the previous system of

industrial relations an obstacle to improving productivity. At the aggre¬

gate level there is evidence to suggest that employment now responds

more quickly to changes in output than it did in the pre-ECA period (see
Annex III for details).15

Assessing the overall impact of the ECA is more difficult. The ECA might

be expected to affect macroeconomic performance in at least three ways: first, it

should make the labour market function more efficiently by allowing relative

wages to respond to skill shortages; second by implying a shift in bargaining

power towards employers (as compulsory unionism is illegal, and strikes are less
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likely and less costly for employers), it may have lowered the NAIRU; third, the

ECA may allow more responsiveness to the differing labour needs of different

firms, and the improved allocation could lower the NAIRU and raise productiv¬

ity. It is, however, difficult to estimate what the effect of the ECA on the NAIRU

might have been using standard econometric techniques, given its relatively

recent introduction (see Box 2). The Act has clearly had a marked effect on the

seasonal pattern of wages and earnings (Figure 17) as negotiation has become

more staggered throughout the year rather than being concentrated on an annual

round. Establishing more formal evidence of an impact on aggregate wage

behaviour is hampered by the fact that it is difficult to detect any stable empirical

relationships for aggregate wages, even in the pre-reform period. Estimated wage

equations over the pre-reform period typically find no effect from unemployment

on real wages, suggesting a high degree of real wage rigidity.16 Nevertheless, one

empirical regularity which has been noted in the past, namely a link between

changes in real producer wages and a measure of skill shortages,17 now appears

to have broken down (Figure 18). One reason why such a relationship might

possibly have existed in the past is that the more rigid pre-reform collective wage

Figure 17. THE CHANGING SEASONAL PATTERN
OF PRIVATE SECTOR HOURLY EARNINGS

Percentage change over previous quarter, annual rate
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Source: Statistics New Zealand.
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Figure 1 8. REAL WAGE INFLATION AND SKILL SHORTAGES1
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1 . Real wages are defined as hourly earnings in the private sector deflated by the producer price index of output
for all market groups.
The skill shortage variable is the net percentage of respondents who perceive it to have become more difficult
to find skilled labour as reported by the Quarterly Survey of Business Opinion.

Source: Statistics New Zealand.

Figure 1 9. ACTUAL AND PREDICTED REAL WAGE INFLATION1
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1 . Real wages are defined as hourly earnings in the private sector deflated by the producer price index of output
for all market groups. The predicted real wage inflation rate is the out-of-sample prediction of a wage equation
estimated up until the introduction of the Employment Contracts Act (see Annex III for details).

Source: Statistics New Zealand and OECD Secretariat calculations.
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Box 2. What is the current equilibrium rate of unemployment?

Given the major upheaval in the wage formation process since the introduction of
the Employment Contracts Act (ECA) in May 1991 and the fact that so few observations
are available in the post-ECA period, it is extremely difficult to estimate what the
equilibrium rate of unemployment (that is consistent with stable inflation) might be using
any formal econometric techniques. However, one indication of where it is relative to the
current unemployment rate can be given by what is happening to real wages: if unem¬
ployment is below the equilibrium rate, average real wage costs should be increasing at a
rate faster than trend productivity growth. This simple relationship is examined for the
post-ECA period in Figure 20 below, where the current unemployment rate is plotted on
the horizontal axis and the annual change in real wages (measured relative to producer
output price inflation) less trend productivity growth is plotted on the vertical axis. The
ideal measure of real wages is total wage costs, but since a series for this variable is only
available from the end of 1993, real wages are also proxied by the annual change in
average hourly earnings. Trend productivity growth is assumed to be 1 'h per cent per
annum throughout, although this may be a conservative estimate.

Figure 20, Panel A shows that in virtually every quarter, barring a couple of quarters
immediately following the introduction of the ECA' the change in real wages has been
less than trend productivity growth (i.e. the plot is below the horizontal axis). This
suggests that the unemployment rale has been consistently above the equilibrium rate in
the post-ECA period, putting downward pressure on real wages. In the final observation
for the third quarter of 1995, real wage costs are still falling by about 1 per cent per
annum relative to trend productivity, suggesting that the equilibrium rate of unemploy¬
ment is currently below 6 per cent. This view tends to be confirmed by Figure 20,
Panel B, which shows that there has been little sustained upwards pressure on underlying
inflation, despite a continuous fall in the unemployment rate over this period.2

Nevertheless, some caution needs to be exercised in interpreting these simple rela¬
tionships. On the one hand, if real wages respond with a lag, unemployment could
already be at (or even below) the equilibrium rate, with any inflationary consequences not
being observed until 1996. In addition, the measure of real wages based on average
hourly earnings (which is arguably the inferior measure) was increasing at the same rate
as trend productivity in the third quarter of 1 995, suggesting that the equilibrium rate is
about 6 per cent. On the other hand, if trend productivity growth is higher than the
assumed 1 'A per cent per annum, then the equilibrium rate could be even lower than is
suggested by Figure 20, Panel A.

The likely explanation why real wages seemingly increased so strongly in 1991 is nominal
inertia: producer and consumer price inflation turned out lower than was generally expected,
so that earlier nominal wage settlements delivered an unexpectedly high increase in real
wages.

The upwards "blip" in inflation in early 1995 can partly be explained by a rise in fresh
vegetable prices following unusual climatic conditions.

(continued on next page)
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(continued)

Figure 20. UNEMPLOYMENT AND INFLATIONARY PRESSURES
FOLLOWING THE EMPLOYMENT CONTRACTS ACT1
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3. Based on total labour costs.

Source: OECD Secretariat.
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formation system would have been more likely to preserve existing wage relativi¬

ties, so that a skill shortage in a particular industry or occupation would have

been more likely to lead to generalised wage inflation rather than just a change in

relative wages.18 An attempt to quantify how important such a change in beha¬

viour might be suggests that the skill shortages which emerged in 1994 and

1995 might, in the absence of the ECA, have been expected to lead to real wage

increases of the order of 372 per cent per annum rather than the lh per cent per

annum actually observed (see Figure 19 and Annex III for details).

Other empirical work to assess the effect of the ECA on employment and

wages using disaggregated data concludes that, through reducing trade union

membership, the ECA has led to an increase in employment and downward

pressure on wages.19 In particular, industries that had the highest levels of

unionisation prior to the ECA experienced the largest absolute decline in union

density, which in turn helps explain why wage growth in this sector was only

one-quarter of the economy-wide average in the post-ECA period and why

aggregate wage inflation remained so low. In addition, the further reduction in

unionisation in those industries which already had the lowest levels of unionisa¬

tion, is estimated to account for about 1 per cent of the total growth in aggregate

employment in the post-ECA period.

Policy requirements

As noted in the OECD Jobs Study, achieving a sustained reduction in

unemployment requires a broad range of policies which not only increase the

flexibility of the labour market, but also improve competition in the market for

goods and services and enhance human capital. Given the wide-ranging reforms

which have taken place in New Zealand over the past decade, there is probably

less urgent need to take action on many of these fronts than is the case in most

OECD countries. Nevertheless, among the areas identified as deserving attention,

perhaps the highest priority should be given to the need to improve the skills and

competences of the workforce. This is an area where New Zealand lags behind

other OECD countries, and which is to a large degree probably responsible for its

poor historical record of productivity growth. A second set of policy require¬

ments arise because, as in many other OECD countries, recent trends in the

labour market highlight the need to keep the tax and benefit system under
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Box 3. The OECD Jobs Strategy: synopsis of recommendations for New
Zealand

The OECD Jobs Study sets out a strategy based on nine recommendations for
approving the ability of OECD economies to cope with structural change, through
enhancing the ability to adjust and to adapt, and increasing the capacity to innovate and
be creative. The nine distinct policy areas covered included the macroeconomic policy
framework and the creation and diffusion of technological know-how. With respect to
labour and product market flexibility it identified the need for initiatives in the following
areas: working-time flexibility, the entrepreneurial climate, wage and labour cost flexibil¬
ity, employment security provisions, active labour market policies, labour force skills and
competencies, and unemployment and related benefit systems.

Following from the detailed review of labour market and employment performance
and the assessment of policy requirements below, this chapter identifies the following
priority areas for policy action:

Improve labour force skills and competence

Reduce the numbers of persons leaving school early by ensuring that secondary
education includes a vocational option leading to recognised industry qualifica¬
tion. This should include courses and/or work experience developed in the
context of improved school-industry linkages.

- Continue with the implementation by the New Zealand Qualifications Authority
of a framework for nationally recognised school, vocational and academic
qualifications to ensure that skills and competences acquired through experience
are adequately recognised. In so doing, ensure that the framework is linked to
training provided through the Industry Training Organisations and the Training
Opportunities Programme. The framework itself should be monitored and eval¬
uated with a view to simplifying its structure and speeding up its
implementation.

- Take steps to improve further the quality and efficiency of tertiary education by
bringing public subsidies more in line with public benefits of tertiary education;
rationalising payment of subsidies to public and private institutions so that they
are treated equally; and further ensuring the autonomy of public institutions
through changes in governance and ownership.

- Monitor closely the various initiatives aimed at raising Maori and Pacific-
Islanders participation and attainment in education and pursue vigorously those
policies which show the most promise.

Reform unemployment and related benefit system

- Continue to review the current lax/benefit system in order to reduce work
disincentives.

Active labour market policies

Consider further extending the policy whereby long-term receipt of unemploy¬
ment benefit is conditional on acceptance of a place on a programme by which

(continued on next page)
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(continued)

job search activities can be monitored and encouraged (such as Job Action), or
participation in some other form of ALMP.

Enhance product market competition

- Separate the Producer Boards' regulatory and commercial functions, and
"unbundle" farm-gate prices.

- Speed up the planned reduction in tariffs in sectors such as clothing, footwear,
passenger motor vehicles, carpets and textiles where current levels of protection
are very high.

Wage formation

- Monitor the effect of the minimum wage, particularly on teenage workers
following the recent introduction of a differentiated youth minimum wage. If
the minimum wage is to be kept, it should not be indexed or uprated regularly in
a fashion which risks setting a precedent in wage bargaining;
Consider further reform of the Accident Compensation Scheme to contain its
escalating cost.

continuous review in order to ensure that its effect on discouraging work incen¬

tives is minimised. This requirement has been acknowledged in the last twelve

months with the Government announcing a series of initiatives designed to

further improve work incentives and facilitate the movement of welfare recipients

back into the workforce. The Government also recognised the needs of specific
groups, particularly Maori and Pacific islanders, with labour market and educa¬

tional initiatives directed at these groups. This clearly reflects a concern that if

further reductions in the aggregate unemployment rate are to be sustained then it

is clear that there must be some closing of the gap between the performance of

different ethnic groups. The following discussion provides some background
analysis to the specific Jobs Study recommendations for New Zealand. A synop¬
sis of these recommendations is presented in Box 3.

Enhancing the ability to adjust and adapt

Wage formation

Following the introduction of the ECA, New Zealand now probably has one
of the most deregulated systems of wage bargaining in the OECD. However,
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there are a couple of outstanding issues regarding the wage formation process,

with respect, in particular, to the minimum wage and the costs of the system of

insurance for accident compensation.

Given the broad thrust of current labour market policies it is perhaps surpris¬

ing that New Zealand still operates a minimum wage. Relative to average earn¬

ings the minimum wage halved in the 1975-84 period, increased sharply in 1985,

but has subsequently drifted downward. For adults, it is currently just over 40 per

cent of average earnings, having been recently increased by 2 per cent (in

nominal terms) for the first time since 1990. A youth minimum wage, applying to

workers aged between 15 and 19, was introduced for the first time in 1994 and

has been set at 60 per cent of the adult minimum wage. Evidence from across

OECD countries is not clear-cut, but suggests that the negative effects of mini¬

mum wages on employment depend very much on their level relative to average

earnings and that where there are negative effects on employment they impact

disproportionately on young people. This result is confirmed by an empirical

study on New Zealand,20 covering the period prior to the introduction of youth

minimum wage in 1994. It finds evidence that there are negative employment

effects on young adult workers aged 20 to 24 (who were covered by the mini¬

mum wage). The study suggests that a 1 0 per cent increase in the minimum wage

reduced the employment of young workers (aged 20 to 24) by about 3'k per cent.

In contrast, the absence, prior to 1994, of a minimum wage for workers aged

19 and under was found to be beneficial to the employment of teenage workers.

Nevertheless, while the possible effects on the employment of young workers is a

concern, it should be recognised that the level of the minimum wage is not high

by OECD standards and that in the context of a highly deregulated labour market

there may be a case for retaining the minimum wage on equity grounds.

Unlike most OECD countries, social security is not largely financed out of a

specific payroll tax, but rather out of general taxation. Consequently non-wage

labour costs are among the lowest in the OECD. However, one of the main

components of non-wage labour costs is the premium paid towards the Accident

Compensation Scheme, which is a comprehensive no-fault scheme administered

by a Crown-owned agency, the Accident Rehabilitation and Compensation Insur¬

ance Corporation (ACC). An employers' premium goes towards the cost of

work-related accidents, with the size of the premium varying according to the

industry.21 In the year to June 1994 the size of the employers' premiums

64



amounted to about 2 per cent of total employee compensation. The major concern

with the scheme is that its costs have continuously escalated. Thus, in the year to

September 1995, 12 of the 21 industry groups identified by the scheme exper¬

ienced increases in ACC costs of between 10 and 20 per cent, and in the previous

year 11 of the 21 industries experienced increases of more than 20 per cent.

Moreover, because the scheme is a pay-as-you-go system where premiums only

cover the current costs (with a contingency reserve), there is an estimated

unfunded liability of about NZ$ 7 billion (approximately 8 per cent of GDP) not

covered by present reserves. The Government has recently announced that, in the

future, work-fitness testing will be more strictly applied in an attempt to reduce

the number of long-term claimants, who account for a high proportion of current
costs. However, it is not clear that this measure will in itself be sufficient to

contain costs. In any case, it is likely that ending the ACC s monopoly by

introducing private competition would be beneficial.22

Taxes and transfers

Despite major reforms over the past decade, New Zealand's tax and benefit

systems remain largely based on the traditional model of full-time employment

and low levels of unemployment. Unemployment benefits are paid at a flat rate,

are income-tested depending on family circumstances, and are of indefinite dura¬

tion, providing eligibility is maintained. Over the past decade, however, there

have been substantial structural changes in the labour market. As noted earlier,

the importance of part-time employment has increased substantially, real incomes

for some low-paid jobs have fallen and the numbers claiming unemployment

benefit as well as other benefits have risen significantly. As is the case in many
other OECD countries, there is therefore a need to review the tax as well as

benefit systems, and their interaction, in the light of these developments.

Several changes have been made to the unemployment benefit system since

the late-1980s in order to promote more active participation in the labour market.

In particular, tighter eligibility requirements were placed on those receiving such

financial support through work tests, while the period between leaving or losing a

job and receipt of benefit was lengthened. Moreover, New Zealand is one of the

few OECD countries where a summary measure of unemployment benefit entitle¬

ments has been trending downwards since the late 1980s.23 International compari¬

sons of unemployment benefit systems, although fraught with difficulties, suggest
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that replacement rates in New Zealand are relatively low for beneficiaries without

children in the first year of benefit receipt (Table 1 1 ). However, in the fourth,

fifth and subsequent years replacement rates are relatively high, reflecting the

indefinite duration of the benefit. The absence of any reduction in the scale of

benefits as the duration of unemployment increases is a feature of the

New Zealand system that stands out. Given that some research24 indicates a

positive correlation between the duration of unemployment spells and a measure

of the duration of unemployment benefits (the ratio of the long-term to the

average replacement rate of unemployment benefits), there may be a case for

reviewing this aspect of the New Zealand system. An alternative approach to

cutting benefits may be to impose greater requirements to participate in intensive

assessments and supervised job search activities, or some other form of active

labour market programme, after a long period on benefit.

Unemployment benefit is only one of the forms of income support available.

The other allowances, which include sickness, invalids and single parent benefits,

can also have potentially important effects on work incentives. The number of

individuals receiving single-parent benefits has risen substantially, particularly

during the 1980s, and in 1995, with the decline in unemployment, was approach¬

ing the number receiving unemployment benefit (Figure 21 ). In addition, between

1987 and 1991 as unemployment rose sharply, the number of individuals on

disability and sickness benefits increased by almost 50 per cent. Although unem¬

ployment has since fallen substantially, the numbers claiming disability and

sickness benefit grew by a further 45 per cent (Figure 21). In 1994/95, the

number of individuals receiving such support was equivalent to 44 per cent of

those claiming unemployment benefit. Reviewing evidence across OECD coun¬

tries, it has been argued that there are good grounds for believing that invalidity

and sickness benefit do sometimes substitute for unemployment benefits.25 While

there may be a number of reasons why individuals transfer from unemployment

to sickness or invalidity benefit,26 transition between the systems may also reflect

financial incentives. In New Zealand sickness and invalidity benefit are up to

14 per cent and 25 per cent (depending on age and family circumstances) more

generous, respectively, than unemployment benefit. In contrast, several OECD

countries have aligned benefits, at least across sickness and unemployment bene¬

fit schemes, to prevent such distorting incentives. Nevertheless, the scale of any

problem should be kept in perspective - although the numbers claiming sickness
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Table 11. Gross unemployment benefit replacement rates by duration categories and family circumstances'
1993 data

l-irst year Second and third year Fourth and fifth vear

Australia

Austria

Belgium
Canada

Denmark

Finland

France

Germany
Greece

Ireland

Italy
Japan
Netherlands

NEW ZEALAND

Norway
Portugal

Spain
Sweden

Switzerland

United Kingdom
United States

With With With With With With Overall average
ingle dependent spouse in Single dependent spouse in Single dependent spouse in

spouse work spouse work spouse work

28 53 0 28 54 0 28 54 0 27

36 39 21 34 38 0 34 38 9 27

51 51 47 36 53 30 36 53 30 43

58 58 58 13 24 0 13 24 0 27

72 73 71 73 74 72 73 74 72 73

58 58 56 44 44 27 32 32 0 39

58 58 58 40 40 34 25 25 0 38

35 39 35 33 36 0 33 36 0 27

44 53 44 19 19 19 0 0 0 22

39 55 39 28 44 5 26 52 0 31

10 11 10 0 0 0 0 0 0 3

30 30 30 0 0 0 0 0 0 10

70 70 70 47 60 18 34 49 0 46

30 51 0 32 53 0 32 53 0 28

62 62 62 47 47 47 8 8 8 39

65 65 65 41 43 41 0 0 0 35

65 65 65 50 50 50 0 0 0 38

79 80 79 6 6 6 0 0 0 28

70 70 70 19 19 19 0 0 0 30

19 31 19 19 30 0 19 30 0 18

27 29 25 5 9 0 5 9 0 12

I. Benefit entitlement before tax as a percentage of previous earnings before tax. Data shown are averages over replacement rates at two earnings levels (average earnings and
two-thirds of average earnings). For further information sec Chapter 8 of "The Jobs Study: Evidence and Explanations", OECD, 1994, Paris. Data refer to 1993 for all
countries except France and the United Slates where the data refer tol994.

Source: OECD Database on Unemployment Benefit Entitlements and Replacement Rales and New Zealand Treasury.



Figure 21 . NUMBERS OF PERSONS CLAIMING BENEFITS
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180

Thousand persons
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1 . Domestic purposes benefit is primarly paid to single parents.
Source: New Zealand Department of Social Affairs.

and invalidity benefits have grown, they are by no means exceptional in compari¬

son with many OECD countries. Thus, the incidence of absence from work as a
result of sickness in New Zealand is similar to the median across 19 OECD

countries surveyed.27 Moreover, in New Zealand the numbers currently claiming

invalidity benefit together with those receiving ongoing income support from the

Accident Compensation Scheme are equivalent to about 2lh per cent of the

population of working age, which is low in comparison with most OECD coun¬

tries and much lower than some countries (including Finland, Norway,

Netherlands and Italy) where the proportion is over 8 per cent.28

One major potential concern about the interaction of the tax and benefit

system is the creation of a "poverty trap". It exists when the combination of

higher taxation and reductions in benefits associated with taking on additional
work absorb much of the additional earned income - with the result that individ¬

uals consider themselves better off remaining on benefits and not doing the

additional work. In New Zealand effective marginal tax rates facing beneficiaries

can currently rise close to 100 per cent once other earnings exceed NZ$ 80 per
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week. In practice, in most OECD countries few people are affected by current

poverty traps in the sense that they are actually paying high marginal tax rates.

For example, in New Zealand, just over 2 per cent of married couples without

children are paying marginal rates in excess of 50 per cent, and only 4 per cent of

single people without children face tax rates of over 80 per cent. However, the

scale of potential poverty trap problems for single parents especially is potentially

much greater, since 75 per cent of single parent families have incomes below the

level where marginal tax rates rise sharply - the fact that this might happen is

presumably one reason why they choose to earn income below this level.29 The

magnitude of this problem has grown over recent years both with the rise in the

number of single parent families and the increased availability of part-time work.

Replacement rates are also likely to present the greatest work incentives problem
for beneficiaries with children, because beneficiaries have until now received

assistance for children through the benefit system which was additional to that

received by both earning and beneficiary families through the Family Support

Tax credit. The recently-announced changes to the benefit abatement system and

the introduction of an Independent Family Tax Credit (discussed further below)

seek to address these problems.

For working families with children, where the abatement of Family

Support Tax Credit30 (and now the new Independent Family Tax Credit) in

combination with income taxation can produce a fairly high marginal effective

tax rate (EMTR) over a range of incomes, as illustrated in Figure 22.31 There are

about 250 000 families in receipt of the Family Support Tax Credit (of which

about 1 10 000 are not in receipt of benefit). Those families in work would face

EMTRs of up to 58 per cent or higher over a wide range of incomes.32 It is

possible for families with two or more children to be simultaneously receiving

Family Support and paying the top rate of income tax, at which point they will

face an EMTR of 63 per cent (composed of a 33 per cent income tax rate

and 30 per cent benefit abatement rate). Although such EMTRs are a potential

source of disincentive to work, they are significantly lower than in some

other OECD countries (notably Australia, France, Germany, Ireland and the

United Kingdom) where some working families face EMTRs of between 80 and

105 per cent. Moreover, the planned future income tax cuts (also illustrated in

Figure 22), discussed further below, will go some way towards addressing the

problem.
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Figure 22. THE EFFECTIVE MARGINAL TAX FACED
BY A WORKING FAMILY WITH TWO CHILDREN1
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1 . The EMTR is calculated for gross annual earnings received in addition to benefit.
2. Average earnings for the whole economy are taken to be $NZ 30 000.
3. GMFI stands for "Guaranteed Minimum Family Income", FS stands for "Family Support"; see text for explanations.
Source: New Zealand Treasury and OECD Secretariat calculations.

A widening in the income distribution occurred in the second half of the

1980s, but since the early 1990s there appears to have been little change in this

regard.33 In the ten years to March 1994, the real disposable incomes of both the

lower and middle-income quintiles have fallen in absolute terms by 4 and 5 per

cent, respectively34 and it is only those of the highest quintile which have risen,

by 2 per cent, as illustrated in Figure 23.35 These trends are primarily explained

by the loss of employment in the late 1980s, although cuts in benefit rates36 and

reforms to the tax system (which implied a switch from direct to indirect taxation

and a flattening of the income tax rate schedule) have played a role as well. This

widening of the income distribution has been accompanied by increased employ¬

ment opportunities for the low-skilled; it may also have enhanced the incentives

for people to upgrade and develop their qualifications.

Active labour market policies

As the unemployment rate has fallen, total spending on active and passive

labour market policies have dropped from nearly 3 per cent of GDP in the early
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Figure 23. THE EVOLUTION OF REAL DISPOSABLE INCOME
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1990s to under 2 per cent in 1994-95. At the same time, the proportion of total

expenditure devoted to active labour market policies (ALMPs) (Table 12) has

risen from about 30 to 35 per cent, which is slightly above the OECD average.

Moreover, this proportion is likely to rise further in future if recent falls in

unemployment are maintained, because budgeted provisions for ALMPs in

1995/96 have risen by more than 3 per cent in nominal terms.

The largest ALMPs by expenditure (excluding Public Employment Ser¬

vices) are:

- The Training Opportunities Programme (expenditure of NZ$ 191 mil¬

lion in 1995/96) is a fully-funded programme targeted mainly at recent

school leavers with no or low formal qualifications and the long-term

unemployed (26 weeks or more) with low levels of qualifications,

although a number of quotas allow for some flexibility within these

target criteria. The training is provided through a variety of training

providers with whom the Education and Training Support Agency has
contracts.

- Taskforce Green (expenditure of NZ$ 38 million in 1995/96) sponsors

projects which are of benefit to the environment or community. The

programme provides a subsidy for each participant who has been unem¬

ployed for at least 26 weeks, although certain "priority client" groups

are also eligible immediately on registration. Priority clients include

Table 12. Public expenditure on Labour Market Programmes

1994/95 (June year)

1 . Public Employment Services and Administration
2. Labour market Training
3. Youth Measures

4. Subsidised Employment
5. Measures for disabled

6. Total Active Measures (Sum 1 to 5)

7. Unemployment Compensation

8. Total (6 + 7)

Source: New Zealand Treasury.

NZS Per cent of GDP

100.4 0.12

290.5 0.34

62.8 0.07

132.1 0.15

8.8 0.01

594.6 0.69

1 115.1 1.29

1 709.7 1.97
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people returning to the workforce after long-term unregistered unem¬

ployment, older job seekers, refugees, ex-TOP trainees (after four weeks

on the register) and people with disabilities.

- Job Plus (expenditure of NZ$ 97 lh million in 1995/96) is a temporary

wage subsidy paid to employers who provide permanent full-time work

for those who have been unemployed for at least 26 weeks. As with

Taskforce Green, "priority clients" are also eligible immediately upon

registration.

- Youth Action and Job Action (funded out of NZ$ 78 million available for

the public employment service in 1995/96). Youth Action is a pro¬

gramme of individualised assistance for 16 to 20 year old job seekers.

Following an initial interview, participants are referred to activities

which will help them find work, or directly to a job. Job Action is a

similar programme which now covers all people unemployed for more

than two years and some people unemployed for one year or more.

Experience across OECD countries suggests that the Public Employment

Service can play an important role in ensuring that the long-term unemployed

maintain job search and availability for work. In this respect the results from the

new initiative Job Action (modelled on a similar programme in the

United Kingdom), appear promising. Job Action is an employment assistance

programme for those unemployed for two years or more, consisting of an inter¬

view, workshop and follow-up case management. An evaluation study37 suggests

that the programme has had a positive, but modest, effect in moving participants

into paid full-time work, as well as improving job search commitment. The scale

of this programme has so far been small: the budget for 1994/95 was only

NZ$ 5 million (less than 1 per cent of total spending on ALMPs) and in

mid- 1995 the number of people being "case-managed" was about 30 per cent of

the total stock of those who have been unemployed for more than two years.

However, from the beginning of 1996 the government has extended the pro¬

gramme (as part of the Focus on Employment package, discussed further below)

to include all those unemployed for more than two years, with participation a

requirement for continued receipt of benefit. This move towards the provision of

intensive individualised assistance to the very long-term unemployed has been

made possible to a large extent by the improvements in the labour market which

have enabled may short-term job seekers to move into employment with the
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minimum of assistance. If the expansion of Job Action proves to be successful,

given the indefinite duration of benefits in New Zealand, there may be a case for

further extending the policy to make acceptance of a place (if offered) on such a

programme, or some other form of ALMP, a requirement for continued receipt of

benefit by shorter durations of the long-term unemployed (such as those unem¬

ployed for over one year). Finally, as in other OECD countries, further efforts

should be made to evaluate existing ALMPs, in order that the design and imple¬

mentation of future programmes can be improved.

Increasing the knowledge base, efficiency and innovative capacity

Upgrade skills and competencies

During the 1980s, productivity growth in New Zealand continued to be, as it

was in the 1960s and 1970s, among the lowest in the OECD. Low levels of

labour force qualifications may partly explain this poor performance.38 Indeed at

the present time, survey evidence suggests that employers are finding it very

difficult to hire skilled labour. An additional concern is that an important cause of

the varying incidence of unemployment faced by different ethnic groups may be

differing levels of educational attainment.

The historical problem in school education is not one of academic perform¬

ance, which is reasonable to good (depending on subject) in international com¬

parisons, but rather a weak emphasis on vocational training and low participation

in education among New Zealanders in their late teens. It was only as recently as

1993 that the age for compulsory education was raised from fifteen to sixteen.

Moreover, while in most OECD countries the vast majority of pupils continue

with either full-time or part-time education, up until the late- 1980s the majority

of teenagers in New Zealand had left the education system by the age of seven¬
teen.

Participation in formal education has, however, increased sharply in recent

years with the enrolment rates of seventeen and eighteen year-olds having risen to

65 per cent and 39 per cent in 1992, from 35 per cent and 19 per cent in the

mid-1980s, respectively. There are a number of possible explanations for this

change: the greater relative availability of jobs which benefit from extended

education; increased returns to further education; the increased availability of

vocational courses for senior secondary school students; and rising unemploy-
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ment which discouraged teenagers from entering the job market. However, while

it has narrowed, a substantia] gap with enrolment rates in other OECD countries

still remained by 1992, as illustrated in Figure 24.

Enrolment rates are imperfect indicators of educational achievement: some

students may be repeaters and others may not complete the level. Nevertheless,

data on the educational attainment of the population show that 43 per cent of the

population of 25 to 64 year olds in 1992 had less than an upper secondary

education. Although this share is not markedly different from an average of
OECD countries, it is more than double that of countries with the lowest share

(Figure 25). While some workers do acquire "informal" qualifications through

various forms of education and training,40 it remains true that there are still large

numbers of adults with few formal qualifications.

In contrast, New Zealand has a relatively high attainment rate in the area of

tertiary education, with one of the highest proportions of the population with such

education (particularly non-university) of any OECD country (Figure 25).

Although unemployment across all levels of educational attainment rose during

Figure 24. ENROLMENT RATES IN FULL-TIME EDUCATION1
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Source: OECD, Education at a Glance.
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Figure 25. EDUCATIONAL ATTAINMENT IN OECD COUNTRIES1
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the recent recession, those with a higher level of education tended to fare better:

in 1992 the average unemployment rate for a person aged 25 to 64 with tertiary

education qualifications was about half the aggregate unemployment rate of the
same age group, whereas the unemployment rate for someone without even a

secondary education was 40 per cent above the aggregate rate (a similar distribu¬

tion can be found across an average of OECD countries).41 High enrolment in

tertiary education is probably in part a reflection of the relatively high rates of

subsidy which it receives in comparison with other levels of education

(Figure 26).

Recent reforms in the structure and financing of tertiary education will lead

to greater autonomy and a reduction in tuition subsidies (for further discussion

see Chapter IV). The reforms are intended to bring overall subsidy levels closer

in line with the perceived net public benefits of further education, as well as to

encourage students to take a more considered view of the cost of their tertiary
education choices and so put greater pressure on tertiary institutions to be more

responsive to students needs. At the same time there are also increased possibili-

Figure 26. RELATIVE EXPENDITURE PER STUDENT
BY LEVEL OF EDUCATION1
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ties for institutions to respond to demand, by opening up new option and degree

programmes. There is some evidence that the reforms have had some effects in
this direction. For example, there has been a growth in the number of students

taking vocationally orientated degrees and institutions have been increasingly

engaged in attempts to market themselves and compete on price.

In order to improve the general recognition of tertiary qualifications as well

as to try to break down the division between academic and vocational qualifica¬

tions, a new government agency, the New Zealand Qualifications Authority

(NZQA), was set up in 1993 with the view to developing a National Qualifica¬

tions Framework. This framework is competency-based on units of learning, with

achievement assessed according to clearly defined standards, and spans general,

vocational as well as industry-based education and training across the post-

compulsory sector. A key aim of such a framework is to provide a high degree of

flexibility so that students are able to combine learning units across various

qualifications from different places, working at their own pace. Initial feedback

from employers' organisations suggests that, although there is general support for

the initiative, there is scope for substantia] simplification, which would have the

further advantage of speeding up implementation.

The government has also established a new system of industrial training

following the passage of the Industry Act in 1993. This system is industry-led,

with Industry Training Organisations (ITOs), which are partly government

funded and partly industry funded, being given the sole responsibility in legisla¬

tion for setting standards for training qualifications in their respective industries

in co-operation with the NZQA. These bodies do not provide training themselves

but rather act as supervising agencies, disbursing funds to training providers on a

contract basis. Up until mid- 1995, 46 ITOs had been established covering over

half the workforce and 55 new industry qualifications had been registered on the

National Qualifications Framework. The performance of different ITOs has so far

been mixed and there may be some scope for rationalisation of their number. In

this respect, the largely voluntary nature of the ITOs augurs well for continual

evolution of training in the direction of industry needs.

Maori and Pacific-Islanders have much lower rates of educational attainment

than the rest of the population, and this factor, together with a youthful demo¬

graphic structure, explains a large part of their higher incidence of

unemployment.42 Although educational outcomes for these two groups have been
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improving over the past decade, so has the educational status of the rest of the

population - leaving a persistent gap. The retention rates of Maori, and to a lesser

extent Pacific Islanders, are consistently lower throughout all levels of secondary

school education. Thus, for example Maori retention rates in the seventh form43

are half those of other students (Figure 27). The gap is even more marked in

tertiary education, with non-Maori 19-year-olds three times more likely to be in

school than Maoris of the same age. Moreover, at all levels of secondary school

Maoris and Pacific-Islanders are less likely to achieve above average grades,

more likely to leave school without any qualification, and less likely to obtain
any post-school qualification (Table 13).

There are, however, important differences both between the educational

attainment of those Pacific-Island people who are New Zealand-born and those

who are overseas-born, and across generations. Such differences are consistent

with what might be expected from a migrant population. Thus, the older (mostly

migrant) generation has few qualifications, whereas the disparity between

younger generations of Pacific Islanders, who are more likely to have been born

Figure 27. SECONDARY SCHOOL RETENTION RATES1
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Table 1 3. Educational qualifications, by age and ethnic group

1991 data

No qualifications (per cent) Post-school qualification (per cent)

Pacific Pacific

Pacific
Maori

Total New Pacific
Maori

Total New- Islands Islands

Islands Zealand Islands Zealand New Overseas-

Zealand-bom bom

15-24 26 37 19 17 18 25 17 18

25-34 41 51 26 26 26 45 32 24

35-44 54 56 32 22 27 45 35 20

45-54 63 64 42 20 22 40 35 19

55+ 75 68 45 11 15 27 26 11

Total 44 50 32 20 22 25 22 19

Source: Census. Statistics New Zealand.

in New Zealand, and the rest of the population is less marked (Table 1 2). This

would suggest that part, but not all, of the problem of the lower educational
attainment of Pacific-Islanders can be attributed to the transitional difficulties

following recent immigration.

The problem of persistent Maori under-achievement has led to the creation

of new Maori educational structures and an extension of bilingual and other

Maori-focused programmes in mainstream schools, and in particular to the allo¬

cation of increased resources to improve Maori educational achievement. Over¬

seas research shows that total immersion language programmes can have benefi¬

cial effects on educational outcomes, and there is some preliminary evidence to

suggest that this is also the case for Maori immersion education in

New Zealand.44 Nevertheless, if these initiatives are to be pursued there is an

urgent need for further evaluative research, as well as a need to address shortages

both of teachers fluent in Maori and of professionally-produced teaching materi¬
als in Maori.45

Product market competition

New Zealand implemented a comprehensive programme of structural reform

beginning in the mid-1980s, seeking to enhance its competitiveness and promote

economic growth. Nevertheless, there remains scope for further initiatives to

ensure continuing improvements in efficiency, and to sustain economic growth
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and job creation. The following paragraphs highlight two particular areas where

further actions could promote competition, namely more rapid reductions in

selective tariffs and action to limit the role of Producer Boards in the processing
and marketing of agricultural products.

Reductions in selective tariffs

Although it was heavily protected throughout the 1970s and early 1980s,

there was a major effort to increase the openness of the New Zealand economy in

the mid-1980s.46 This involved the phasing out of import licensing, the rational¬

isation of the tariff structure and the removal of distortionary specific tariffs. A

five-step tariff reduction programme was implemented over the period 1 988-92; a

subsequent programme was put in place to cut tariffs by another third by 1996.

Currently New Zealand has no import licensing, a comparatively high proportion

of imports which are tariff-free and an overall average tariff rate which is similar

to most other OECD countries (Table 14). Following the latest round of cuts,

most ad valorem tariffs will be in the range 8 to 12 per cent by July 1996.

However, tariffs in a selected number of goods are particularly high. This is

reflected in the fact that "tariff spikes" (defined as those exceeding three time

the overall simple average tariff rate) are more prevalent than in other OECD

Table 14. Structure of Most Favoured Nation (MFN) tariffs in OECD countries1

Per cent

Indicators

United States EU Japan Australia New Zealand

1988 1993 1988 1993 1988 1993 1988 1993 1988 1993

Overall simple average
MFN tariff rate 6.6 6.8 7.5 7.6 7.2 6.5 15.6 9.0 14.9 8.5

Average MFN rate for

all lines subject to duty 8.0 7.9 8.3 8.5 9.6 10.0 17.1 13.3 23.3 16.5

Tariff-free items 17.4 14.4 10.5 10.8 24.8 35.1 15.0 7.0 15.0 8.0

Weighted average for all
MFN tariff rates2 4.2 4.2 6.0 6.1 4.3 3.4 8.6 42.9 36.0 48.7

Domestic tariff "spikes"3 4.7 3.6 2.3 2.4 5.1 7.0 2.4 8.9 2.5 6.2

1. The MFN tariff rate should be distinguished from the so-called "collected" tariff rate, namely tariff revenue as a
proportion of the value of a given group of imported products. The MFN tariff rate bears a belter relation to the
"marginal" tariff rate, which is the most appropriate indicator of the potential incentive effects of such duties.

2. OECD import weights.
3. Domestic tariff "spikes" arc defined as those exceeding three times the overall simple average MFN rate.
Source: OECD Secretariat.
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Table 15. Programme of future tariff reductions'

Tariff in 1996 Tariff in 2000

Under 5 per cent 0 per cent
5-15 per cent General, some textiles, motor vehicle components 5 per cent2
15-20 per cent Tyres, some textiles 10 per cent
Over 20 per cent Carpets, apparel, footwear, motor vehicles 15 per cent

1. To be implemented in four approximately equal annual steps from July 1997 to July 2000. Other specific tariffs will be
reduced in line with the associated ail valorem rate of duty, w-jth the exception of those applying to imported used motor
vehicles which are to be reviewed.

2. Motor vehicle components is an exception with the planned tariff reduction to 10 per cent in 2000.
Source: New Zealand Treasury.

countries, with a high proportion (about 15 per cent) of tariff items still set at

over 20 per cent. Thus, even after the latest round of tariff cuts have been

implemented, certain sectors will remain sheltered by high tariffs, including

clothing (30 per cent), footwear (30 per cent for adults and 25 per cent for

children), passenger motor vehicles (25 per cent), carpets (23 per cent), and

textiles (20 per cent or less). Although the immediate prospects for the domestic

textile, clothing and footwear industries (which currently account for about

27*2 per cent of total employment) would deteriorate following a reduction in their

current level of protection, it is likely that there would be some compensating

increase in the number of firms moving into the higher value-added niche

markets.47 However, it is expected that job losses in the motor vehicle assembly

industry (which accounts for less than 1 per cent of total employment) are likely

without the current high levels of protection. A recent review introduced a further

programme of progressive tariff reductions to be implemented from July 1997,

with the objective of roughly halving the tariffs on many goods and achieving a

maximum of 15 per cent by the year 2000 (Table 15). A further review of

post-2000 tariffs is scheduled to take place in 1 998. The Government has stated

that it will determine in the 1998 review how to move towards a zero end point

under a unilateral domestic tariff reduction programme.

Producer boards

Although New Zealand is one of the few OECD economies to have compre¬

hensively liberalised its agricultural production, this is not the case for processing

and marketing. The latter remain firmly controlled by a host of regulations

including statutory export monopolies, restrictions on entry, and institutional
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control over marketing. Most of this regulation is implemented by Producer

Boards, at present influencing approximately 80 per cent of all agriculture and

horticulture exports.48 The major marketing boards include the Apple and Pear,

Dairy, Kiwifruit, Meat Producers, Wool, and Game Industry Boards, as well as

the Horticultural Export Authority. Their functions fall into three main catego¬

ries: regulatory {e.g. licensing exports, quality control and transportation organi¬

sation), commercial {e.g. processing, marketing and purchasing), and servicing

{e.g. advisory services, research and development, and marketing strategies).

Of the Boards' roles, it is their commercial activities which have consist¬

ently come under criticism. These generally concern their potential stifling effect

on enterprise, innovation and competition (both in production and distribution)

and their distorting effect on price signals to producers. One example is the
"bundling"49 of prices from several activities into a single payment to farmers,

which may not reflect current market prices, implying the cross-subsidisation of

different product lines and the inclusion of a margin for the Board's marketing
and other functions.

Over recent years there has been gradual change in the operation of the

Producer Boards, including the removal of most price stabilisation and producer

income support policies, particularly in the meat and wool industries, and the

development of more explicit commercial performance indicators. Gradual

change is also occurring to the organisational structure of the Boards, with moves

towards a more transparent separation of commercial and regulatory activities.50

Nevertheless, further and more rapid change is desirable.

Technology and innovation

The capacity of an economy to adapt to change and to improve living

standards depends partly on its ability to harness new technologies and to inno¬

vate successfully. As in other small OECD economies research expenditures in

New Zealand show a large dependency on public funds, with government finan¬

cing about 60 per cent of total research. While total research and development

expenditures remain low by OECD standards, this is perhaps not surprising for

an economy dominated by small businesses (90 per cent of all businesses employ
less than ten staff), where the industrial structure reflects the natural resource

base of the economy. Moreover, it is likely that increased competition (particu¬

larly through reductions in tariff protection) has led to an economy which is more
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adaptable and so better placed to take advantage of changes in technology.

Overall, therefore, the policy implications in this area are not clear cut and any

more activist stance would need to be judged against two criteria: first, the

presence of market failure; second, the ability of the authorities to correct them in
a cost-effective manner.

Recent policy actions

Over the last twelve months the Government has announced a number of

major initiatives aimed at improving working incentives and strengthening both

the obligations on and the assistance available to beneficiaries to find work. This

has culminated in the most recent announcement in February 1996 of significant

tax rate reductions and changes to family assistance.

In response to the growing numbers claiming Invalids Benefit and Sickness

Benefit the government indicated in the 1995 Budget that it would be tightening

eligibility to these benefits through a range of measures. In particular: only

doctors nominated by the Department of Social Welfare will be able to assess

eligibility for Invalids benefit; there will be second opinion examinations of

applicants for Sickness and Invalids benefits by doctors familiar with the legisla¬

tive requirements; initial medical certificates for Sickness benefit applicants will

be for shorter periods than at present; doctors will specify dates when Invalids

beneficiaries should have their medical condition re-assessed; and there will be

targeted re-assessments of existing Invalids beneficiaries, to ensure they are

eligible for the benefit {e.g. some may have qualified under earlier, less strict

criteria, and have remained on the benefit). Overall, these changes are designed to

ensure that where appropriate Invalids and Sickness beneficiaries move onto

benefits more suited to their individual circumstances (for example, unemploy¬

ment benefit) or off benefit completely.

A number of labour market initiatives were announced in the Focus on

Employment package in October 1995." Together with a new Youth Employment

Strategy and the 1995 Budget measures, the estimated total cost of new labour

market initiatives announced in 1995 was about NZ$ 500 million (about 'h per

cent of GDP) over a three-year period.

As part of the Focus on Employment package, extensions to a number of

active labour market polices were announced such as: widening the eligibility of
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the Youth Action programme to all 16 to 20 year olds registered as unemployed
for thirteen weeks or more, phased in from January 1996; extending the Job
Action programme to all job seekers registered as unemployed for two years or

more and to 5 000 job seekers assessed as being "at risk" of very long-term

unemployment at 52 weeks registration; and allowing those unemployed for two
or more years to participate in Taskforce Green Projects for up to one year (rather

than the six months at present) at the discretion of their case manager. In

addition, the Government announced a range of new initiatives targeted at assist¬
ing Maori and Pacific Island disadvantaged job seekers.

In mid-1995, the Government announced that it would be raising the school-
leaving age to 17 years from the beginning of the 1998 academic year. In the

meantime, the major new spending initiative announced in the 1995 Budget

related to increased expenditure on education: over the next three years expendi¬
ture is planned to rise by 7.2 per cent in nominal terms.

In October 1995, the Government took a number of measures aimed specifi¬
cally at improving the educational achievement of Maori and Pacific Island

students. An additional NZ$ 15.6 million will be spent over the next three years

on improving Maori educational achievement. Just over half of this will be spent
on Kura Kaupapa Maori, schools where the Maori language is the medium of

instruction, with the remainder being spent on Maori language teacher training.
The major initiative concerning Pacific Islanders was the spending of NZ$ 3 mil¬

lion over three years in order to increase the number of licenced early childcare
centres serving the Pacific Island population.

As part of the Focus on Employment package a number of changes to
benefits were announced. The current abatement regime, as noted in the previous
section, means that beneficiaries can face very high EMTRs (in many cases

around 100 per cent) from taking part-time work. Starting in July 1996 benefi¬

ciaries will be able to earn NZ$ 80 (rather than NZ$ 50 at present) before benefit

is reduced. In the case of some beneficiaries, namely single parents, widows and

invalids, for whom it is thought that part-time work is a more appropriate option
than full-time work, additional changes to the benefit abatement regime were

announced (to be implemented in July 1996) which should further encourage
them to take part-time work. In particular, these beneficiaries will be able to earn

NZ$ 180 per week52 (rather than NZ$ 80 per week as at present) before the
abatement rate rises to 70 per cent. The effect which this change will have on the
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EMTR faced by a single parent beneficiary, who is considering taking part-time

work, is illustrated in Figure 28.

In addition to providing incentives to take part-time work, there will be

some further tightening in the eligibility for benefit as from July 1997. Single

parents with a youngest child aged fourteen or over will be required to seek part-

time work, or take part in some activity which will improve their employment

prospects, as a condition of full benefit entitlement. In addition, spouses of

unemployment beneficiaries with either no children or a youngest child aged

fourteen or over will be required to seek full-time work, or take part in some

activity which will enhance their employment prospects, as a condition of full

benefit entitlement. Furthermore, a number of other changes to benefit stand

down conditions and sanctions for non-compliance with work test requirements

were made to improve the willingness of people to move into employment and

strengthen the effectiveness of obligations on them to actively look for work.

According to government plans announced in February 1996, the first two

instalments of future tax cuts, envisaged for July 1996 and July 1997 will

include: a cut in the main effective marginal rate of income tax, initially from

Figure 28. THE EFFECTIVE MARGINAL TAX RATE FACED
BY A SOLE PARENT BENEFICIARY
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2853 to 24 per cent, and then to 21 per cent; an increase in the income threshold at

which the higher (33 per cent) rate of income tax is paid by about 10 per cent in

each year; and the introduction of a new independent family tax credit,54 which

will only be available to those families which are not strongly reliant on state

assistance. These changes will address some of the disincentive problems faced

by working families highlighted in the earlier discussion (Figure 22): they will

reduce the EMTR by at least 7 percentage points for most people in work on

below average earnings, and by 12 per cent for those families who no longer face

the higher 33 per cent rate of tax as a result of the increase in the upper threshold.
By rewarding full-time earning families the Independent Family Tax Credit will

help to improve incentives for beneficiary families to move into full-time work

while the changes to the abatement regime will improve the incentives to part-

time work where this is appropriate. Nevertheless, some people paying the higher

rate of income tax (on about 1 15 per cent of average earnings) and entitled to

Family Support, may still face an EMTR of around 60 per cent.

Assessment and scope for further action

The labour market in New Zealand is currently probably one of the most

deregulated in the OECD. After a decade of major structural reforms, there now

seems to be increasing evidence of more favourable labour market outcomes.

There has been a sustained period of strong employment growth and the unem¬

ployment rate has fallen continuously since 1991 to levels which are now well

below the OECD average, with as yet little sign of any significant generalised

pressure on wages. It is also the case that wage relativities are now much more

likely to respond to particular skill shortages than was previously the case under

the more rigid system of industry-wide occupational awards. Nevertheless, the

role of labour market reforms - largely embodied in the Employment Contracts

Act - in promoting economic growth needs monitoring to make sure that the
framework is consistent over time.

Perhaps the major challenge which now needs to be faced is that of improv¬

ing labour force skills and competences as a means of raising income, living
standards and hence also decisively improving the poor historical record on trend

productivity growth. In this respect the recent announcement that the school-

leaving age is to be raised to seventeen from 1998 is to be welcomed, particularly
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since the net enrolment of 17 year-olds in secondary education is currently

amongst the lowest in the OECD.55 Nevertheless, further actions are required,

which should aim to reduce the numbers of persons leaving school early by

ensuring that secondary education includes a vocational option leading to

recognised industry qualifications. This should imply courses and/or work experi¬

ence developed in the context of improved school-industry linkages. In this

respect, the authorities should continue with the implementation of a framework

for nationally recognised school, vocational and academic qualifications to

ensure that skills and competences acquired through experience are adequately

recognised and ensure that the training provided through the Industry Training

Organisations and the Training Opportunities Programme operated by the Educa¬

tion and Training Support Agency are linked to the framework. The framework

itself, its linkages with various training providers, and its general usefulness in

measuring and recognising formal and informal work-related learning, should be

monitored and evaluated. Some initial feedback suggests there may be scope for

simplification in the number of unit standards which are recognised. At the same

time steps need to be taken to improve further the quality and efficiency of

tertiary education by bringing public subsidies more in line with the public

benefits of tertiary education as well as rationalising payment of subsidies to

public and private institutions so they are treated equally. More generally, the

government's educational reforms, which put a high weight on autonomy and

choice, will need to evolve in the light of experience (for example to co-ordinate

evaluation and accountability efforts, to cope with unevenness in parent

involvement etc.).

High priority should be given to addressing the marked difference between

the labour market performance of different ethnic groups. The fact that the unem¬

ployment rate of Pakeha (those of European origin) is already close to 4'h per cent

suggests that, unless the unemployment of Maori and Pacific-Island people is

brought down from rates which are nearly four times higher, any further progress

in reducing the aggregate unemployment rate may be limited. In this context,

perhaps the most promising direction for policy is to try and close the persistent

gap between the educational attainment of these groups and the rest of the popula¬

tion. There have been a range of recent initiatives, such as an increase in the scale

of Maori-medium schools, which need to be assessed in order to determine how

resources can be most effectively spent. The relatively youthful demographic
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structure of these ethnic groups clearly offers a positive opportunity to raise the

average educational attainment of the entire population relatively quickly.

In comparison with other OECD countries, New Zealand operates a quite

restrictive income support arrangement for the unemployed, at least in the early

stages of benefit. The most significant problem may be related more to the

indefinite duration of benefits, and there would seem to be a case for imposing a
greater requirement to participate in either job search activities and intensive

assessments or other ALMPs after a long period on benefit. A second problem

associated with income support arrangements is the high abatement of benefit in

relation to levels of earnings consistent with part-time work. The recent

announcement that benefit abatement will be reduced over such levels of earnings

for certain beneficiaries for whom part-time work is thought appropriate (mainly

single parents) is to be welcomed. Extending this principle more generally to the

unemployed does not appear to be a feasible option as it would increase their

effective replacement ratio and thereby possibly discourage full-time

employment.

Due to New Zealand's strong fiscal position, substantial tax cuts should be

possible over the medium term (see previous chapter). As noted, the Government

has already announced the details of planned future tax cuts over the next two

years which will be concentrated on low and middle-income earners, particularly
through reductions in the main rate of income tax and an increase in the threshold

at which the higher rate of income tax is paid. Targeting tax cuts in this way has

two major advantages. First, income distribution data suggests that many low and

middle-income earners may have experienced little, if any, increase in real

disposable income over the period of the reforms. Thus, for a possibly large

proportion of the population this may be the most tangible evidence to date of the

reforms' success and may therefore be important in ensuring continued popular

support for those already in place. Second, the tax cuts will enable some of the

disincentive effects of high EMTRs (of up to 63 per cent) faced by many working

families on, or just below, average earnings, to be addressed and the changes to

family assistance will help to reduce replacement rate disincentives for benefi¬

ciaries with children. Nevertheless, many working families on just above average

earnings (particularly those with more than two children) will continue to face

high EMTRs. More generally, the tax and benefit system should be kept under

constant review with the aim of further reducing work disincentives.
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In the field of product market competition, particularly through the reduc¬

tion in levels of trade protection, the economy has gone through a major transfor¬

mation in the past decade. The planned future reductions in tariffs to zero are to

be welcomed as establishing a continued trend improvement in the degree of

openness of the economy. Nevertheless, more rapid progress in reducing tariffs

in those areas where protection is particularly high might be expected to bring

further significant benefits from improved resource allocation. While there has

been some change in the operation of the Producer Boards in recent years, further

reform is desirable. However, given their relative importance to New Zealand's

export performance, future changes are likely to be incremental rather than to

involve the complete dismantling of the Producer Boards. One change providing

minimum disruption, but potentially large gains, would be the transparent separa¬

tion of the Boards' regulatory and commercial functions. The "unbundling" of

farmgate prices would also provide a better indication of the marginal costs and

benefits of production.56 Such a change would remove incentives to over¬

produce, encourage the development of new product lines as well as reduce

barriers to new farmer and investor entry.

New Zealand currently has probably the most deregulated system of wage

formation in the OECD. Nevertheless, there are a couple of issues in this respect

which are deserving of policy attention. Firstly, evidence both from a range of

OECD countries as well as from New Zealand suggests that a minimum wage,

even at low levels (relative to average earnings) can have an adverse impact on

the employment of young workers. The employment performance of teenagers

should therefore be carefully monitored to see whether the recent extension of the

minimum wage (albeit at a reduced rate) to cover 15 to 19 year-olds has any

adverse effect. There may, nevertheless, be a case for maintaining a low level

adult minimum wage on equity grounds, especially given how deregulated the

labour market is following the collapse in collective bargaining arrangements. If

a minimum wage is to be maintained, it would be important that it not be uprated

regularly in a manner which risks setting a general precedent for wage bargain¬

ing. Secondly, further action needs to be taken to curb the escalating cost of the

Accident Compensation Scheme. In particular this might involve ending the

monopoly provision by the Accident Rehabilitation and Compensation Insurance

Corporation and introducing private competition.
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IV. Public-sector reform

Beginning in the mid-1980s, the New Zealand government has undertaken

an ambitious and wide-ranging reform of the public sector. It has privatised many

of its trading operations, and those that it still owns are generally run as commer¬

cial businesses without subsidies or legislative protection from competition. The

government has also overhauled the way it manages its core departments, con¬

tracting them to produce outputs and giving them the authority to choose which

inputs to use to this end. In addition, it has replaced cash-based accounting with

private-sector-like accounts that, among other things, provide balance-sheet

information for departments, agencies as well as the government as a whole. In

health care, it has, among other things, separated purchasers from providers,

while in education, it has moved to give students and parents more choice. While

other countries have taken similar measures, New Zealand's public-sector

reforms have been more radical and comprehensive, in particular in the area of

budgeting, management and accounting.

The reforms have not only transformed the New Zealand government's role

but also contributed to reducing its significance in the economy. For example, the

public sector's share of total employment has fallen from 27 per cent in 1987 to

20 per cent (Figure 29). Much of this decline results from the privatisation of

many government businesses, but the general government57 sector's share of total

employment has also dropped somewhat (from I6V2 in the late 1980s to below

15 per cent). At the same time, general government expenditure as a proportion

of GDP has declined to 36 per cent. On both measures, New Zealand is now

again among those OECD countries where the government plays a smaller

relative role in the economy.

New Zealand's government continues to be relatively centralised. There is

no federal system, and functions such as health care, education and welfare are

carried out by the central government. Any powers of local government to levy
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Figure 29. THE GOVERNMENTS SHARE OF THE ECONOMY
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taxes and to regulate are granted by the unicameral Parliament. Although the

local government sector accounts for a significant proportion of public invest¬

ment, its share in general government expenditures overall is less than one-tenth.

The local government has also undergone radical reforms along the lines of those

implemented at the central level.

This chapter examines some of the major public-sector reforms undertaken

in recent years. In so doing, it updates the special study in the 1988/89 Survey

- and, regarding education, the 1992/93 Survey - focusing on changes made

since then, and considering new evidence about the effects of the earlier reforms.

Several topics are covered in some detail: the corporatisation and privatisation of

government-owned businesses; the government's new management, budgeting,

and accounting systems; health care; education; and local government. Before

discussing these issues, the chapter considers some of the fundamental problems

of public-sector governance addressed by the reforms.

Motivation of the reforms

Although the reforms have been numerous and diverse, there are common

threads running through them. They have aimed at clarifying objectives and

devising incentive structures which promote good performance; monitoring per¬

formance against clear expectations; and enhancing transparency. In particular,

their major elements can be seen as attempts to solve some fundamental problems

that have traditionally impaired government performance.5"

First, government agencies often do not face strong competition in their

product markets. Rather, they tend to provide services under monopoly condi¬

tions. While this is sometimes desirable, monopolist government organisations

are not faced with a major incentive for improved performance: the potential loss

of customers and profits to competitors; their efficiency may be consequently
poorer.59 Many of the New Zealand Government's reforms attempt to respond to

this problem. Government-owned businesses have had legislative monopolies

removed; educational and health providers have been encouraged to compete

with each other for public funds; government service suppliers have been

required to institute user charges, so as to encourage competition, where possible,
from private providers and induce people to make decisions which reflect to some

degree the costs of the services they are consuming; capital charges have been
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introduced for government agencies to improve allocative efficiency; and the

"contestability" of government departments' advice to ministers has been

emphasised.

Second, government agencies are typically not affected by competition in a

market for their ownership. If a private firm performs poorly, new investors may

offer to buy the firm from its current owner, in the expectation that they can profit

by improving the firm's administration or strategy. This possibility encourages

good management and increases the chance that bad managers will be replaced

by better ones. No such force operates on government agencies. In New Zealand,

as in other countries, the Government has responded by selling many of the

businesses it used to own, so as to subject them to this capital-market monitoring

and achieve better performance. In addition, it has facilitated the entry of

privately-owned providers in education, health, and elsewhere into the market for

public funding.

Third, government agencies have often had complex and incoherent goals,

and unclear accountability for their achievement. Relatedly, governments have

often had poor information about what agencies have been doing and at what

cost. As a result, the agencies themselves may not have known what was

expected of them, and the government has had difficulty assessing and improving

their performance. Almost all of the major public-sector reforms in New Zealand

have attempted to address this problem. Parliament legislated, for example, to

make the heads of government departments more clearly accountable to minis¬

ters. It also made government-owned trading enterprises - which formerly pur¬

sued commercial, regulatory, and social welfare objectives - responsible solely

for commercial goals. Likewise, it made the head of the central bank clearly

accountable for price stability, and nothing else. At the same time, the Govern¬

ment developed new information and accounting systems to help it monitor its

agencies' work, and new mechanisms for encouraging better performance, such

as the replacement of permanent tenure for agency heads with fixed-term con¬

tracts and the use of performance-related pay.

Fourth, government agencies have often had limited authority to make

decisions about how to attain objectives as public-sector regulations have heavily

constrained their choices. Those regulations may have had advantages but they

are commonly believed to have prevented agencies from efficiently achieving the

Government's goals. In New Zealand, the authorities therefore chose to drop
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most controls on input choices throughout the public service and to rely instead

on the mechanisms noted above - and in particular the monitoring of depart¬

ments' performance in producing the outputs the Government has asked them to
provide.

Finally, the nature of the political decision-making processes means that

governments may face incentives to pursue policies with widely distributed or

disguised costs and concentrated or salient benefits. Measures that have immedi¬

ate benefits but ultimately greater costs may appear appealing when voters are

more aware of the short-term consequences. This may be the case, for example,

with policies leading to high inflation or long-standing deficit spending. Simi¬

larly, measures that bring large benefits to a small, well-organised group, while

imposing costs on a bigger, poorly organised group, can be appealing, even if the
total costs are greater than the benefits. Tariffs on imports competing with locally

made products and the absence of controls on pollution may be examples.

A number of the public-sector management reforms in New Zealand have

been aimed at ameliorating this problem by requiring the Government to provide
more information to the public on its activities and their costs. The Official
Information Act J 982, which predates the other reforms discussed here, does this

in a general way by obliging the authorities to release, with limited exceptions,
government documents requested by members of the public. The reforms of

government-owned businesses commit the Government to pay explicit subsidies

to the businesses if it wants them to perform non-commercial functions. The

Public Finance and Fiscal Responsibility Acts require the Government regularly

to provide information on its strategic and detailed budgetary plans and on its
subsequent performance. In some cases, the reforms simply make more informa¬

tion available; in others, they act to make certain information more salient. The

Reserve Bank Act draws public attention to the inflation rate, and the Fiscal

Responsibility Act to the Government's financial debt and net worth, for example.

The key reforms

Commercialisation and privatisation

One of the first major reforms was to turn many government agencies that
sold goods and services to the public into commercially run businesses. Subse-
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quently, many public enterprises were privatised. The reform was motivated by a
concern that government-owned trading operations, which accounted for 12 per

cent of GDP in the mid-1980s, were performing poorly.60 Measures in this area

address all of the problems outlined above, by increasing competition in product

and capital markets, by clarifying goals, increasing managerial discretion over

inputs, and by making government policies and their costs more transparent to

the public.

The State-Owned Enterprises (SOE) Act 1986 established a framework for

the operation of government-owned businesses61 and provided for the

corporatisation of nine departments into SOEs.62 Current SOEs are listed in

Table 16. According to the Act's framework, SOEs' primary goal is to operate as

a successful business.63 In its role as owner, the Government monitors the SOEs

by considering information on their profitability but does not control their input

decisions. If it wants to use the SOEs to pursue non-commercial objectives, it can

explicitly contract with them to do so, compensating them financially for the loss

of profit. SOEs must pay tax and are subject to the regulations that govern private

businesses, and in general have no legislative advantage over private competitors.

Table 16. State-owned enterprises

At 31 December 1995

Book value of Government's equity holding in NZS million

Electricity Corporation of New Zealand 2 979
Forestry Corporation of New Zealand 1 894
Trans Power New Zealand 1 322

Land Corporation 433
New Zealand Post 305

Television New Zealand 255

Government Property Services 17)
Timberlands West Coast 116

Works and Development Services Corporation 107
Coal Corporation of New Zealand 104
Airways Corporation of New Zealand 65
Meteorological Services of New Zealand 1 0
The Radio Company 9
Vehicle Testing New Zealand 5

Total value of Slate-owned enterprises 7 586

Source: New Zealand Government Financial Statements to 31 December, 1995, p. 51.
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They borrow on private credit markets, and their debt is not guaranteed by the
Government.

Practice does not always conform to this framework, however. For example,

TransPower (the national electricity grid) and the Airways Corporation - which

are entirely and to a large extent, respectively, a natural monopoly - have agreed

with their Government shareholders that they will aim over time to provide a

return on the shareholders' equity equal to its risk-adjusted cost of capital. By

voluntarily taking this approach, the two SOEs have adopted a pricing policy

which they expect will both be acceptable to the light-handed regulatory regime

authorities and provide an economic return on the Government's equity invest¬

ment. In that way, they expect to avoid incurring potentially expensive compli¬
ance costs - including disputes with regulatory authorities - and bad will from

their respective customers.64 At the same time, there is a general preference that
SOEs do not expand the scope of their business.65 Moreover, the authorities have

been clearly concerned about the pricing decisions of any monopoly business,
private or public.66

The SOE framework has brought about a radical and enduring change in the
government's policies towards its trading enterprises. In its role as owner, it

generally has acted as a private-sector owner would, and, with the exceptions
noted above, it has not used its ownership as an instrument for achieving regula¬

tory or social policy goals. But where the government is not doing that, there is

no clear reason why it should own the business. Indeed, there are grounds for

preferring private ownership in this case. As noted earlier, for example, govern¬

ment ownership means that capital-market competition is not being brought to

bear on the problem of improving business performance. For this reason, the

Government has sold several of its commercial assets, including many of its

SOEs (Table 17). Such divestments have had the added benefit of reducing the

net public debt-to-GDP ratio. The Government has in general followed a policy

of selling assets to the highest bidder.67 It has not attempted to increase profits by

selling firms with government-granted monopolies and has not aimed to foster

"popular capitalism", as the British Government did, by offering shares directly
to the public.

It is hard to determine what the effects of commercialisation and privatisa¬

tion have been, because of the difficulty of isolating their impact from that of

other economy-wide influences and, in the case of privatisation, the paucity of
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Table 17. Assets sold by the government since 1985

Year of sale Sale price (NZ$ million)

New Zealand Steel Limited

Petrocorp

Health Computing Service
Development Finance Corporation
Post Office Bank Limited

Shipping Corporation of New Zealand
Air New Zealand

Landcorp financial instruments
Rural Bank

Communicate New Zealand

Government Printing Office
National Film Unit

State Insurance Office

Tourist Hotel Corporation
New Zealand Liquid Fuel Investment
Maui Gas

Synfuels stocks and current assets
Telecom Corporation

Forestry cutting rights
Export Guarantee Limited
Housing Corporation mortgages
Government Supply Brokerage
Taranaki Petroleum mining licences
New Zealand Timberlands Limited

Bank of New Zealand

New Zealand Rail Limited

Fletcher Challenge shares
Government Computing Services Limited

1988 327

1988 801

1988 4

1988 111

1989 678

1990 32

1989 660

1989-90 77

1989-92 688

1989 0

1989-93 39

1990 3

1990 735

1990 72

1990 (203)
1990 254

1990-95 206

1990 4 250

1990 1 027

1990-93 20

1991-95 1 316

1992 3

1992-93 118

1992 366

1992 850

1993 328

1993 418

1994 47

Source: New Zealand Treasury. New Zealand Government Asset Sales as at 31 December 1995.

empirical studies. There is evidence suggesting that corporatisation and deregula¬

tion have positive effects on the efficiency of government businesses in perform¬

ing commercial services, while empirical findings as to their influence on the

achievement of social goals are generally unavailable. According to a detailed

study, the reforms have required "major organisational and cultural change

rather than incremental tinkering with existing structures and systems".68 As

discussed in more detail in Annex IV, corporatisation and deregulation have led

to very large reductions in employment in the businesses concerned, and simi¬

larly large increases in productivity. On the whole, the changes appear to have

been associated with real price cuts and increases in quality, and the businesses'

profitability has in general improved as well. The lack of evidence on the effects
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of the reforms on the achievement of non-commercial goals may reflect the fact

that objectives of the pre-corporatised businesses were never clearly spelled out.

Corporatisation probably increased unemployment at the time and caused serious

problems for some small communities that had previously depended for their

income on the operations of government businesses.69 It is unlikely, however, that

the previous regime led to good decisions about the choice of social-policy tools,

since it did not encourage the consideration of alternatives or the cost of using

businesses to pursue non-commercial goals. Some simple comparisons of

changes in employment and profitability suggest that the pre-corporatised busi¬

nesses may sometimes have been expensive even if considered as employment-
creation schemes.

The theoretical desirability of capital market monitoring, as well as evidence

from countries other than New Zealand,70 suggests that privatisation is likely to

have been beneficial. There have been few empirical studies of the effects of

New Zealand privatisations on efficiency, and none that have tried to isolate them

from other contemporaneous changes in, say, regulation and technology. How¬

ever, there is evidence of significant improvements in the performance of

Telecom, by far the largest privatisation. Staff numbers have continued to

decline,71 while the number of access lines per employee rose from 86 in 1990 to

214 in 1994 (as compared with an OECD average of 168 in 1992). The

company's value as measured by its share price has more than doubled. More¬

over, prices of telecommunications have on average fallen72 (Figure 30) and,

despite some problems, the overall quality of service appears generally to have

risen.73 The World Competitiveness Report 1994 provides suggestive survey

evidence that New Zealand businesses, at least, rank NZ Telecom among the best

in the world and are reasonably satisfied with New Zealand's corporatised and

privatised infrastructural enterprises more generally (Table 18).

Taken as a whole, the reforms have led to a much leaner and more efficient

government business sector, which now employs only about a quarter of the

workforce it occupied in the late 1980s (Figure 31). There is scope, however, for

further efficiency gains. First, a weakness of the SOE model is the absence of

capital market disciplines on companies. Second, since the standard accounting

information on their profitability that SOEs currently provide neglects the cost of

equity, it obscures the fact that the government loses money when SOEs make

profits that are lower than the opportunity cost of the government's equity.
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Figure 30. TELECOMMUNICATION PRICES
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Table 18. Relative survey rankings of selected infrastructure services in New Zealand1

Service
Status of New Zealand

providers

Ranking
of New Zealand's

service out of

37 countries

in 1993

Ranking
of New Zealand's

service out of

41 countries

in 1994

Countries whose

services were ranked

higher than
New Zealand's in 1994

by order of ranking

Air transport

Railroads

Air NZ privatised
in 1989. Airports
governement owned

Privatised in 1994 12

Power Supply Corporatised in 1987

Telecommunications Privatised in 1990

Infrastructure as a

whole

12

3

11

Singapore, Denmark,
USA, Switzerland,

Germany

Switzerland,

Denmark,

Japan, France,
Finland,

Germany, South
Africa

Denmark, Singapore,
Switzerland, Norway,
Hong Kong, Sweden

Singapore

Singapore,
Switzerland,

Hong Kong,
Denmark,

Austria, Germany,
France

1. For the individual infrastructure services, respondents were asked to rale whether each of the following infrastructure
services "meets business requirements very well" or "does not meet business requirements very well" in their own
country. For infrastructure as a whole, they were asked whether "the level of reinvestment/investment in the
infrastructure" was "adequate" or "inadequate". The table excludes reading and ports, because they were not affected
by central government's programme of corporatisation or privatisation. The Report also includes various survey indicators
of the performance of the banking industry, which in New Zealand was affected by the privatisation of the Development
Finance Corporation, the Post Office Savings Bank, the Rural Bank, and the Bank of New Zealand. The rankings vary
considerably according to the indicator, but do not suggests large-scale problems. Some relevant rankings in 1994 out of
41 arc as follows: local capital markets being accessible to foreign companies (1), the availability of venture capital for
business development (19), the effect of the banking sector on industry (15), public confidence in financial intermediaries
(12). public trust in bankers (14), the autonomy of financial institutions not being a source of concern (1), legal regulation
of financial institutions being adequate for financial stability (7), the level of sophistication of financial markets being a
competitive advantage for business development (8), and credit flowing easily from banks to businesses (9).

Source: World Competitiveness Report (1994).

Additional financial information would make that clear, and the Government has

begun work on value-based reporting for public companies which would simulate

some capital market disciplines and credibly communicate to the shareholder the

full cost of operating and financing the business. Third, and more fundamentally,
privatisation of the remaining SOEs would probably generate further improve-
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Figure 31 . FULL-TIME EQUIVALENT EMPLOYEES
IN THE CENTRAL GOVERNMENT TRADING SECTOR
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ments in the businesses' performance. Some SOEs, such as Forestry Corporation,

Government Property Services and Works and Development Services, have no

major monopoly power, and their privatisation raises no major regulatory issues.

The same is true for Landcorp and Coalcorp but their sale is complicated by

claims by Maori groups. The Government is currently examining options for the

future of Forestry Corporation and a number of the other SOEs are in the process

of divesting subsidiaries or restructuring in a way that will allow more private
involvement.

In other cases, the SOEs do have natural monopoly power. The most

important one is electricity, an area in which significant reforms have recently

occurred. The Government has separated the businesses of generation and trans¬

mission, carving a new SOE, TransPower, out of the Electricity Corporation

(ECNZ). Since it is electricity transmission that is most affected by natural

monopoly power, this isolates that problem, and is a necessary but not sufficient

condition to facilitate competition in the market for generation. In addition, the

Government has split ECNZ into two government-owned but competing generat-
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ing companies. The larger of the two electricity generation SOEs retains the

name "ECNZ", while the new one is known as "Contact Energy". ECNZ is

also expected to sell some small power stations to private companies, further

increasing the possibilities for competition. The Government has announced that

it will maintain ownership of the two main power-generating companies, consid¬

ering that reform in this area should be prudent and evolutionary. However, there

do not appear to be any regulatory or social reasons for doing so, and it remains

to be seen how competition between two publicly-owned companies works.74

Indeed, in several OECD countries, including the United States, Japan, and the
United Kingdom (as well as in some developing countries, such as Chile) elec¬
tricity generation is partly or entirely privately-owned.

TransPower poses more public-policy questions because of its natural

monopoly. But even here ownership is not necessarily part of the best regulatory

strategy. The problem is to get the natural monopolies to produce their output at

least cost and at the same time to price that output appropriately.75 The Govern¬

ment is relying to some extent on the monopolistic SOEs exercising self restraint

in their pricing strategies, rather than risk either engaging in potentially costly
disputes under the light-handed regulatory regime, or possibly even, precipitating
the introduction of a heavier-handed regulatory regime. Such restraint is consis¬

tent with a prudent commercial strategy. While the Government can use its

position as owner to get information on the appropriate output price, it could also

use its legislative power as a regulator to get information from a privately owned

firm. Information asymmetry problems would continue to apply whether Trans-

Power remains in government ownership or is sold to private-sector interests.
Government ownership, however, provides the Government with the ultimate

ability - as a last resort "insurance policy" - to exercise its ownership control

rights to achieve its wider economic policy goals.

Notwithstanding the relatively slow pace of reform in electricity generation
and transmission, there has been very substantial activity to reform the distribu¬

tion and retailing end of the sector. The distributors (of which there are now 42)

have been corporatised and are now variously owned by community and con¬

sumer trusts, local authorities, private shareholders or a mixture of them all. They
are regulated under the general competition law, with a new information disclo¬

sure regime requiring information on the operations of these bodies, including an
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economic-based value of worth. Local authority supply franchise areas were

abolished by April 1994.

New Zealand Post's degree of natural monopoly appears low, especially

now that private courier firms and alternative electronic forms of communication

have proliferated. The Government is considering ending the statutory monopoly

on standard letters, following the example of other countries (such as Sweden and

Finland). Having done that, it could privatise New Zealand Post and - if consid¬

ered necessary - regulate it explicitly.76

Budgeting, management, and accounting methods

The Government has also changed its budgeting, management, and account¬

ing procedures for its non-commercial activities. In different ways, these reforms

address all of the fundamental problems of public governance outlined earlier, in

particular the problems of fuzzy goals and accountability, limited managerial

discretion over inputs, and disguised costs. Key elements of the new framework

are a mandated cycle of budgeting and reporting, with specific requirements

about dates and content; accrual reporting, using generally-accepted accounting

practice and full balance sheets; as well as the use of full costs of output

purchases as the basis for budgeting.

At the strategic level, the Fiscal Responsibility Act 1994 is intended "to

improve the conduct of fiscal policy by specifying principles of responsible fiscal

management and by strengthening the reporting requirements of the Crown".77

The Act sets out several general "principles of responsible fiscal management",

such as reducing total Crown debt to "prudent levels" by running operating

surpluses each year until that has happened.78 It does not set specific targets for

any indicator of fiscal performance, and the Government can depart from the

broad principles of responsible fiscal management outlined above, so long as it

explains why it has done so, how long it expects to depart from them, and how it

envisages to return to sound fiscal management. However, by obliging the Gov¬

ernment to provide detailed information on its fiscal polices and performance, the

Act is likely to deter casual departure from the legislated principles. The Fiscal

Responsibility Act also requires the Government to declare in its forecasts all

risks it knows of to the fiscal projections, and any contingent liabilities.

Specifically, the Act requires that, at various times during the year,79 the

Government publish reports outlining its fiscal plans and forecasts for five meas-
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ures of fiscal performance: operating expenses, operating revenue, the resulting

budget balance, public debt, and the Government's net worth. At the same time,

the Public Finance Act calls for regular reporting on the actual budget perform¬

ance according to these, and other, measures. The legislation requires the

Government's reports to conform to "generally accepted accounting practice"

(GAAP), which is determined independently of the Government by the

"New Zealand accounting profession" rather than by the Government itself.

Unless there are good reasons for doing otherwise, the standards that apply to

private firms will apply to the Government. The independence and sector neutral¬

ity of the accounting framework enhances the credibility of financial reporting.

Among other things, GAAP requires accrual, as well as cash, accounting. For

example, the operating statement recognises pension liabilities for government

employees as they accrue, not as payments are made. In addition to the operating

(or profit-and-loss) statement, the Government publishes a balance sheet and

statement of cash flows, similar in many respects to those prepared by companies.

Although the new accounting practices involve some difficulties,80 they provide a
more accurate picture of the fiscal position. Purchases of capital equipment are

clearly distinguished from current consumption, and a full balance sheet allows

an appropriate treatment of capital transactions (see Annex II).

The Fiscal Responsibility Act also encourages the Government to think

strategically by requiring it to publish a Budget Policy Statement several months

before it tables its detailed Budget. This allows Parliament and the public to

debate fiscal objectives and review them against the above general principles.
However, the Government has in the last year also chosen to take a more formal

approach to strategic planning in ways not required by the Act. In particular,

before the last Budget it agreed upon and published a list of its "strategic result

areas" (SRAs).81 These priorities are intended to inform the budget-allocation

process and the work of departments.

As well as these higher-level budgeting and fiscal management procedures,

the Government has significantly changed the way it reports the details of its

expenditure and manages departments. Many of these initiatives were discussed

in the OECD 1988/89 Survey, though most had not been implemented by then.

By and large, the system now operates in the way envisaged earlier. The reforms

affect both the relationship between the legislature and the executive and, within

the latter, between ministers and departments.

105



The annual budget that the executive proposes to the legislature is now

based on outputs, rather than inputs. The Government asks Parliament to approve

spending on each of a large number of output classes, such as policy advice,
administration of regulations or production of goods, rather than on inputs, such

as staff or operating costs. Thus, for example, the 1995 Budget grants the

Government the authority to spend up to NZ$ 76.9 million on a class of outputs

involving the "assessment and collection" of tax, and notes some measures of

the quantity, quality, and timeliness of the outputs being bought. Agencies are

required to report on performance against these specifications.

The reforms within the executive began by clarifying the accountability of

departmental heads to the Government. The Stale Sector Act 1988 ended the

permanent tenure of departmental "chief executives" who are now employed on

contracts of up to five years' duration.82 They are appointed by the State Services

Commissioner, who is in turn appointed by the Government. Chief executives are

accountable for their overall performance to a particular responsible minister, and

have a performance agreement with that minister that sets out some key expecta¬

tions of them in the year ahead, including their contributions to the collective

ownership interests of government. In addition, they have a purchase agreement

with each minister who buys services from them, it being possible for several

ministers to purchase outputs from one department,83 the terms of which allow

managers to be held accountable for the delivery of the specified output.

Chief executives choose which inputs to use to supply the outputs they have

agreed to produce. They may buy in external services. Within the overall limit set

by the cost of the output they are providing, they decide how much to spend on

personnel, how much on accommodation, and so on. The chief executives are the

legal employers of the staff of their departments. They decide how many people

to employ and what to pay them; there are no longer any "staff ceilings" setting

limits on the number of people working in a department or any public-sector-

wide employment classifications. Before the reforms, departments had to con¬

form to some 2 000 detailed instructions governing conditions of employment set

out in a Public Service Manual and a similarly large number of Treasury Instruc¬

tions on financial management. The former has since been abolished and the

latter reduced to a fraction of their former length.84

The introduction of accrual accounting has significantly changed depart¬

ments' capital budgeting. They now have balance sheets and are required to pay
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the Government, as their owner, a specified return on the capital invested in them.

Such an approach has enabled the authorities to reflect the cost of capital in their

budgeting decisions. Moreover, departments no longer need approval to invest so

long as their total net assets do not increase. They can buy assets with the money

they get from selling others or with the funds they put aside to cover depreciation
of existing assets.85

An empirical assessment of the effects of these reforms is inevitably diffi¬

cult. Existing evidence comes from various before-and-after comparisons that do

not control for other factors affecting performance. At the macro level, the

management and accounting reforms have been associated with the achievement

of budget surpluses, but, although the reforms may have contributed to this

outcome, other influences have also been important. It may be useful, therefore,

to look at changes in the current consumption of central government (Figure 32),
a measure which at least excludes the effects on tax revenue and social-welfare-

benefit expenditure of macroeconomic developments as well as certain policy

changes unrelated to the reforms under consideration. Although the effects of the
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Figure 32. REAL GOVERNMENT CONSUMPTION
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1 . Deflated by the general government deflator.
Source: Statistics New Zealand and OECD.
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public-management reforms cannot be isolated from, say, the changing prefer¬

ences of politicians, the new management regime appears to be consistent with

the restraint of expenditure in the 1 990s. In fact, the move to output budgeting,

for example, may have helped, by allowing ministers to make clear decisions

about what they were no longer going to purchase or what "prices" they were

going to reduce.

Similarly, the removal of maximum staff limits for government departments

in 1988 does not appear to have entailed any long-term increase in employment;

instead, total employment in core government has fallen markedly since then

(Figure 33). Quantitative evidence of the effects of the reforms on the operations

of government departments is scarce. One study86 looks at changes in the costs of

producing a few outputs, which were selected because they are measurable and

have not changed much in nature over the period of reforms. In all but one case,

the study finds evidence of improvements, either throughout the post-reform

period or in later years. Further gains in performance can be expected as depart-

Figure 33. EMPLOYMENT IN CENTRAL GOVERNMENT ADMINISTRATION
AND DEFENCE

Source: Statistics New Zealand.
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ments are making effective use of the flow of information provided by the
reforms.

In another study, a sample of senior managers - though generally supportive

of the new framework - mostly agreed that "there is a lack of budget incen¬

tives", "there is a high compliance cost for small agencies", "performance

indicators for the quality of policy advice are generally not well developed",

"too much non-essential reporting is required", and that the process of change

had been managed badly.87 Another problem seems to be that the strengthening

of lines of accountability running from agencies to ministers may have weakened

horizontal co-ordination between agencies and between ministers.88 Similarly, the

accountability of government agencies that are neither SOEs nor departments

may sometimes be weak.89 Finally, it has been questioned whether there is

sufficient attention to outcomes - as opposed to outputs - and to the nature of the

public service which is needed to support this focus.90

For the most part, however, the management and accounting reforms appear

to enjoy widespread, though qualified, support among politicians and senior

public-service executives, as well as among people who have reviewed the

changes.91 Reviews commissioned by the Government have recommended modi¬

fications of the management system, but have endorsed its fundamental

elements.92 Several politicians who have worked in this system have said it gives

them better control over the operation of government.93 The World Competitive¬

ness Report's 1995 New Zealand survey respondents give the New Zealand

Government an increasingly positive rating for "transparency and

communicatfing] its intentions successfully", rising from twentieth out of 41 two

years ago to ninth out of 48 last year, and rank the Government well in several

other relevant categories (Table 19).

The reforms of budgeting, management and accounting methods are now

embedded throughout the government sector, but the extent to which behaviour

has changed varies across public-sector institutions,94 and continued pressure for

improved performance will be necessary to prevent inertia, particularly given

projections of continuing fiscal surpluses and of falling public debt (see
Chapter II).

In addition, there are some areas where the system still has weaknesses.

First, as noted, governments generally tend to implement policies with concen¬

trated or salient benefits and widely distributed or disguised, but ultimately
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Table 19. The Government's ranking on selected indicators of budgeting
and management performance

Survey question NZ Government's rank Governments ranked higher

'In your country, stale interference"
hinders/does not hinder the

development of business

'The government" successfully/does
not successfully control the
efficiency of the health system

17

Hong Kong

Singapore, Malaysia, Hong Kong,
Japan, Finland, Denmark, Germany,
Sweden, Australia, United Kingdom,

"Bureaucracy" hinders/does not
hinder business development

3 Hong Kong. Singapore

"Improper practices" prevail/do not
prevail "in the public sphere

1

"Lobbying by special interest
groups" distorts/does not distort
"government decision making"

2 Singapore

"Public sector contracts" are/are not

"available to foreign bidders"

5 Hong Kong, Argentina, Denmark,
Turkey

"Fiscal policy"
discourages/encourages
entrepreneurial activity

2 Hong Kong

"Fiscal policy" does not treat/treats 1

"private and public enterprises in
an equitable manner"1

1 . It must be stressed that the overall first ranking of the New Zealand Government is not especially relevant here, because it
relates to much more than public-sector management issues.

Source: World Competitiveness Report (1995).

greater, costs. In New Zealand, the Fiscal Responsibility Act, the Public Finance

Act, and the Reserve Bank Act address this problem in the fields of fiscal and

monetary policy, by requiring the Government to make its policies and their costs

clearer to the public, as well as to itself. But the issue may be at least as

important in the domain of regulation. Because the costs of a regulation do not

show up in a budget, they are likely to be obscure to voters and other monitors of

government performance. In addition, expenditure programmes typically need to

be approved anew each fiscal year, while regulations typically stay in force

unless something major happens. As a result, the risks of poor policies of the sort

discussed may be greater for regulation than for expenditure. For instance, the
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reforming New Zealand Government of the mid-1980s quickly phased out fiscal
subsidies to farmers and exporters, while import-competing manufacturers still
receive the implicit subsidies given by tariffs, albeit at lower levels.

One way to alleviate this problem is a requirement for governments to

estimate the costs and benefits of new regulations and to publish those estimates.

Certainly, such a policy does not, to take just one example, address regulations
that should be passed but, because of the distribution and visibility of their costs

and benefits, are not.95 It would also be important not to frame it in a way that

simply discouraged all new regulation, by imposing excessive informational

burdens. A well-designed policy may, however, help politicians make better

decisions and tend to discourage interest groups from lobbying for, and politi¬
cians agreeing to, spuriously appealing regulations. The experience of the United

States Federal Government, which since 1981 has required cost-benefit analyses
of proposed regulations, appears to have been positive.96

The New Zealand Government is currently considering various methods for

improving the processes and framework for making and reviewing regulation.
Formal requirements for cost-benefit analyses are not thought to be an effective

mechanism for ameliorating the quality of regulation because of the difficulty in

constructing a sufficiently rigorous framework upon which to base such calcula¬

tions. Given the strong emphasis on contestability of policy advice and depart¬
mental accountability, a flexible and relatively informal approach is considered

desirable, including promoting the use of best practice techniques for assessing
regulations, and improving the availability and quality of information on their

impact.

Second, there is scope for enhancing the government sector's ability to learn

and innovate. The link between its policies (the outputs the government

purchases, the regulations it passes, the taxes it collects) and goals (higher

incomes, less crime, etc.) is often poorly understood. Moreover, improving poli¬
cies may be particularly difficult for governments compared with the private

sector because their operations are generally monopolistic. There are two ways

governments can respond to this problem. The first is to introduce competition

where possible, in order to increase the likely variety of practices and policies on
which selection can operate and to allow good ones to flourish. The second is to

try to improve policies in a more deliberative way, analysing alternative strate-
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gies and trying to select the most promising. To some extent, governments can

draw on the experience of other countries and of businesses. But they can also

attempt to learn systematically from their own experience.97

In New Zealand, the Government does experiment with trial programmes

and policies. But it typically does not plan the trials in ways that facilitate the

assessment of the programmes' likely effects, as opposed, say, to the ease of their

implementation.98 Likewise, the Government has often not attempted to evaluate

carefully the effects of large-scale changes, such as privatisations. Its reforms

have put considerable emphasis so far on the clear description of existing policies

(in particular, the specification of agencies' outputs) but relatively little on

empirical assessments of the effects of those outputs on outcomes.99 To learn

more from its experience, the Government would have to make systematic,

empirical evaluations of policies a matter of routine, although these could be

selective, rather than comprehensive, focusing on major policies that are amena¬

ble to evaluation, in areas of concern. Because such assessments are likely to be

useful overall to the Government, but sometimes embarrassing either to particular

agencies or to politicians, the process needs somehow to be institutionalised. The

experiences of Australia, France, Canada and the United States may help with the

design of such an evaluation policy.100

Third, the Crown entity sector - generally made up of semi-autonomous

bodies - sits somewhat uneasily between the core departments and the State-

owned enterprise sectors. Accountability and performance problems may arise

given any lack of clarity about the roles and responsibilities of some Crown

entities vis-à-vis departments and the relevant ministers. The sector accounts for

NZ$ 1 1 billion of government equity and is a major supplier of health, education

and scientific research services. Particular issues concerning health and education
are dealt with below.

Fourth, some problems are associated with the system's reliance on output

contracting between ministers and agencies as a mechanism for enhancing effi¬

ciency. The introduction of contracting has probably been helpful.'01 The Gov¬

ernment now knows more about what it is buying, for what cost. Government

agencies have a better idea about what they are being asked to do, and since their

performance is more easily assessed, they probably face somewhat stronger

pressures to perform well. The power of minister-agency output contracts is
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hampered, however, by the difficulty of accurately specifying and valuing the

outputs of many government agencies. Moreover, ministers may have limited

interest in monitoring actual agency performance in providing outputs that are
not politically salient or, like policy advice, consumed directly by the minister

concerned.102 To some extent, the situation can be ameliorated by giving ministers

more help in contracting with suppliers. But addressing some other shortcomings

may also serve to improve the system's performance and ensure that require¬

ments of future governments are met. In particular:

- Although the recent reforms have helped, pay rates for public-sector

agency heads may not always be high enough to attract sufficiently good

people and labour law makes it difficult for poorly-performing people at

all levels to be replaced. Increasing permissible pay rates for agency

heads and revising job-security legislation may alleviate this problem.

- Members of the public often know and care more about certain aspects

of agency performance; taxpayers see, for example, how quickly the tax

department answers questions. Some government agencies already make

use of this form of public monitoring by publishing the standards its

customers can expect. But they are not required to publicise their rele¬

vant performance goals and to encourage public comment and

criticism.103 The "citizen's charters" of France, Belgium, and the United

Kingdom, in particular, may offer useful guidance in this respect.104

- Finally, there is scope for the Government to make the supply of the

services it buys truly contestable. Although the newly-improved specifi¬

cation of outputs should help in this regard, so far there appears to be

little real competition for the supply of government-purchased outputs.

A possible solution to this problem is introducing "market testing"

policies similar to the United Kingdom's, in which government-owned

suppliers are required to seek tenders to supply outputs from alternative

While there is scope for refinements, it should be recognised that the con¬

tracting system has its limits. Apart from the difficulties in measuring some

outputs, there is a risk of an unduly short-term focus and a possible loss in "civil

service culture". Hence, care has to be taken that over-reliance on contracting
does not lead to a decline of performance along the less verifiable dimensions.
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Health care

Major reforms have also been implemented in the area of health care which,

in terms of expenditure, is almost as important as core and "other" government

services106 (Figure 34). Indeed, in New Zealand, about 80 per cent of health care

costs are met by the central government and related spending accounts for about

18 per cent of the budget.107 The Government's performance in this area is thus

central both to that of the country's health system and to that of the total public

sector. While health spending as a proportion of GDP is lower than in the OECD

as a whole, New Zealanders' health status appears similar to the OECD average

(Table 20), as does real spending per person relative to comparable countries.

Prior to the reforms, primary health care and disability support was financed

directly by the central government, while public hospitals were operated by

locally elected Hospitals Boards that were publicly-funded. In 1989, the authori¬

ties moved to strengthen accountability for their health spending by creating

fourteen Area Health Boards, with some members appointed by the Minister of

Figure 34. COMPOSITION OF GOVERNMENT EXPENDITURE1

Social security and
welfare (43%)

Education (18%)

(16%)

Health (18%) Core government services (5%)

1 . 1 994/95. Excludes finance costs and net foreign exchange losses.
Source: Treasury.
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Table 20. Health status indicators'

New Zealand

Female life expectancy 78.7

Male life expectancy 72.8

Female life expectancy at age 60 22.5

Male life expectancy at age 60 18.4

Female life expectancy at age 80 8.6

Male life expectancy at age 80 6.8

Perinatal mortality 0.74

Infant mortality 0.73

Average for OECD (unweighted)

79.2

72.9

22.5

18.3

8.0

6.5

0.80

0.91

1 . Data arc for 1992 or the latest year available. Perinatal mortality is the number of deaths in the first week of life as a per
cent of live and stillbirths. Infant mortality is the number of deaths of children one year or less as a per cent of live births.

Source: Oxley and Mac Farlan (1994).

Health. More wide-ranging changes were announced in 1991 and implemented in
j 993 io8 Among other things, they aim to:

- encourage efficiency, flexibility and innovation in the delivery of health

care;

- improve the allocation of resources between different types of health

care {e.g. primary and secondary);

- reduce the politicisation of decisions about resource allocation;

- restrain the growth of expenditure;

- widen the choice of hospitals and health care services for consumers;
and

- facilitate the access for all New Zealanders to health care.'09

The new system integrates primary, secondary, tertiary and disability

purchase, while separating the functions of funding and providing to reduce the

incentives to buy from publicly-owned facilities. It created what has been called a

"contract system" of health care,110 similar for example to that operating in the

United Kingdom. On the purchasing side are four Regional Health Authorities

(RHAs). On the provider side, there are a range of private providers and public

hospitals have been made into 23 Crown Health Enterprises (CHEs). The RHAs

contract with CHEs and other providers for the supply of health services, with

some contracts specifying a particular volume of a particular service for a partic¬

ular price."1 Initially, the Government announced that it would permit people to
use public funding to purchase a health-care plan from someone other than their
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local RHA, thus allowing for competition among health purchasers as well as

producers. Subsequently, however, it decided not to proceed with this change,
although the Accident Compensation Corporation will shortly commence

purchasing elective surgery.

The health reforms, like many other recent public-sector reforms in

New Zealand, emphasise the distinction between purchase and ownership inter¬

ests: the Government contracts with RHAs to pursue its purchase interest in

CHEs (and other providers), while it uses the Treasury and a new Crown

Company Monitory and Advisory Unit (CCMAU) to monitor its ownership

interests in CHEs. As owner of the CHEs, the Government intends to require

them to make a return on the capital it has invested. The purchase-ownership

distinction is also reflected at the level of ministers: RHAs are responsible to the

Minister of Health, while CHEs are responsible to the Minister of Finance and a
new Minister for CHEs.

The reforms simplify and further strengthen the central government's formal

control over the level and allocation of public health expenditure. Previously,

health funding was channelled through the Department of Health, the Department

of Social Welfare, and Area Health Boards that were, in part, locally elected.

Decisions on subsidies for pharmaceuticals and doctors' visits, for example, were

set by central government regulation and the level of expenditure was determined

by demand. The reforms make RHAs fully accountable to the central government

and give them responsibility for allocating resources over almost all types of

government-funded health care. Subject to policy directives - which, for exam¬

ple, limit the amount patients may be asked to pay in user charges for some

services - RHAs now choose how to allocate the expenditure between subsidies

for doctors' visits, pharmaceuticals, hospital treatment, and so on. The RHAs are

given a fixed budget, determined by a formula based on their population and its

demographic characteristics, and directed to keep their total expenditure within

that budget.

Coinciding with the reforms there was an increase in the range of services

for which middle- and high-income patients were charged. There had previously

been user charges for some services (such as visits to general practitioners), but

not for others (such as out-patient services provided by hospitals). The Govern¬

ment introduced means-tested user charges for some services that had previously

been free to patients, in order to encourage patients and doctors to take some
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account of the costs of alternative services and to reduce expenditure.112 It has

dropped some of the new user charges, however, in the face of public opposition

and refusals to pay the fees.113

As the reforms have been controversial, the Government has deliberately

slowed their impact on providers and patients. In the first year of operation,

1993/94, it asked RHAs to buy from publicly owned hospitals the bundle of

services that they had provided in the previous year. In 1994/95, RHAs acted

cautiously, mostly making only small adjustments to the system. Change seems

to have accelerated in 1995/96. But, even though the system is now in its third

year of operation, it is not yet clear how the reforms will ultimately affect health

care in New Zealand. It is too early to observe their effects on health outcomes

and also to discern what impact they will ultimately have on the outputs of the

health sector as well as the organisation of output provision. It is possible,

however, to report some early changes.

When it announced the health reforms, the Government said it could not

afford to solve problems by spending more.114 In fact, since the implementation

of the reforms in 1993, adjusted115 public health expenditure has increased but

changed little in real per capita terms and declined slightly relative to GDP

(Figure 35). To some extent its recent rise represents a belated response to

problems created by real expenditure reductions under the old system. It has been

pointed out that, in the past, hospitals were reducing their net worth to fund

operating deficits, a practice facilitated by inadequate accounting and monitoring

procedures.116 A comprehensive asset revaluation has resulted in a rise in depreci¬

ation expenditure by around 35 per cent in the first years of the CHEs operation,
while asset values have declined from NZ$ 4 billion to NZ$ 2lh billion.

The volume of hospitals' output appears to have increased when the new

system was implemented in 1993/94, and provisional data suggest that it contin¬

ued to rise in 1994/95 (Figure 36). Volumes were also growing under the old

system, however, even when government funding was declining in real terms.117

Because of the slow implementation of the new system, it will probably take a

few years before the effects of the changes on volumes and per-unit costs can be

discerned. One common measure of health systems' performance is the average

length of time patients stay in hospital, shorter times being generally considered

to indicate greater efficiency. Continuing its downward trend, the length of

hospital stays declined at the beginning of the new system's implementation, but

117



Figure 35. GOVERNMENT HEALTH EXPENDITURE1
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Figure 36. VOLUME OF HOSPITAL SERVICES:
PATIENT DISCHARGES AND HOSPITAL STAYS
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not by an amount that would have been unexpected under the former regime

(Figure 36, second panel).

For most health services, there appears so far to have been little real

competition between providers, either because of natural local monopolies or

because of RHAs' difficulties in specifying the services they want to buy with

sufficient precision to permit tendering. In addition, the reforms do not appear yet

to have achieved the goal of depoliticising decision-making about which services

government-owned hospitals will provide.118

There are, however, two areas where RHAs have developed interesting new

contracting arrangements. First, there has been competition among providers for

the supply of residential care for the elderly and for some non-urgent surgery,

which, in turn, "has led to some improvements in both price and quality in the

rest home area and to a lesser extent for elective surgery".119 Second, RHAs have

introduced some new forms of contracting with general practitioners that may

lead to better decision-making about the allocation of expenditure on health.

Previously, general practitioners received fee-for-service subsidies from the Gov¬

ernment. Now about 6 per cent have "capitation" contracts, in which they are

given a fixed subsidy per patient enrolled, reducing the incentive for over-

treatment.120 Moreover, about 36 per cent are on "budget-holding" contracts, in

which they are given a budget to hold for the pharmaceuticals and/or laboratory

tests they prescribe.121 If the general practitioner spends less than this budget, he

or she can use some of the savings to pay for other health services. The adoption

of similar practices in the United Kingdom appears to have slowed the growth of

expenditure on pharmaceuticals.122

Because the new health system is recent, however, and in the middle of a

change-management process, it is too early to see clear results from the reforms,

and assessment must rely largely on a priori considerations. A key element of the

reforms is to generate better information and incentives which should, over time,

lead to improved health outcomes. In particular:

- the new accounting and financial information, which is emerging, should

increasingly enable policy makers and others to make better decisions;

- the requirement, not yet successfully implemented, that CHEs make a

return on equity should, over time, improve the allocation of health

resources, by making clear the full costs of different services;
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- the devolution of decision-making authority to four RHAs and the com¬

parative monitoring done by the Government should encourage learning

and productive innovation;

- last but not least, making the RHAs responsible for almost all forms of

publicly-funded health care should facilitate better allocation of

resources between different types of care. Integrating the purchase of all

personal health services - primary, secondary, tertiary and disability

support - is expected to reduce cost shifting, lead to better use of

community-based and outpatient care, facilitate case management, and

encourage greater technical efficiency and quality of care.

Some work undertaken in the OECD that considered how health systems

could best be structured - taking into account the advantages and disadvantages

of different arrangements - argues that the integrated funder-provider contract

system that the New Zealand has adopted is a promising way of responding to

patient demands while containing costs.123 In addition, at least some aspects of

the United Kingdom's health-care system appear to have improved following the

introduction of a contracting system similar to New Zealand's.124

The Government's current priorities in the health sector are: refining con¬

tracting of procedures (for example, improving service and definition, pricing and

risk sharing); developing better outcome measures; targeting key health gain

areas; and enhancing procedures to manage demand effectively and equitably

(for example, booking systems). This orientation should help consolidate the new

framework in the short run. In the longer term, it might be useful to address some

other issues, such as the right balance between public and private care; possible

advantages of greater integration of primary/secondary provision; or the feasibil¬

ity of the originally-envisaged policy of purchase competition.

Education

Like health care, education is one of the New Zealand Government's major

areas of activity: almost all direct expenditure on education is public,125 account¬

ing for 18 per cent of the budget (Figure 35). Education reforms, their motiva¬

tion, and some of their results, were discussed in detail in the 1992/93 Survey of

New Zealand, in the context of human-capital development generally. Recent

initiatives to enhance skill acquisition are discussed in Chapter III of this Survey.

Here, attention is restricted to key organisational issues, namely the gradual
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decentralisation of decision-making in education that the Government has under¬

taken in the last decade. This policy can be considered as an attempt to address at

least two of the problems outlined in the earlier discussion of the factors

afflicting the performance of governments: the frequent absence of product-

market competition or strong customer monitoring, on the one hand, and the

limited discretion on the part of government agencies on the other.126

The reforms in education have aimed to give parents and students more

opportunities to influence the performance of educational providers and to accord

the latter greater autonomy to respond to that pressure. The power of parents and

students has been enhanced in three distinct ways. First, they have been given

more choice over which provider students attend. Second, they have been granted

greater opportunities, in the school sector, to influence directly the behaviour of

providers. Third, providers' funding has been linked more closely to the deci¬

sions of students and parents, allowing them to have a greater impact on provid¬

ers. At the same time, the latter have been gradually given more authority over

decisions about which resources to use to provide education. The Government

has, however, retained considerable central control over the school curriculum.

Decentralisation is most advanced in the pre-school sector. Parents can now

choose from a large variety of providers, all of which are privately owned. The

Government accords a per-child cash grant that, in general, treats equally all

providers meeting certain quality standards.127 It also gives extra subsidies to

low-income parents. Providers have full control over the resources they use.

In the school sector, "zoning" has been abolished, so that parents can get

fully subsidised education for their children at any public or any "state inte¬

grated" private school that teaches the standard national curriculum and adopts

the same accountability arrangements as public schools.128 Parents can also get

13 to 14 per cent of that subsidy if they send their child to a non-integrated

private school that meets certain quality standards. In the public and state-

integrated system, funding roughly corresponds to the number of students (see

below). Each school is managed by a Board of Trustees, which hires the school

principal and teachers and is elected locally.129 Thus parents can influence their

school by democratic means, as well as by choosing between various providers.

Most schools do not have full discretion over input choices: they get a cash grant

for their operating expenses, which they choose how to spend; but the govern¬
ment gives them most of their resource in the form of teachers. The number of
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students determines how many teachers each school is entitled to, although

schools get extra resources for teachers in discrete steps as the number of enrolled

students reaches certain thresholds. While the Boards of Trustees are the legal

employers of their teachers, the central Government determines teachers' wage

rates and grading classifications in negotiations with teacher unions.

Beginning in 1992 a small number of schools chose to enter a three-year

trial scheme, in which they received all their operational funding in cash (except

for the costs of capital, for which schools are not charged) and could choose how

to spend it. With the end of that trial, all schools have now been given another

option to receive a grant for all their operating expenses. The Government has

forecast that this "direct resourcing" option, which also gives schools greater

total funding, will be chosen by 20 per cent of all schools; others have forecast

that as many as 75 per cent of all schools will join.130 However, teachers' wages

and payscales continue to be determined by central negotiation, even under the

direct resourcing scheme, reducing the ability of schools to respond with flexibil¬

ity in the face of changing demands.

Under the Government's post-compulsory education and training policy,

providers are self managing with substantial control over the way resources are

allocated and over the curriculum they offer, while students have some influence

over the choice of courses and allocation of resources. Universities, polytechnics,

and teachers' training colleges are funded according to the number of full-time

equivalent students they have, weighted by the type of course the students are

taking.131 On average, the Government pays about 80 per cent of what it has

estimated are the average costs for various broad categories of courses, such as

science, humanities, commerce, law, medicine, and dentistry. The subsidy will

fall to 75 per cent over the next five years. Post-compulsory educational institu¬

tions thus get a form of "direct resourcing". The system is partially decentral¬

ised, with educational providers deciding which courses to offer based on antici¬

pated demand. Each year the Government fixes the number of full-time

equivalent places it wishes to subsidise. These are then allocated to individual

providers. There is no limit as to the number of students a provider can accept, as

institutions are free to charge fees, and in practice, most of them choose to cross-
subsidise so-called "unsubsidised students".

It is difficult to assess the effects of these organisational changes. While

they have been accompanied by increases in the proportion of young people
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receiving education and school qualifications,132 these developments have wider

causes than the initiatives discussed here.133 At a more detailed level, empirical

evidence of the impact of school reforms is scarce. It appears that the devolution

of greater autonomy to schools has placed their management under greater stress,

as they adjust to greater responsibility in an environment of strict budget

control.134 At the same time, tertiary institutions are still coming to terms with

increased need to manage cost structures and revenue streams in an environment

of increasing enrolments and gradually declining per-student government
subsidies.

Overall, however, the reforms are likely to be beneficial. Although parents

and students have imperfect information about the quality of education, they may

be better than a central agency at monitoring and assessing the performance of

schools, and thus at choosing between them.135 Likewise, local school managers

are probably in a better position than any central government institution to decide

which resources they should use to provide education. A decentralised system is

also likely to foster beneficial innovations. Giving providers discretion over

which inputs to use and which educational services to supply can be expected to

generate variations in their practices, while giving students and parents choice

between providers leads to the selection of the methods that appear to work best.

The improvements can happen both deliberately - as providers with good prac¬

tices are imitated by others - and "blindly" - as successful providers attract

students and grow, while unsuccessful providers lose students and shrink. The

Government's pre-school policy appears good when looked at in this light. But

there are probably gains to be made by continuing to decentralise decision¬

making and enhance demand responsiveness in the school and post-school
sectors.

There are a number of issues that need to be kept in mind as the Government

looks to raise school performance further. The school curriculum should remain

flexible enough to permit innovation and responsiveness to the reasonable inter¬

ests of parents and students. Higher funding for non-state providers could also

foster competition and innovation.136 Complete direct resourcing ("bulk fund¬

ing") of schools is making slow progress. Further progress is desirable and some

schools may need additional support to help make the transition. It will be

important that moves to strengthen the quality of professional leadership and

create a performance-based culture in schools continue.137 Ongoing improve-
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ments in the quality of information on the performance of educational

institutions138 will also be needed for competition to create pressure for improved

outcomes. A choice model may create concerns139 about the quality of education

received by students who remain in poorly-performing schools. Finally, some

additional resources may be required alongside schools' management changes to

improve educational outcomes for particularly disadvantaged students.140

In the post-compulsory sector, there is scope for enhancing the role of

student choice in determining the allocation of funding to providers. One way of

achieving this would be to move away from the current system of central

administrative control over the allocation of subsidised places. A broader role for

student choice would mean that resources are shifted to providers offering
courses that best meet the demand of students. This combined with continued

reductions in per-student subsidies141 would encourage students to take into

account the cost of courses in making decisions as to which courses to take. A

second issue concerns the lack of integration of funding arrangements for state

and private providers. Currently the former receive higher subsidies, even where

courses are of a similar nature. Integrating the various funding systems would

allow student choice to play a greater role in the allocation of resources among

providers.

Local government

The wave of reform that swept through the public sector in New Zealand did

not leave local government untouched. In 1989, new central government legisla¬

tion introduced what has been described as the most significant reorganisation of
local administration in New Zealand since 1876.142

- First, the total number of local authorities was reduced from 705 to 93,

partly by grouping several smaller districts together and partly by trans¬

ferring the functions of various special-purpose authorities to the main

general-purpose local authorities.143

- Second, the Government applied to local government some of the new

principles of public-sector governance that it had been imposing on

itself. In particular, the reforms encouraged the corporatisation of local-

authority businesses and, in the case of ports, airports, bus, and energy

companies, imposed it.144 They called for the operational separation of

local authorities' regulatory and service-delivery functions. They
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Figure 37. LOCAL AND CENTRAL GOVERNMENT
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required local authorities to adopt accrual accounting and to report in

more detail on their budgetary plans and performance. They also

changed their management structure, by requiring local authorities to

appoint a chief executive (or team of managers) for a term of no more

than five years, who would have responsibility for all lower-level

appointments.145

More recently, the Government has proposed legislation that would remove some

remaining restrictions on the power of local authorities to borrow and at the same

time impose on them transparency and accountability disciplines similar to those

introduced for central government by the Fiscal Responsibility Act.

By some measures, these reforms have reduced the size and scope of local

governments' involvement in the economy. Employment, for example, has fallen

in recent years. But other indicators give a slightly different picture. Total

consumption by local government has continued to increase and its investment

activity has remained relatively strong. Various comparisons with central govern¬

ment suggest that, overall, local government grew less rapidly in the mid-1980s

but has not contracted so much since then (Figure 37).

Much of the difference probably arises in the area of commercialisation and

privatisation. Where corporatisation was facilitated but not required, not much

change appears to have happened.146 As a result, local governments still own

many businesses including commercial forests, quarries, refuse collection and

disposal, rental housing, public transport, off-street parking, ports, airports, and

electricity supply.147 The arguments discussed earlier suggest that local govern¬

ment should pursue a more vigorous privatisation programme. In some cases,

however, central government may need first to review its regulation of those

businesses, ensuring both that it is not protecting them from competition and that

natural monopolies are well regulated.

Overall assessment

Since the mid-1980s, New Zealand has implemented a wide-ranging and

ambitious programme of reform, which can be viewed as a remarkably coherent

attempt to address some fundamental problems traditionally afflicting public-

sector governance. These reforms have brought about a marked reduction in the
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scope of the Government's activities and in its size relative to the rest of the

economy. Although empirical evidence is relatively scarce, the above analysis

suggests that the reforms have been helpful.

Corporatisation introduced market mechanisms into the operation of state-

owned enterprises, increasing managerial incentives and discretion over inputs.

This has contributed to large gains in the companies' efficiency and profitability.

There are also indications that the privatisation programme has produced signifi¬

cant improvements in companies' performance. Budget, management and

accounting reforms in the core public sector have given departments clear and

transparent objectives and the autonomy to achieve them, while strengthening

accountability mechanisms. The new framework appears to enjoy widespread,

though qualified, support among those involved, if not the general public, and the

few evaluation studies available all show improvements in departments' cost

performance. At the local government level, the number of authorities has been

drastically reduced and reforms have been introduced along the lines imple¬

mented for central government. Elements of the new health-care system that

should, over time, have beneficial effects include improved information and

accounting, the requirement to make a return on equity, the devolution of deci¬

sion making to regional authorities, and - last but not least - the integration of

the purchase of health services combined with the separation of the functions of

funding and providing care. Finally, education reforms have aimed to give

parents and students more opportunities to influence the performance of provid¬

ers while increasing the latters' autonomy, notably in respect of the use of

resources. Nonetheless, there is scope for further action.

In state-owned enterprises, despite the improved measurement of costs,

financial reporting information could be further improved to simulate some capi¬

tal market discipline and provide a better picture of the companies' profitability.

Moreover, many businesses still owned by both the central and local govern¬

ments - including those in the area of electricity generation - could be privatised

without major regulatory problems. This would probably further enhance their

performance. In the few cases where the enterprises have natural monopoly

power they could be regulated explicitly.

In the core public sector, although considerable progress has been made, the

Government could still do more to pressure and enable its agencies to improve

their performance. For instance, there is scope to make the supply of services it
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buys truly contestable. To enhance its own ability to learn and innovate, the

Government could put in place better systems for evaluating policies empirically.

Indeed, it has often not attempted to assess the likely effect of programmes, nor to

monitor public satisfaction with the outcomes. Moreover, it is questionable

whether the reliance on the contractual framework alone is sufficient, in particu¬

lar where outputs are difficult to measure. Finally, to improve the quality of

regulatory decision-making, the Government could apply to this area the same

principles it has successfully brought to bear in the field of monetary, fiscal and

expenditure policy, by requiring more transparency about the cost of specific

policies.

In health care, where the reforms are more recent, considerable work needs

to be done to get the new system working well. Regional Health Authorities have

made promising beginnings in purchasing services from a more appropriate range

of providers. Their performance might be further enhanced by introducing

increased purchaser competition, although care would need to be taken to prevent
purchasers from selecting only the healthiest individuals. The hospitals are facing

a challenging task in developing the necessary costing and information systems

and restructuring services appropriately to the new competitive environment.

In the school and post-school sectors, much still remains to be done to

decentralise decision-making and make the system more responsive to parental

and student demand. So far direct resourcing (including teachers) has been

introduced only in a limited number of schools. School trustees need to be given

further opportunity to translate their dedication and skill into efficient school

governance. The progressive implementation of a performance management sys¬

tem offers a valuable opportunity to further develop management flexibility and

the quality of the professional environment. Centralised wage negotiations affect

the schools' capability to manage their resources in the manner that best meets

their needs. Developing information about the quality of education is crucial to

enable parents and students to assess the performance of schools and choose

between them. In the post-compulsory sector, the role of student choice could be

increased by eliminating administrative control over the allocation of subsidised

places and by integrating funding arrangements for public and private providers.

Strengthening of governance arrangements and incentives to efficiently manage

resources in the tertiary sector could also lead to better outcomes.
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V. Conclusions

The recovery of the New Zealand economy that began in 1991 has proved to

be durable, suggesting that the wide-ranging reforms of the past decade are

bearing fruit. Although output growth has slowed in response to tighter monetary

conditions, from the high rates of 5 to 6 per cent achieved in 1993 and 1994, it

has remained above the OECD average. As a result, employment has continued

to rise rapidly and the unemployment rate has fallen to 6 per cent. At the same

time, despite some inflationary pressure, price performance has remained good by
both historical and international standards, and the external deficit, albeit widen¬

ing, has stayed well below the high levels recorded in past periods of strong

growth. With the economic upturn entirely private-sector based, public-sector

retrenchment and the buoyant activity have been reflected in the emergence of

sizeable budget surpluses.

Despite these excellent results, continued robust growth will be required to

reverse past declines in living standards relative to other OECD countries. Pros¬

pects in this regard appear to be favourable. Indeed, New Zealand is projected by

the Secretariat to remain one of the fastest growing economies in the OECD area.

Latest indicators suggest that GDP growth has troughed following its decelera¬

tion during 1995. With the implementation of tax cuts in mid-1996, growth is

likely to receive a boost and is projected to exceed 3 per cent again in 1997.

Private consumption is expected to increasingly replace investment as the main

impetus to economic expansion in the period ahead. Exports are also projected to

strengthen but are unlikely to expand at the high rates recorded in the first half of

the 1990s, given the adverse effects of exchange-rate appreciation on price

competitiveness. As a result, the current account deficit should remain substan¬

tial, although improving terms of trade are expected to prevent it from widening

significantly. With slower growth and the strengthening of the currency over the

past year, underlying inflation is expected to fall towards the middle of the
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0 to 2 per cent target range before picking up again in 1997 as the expansion in

activity gathers momentum.

While, on the basis of information currently available, this would seem to be

the most likely outcome, other scenarios cannot be ruled out. On the one hand,

notwithstanding positive recent indicators, the period of slower growth could be

more protracted than assumed, as high real interest rates may hold back domestic

demand and exporters may find it difficult to cope with the high exchange rate or

suffer from a slowdown in foreign demand. On the other hand, strong growth

could resume more quickly than expected if private consumption and investment

pick up in anticipation of the tax cuts. This appears quite possible given contin¬
ued high consumer confidence and the recent improvement in the business

climate. Faster growth at a time when the economy is still operating near capacity
could re-ignite inflationary pressures, however, necessitating a tightening of mon¬

etary conditions. Policy makers might thus face the difficult task of maintaining

inflation within the target range while avoiding a hard landing for the economy in
the medium term.

The monetary policy framework put in place in 1989 by the Reserve Bank

Act, which makes price stability the sole objective of monetary policy, has, so

far, proved effective in keeping inflation low in the face of a strong recovery.

However, the target range for inflation - which is defined in a performance
contract between the Governor of the Reserve Bank and the Minister of

Finance - was breached by a small margin in the second quarter of 1995 and the

Bank's measure of underlying inflation has remained at the top of the range since

then. Indeed, in early 1994, the Bank - like other forecasters - failed to recognise

the momentum of the economy and the extent of inflationary pressures building

in the construction and housing sectors. It now acknowledges that, even though it

moved to tighten monetary conditions well before inflation actually picked up,
greater firming should have taken place despite the upward pressure on the

New Zealand dollar. This instance demonstrates the careful management required

to maintain inflation within the tight band defined as part of the framework.

In the light of these developments, the Reserve Bank is now giving a greater

weight to interest rates in the conduct of policy and has announced its intention to

aim continuously at delivering inflation in the middle of the target range. Such an

approach is undoubtably correct, given the possibility of forecasting errors and

inflation shocks. However, on the basis of the Bank's latest inflation forecasts, it
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leaves little room for monetary easing in the medium term. Moreover, it means

that exposed sectors of the economy - notably manufacturing and agriculture -

continue to bear a high burden of monetary tightening, although, as noted, a

major source of the problem has been the construction and property sectors. With

output currently above potential and underlying inflation at the top of the target

range, these tensions are likely to persist in the near future, thus providing a

further test of the current monetary policy framework.

The measurement of the inflation rate that is targeted has emerged as a

problem with the operation of the framework. At present, the Reserve Bank

calculates the indicator, i.e. "underlying" inflation, by which the Governor's

performance is largely assessed and, in doing so, applies significant judgement as

to whether the effect of specific price shocks should be eliminated. The credibil¬

ity of such a measure to all parties is important to wage formation and price

expectations, in particular if - as in the recent period - "headline" and the

estimated "underlying" inflation diverge markedly. It would be preferable to see

this confusion removed by defining underlying inflation so as to allow its calcula¬

tion by an outside agency. At the same time, the official measure of inflation

should be changed to make it more relevant, in particular by excluding mortgage

interest payments. These adjustments would serve to enhance the credibility of
the framework.

Fiscal restraint in recent years has also helped contain inflation pressures

during the economic upswing. Indeed, the improvement in New Zealand's gov¬

ernment finances has been impressive, even allowing for cyclical influences. The

scale of the turnaround is indicated by the fact that the net public debt-to-GDP

ratio has fallen from over 50 per cent in the early 1 990s towards 35 per cent most

recently. With many OECD countries having experienced the opposite movement

and currently striving to improve their fiscal position, New Zealand's recent

performance appears to be particularly noteworthy: first, it is a prime example of

the "maxim" that budget consolidation is more likely to be successfully

achieved through reductions in expenditure than through increases in taxation;

second, as discussed below, extensive public-sector reforms have played an

important role, not just in enhancing the efficiency of the public sector, but also

in strengthening financial control; third, the swing in the budget balance into

surplus has generated a virtuous circle in which debt reduction has led to lower
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interest rates, reduced debt service payments, and further improvements in the

fiscal position.

The underlying soundness of the fiscal position will create new challenges

for the government since claims are likely to be made for the distribution of the

gains from fiscal consolidation. In these circumstances, the effectiveness of

budget procedures - established in an era of fiscal weakness - will need to be

continually assessed to prevent the dissipation of these gains. In particular, it

remains to be seen whether the existing budgetary framework will be able to

withstand the emerging pressures for increased expenditure.

The 1994 Fiscal Responsibility Act represents a commendable approach to

the conduct of fiscal policy. Establishing benchmarks against which the public

can assess policies, it requires the Government to set out its long-term and short-

term objectives and to publish a substantial array of fiscal indicators through the

year. Although vigilance will be needed in order to maintain expenditure

restraint, the income tax cuts announced by the Government would seem to be

consistent with the Act's principles of prudent fiscal management, given the

prospect of growing budget surpluses under present policy settings. Moreover,

there are a number of disincentive problems - in particular with respect to high

marginal effective tax rates faced by certain groups of low and middle-income

earners - which the tax cuts could usefully address. At the same time, it should

be recognised that, with underlying inflation currently at the top of the target

range, the tax reductions risk putting further strain on monetary policy, even

though they only imply a move in the fiscal stance from restriction to broad

neutrality.

This suggests that a gradual approach to the cutting of taxes would be

appropriate. The Government has itself stated that it will monitor macroeconomic

conditions and, if necessary, the second round of tax cuts, scheduled for 1997,

could be retailored. From current projections, it looks likely that, over time,

further tax reductions will be needed to offset a rise in fiscal surpluses. The

transitional issues associated with these tax cuts - notably concerning inflation

and balance-of-payments pressures - will require very careful consideration.

These considerations will have to be balanced, however, against the potential

gains from lowering the cost of capital through a progressive reduction of the tax
burden.
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Together with transparent and predictable macroeconomic policies, struc¬

tural reforms have contributed to creating an environment for sustained growth.

In particular, there is increasing evidence that the reforms introduced in the

labour market have been positive. As noted, there has been a sustained fall in

unemployment to well below the OECD average with as yet little sign of wage

pressure. In addition, wage relativities now show greater responsiveness to par¬

ticular skill shortages than was previously the case under the more rigid system

of industry-wide occupational awards. Applying the OECD Job Study analysis to

New Zealand, the overriding impression is that there are, compared to other

countries, fewer areas where urgent policy attention is required. Among major

outstanding issues which do need to be tackled are the improvement of labour-

force skills and competences and the reduction of the gap between the labour-

market performance of the different ethnic groups. In addition, as mentioned, the

announced tax cuts and social programmes measures will provide the opportunity

to alleviate the problem of "dependency traps" resulting from the interaction of

the tax and benefit systems.

Although the economy has been substantially liberalised over the past dec¬

ade or so, more remains to be done. The New Zealand Government has retained

quite substantial commercial interests. These could be privatised and, in some

cases, the relevant product markets made more competitive with ensuing alloca-

tive and productive efficiency gains. Similarly, the mandated powers of producer

boards remain an anomaly, being a barrier to innovation and entrepreneurial

activity in the agricultural sector. Deadweight losses could also be reduced

through ongoing reforms of the tax base and reductions in the top personal

income tax rate, as well as through the Government's announced longer-term

plan to lower tariffs to zero. Furthermore, the monopoly accident compensation

scheme looks likely to impose escalating costs on employment in the absence of

substantial changes to both the scheme design and delivery. At the very least,

there is no reason why extensive private delivery could not be introduced, with

probable gains to premium payers and beneficiaries.

Regarding skill development, the recent announcement that the school-

leaving age will be raised to seventeen in 1998 is to be welcomed. Nevertheless,

further action would be required to reduce the numbers of persons leaving school

early by ensuring that secondary education includes a vocational option leading

to recognised industry qualifications. In this respect, the authorities should perse-
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vere with the implementation of a framework for nationally recognised school,

vocational, and academic qualifications to make sure that skills and competences
acquired through experience are adequately acknowledged. At the same time,

however, they should consider whether there would be benefits from the more

rapid completion of a less ambitious framework. The progress in Industry Train¬

ing Organisations, which to date has been promising, should, as well, be moni¬

tored to ensure that their coverage continues to increase. Regarding the problem
of widely different labour-market outcomes of Maori and Pacific Islanders in

comparison to people of European origin, probably the most promising approach
to take is to try and close the persistent gap between the educational attainment of

these groups and the rest of the population, e.g. by further increasing the number

of schools where Maori is the main language of instruction.

Over the past decade, New Zealand has also undertaken radical structural

reforms in the public sector. The initiatives came in several waves. Priority was

first placed on shrinking the government provision of marketable goods and

services by corporatising and eventually privatising a large number of operations.

Subsequently, the government overhauled its management of core departments,

contracting them to produce well-defined outputs, giving them discretion in the

choice of inputs, and introducing private-sector-like accounting. The Fiscal
Responsibility Act was the culmination of these reforms, in that it made accrual-

based budget forecasts mandatory for the whole of government. In education,

parents and students were given more opportunities to influence the performance

of providers, and the latter greater autonomy to respond to that pressure. Finally,

health reforms integrated the purchase of almost all forms of publicly-funded

services while separating the functions of funding and providing health care.

These reforms have brought about a marked reduction in the scope of the

government's activities and its size relative to the rest of the economy. Empirical
evidence, though limited, generally suggests that the initiatives have increased

incentives and enhanced efficiency. Nonetheless, there is still unfinished busi¬

ness. While corporatisation has introduced market mechanisms and improved the

measurement of costs, additional financial reporting information could be pro¬

vided to simulate some capital market discipline and provide a better picture of

the companies' profitability. Moreover, many businesses still owned by the

central and local governments could be privatised, without raising regulatory

issues. In the core public sector, the Government could do more to pressure and
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enable its agencies to improve their performance by putting in place better

systems for evaluating policies empirically and by applying to this area the same

principles that it has successfully implemented in the field of monetary and fiscal
policy. Improving the efficiency of local authorities as a major supplier of
infrastructure services would be an important step to raising the performance of

the government sector. Measures such as the expected changes to the Local

Government Act, which enhance the accountability and transparency of local

government finances, would reinforce underlying improvements that are taking

place.

In health care, where the reforms are more recent, hospitals are facing a

challenging task to restructure services in a way appropriate for the new competi¬

tive environment and also to develop the necessary costing and information

systems to manage demand effectively and equitably. Finally, in the education

sector, much remains to be done to generalise direct resourcing of schools,

improve the functioning of school boards, develop information on the quality of

institutions, and make the system more responsive to parental and student

demand. More specifically, the continuation of centralised practices in the con¬

tracting of teachers and in the negotiation of their wage rates acts as a rigidity to

the ability of schools to move swiftly in meeting emerging demands.

While the ongoing reforms have seen the general budgeting, management

and accounting methods imbedded throughout the government sector, the extent

to which behaviour has changed varies across public sector entities. The efficien¬

cies that are possible from the freedom of chief executives to manage agencies

and the specification of outputs will only continue where accountabilities are

enforced. In some cases, these accountabilities could be clearer, particularly with

regard to the Crown entity sector. One way to address this problem would be

through the continuation of improvements in monitoring the performance of

agencies and the clarification of responsibilities for this monitoring. Useful mech¬

anisms which could be applied in this regard include an encouragement of market

testing and the introduction of more transparent forms of service delivery stan¬

dards. Additionally, as noted, greater empirical evaluation of existing interven¬

tions is likely to assist the quality of decision-making and be a spur for continu¬

ing innovation in their design and delivery.

In summary, following a period of substantial restructuring, the

New Zealand economy has posted a strong recovery since 1991, outperforming
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most other OECD countries. The challenge to policy makers now is to manage

the transition from a cyclical rebound to sustained growth. The strength of the

upturn has put strains on available domestic resources, leading to inflationary

pressure and a deterioration of the current account. While, so far, these imbal¬

ances have been less pronounced than they typically used to be in the past,

vigilance is required. Although the announced tax cuts, following a marked

improvement in the fiscal position, should increase incentives to work, and

thereby enhance the economy's growth potential, they should be implemented in

such a way as to minimise the risk that further monetary tightening will be

needed. Notwithstanding the considerable progress achieved in reforming the

labour market, additional structural initiatives would be useful, notably in the

area of skill development, with a view to promoting productivity, which is

ultimately the basis for the population's standard of living.
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Notes

1 . Note that real investment series reflect the interaction of a substantial fall in the deflator for

computers, a large increase in computer spending, and a dated (1982/83) base period used in
the national accounts. The move to a more recent base period in June is likely to lead to a

downward revision of real investment growth.

2. Thus, although the unemployment rate averaged about 4'h per cent over the period 1982-84,

it is likely that, in the absence of the wage and price freeze, it would have had to much

higher to keep inflationary pressures in check.

3. Before survey methods were implemented in 1986, unemployment was measured according
to registration methods. The data in Figure 13 prior to 1986 have been constructed by
splicing the registration series onto the official survey-based measure. The data prior to
1986 therefore need to be treated with caution, since it is likely that the registration series

may understate the true extent of unemployment in the 1970s and early 1980s as only those
eligible for unemployment benefit are likely to have registered.

4. Employment Outlook, July 1995, OECD, Paris.

5. The labour force participation rate has been affected by regulatory changes. The school-
leaving age was raised from fifteen to sixteen in January 1993. The age of eligibility for
retirement benefits has also risen, as detailed below.

6. Estimates of the responsiveness of the labour force to employment changes
rank New Zealand seventh out of 23 countries analysed over the period 1970-91.

See "Unemployment and Labour Force Participation - Trends and Cycles" by

Jorgen Elmeskov and Karl Pichelman, OECD Economics Department Working Paper
No. 130, 1994.

7. There is not, however, a one-to-one effect of net migration on the labour force, because not

all migrants will be active in the labour force. In addition migration reduces or increases
both the labour force and the working age population.

8. The retirement age, or as it is called in New Zealand, the superannuation qualification age,

is being raised progressively from 60 to 65 in one-yearly steps, eighteen months apart, and

will be completed in 1998. This measure was announced in the 1991 Budget.

9. Maori in the Labour Force", B. Easton in "Labour Employment and Work in

New Zealand", éd., P. Morrison, Proceedings of the Sixth Conference, 24-25 November,

Victoria University of Wellington, 1994.
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10. The form of this intervention varied between moral suasion and tripartite negotiation to a
complete wage-price freeze over the period 1982-84.

11. See "Globalisation and the World of Work", R. Harbridge and K. Hince, Victoria
University, 1994.

12. See "Has New Zealand's Employment Contracts Act increased Employment and Reduced
Real Wages", Tim Maloney, University of Auckland Discussion Paper No. 135, July 1994.

13. See Harbridge and Hince (op. cit.).

14. See "Labour Market Adjustment under the Employment Contracts Act",
Whatman, Armitage and Dunbar, New Zealand Journal of Industrial Relations, 1994,
Vol. 19(1).

15. For the pre-ECA period, estimates of the responsiveness of employment to output rank
New Zealand nineteenth out of 23 OECD countries analysed over the period 1970-91. See
"Unemployment and Labour Force participation - Trends and Cycles" by Jorgen Elmes-
kov and Karl Pichelman, OECD Economics Department Working Paper No. 30, 1994.

16. See for example Annex III in the 1987 OECD Economic Survey.

17. See Reserve Bank Bulletin, Volume 56, No. 3, 1994.

18. There is empirical evidence to suggest that in the early 1980s wage relativities remained
fairly rigid, with particular industries acting as wage "leaders". See "An Examination of

the New Zealand Wage Inflation", A. Grimes, Reserve Bank of New Zealand Research

Paper No. 36, November 1982.

19. See Maloney (op. cit.).

20. See "Does the Adult Minimum Wage Affect Employment and Unemployment in
New Zealand?", Tim Maloney, New Zealand Economic Papers, 29(1), 1995.

21. Additionally, an earner premium covers the cost of non-work injuries (cutTently levied at a
flat rate of 0.8 per cent on gross income) while a premium on vehicle licenses provides
cover for motor vehicle accidents and the government provides revenue for accidents

sustained by non-earners (e.g. children, the unemployed etc.).

22. Experience of the provision of Workers' Compensation Insurance in Australia, where there

is a mix of public/private market structure across different states, may be informative in this

respect. The 1994 Industry Commission's report on "Workers' Compensation in Australia"
recommended that "where private insurers operate in a market, there be private underwrit¬
ing of workers' compensation insurance, under adequate monitoring of premium setting,
prudential supervision and 'nominal insurance' arrangements".

23. The OECD summary measure of benefit entitlements is an average of a large number of
"typical case" unemployment-related benefit replacement rates as a proportion of some
measures of average earnings, see "Measures of Replacement Rates for the Purposes of
International Comparison: A Note", J.P. Martin, OECD Economic Studies (forthcoming).

24. See, for example, OECD Employment Outlook, 1991.

25. See S. Blôndal and M. Pearson (1994), "Unemployment and other non-employment bene¬
fits" Oxford Review of Economic Policy, Volume 11, No. 1.
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26. People with a record of bad health are more likely to run a higher risk of becoming
unemployed, and unemployment has been shown to have adverse effects on health.

27. This is based on cross-country comparisons over the years 1988-1990, see OECD Employ¬
ment Outlook, 1991.

28. Figures for other countries relate to 1990, see Blondal, and Pearson (op. cit.).

29. See J. Compton and R. Euller (1992), "Effective Marginal Tax Rates", in M. Prebble and
P. Rebstock (eds.), Incentives and Labour Supply: Modelling Taxes and Benefits.

30. Family Support Tax Credit is paid to low and middle-income parents to contribute to the

costs of raising children. The amount paid per child varies according to the number and age

of children. The value of the benefit is abated at a rate of 18 per cent once a family income

of NZS 20 000 is reached, and at a rate of 30 per cent for income over NZ$ 27 000. The

income level at which no Family Support is available depends on the number and age of the

children (for a family with two children it is about NZS 35 000). Average earnings for the

economy as a whole are about NZS 30 000.

31. The example is for a non-beneficiary couple with two children receiving Family Support

and eligible for GMFI once they work 30 hours (i.e. assuming they earn NZ$ 10 per hour

they would become eligible at a gross income of NZ$ 15 600). The most striking feature is

the almost 100 per cent EMTR faced by those families who qualify for "Guaranteed

Minimum Family Income" (GMFI). In practice, however, the number of families claiming

GMFI is small, at about 5 000. Guaranteed Minimum Family Income (GMFI) provides a

minimum level of income for working families with children. To qualify a sole parent must

work a minimum of 20 hours per week and a couple must work a combined minimum of

30 hours per week. GMFI tops up the amount of income earned from this work to give an
after-tax income of NZS 14 456 per annum. Families are not eligible for GMFI if their

gross income is over NZS 18 363 per annum. The top-up nature of GMFI means that

recipients face a 1 00 per cent abatement rate for any marginal increase in their income.

32. The range of income over which an EMTR of 58 per cent or more can be faced is from

about 90 per cent of average earnings to an upper limit which is dependent on the number of
children in the family. For a family with only two children (the example illustrated in

Figure 23) the upper limit is equivalent to about 1 15 per cent of average earnings, but for a

family with five children the upper limit is about 160 per cent of average earnings.

33. Providing time series evidence on income distribution in New Zealand is problematic:

available studies often only cover a short span of years and are not easily comparable

because they use different data sources.

34. However, these developments have to be seen in the context of the weak performance in per

capita GDP over the period as a whole.

35. The percentage change in the real income of the upper quintile is very sensitive to the base

year chosen, as can be seen from the Figure. There are also a number of problems with

interpreting these measures of income distribution as indicators of inequality. In particular,

they are "snapshot" profiles which provide no information about mobility across quintiles.

36. It has been estimated that the household income of beneficiaries fell from 72 per cent of the

mean equivalent disposable income to 58 per cent in 1993 as a result of the benefit cuts
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implemented in the 1991 Budget. (See "The Fall and Rise of Household Incomes",

M. Mowbray and N. Dayal, Social Policy Journal of New Zealand, 2, 1994.)

37. "Evaluation of Job Action", Department of Labour, August 1995.

38. For a more detailed assessment of human capital development and economic performance,

see Chapter 4 of the 1993 OECD Economic Survey of New Zealand.

39. See the OECD Employment Outlook, 1994, Chapter 1 and OECD Education at a Glance,
1995.

40. On-the-job-training is the most important of these forms: a survey conducted in mid- 1991

found that 14.5 per cent of workers participated in formalised on-the-job training, 8.3 per
cent participated in off-the-job training, and 1.7 per cent in formal education (Harper and
Malcolm, 1991).

41. See OECD Education at a Glance, 1995, Table R21.

42. The following paragraphs draw heavily on "Examining Labour Market Outcomes for

Maori" by Dave Mare, and "Pacific Islands peoples in the Labour Market" by
Michael Fletcher. Both papers are published in Labour Market Bulletin, 1, Department of
Labour, 1995.

43. The majority of children begin secondary school at age thirteen (form 3), which is com¬

pleted at either forms 5, 6 or 7 (ages fifteen to seventeen).

44. "The Benefits of Kura Kaupapa Maori", Ministry of Maori Development.

45. See Annual Report 1994/95, Education Review Office, presented to the House of
Representatives.

46. For further information on the international openness and the importance of trade to the
New Zealand economy see Chapter 4 of the 1994 OECD Economic Survey of
New Zealand.

47. See "Sectoral Projections, Medium Term Outlook to 2000", September 1995, New Zealand
Institute of Economic Research.

48. A more detailed discussion of the Producer Boards can be found in Chapter 4 of the
1994 OECD Economic Survey of New Zealand.

49. This is carried out by the Dairy Board for example, where a single payment (based on the
quantity of milkfat) is paid to the farmer, despite this incorporating returns from several
business activities unrelated to farm production (e.g. marketing, processing and other non-

agricultural industry activities).

50. Two of the boards have made public statements in support of a separation between regula¬

tory and commercial functions, although nothing in substance has occurred yet. In particu¬
lar, both the Meat Board and the Wool Board have announced their intentions to sell

commercial companies which they currently own in their respective industries, although this
would still leave them with other investments in their respective industries.

51. Focus on Employment was the final part of the Government's response to the Employment

Task Force. The Employment Task Force, a multi-party task force comprising primarily
private sector members, was established following the 1993 general election to identify
potential solutions to the problem of unemployment. The Employment Task Force released
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an Interim Report on Youth Employment in October 1994 and its final report in

November 1 994. This report was considered by a multi-party group who set the parameters

for the Government's response in their Memorandum of Understanding. The Youth

Employment Strategy (November 1994), the 1995 Budget measures and the Focus on

Employment initiatives announced in October 1995 together make up the Government's

response to the Employment Task Force's final report.

52. At a typical hourly rate for part-time work of NZS 10 per hour, this would allow the

beneficiary to work 1 8 hours per week.

53. The main statutory rate for most taxpayers is 24 per cent, but this is equivalent to an

effective 28 per cent after adjusting for the Low Income Earner Rebate.

54. Any families without significant support from ACC or the State will get NZS 7.50 a week

per child from July 1996, rising to NZS 15 a week from July 1997. It will be available in

full to families on incomes up to NZS 20 000. Abatement starts at 18 per cent to NZS 27 000

and 30 per cent above that.

55. See Chart P03(A1) in "Education at a Glance", OECD, Paris, 1995.

56. Two aspects of the restructuring of the Dairy Board may address the problem of bundling in

the dairy industry to some extent. Under the restructuring proposal, shares will be issued to

co-operatives on the basis of milk production. As a consequence of this, farmers entering
the dairy industry will face an indicative cost of using the Board's marketing facilities for

marketing this "new milk". In addition, the proposal allows the Board to pay a dividend on
shares. This may permit returns from marketing milk to be at least partially separated from

those on the use of the Board's assets. In the apple and pear industry, an amendment to the

Act governing the Apple and Pear Board stipulated that the Board had to pay growers

primarily on the basis of market returns, thus reducing the incentive of the Board to cross-
subsidise between varieties.

57. Central and local government excluding trading operations.

58. For a discussion of these problems and ways government can address them, in New Zealand

and elsewhere, see, for example, Delulio, Garvey, and Kettl (1993), Downs and Larkey

(1986), OECD (1995c), Scott and Gorringe (1989), and Scott, Bushnell, and Sallee (1990).

59. See Hirschman ( 1 970). In the author's framework, the mechanism of exit does not operate to

improve performance. What does work is the mechanism of voice: customers can put

pressure on government organisations to improve by complaining to their management or to

politicians. Although this is not emphasised here, various reforms in New Zealand can be

considered as attempts to enhance the ability of the politicians or the public to improve

government services through the voice mechanism.

60. See OECD (1989), p. 49 and following.

61. In 1993, the Government introduced a similar framework for the operations of its research

institutes and its hospitals, the latter reform being discussed further below. While not

covered by the SOE Act, these organisations are intended to make a commercial return on

the capital invested in them and to pay dividends to the Government as their owner. Unlike

the SOEs, they sell most of their output to the Government. The Government distinguishes,

however, between its interest in Crown Health Enterprises and Crown Research Institutes as

their owner and its interest as the purchaser of their services. Moreover, it pursues its
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purchase interest in Crown Health Enterprises and Crown Research Institutes through

separate, Government-funded purchasing agents.

62. When SOEs were formed, the policy-advisory and regulatory organisations that had been

associated with them were made into separate departments or placed in other departments.

63. See OECD (1989) for a more detailed description.

64. In the case of New Zealand Post, which is a legislated monopoly in the market for some
letters (i.e. standard rate letters), the SOE has chosen to reduce by about 1 1 per cent its price

for delivering such letters. This price reduction, however, was initiated by the SOE on

commercial grounds to protect its market share from increasing competition from close

substitutes for communication via standard letter mail. This approach has been acceptable to
the Government shareholders on the basis of complying with the SOE' s primary goal of
being a successful business.

65. Although the business plan is the company board's responsibility, the participation of the
minister in the annual planning round ensures that the shareholder's preferences are taken
into account.

66. For instance, when in 1991 the Electricity Corporation (ECNZ) indicated to the sharehold¬
ers its plans to phase in substantial price increases, the Government publicly made it clear to
the company that it would be concerned if ECNZ gave a signal that inflation was taking off.

This reflected the fact that the proposed pricing strategy incorporated inflation assumptions
which the Government questioned. In the event, ECNZ chose to increase its prices by a

more modest extent (see, for example, Kelsey, 1995).

67. In the case of Rail, the highest bid was not accepted because it included conditions that were

considered onerous. Since bids are not publicised, it is, however, impossible to be sure what

policy has been followed. Air New Zealand was sold subject to a condition that controlling
ownership stay in the hands of a New Zealand company, which may have reduced the price

received. The rationale for this condition arose out of the requirement in international
aviation agreements that a carrier must be "substantially owned and effectively controlled"

by nationals of the country designating. If an airline was deemed not to meet this test it

could be refused landing rights by another government.

68. Spicer, Emanuel, and Powell (1995, p. 4).

69. State Services Commission (1994).

70. See Downs and Larkey (1986) and Boardman and Vining (1989) for a critical review of

empirical evidence on privatisation as well as H0j, Kato and Pilat (1995) for a more recent
overview.

71. Employment fell from 26 500 in 1987 to 12 338 in 1993 and 8 568 in 1995 (Telecom

Corporation of New Zealand Limited, p. 27).

72. The so-called "Kiwi share" retained by the Government, among other things, restrains
increases in telephone rentals and ensures universal service to residential users. In general,

however, Telecom is subject to the same light-handed regulation as other companies.

73. The number of repeat faults and total downtime increased around the time of privatisation
(Boles de Boer and Evans 1995, p. 16). However, the increases may have resulted from an

internal company reorganisation that occurred late in the period of government ownership
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and was later reversed, rather than from privatisation. Repeat faults were nevertheless still

higher in 1993 than they had been in the late 1980s. On the other hand, total faults have

continued to decline, and digitalisation of the network, which tends to be correlated with

quality of service, continued to increased after privatisation, reaching 98 per cent in

1994 (Boles de Boer 1995 and ITU/OECD/Eurostat data). Finally, the number of people

waiting for connections has also fallen to negligible levels (Boles de Boer and Evans 1995),
and various measures of the volume of telecom services also show increases between

1991 and 1995 (Telecom Corporation of New Zealand Limited 1995, p. 27).

74. The most likely difficulty would arise if one company were to appeal to the shareholding

Ministers for an intervention to stop a competitive practice of the other company.

75. Admittedly, considerable judgement is required in establishing what is an appropriate cost

of capita] for these businesses and, furthermore, the valuation of their assets is the subject of
much debate.

76. The role of other monopolies, in particular the agricultural producer boards and accident

insurance, is discussed in Chapter III of the Survey.

77. The Crown reporting entity includes ministers and government departments, the central

bank, SOEs and "Crown entities". The net surplus/deficit attributable to SOEs and Crown

entities, as well as the Crown's equity holdings in these entities, are reported separately in
the financial statements.

78. As noted briefly in Chapter II, the other principles are: maintaining prudent debt levels, once

they have been achieved, by realising at least a budget balance, not necessarily every year

but on average over a "reasonable" period of time; achieving and maintaining levels of

Crown net worth that provide a buffer against shocks; "managing prudently the fiscal risks

facing the Crown"; and "pursuing policies that are consistent with a reasonable degree of

predictability about the level and stability of tax rates for future years".

79. For details see 1993/94 OECD Economic Survey of New Zealand, pp. 34-35.

80. Accrual accounting for governments requires sometimes difficult decisions about whether to
record an asset on the balance sheet and, if so, at what value (what is the monetary value of

a national park, for example?). But even though some valuations are problematic, this is

clearly preferable to having no balance sheet showing public assets and liabilities.

81. Prime Minister (1995). As an example, the first SRA is called "Maintaining and Accelerat¬

ing Economic Growth", which is elaborated by the description "Creating and maintaining a
stable, secure and resilient economic environment which will engender greater confidence

amongst: individuals and families to work, save and invest in skills; business to invest,

export and create employment; overseas investors to invest in New Zealand". There follow

six more specific goals, such as "maintaining price stability within the framework of the
Reserve Bank Act".

82. It must be noted, however, that New Zealand's Employment Court has in the past ruled that
fixed-term contracts are permissible only when the work being done has a fixed duration.

83. Some departments administer several portfolios; ministers who make occasional one-off

purchases from departments would not have purchase agreements with the chief executive.

84. Office of the Auditor General of Canada (1995, p. 20).
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85. Depreciation cost is part of the price paid by the Government or by a third party for the
purchase of a particular output.

86. Effects of Financial Management Reform", New Zealand Treasury, August 1995.

87. Stace and Norman (1995).

88. Steering Group (1991).

89. There is a large number of such "Crown entities", such as the Accident Rehabilitation and

Compensation Insurance Corporation, the Broadcasting Standards Authority or the Trans¬
port Accident Investigation Commission.

90. Holmes and Shand (1995).

91. See Office of the Auditor General of Canada (1994), Laking (1994), Pallot (1991 a and
1991A), OECD (1995c), and J. Whitcombe, "The Accountability Relationship Between
Chief Executive and Minister under the State Sector Act 1988, MPP Thesis, Victoria

University of Wellington, cited in Boston (1991, p. 110).

92. Steering Group (1991). Working Party (1994).

93. See, for example, Douglas (1990) and East (1994).

94. As shown, for example, in a survey of departmental costing systems carried out by Coopers
and Lybrand in 1995 for the New Zealand Treasury.

95. If tax expenditures could be satisfactorily defined, it would be helpful for the government to
require itself to publish at least an estimate of their cost in terms of foregone revenue.

96. OECD (1995c), which among other things discusses ways of improving the process of
making regulation, notes that the US Government "believes that the costs of new regula¬
tions have been reduced by billions of dollars as a result" of the requirement.

97. See Levitt and March (1990) and March (1994) for discussions of organisational learning
and innovation.

98. For example, as discussed below, the Government ran a trial of a new method of funding
teachers' salaries but, as the authors of the programme's evaluation note in their report,
"The participating schools self selected and at the beginning of the trial 94 per cent of these

benefited financially as a result of being included. Because this is so unrepresentative of the
national situation, the results of this research cannot be generalised to all New Zealand

schools" (Hawke and Hill 1994, p. 1).

99. Holmes and Shand (1995), Irwin (1995) and Laking (1994). Because outcomes are affected

not only by the output or programme being reviewed, good evaluations must somehow

isolate their effect, which requires the collection of new data and application of new
techniques.

100. For an introduction, see OECD (1995c).

101. Irwin (1995).

102. Irwin (1995), Scott and Gorringe (1989).

103. In terms of Hirschman's (1970) analysis, such measures aim to improve the operation of
voice.
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104. Turton (1994) and Foreign and Commonwealth Office (no date) briefly describe the United

Kingdom's Citizen's charter and the latter provides further references. OECD (1994^) and
(1995c) discusses the issue more generally.

105. See OECD (1995c). Scott and Gorringe (1989) argue that there is likely to be a bias against

contracting out in public agencies that needs somehow to be to counteracted.

106. Other government services include defence as well as law and order.

107. Oxley and MacFarlan (1994, p. 62), Minister of Finance (1995, p. 1 10).

108. The reforms were outlined in the 1992/93 Survey of New Zealand.

109. See Minister of Health (1991), Minister of Finance (1991).

1 10. Oxley and MacFarlan (1994, p. 18).

111. A RHA might, for example, contract a CHE to perform 1 000 hip replacements in the

coining year at a cost of x dollars. It might, however, also purchase all the required hip

replacements for an agreed annual cost or contract general practitioners to provide primary

health care services to patients, offering each of them a certain payment per enrolled client.

112. Minister of Health (1991, p. 27).

113. Oxley and MacFarlan (1994, p. 50).

1 14. Minister of Finance (1991, p. 11), Office of the Minister of Health (1991, p. 2).

115. Among other things, adjustments have been made for the transfer of Disability Support

Services and other functions to the health budget.

116. Nahkies (1995, p. 16) writes, "Area Health Boards in recent years managed growing

deficits by disposing of the 'family silver' (e.g. surplus property) and by simply not

spending on plant and equipment maintenance and replacement, staff training nor on any

other form of 'discretionary' activity. Many CHEs also inherited expired employment

contracts and the accompanying pent-up pressure for renegotiation upwards".

1 17. The volume of unadjusted inpatient discharges does not show any increase between 1989/90

and 1992/93. If an adjustment is made for "the relative complexity of cases" treated,

however, volumes did increase (Ministry of Health 1995, p. 106). Adjusted volumes appear

to be a better indicator of performance. Day patient discharges, for which no adjustment is

given, also increased. Between 1990/91 and 1991/92, nominal expenditure in Vote Health

fell by about 0.5 per cent; in the next year, it rose by about 1.5 per cent.

118. Hawkins (1995).

1 19. Ministry of Health (1995, p. 7). See also Wilson (1995, p. 12).

120. Ministry of Health's "Quarterly Performance Report on PHC and RHAs for April to
June 1995".

121. Ibid.

122. OECD (1994c, p. 76). In New Zealand, the new pharmaceutical purchasing agency,

PHARMAC, also aims at encouraging competition between providers and thus reducing the

growth of expenditure on pharmaceuticals.

1 23. Oxley and MacFarlan ( 1 994).

124. OECD (1994c).
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125. OECD (1993, p. 85).

126. The reforms also address the problem of government agencies having unclear goals and

accountability. See, for example, Minister of Education (1994).

127. For historical reasons, kindergartens get a higher rate of subsidy. The Government plans to
pay a higher per-child subsidy to providers that meet higher quality standards.

1 28. There is an exception, however, for some schools with full rolls, and sometimes, of course,

there may be no more than one school nearby.

129. Teachers also have one representative on the Board, which may have between three and

seven representatives elected by parents. The elected members may also co-opt others
(Minister of Education 1994, p. 22.)

1 30. At the time of writing, about 9 per cent of schools, covering about 1 0 per cent of pupils, had
chosen this option.

131. It is also taken into account whether the student is a school leaver or not.

132. The proportion of school students who stay until the "sixth form" (when they are typically
sixteen years old) increased, for example, from 57 to 81 per cent between 1984 and
1994 (Ministry of Education, 1995). The share of 18 to 24 year olds involved in education

increased from about 20 per cent in 1985 to 30 per cent in 1994. Between 1986 and 1994,

that of the labour force with university degrees has risen from 6 to 12 per cent, while the

proportion with no educational qualifications at all has fallen from 36 to 25 per cent.

133. See OECD (1993).

134. According to a Secondary Principals Association Survey, 60 per cent of area and secondary

schools are running deficits on their activities grants, and expenditure on maintenance is

declining significantly. The situation in the primary sector is more positive, however.

135. In its 1994/95 Annual Report, the Education Review Office notes, however, that it "remains

unproven" whether parents can "be relied upon to have the most powerful incentives to

demand high quality education" as assumed by the reforms. Moreover, it considers that

"parents may lack the information, confidence, experience and skill required to analyse
their own expectations and translate these into effective and appropriate forms of demand".

136. For a brief description of such reforms, see OECD (\994d). Sweden's recent experience

with the incorporation of private schools in to the publicly funded system may be useful in

this regard.

137. Education Review Office (1995).

138. At present, the Government's Education Review Office examines all schools every three

years or less and publicises its conclusions. In addition, comparative data on achievement at
secondary school level are published yearly.

139. It has been argued that decentralised systems would create problems for disadvantaged

students, because the best schools will take the best students. Good students may leave the
less-effective schools, making them less effective still.

140. The Government currently increases schools* per-student funding according to estimates of

the proportion of poor families in the school's geographical area, and it is testing a

147



programme that would give poor families subsidies to send their children to private schools.
Either or both of these programmes could be extended.

141. The Government currently plans to increase the number of places it subsidises in the main
post-compulsory educational institutions from 137 224 in 1994 to 151 784 in 1999.
(In 1991, 1 14 109 places were subsidised.) At the same time, it intends to reduce its funding
per student, but the increase in places is greater, so that total funding is expected to grow.

142. Homer (1989), which is also the source of the other information in this paragraph, except
where noted.

143. There are now 92 local authorities in total.

144. New Zealand Business Roundtable (1995, p. viii).

145. Previously, some lower-level positions had been political appointments.

146. New Zealand Business Roundtable (1995, p. viii). There are, however, exceptions, such as

port/airport operations, where significant changes have occurred from their corporatisation.

147. Ibid.
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Annex I

Estimating potential output and the output GAP

Estimating potential output for New Zealand is problematic. This is mainly because
the extent of structural change over the past decade has been so great that all time series
methods, which to some degree involve extrapolating past trends and/or utilising relation¬
ships estimated on historical data, are likely to be unreliable. Nevertheless, some estimate
of potential output and the implied output gap is essential in forming any judgement
about the appropriate stance of macroeconomic policy.

The OECD production function method

The method currently adopted by the OECD Secretariat for deriving potential output
for most countries,1 is based on a production function approach. Table Al, which
summarises the contributions to growth from increases in labour and capital, and meas¬
ures of partial and total factor productivity (tfp) with respect to these inputs, shows that
there is as yet no clear sign of an improvement in tfp growth in New Zealand in the
period since 1985, when the structural reforms began. However, this conclusion has to be
qualified in at least two respects, both of which also highlight difficulties in applying a
production function based technique to derive potential output.

- Firstly, the overall figure for tfp growth since 1985 of only 0.9 is dominated by
the 0.3 per cent per annum increase during the cyclical downturn of 1987-92,
whereas tfp growth at 2.3 per cent per annum in the expansion period since
1992 surpasses the performance in the previous cyclical upturn. This represents a
problem for any production function method, which involves smoothing actual tfp
growth, because it is not clear whether the recent strong rise in tfp should be
filtered out as being cyclical or taken as evidence of a trend improvement.2

- Secondly, whatever data there exists on the capital stock is unreliable,3 because
reforms are likely to have led to an acceleration in scrapping which is difficult to
quantify. This problem may be further aggravated by the treatment of computing
investment in the national accounts.4 Both these factors are likely to mean that
estimates of total factor productivity and capital productivity are biased down¬
wards significantly.
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Table Al. Sources of real GDP growth1

O business cycle
Prc-rcform

1978-85

Post-reform

1985-95 Expansion Contraction Expansion-
1979-87 1987-92 1992-95

Average percentage rates of growth
Real GDP 2.4 1.8 2.5 0.1 4.8

Labour quantity 0.6 -0.2 0.4 -1.8 2.7

Capital quantity 2.5 2.3 2.5 2.3 2.1

Total factor productivity 1.2 0.9 1.3 0.3 2.3

Labour productivity 1.8 1.9 2.0 1.9 2.0

Capital productivity -0.1 -0.6 0.0 -2.2 2.7

Percentage point contributions to growth
Labour quantity 0.4 0.0 0.3 -1.1 1.6

Capital quantity 0.8 0.9 0.9 0.9 0.8

Total factor productivity 1 .2 0.9 1.3 0.3 2.3

Real GDP 2.4 1.8 2.5 0.1 4.8

1 . March years.

2. Reflects year to March 1995 in current expansion period (peak and trough are not yet determinable).
Source: "New Zealand's Economic Growth: Fantastic. Feeble or Further Progress needed?", V.B. Hall. Economics Group,

Victoria University, Wellington, March 19%.

A further difficulty of applying the OECD production function technique to derive
potential output for New Zealand is that it relies on estimates of the Non-Accelerating
Inflation Rate of Unemployment (NAIRU). The most common basis for such an estimate
is some empirical relationship between wages and unemployment. However, as discussed
in Chapter III, it is hard to discern any relationship between wages and unemployment in
the pre-Employment Contracts Act (ECA) period, and although it seems more likely to
exist in the post-ECA period, there are insufficient observations to provide any reliable
statistical estimates.

An alternative method utilising information on inflation

In order to overcome some of the difficulties described above, in particular the
absence of reliable estimates of the capital stock and the NAIRU, an alternative method
has been applied to derive potential output and the output gap. This method, based on that
described in Laxton and Tetlow (1992), involves the use of a bivariate filter which

smoothes output but also incorporates information on movements in inflation, on the
assumption that if output is above potential output, then there will be upwards pressure on
inflation, and vice versa. It is also one of the techniques preferred by Gibbs (1995) who
surveys a range of methods of calculating potential output and their application to
New Zealand.
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The method starts with an initial estimate of potential output which is derived from a
Hodrick-Prescott (HP) filter, which minimises the sum of squared deviations of (logged)
output, y, from its trend {i.e. potential output), x, subject to a smoothing factor X, which
penalises squared variations in the growth of the trend series. Thus, X is chosen so as to
minimise the expression:

Yhp = Ï (y,-x,)2 + a.Z[(T1+1-T,)-(T, - x,.,)]2, (1)

where X is here set to the commonly used value of 1 600. The resulting series is then used
to provide an estimate of the output gap (y, - xt) in estimating a reduced form equation
for inflation which takes the form:

7i, = Jt;- p(L)(y, - x,) + e (2)

where Jt is the quarterly rate of CPI inflation (excluding interest rate and GST effects),
Jf* is expected inflation (which is here proxied by a fourth order autoregressive function of
lagged inflation), P(L) is a fourth order polynomial in the lag operator and e is the
equation residual. Having obtained an initial estimate of |3(L), the HP minimisation
criteria (1) is modified to include the residual sum of squares Ze^ and a new estimate of
potential output is derived. The latter is then used to re-estimate equation (2) to obtained
revised estimates of P(L), which are then included in the modified HP minimisation
criteria. This iterative procedure is followed until the estimated values of P(L) converge,
at which point the values of x are taken as estimates of potential output.

There are advantages from following this procedure over the standard production
function method in estimating potential output for New Zealand: firstly, no estimates of
either the capital stock or the NAIRU are required; secondly, despite the fact that no
estimate of the NAIRU is necessary, information on movements in inflation can be
utilised, which may be particularly important if it is possible that reforms have led to
relatively marked changes in trend tfp growth. By taking into account the fact that
inflation has generally been falling over the reform period, the estimates of potential
output are increased. This is illustrated in Figure Al, which compares estimates of
potential output and the output gap from both a simple Hodrick-Prescott filter and from
the bivariate filter, described above (both with X set to 1 600). According to the bivariate
filter, it was not until mid- 1994 that output exceeded potential output and the magnitude
of the positive output gap in 1995 Q2 was less than 1 per cent. Conversely, according to
the Hodrick-Prescott filter, output exceeded potential output in mid- 1993 and the magni¬
tude of the positive output gap in 1995 Q2 was more than 2 per cent. The results from the
bivariate filter suggest that the growth rate of potential output in 1994 and 1995 is in the
range of 3 to 3'/2 per cent per annum, which is similar to that found by Gibbs (1994)
when using a similar method and value of X, and might be compared to an estimate of the
average potential growth rate of about 2 per cent per annum for the pre-reform period
of 1977-84.

However, it should be emphasised that the method described above involves consid¬
erable judgement (not least in the choice of the smoothing factor, X, as demonstrated by
Gibbs 1994). Nevertheless, utilising information on recent inflation trends tends to sug¬
gest that currently both the magnitude of any positive output gap is smaller and the
growth rate of potential higher than is obtained from more conventional methodologies.
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Figure A1 . MEASURES OF POTENTIAL OUTPUT
AND THE OUTPUT GAP
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Annex II

Changes to government accounting procedures

New accounting standards were introduced for government departments in the late
1980s and made mandatory for the whole of government for fiscal forecasting purposes
by the Fiscal Responsibility Act in 1994. According to this Act, in every budget the
Government is now obliged to present three-year projections of a new set of financial
statements, which include an operating statement, a statement of cashflows and a balance
sheet. The aim of the change is to provide more information about the medium-term fiscal
stance and increase both the transparency and credibility of the public accounts by
adopting generally accepted accounting practice (GAAP), i.e. standards commonly
applied in the private sector. In order to highlight the differences between GAAP and the
more traditional representation, government accounts for the same financial year,
1992/93, are compared below under both approaches (see Table A2).

Under the traditional representation of the government fiscal position, the primary
indicator was the "financial balance" [line (G7) in Table A2], which is the difference

between two large cash flows: tax and non-tax receipts (G3); and financial net expendi¬
ture (G6), which includes operating payments (net of revenue from sales or user charges)
and net purchases of physical assets. The "adjusted financial balance" (G9) was used to
provide a more informative comparison of forecast and actual results, by removing items
not included in the forecasts (mainly exchange-rate gains on foreign reserves). Under
GAAP, the measure most closely related to the financial balance is "net cash flows from
operations" (CI) from the statement of cash flows. These two measures differ in
Table A2, but it is mainly because the reporting entities are different. The GAAP series
includes the Reserve Bank and the Crown's (i.e. Government's) interest in state-owned

enterprises and Crown entities.

Although the statement of cash flows continues to provide information on the cash
financing requirement, under GAAP the primary focus of the Government's fiscal posi¬
tion has shifted to the "operating balance" (09), i.e. the difference between reve¬
nue (03) and expenses (07) in the operating statement. Revenue is separated into two
categories: revenue levied through the Crown's sovereign power to tax (02) and revenue
raised from operations (01). The main difference between the operating balance and the
net cash flow from operations is that the former is calculated on an accrual basis rather
than a cash basis. Under accrual accounting all expenses, revenue, borrowing and lending
are recorded when they are earned or incurred, regardless of when the cash payment is
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Table A2. Alternative representations of government accounts for 1992/93

GENERALLY ACCEPTED ACCOUNTING PRACTICE TRADITIONAL GOVERNMENT ACCOUNTS

NZ$ NZ$

million million

OPERATING STATEMENT

Revenue Receipts
(01) Revenue from Crown's Sovereign

power

25 963 (Gl) Taxation receipts 25 980

(02) Revenue from operations 3 872 (G2) Non-tax receipts 1 649

(03) Total revenue 29 835 (G3) Total receipts 27 629

Ratio to GDP (per cent) 38.2 Ratio to GDP (per cent) 35.3

Expenses Financial net expenditure
(04) Functional expenses 27 172 (G4) Functional expenditure 25 519

(05) Finance costs 3 961 (G5) Debt servicing 3 899

(06) Net foreign exchange loss/(gain) 296

(07) Total expenses 31429 (G6) Total financial net expenditure 29 418

Ratio to GDP (per cent) 40.2 Ratio to GDP (per cent) 37.6

Revenue less expenses
(08) Net surplus from SOEs and

Crown entitites

775 (G7) Financial balance (1 789)

(G8) Currency realignment (34)

(09) Operating surplus/(deficit) (819) (G9) Adjusted financial balance (1 823)

Ratio to GDP (per cent) (1.0) Ratio to GDP (per cent) (2.3)

BALANCE SHEET

Assets (G7) Financial balance (1 789)
(Bl) Current assets 12 558 (G10) Lending minus repayments 1 782

(B2) Non-current assets 39 649 (Gil) Surpius/(deficit) before (7)

borrowing
(B3) Total assets

Liabilities

52 207 Ratio to GDP (per cent) 0.0

(B4) Current liabilities (17 958)
(B5) Non-current liabilities (41 944)

(B6) Total liabilities (59 902)

(B7) Crown balance

STATEMENT OF CASH FLOWS

(7 695)

(CI) Net cash flow from operations (1 201)

(C2) Net cash flow from investments (50)

(C3) Net cash flow from operations
and investments

Financed by

(1 251)

(C4) Net cash flows from financing 986

(C5) Net movement in cash 265

(C6) Total financing 1 251

Source: Financial Statements of the Government of New Zealand for year ended 30 June 1993.
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made. In practice, the most important non-cash revenues or expenses included in the
operating statement have been for depreciation, unrealised foreign exchange gains or
losses, changes in the pension liabilities of public employees, changes in working capital,
and changes in the valuation of forests owned by the Crown (see Table A3, which

Table A3. Reconciliation between financial balance, net cash flows from operations,
and operating balance

1992/1993

(NZ$

million)

(Per cent

of GDP)

-1 789

-34

-1 823

-23

-0.0

-2.4

-287

-679

392

-0.4

-0.9

0.5

174

174

0.2

0.2

161 0.2

144

17

0.2

0.0

(G7) Financial balance

(G8) Plus: currency realignment
(G9) Adjusted financial balance (AFB)

Minus: Items included in AFB but not in net cash flows from operations
Purchase of physical assets
Sale of physical assets

Plus: Items included in asset sales and purchases above but not in AFB
Sale of assets to Crown research institutes and other Crown entities

Plus: Items included in net cash flows form operations but not in AFB
Cash flows from operations attributable to RBNZ and housing agency

account

Other operating revenue

(CI) Net cash flows from operations -1 201 -1.6

Plus: Items included in operating balance but not in net cash flows from
operations 382 0.5

Non cash expenses
Unrealised losses arising from changes in the value of commercial forests
Net losses on foreign exchange
Depreciation
Writedown of Fletcher Challenge Limited shares
Net deficit attributable to SOEs and Crown entities

Movements in pension liabilities
Other non cash items

Movements in working capital
Decrease in taxes receivable

Increase in payables
Decrease in other receivables

Decrease in inventories

Other deductions

Gain on sale of Bank of New Zealand

Asset sale clawbacks

Loss on sale of assets

Other investing and financing items

(09) Operating balance -819 -1.1

Source: Financial Statements of the Government of New Zealand for the year ended 30 June 1993.
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-287 -0.4

766 1.0

-309 -0.4

-839 -1.1

-74 -0.1

775 1.0

-664 -0.9

58 0.1

344 0.5

-16 -0.0

413 0.5

-64 -0.1

11 0.0

325 0.4

283 0.4

183 0.2

-99 -0.1

-42 -0.1



provides a reconciliation of the financial balance, net cash flows from operations and the
operating balance).

Whereas the operating statement gives a measure of the Government's financial
performance by matching its revenue and expenses, the statement of cash flows sum¬
marises the cash transactions of the Government. This statement discloses how the

Government's operating and investing activity has left a residual which can be either
financed through borrowing or made available for the repayment of debt. This statement
has continued to be closely monitored by the capital markets. An illustration of the
different information provided by each of the GAAP financial statements is the treatment
of capital expenditure. In the operating statement, the purchase of a physical asset is
reported through an annual depreciation charge which allocates the cost over the eco¬
nomic life of the asset, thereby matching the cost to the benefits received from the asset.
In the statement of cash flows, the purchase will be shown as an outflow under investing
activity in the year the payment is made. In the balance sheet, the change in the financial
position is represented by a reduction in one asset, cash, while the amount shown for
physical assets increases by a commensurate amount. Under the traditional accounting
system, financial net expenditure included some capital expenditure, such as the net
purchase of physical assets by government departments, but the additional information
was not provided.

A positive operating balance affects the balance sheet by either adding to the
Crown's assets (B3) or reducing its liabilities (B6). In accordance with GAAP, the
balance sheet includes not only financial assets and liabilities, but also non-financial
assets (such as buildings and roads) and liabilities (such as unfunded pension liabilities of
public employees). The valuation of the assets and liabilities is complex and in some
cases problematic. Inventories and investments are recorded at net current value or cost.
Physical assets, land and buildings are entered at the best estimate of their net current
value, and roads and military equipment at their depreciated replacement cost. However,
no allowance is made for the government's ability to tax on the asset side, in part because
of the problems of valuation. Moreover, although future pensions of government
employees are included under liabilities, future payments of pensions to the general
public as well as other welfare benefits are not taken into account, because of accounting
concepts regarding measurement and reliability. Given the many problems which are
apparent in valuing the Crown's assets and liabilities, the interpretation of the level of the
overall Crown balance (B7) is unclear, although the Treasury is undertaking work on this.
Nevertheless, as discussed below, monitoring how it changes from year-to-year does
provide additional information not available under traditional cash-based reporting.

Overall, the additional information which the new accounting procedures provide
should encourage a greater focus on the long-term sustainability of fiscal decisions. This
can be illustrated by contrasting how, for the three different examples below, a fiscal
measure would be reflected in the government accounts under both the old cash-based
system and the GAAP system:

- Raising government employees' pension benefits in the future may appear less attrac¬
tive under an accrual accounting system, because the costs of accrued future pensions
would be immediately recorded as employees' work and so as an expense in the
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Figure A2. A COMPARISON OF CASH
AND ACCRUAL-BASED FISCAL MEASURES1
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operating balance, rather than being recorded as expenditure only in the year in which
the pension is actually paid out, as under a cash-based accounting system.

- A short-sighted approach to reducing a (cash) deficit which relied on cutting capital
expenditures would be very transparent under an accrual-based system: there would be
no direct effect on the operating balance and it would be reflected in a reduction in
fixed assets recorded in the balance sheet.

- Similarly, an attempt to reduce a (cash) deficit by privatising State-owned enterprises
would show up immediately in the balance sheet, and not lead to any direct improve¬
ment in either the operating balance or the overall Crown net worth.

The change in accounting systems means that there is a break in the series in
government fiscal data, although there are three years, 1991/92 to 1993/94, when
accounts have been produced on both a cash and accrual basis. As argued above, there is
quite a close correspondence between the "new" measure of net cash flows from
operations and investments and the "old" measure of the financial balance, since both
are cash-based (Figure A2). However, there can be major differences between the accrual
and cash-based measures of expenditure and revenue, as well as between the cash-based
financial balance and the GAAP measure of the operating balance, due for example to the
inclusion of depreciation, unrealised exchange rate gains and other non-cash expenditures
in the accruals-based indicators.

Finally, it is interesting to speculate what difference adopting this style of budget
presentation would make in other OECD countries. Clearly, the additional information
which is provided would, in a number of situations (as described in the examples above),
lead to greater transparency in government fiscal actions, and hence possibly lead to a
greater emphasis on their long-run sustainability. The biggest potential impact would
arise if future unfunded pension liabilities were to be recorded in the government
accounts - although it should be noted that even New Zealand only accrues the pension
liabilities of public employees and not of the general population. If a measure of the
unfunded liability of the wider definition of pensions was to be included, then the budget
situation in many OECD countries (particularly in Continental Europe) would appear
even more difficult than under present accounting methods.
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Annex HI

Econometric evidence of structural changes in the labour market

This annex reports the estimation of the wage and employment equations, which are
used to examine whether there is any evidence of structural change in the labour market
following the introduction of the Employment Contracts Act (ECA), and which are
referred to in Chapter III. Given the relatively small number of observations available in
the post-ECA period, any conclusions drawn from these results should be regarded as
being tentative.

The wage equation reported in the first column of Table A4 shows that over the pre-
ECA period real wage growth responded to skill shortages, as signified by a positive
statistically significant coefficient on the skill shortage variable "SKILL". However,
when the equation is estimated over the full sample, the effect from the SKILL variable is
negligible in the post-ECA period, as signified by the fact that the coefficient on a
variable which is the product of the SKILL variable and a post-ECA dummy gives a
coefficient which is about equal in magnitude and opposite in sign {i.e. negative) to the

Table A4. Estimation results for the change in real wages

Dependent variable: A (w-p)
Estimated by Ordinary Least Squares (t-ratios in brackets)

Sample estimation Period: 1980Q2-1991Q2 1980Q2-1995Q2

Constant (x 100) 0.2831 (1.5) 0.1775 (1.3)

A [p - p(-4)) -0.4589 (-5.1) -0.4752 (-5.7)
SKILL (-2) 0.0139 (2.0) 0.0158 (2.5)
ECA x SKILL (-2) - -0.0161 (-1.8)

FREEZE (x 100) -1.3757 (-4.0) -1.2855 (-4.2)

R-Squared 0.7865 0.7560
S.E. of Regression (x 100) 0.7528 0.8795
Serial Correlation F(4,34) = 0.41 F(4,49) = 0.46
Functional Form F(l,37)=).21 F(l,52) = 2.33

Normality X2 (2) = 1.81 x2 (2) = 2.24
Heteroscedasticity F(l,43) = 1.38 F(l,59) = 2.43

Note: Seasonal dummies for the pre-ECA period were included in both equations but are not reported in the table.
Source: OECD Secretariat.
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coefficient on the SKILL variable (so the two effects combined, cancel each other out in

the post-ECA period). In order to consider the counter-factual case of what real wage
growth might have been in the absence of the ECA (as illustrated in Figure 20) the
equation in the first column of Table A4 is used to project real wage growth out-of-
sample.

The estimated equation shown in Table A5 explains employment in terms of real
GDP (with an imposed long-run elasticity of unity) and real wages (with an uncon¬
strained long-run elasticity of about -0.44). Of particular interest is the coefficient on the
change in real output, since this provides some indication of the short-run responsiveness
of employment. In order to examine the effect of the ECA on the responsiveness of
employment, this dynamic output variable is split into two variables: one for the pre-ECA
period (AqPRE) and one for the post-ECA period (AqECA). To the extent that there has been
no structural change following the introduction of the ECA, the coefficients on these two
variables should be similar. In practice, the coefficient on the post-ECA variable is
higher, at 0.31, than that on the pre-ECA variable at 0.10. Moreover, a Wald test rejects
the hypothesis that the two coefficients are the same at the 10 per cent significance level
(X2(l) = 3.09). This suggests that employment responds more quickly to a change in
output in the post-ECA period than in the pre-ECA period: in the former case the
equation suggests that median lag of employment with respect to output is just over
2 quarters, whereas in the latter case it is between 4 and 5 quarters.

Table AS. Estimation results for the change in employment

Dependent variable: An
Estimated by Ordinary Least Squares over the period 1986Q3 to 1995Q2

Coefficient (t-ratios in brackets)

Constant

A n (-1)

AqFKE
AqECA
A(w-p)
(n-q) (-1)
(w-p) (-1)

R-Squared
S.E. of Regression (x 100)

Serial Correlation

Functional Form

Normality
Heteroscedasticity

0.0409 (0.4)
0.3637 (3.4)
0.1012 (1.4)
0.3084 (3.6)

-0.1065 (-1.5)
-0.0934 (-3.2)
-0.0411 (-1.4)

0.8244

0.3739

F(4,24) = 0.21
F(l,27) = 1.69

Z2(2) = 0.80
F(l,34) = 4.04*

Note: A dummy variable for the quarter 1987Q1 was also included in the regression, but is not reported in the table above.
Source: OECD Secretariat.

165



Key to variables used in Tables A4 and A5:

All lower case variables are logged and A denotes the first difference operator.
Letters in brackets denote Statistics New Zealand's variable codes.

Hourly earnings in the private sector (QESQ.SDSHSB).
Producer price index of output for all market groups (PPIQ.S02).
Total employment (HLFQ.SII3).
Real GDP, output measure (SNBQ.SY299).
Skill shortage variable is the net percentage of respondents who perceive it to
have become more difficult to find skilled labour as reported in the Quarterly
Survey of Business Opinion
A dummy variable taking the value zero up until the introduction of the
Employment Contracts Act in 1991 Q2 and unity thereafter.
A dummy variable for the wage and price freeze, taking the value unity in
the periods 1982 Q3 to 1984 Q4 and zero elsewhere.

w:

P

n

y:

SKILL:

ECA:

FREEZE:

Details of diagnostic tests reported in Tables A4 and A5:

Serial correlation:

Functional form:

Normality:

Heteroscedasticity:

A Lagrange multiplier test for up to fourth order serial correla¬
tion.

Ramsey's RESET test using the square of fitted values.
Jarque-Bera test for normality of the residuals, testing skewn-
ess and kurtosis of residuals.

Based on the regression of squared residuals on squared fitted
values.

The failure of any test at the 10 per cent or 5 per cent significance level is denoted by one
and two asterisks, respectively.

T-ratios are reported along-side the coefficient estimates in brackets. In some cases,
because of restrictions imposed on the coefficients, the t-ratios are not available (denoted
by "n.a.").
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Annex IV

Effects of corporatisation and deregulation

This annex summarises some of the evidence referred to in Chapter IV on the likely
effects of corporatisation and deregulation on the enterprises' output, employment, prices,
product quality and overall financial performance, as well as on social goals.

Available empirical results do not generally allow to distinguish clearly between the
effects of corporatisation and deregulation, since they happened at roughly the same time.
And, indeed, they do not usually control for other changes, such as improvements in
technology. Most studies conclude that commercial performance improved after
corporatisation and deregulation for most State-owned enterprises (SOEs) by looking at
time series of data covering the period before and after corporatisation.

Figure A3 depicts changes in employment and a measure of output in some large
SOEs. These results appear to be typical.5 According to one study,6 employment fell by
53 per cent between 1987 and 1992 in "seven of the large SOEs" while in "all but one
or two of fourteen studied SOEs productivity increased".

Prices appear often to have fallen in real terms after corporatisation while output
quality has, where there is evidence, generally increased. For instance, the real price of
electricity dropped from 4.90 cents per kWh in 1988 - the first year after establishment of
Electricorp - to 4.70 cents in 1990 (expressed in March 1987 dollars).7 Real coal prices
increased in the pre-corporatisation period and declined thereafter.8 In telecommunica¬
tions - at least over a period including both corporatisation and then privatisation - prices
fell and, overall, quality seems to have risen.9 In the post office, prices for bulk mail to
households were cut by 30 to 50 per cent in the first two years after corporatisation. The
price of sending a single standard letter has decreased in real terms, recently being
reduced from 45 to 40 New Zealand cents, and appears to be among the lowest in the
OECD (Table A6). The quality of service to some customers probably declined as many
post offices were closed, but there are now many more outlets that provide at least some
postal services, such as the selling of stamps.10 Service delivery performance improved
by 5 to 10 per cent, despite an increase in the volume of mail delivered."

One of the main goals of the reforms was to improve the profitability of govern¬
ment-owned businesses, and in this respect they have been successful. According to one
study, "across seven of the larger SOEs, revenue rose by 15 per cent between 1988 and
1992, and after-tax profits quadrupled from NZ$ 262 million to NZ$ 1 023 billion".12
Another study, which examined five SOEs in detail, found that "it is reasonable to
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Table A6. Price of sending a standard letter in selected
OECD countries1

Price in New Zealand cents

New Zealand 45

United States 52

Canada 56

Australia 57

Finland 64

United Kingdom 65
Sweden 72

Switzerland 76

France 79

Netherlands 82

Belgium 84
Italy 89
Denmark 103

Japan 105
Germany 108

1 . The table lists the price of sending a standard letter in selected OECD countries
in 1994, based on the exchange rate prevailing on 31 March 1994.

Source: Statistics New Zealand (1995), p. 279.

conclude that Electricorp, CoalCorp, and Television New Zealand are more profitable
than their predecessor organisations [and] Government Computing Service is less profita¬
ble on average, but operates with much smaller margins and with a much enhanced
operating efficiency".13 It appears also that New Zealand Post and PostBank became
more profitable with corporatisation.14 Although the Government still provides large
effective subsidies to some businesses in general via trade protection (OECD 1994a), the
level of fiscal subsidies to businesses - both private and public - has, because of
corporatisation and other changes, fallen to the lowest level in the OECD, at about 'A per
cent of GDP.15

These indicators by themselves do not permit a full comparison of the pre- and post-
corporatisation policies, since previously the businesses did not have purely commercial
goals, and cannot be judged by their commercial performance alone. The theoretical
rationale for not requiring SOEs to pursue social policies, unless explicitly paid to do so,
was twofold: first, giving businesses both commercial and social objectives can make it
difficult to hold them accountable for either, and, second, social policies are probably
best pursued explicitly, in a decision-making context that facilitates consideration of the
alternative policies and their costs. This is plausible, but empirical evidence to test the
most economically efficient approach is hard to find for New Zealand.

It appears, however, that the cost of the social policies pursued by government
businesses has been high. The increase in Electricorp' s pre-tax profits between 1987 and
1990, for example, was 162 million (in 1987 NZ dollars) or 77 669 dollars for each
"surplus" person employed in 1987. For Television New Zealand, on the other hand, a
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similar calculation gives only NZ$ 1 972 for each "surplus" worker.16 For Telecom,
there is one study that tries to estimate the change in total consumer and producer welfare
after corporatisation, deregulation, and then privatisation.17 Ignoring improvements in
quality, the total benefits of the Telecom reforms were put at around NZ$ 500 to
575 million (in 1987 prices).
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Notes

1. See Giorno et al. (1995).

2. One approach to overcoming this "end-point" problem, suggested by Giorno et al. (1995), is

to add to the current data set projections of output and factor inputs which cover the period to
the end of the current cycle. However, in the case of New Zealand, where there is such a high
degree of uncertainty regarding future growth of potential output this is an unsatisfactory
solution - rather estimates of potential output growth are required to provide informed
projections of output and factor inputs.

3. There is no official capital stock data. The estimates used in Table Al are taken from Phillpot
(1994) and are estimates of the gross capital stock. In New Zealand the growth rate of the
gross capital stock is consistently above that of the net capital stock and provides a further
reason why the estimates of total factor productivity growth in Table Al may appear low by
international standards.

4. Aggregate fixed investment is calculated by using fixed weights derived from 1982/83 prices.
However, the substantial fall in computer prices since 1982/83, implies a disproportionately
large weight for investment in computers, which has also probably dominated the capital
stock growth rate in the post-reform period.

5. Another large SOE, the Forestry Corporation, reduced its staff from 7 070 to 2 770, with no

reduction in log production (Treasury, "SOE Performance", 28 October 1994; note that the

post-corporatisation employment number "includes wage and salary staff and contractors and

their employees").

6. Duncan and Bollard (1992).

7. Spicer, Emanuel, and Powell (1995).

8. Ibid.

9. Boles de Boer and Evans (1995).

10. Statistics New Zealand (1995, p. 279).

11. Scott, Bushnell and Sallee (1990, p. 150).

12. Office of Auditor General of Canada (1994, p. 23), citing "studies carried out by the
New Zealand Institute of Economic Research".

13. Spicer, Emanuel, and Powell (1995). The organisations covered were chosen by the
New Zealand Treasury, who commissioned the study, and the authors note that, in addition to

having different establishment dates, the selected SOEs varied along other dimensions (for
example, in the prior form of organisation ranging from government departments to a
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statutory corporation and in terms of size, industry, and the competitive environments faced

by the company).

14. New Zealand Treasury (1990, p. 90).

15. World Competitiveness Report 1994, p. 361. In the same Report, business executives are

asked whether "Government subsidies ... keep obsolete industries alive [or] are directed

towards future winners", whether "State control of enterprises ... distorts fair competition in

your country [or] does not distort fair competition in your country", and whether "Invest¬

ment in the economy ... is highly directed by government [or] free from government interven¬
tion". On the basis of the answers, the report ranks the New Zealand Government second,

fourth, and first, respectively, out of 41 countries, under each category of questions.

16. Spicer, Emanuel, and Powell (1995). Of the three other SOEs studied in that report, no

calculation is made for Works Corp and CoalCorp, because no time-series data on earnings

before interest and tax are provided and no calculation is made for Government Computing
Service because it increased its employment.

17. Boles de Boer and Evans (1995).
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Annex V

Chronology of main economic events

1994

March

The New York based credit rating agency Moody's raised the government's long-
term debt rating from AA3 to AA2, matching that of Australia's. This compares to
consecutive downgradings from AAA prior to 1984 to AA in October 1984 and AA3 in
August 1986.

The Minister of Finance announced that he expects a broadly balanced budget for
the 1993/94 financial year.

April

The Government announced a small budget surplus for the eight months till the end
of April, almost NZ$ 1 billion ahead of the pre-election forecasts released in
October 1993.

May

The Debt Management Office announced that the bond tender scheduled for May
would be cancelled.

The Government released its Fiscal Update. The financial balance from the 1993/94
fiscal year was projected to be a NZ$ 422 million surplus. The last official forecast,
contained in the October Pre-Election Economic and Fiscal Update, was for a deficit of
NZ$ 1 422 million.

The Debt Management Office announced that the bond tender scheduled for June
would be cancelled because of the improved fiscal position.
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June

The 1994 Budget was presented. The main statements were:

- The estimated adjusted financial balance for the 1993/94 financial year showed a
surplus of NZ$ 527 million. This was projected to rise to NZ$ 730 million in
1994/95 and NZ$ 4 531 million in 1996/97.

- The Crown balance (net worth) was forecast to improve from NZ$ -6 254 million
on 30 June 1994 to NZ$ +3 571 million on 30 June 1997.

- Net public debt was forecast to fall from NZ$ 35 557 million (42. 1 per cent of
GDP) on 30 June 1994 to NZ$ 28 128 million (28.7 per cent of GDP) in
June 1997.

- Funding was increased for the health system and the education and training
systems.

- The favourable fiscal outlook would create the potential for tax cuts once prudent
debt levels were achieved.

October

Audited Crown Financial Accounts were released, showing an operating balance
surplus for the 1993/94 financial year of NZ$ 755 million on an accrual basis
(NZ$ 792 million on the adjusted financial balance basis).

November

The Government announced a NZ$ 1 billion envelope, and other policies, to settle
Treaty of Waitangi claims.

December

Standard and Poor's upgraded New Zealand's foreign currency credit rating to AA
from AA- with a stable outlook. The upgrade reflected the substantial strengthening
which had been achieved in New Zealand public finances against the background of
sustained economic growth, low inflation and structural transformation of the economy.

The Government announced its decision to apply all its fiscal surpluses to eliminate
the Crown's NZ$ 10 billion net foreign-currency debt.

The Government announced its intention to introduce wholesale inflation-indexed

bonds in the 1995/96 fiscal year.
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1995

February

The Minister of Finance released a Budget Policy Statement, which outlined inter
alia pre-conditions that would need to exist before tax cuts could be implemented:

- Net public debt would need to be within 20 to 30 per cent of GDP.
- There should be no risk of a return to deficits in the foreseeable future {i.e. debt

reduction must be sustainable).

- There would be no scope for tax cuts if there were significant risks of strong
inflationary or balance-of-payments pressures emerging.

March

Net public debt fell below 40 per cent of GDP.

May

The Government settled the Tainu claim for NZ$ 170 million (first recognised in
November 1994).

June

The 1995 Budget was presented. The main statements were:

- Rising surpluses are reflected in the net public debt forecast to fall by over
NZ$ 14 billion, or over 40 per cent, by 1997/98 compared with 1994/95. Tax cuts
would be introduced in the year in which net public debt is projected to fall below
30 per cent of GDP. The pre-conditions for tax cuts are that they should not cause
significant risks of strong inflationary pressures, be undertaken in a prudent
manner, and be consistent with ongoing fiscal surpluses and further debt reduc¬
tion. On current projections, debt would fall below 30 per cent of GDP in
1996/97.

- The estimated actual operating surplus in 1994/95 was NZ$ 2 603 million, 3 per
cent of GDP, and was projected to be a surplus of NZ$ 7 809 million, 7.7 per cent
of GDP, by 1997/98.

- Net public debt was forecast to fall from NZ$ 33 152 million (37.9 per cent of
GDP) on 1 June 1995 to NZ$ 18 876 million (18.7 per cent of GDP) in
June 1997/98.
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- Social security and welfare, health and education spending all continued to
increase in response to policy decisions, demographic changes and indexations of
benefits.

- A first multi-year appropriation was introduced to provide for implementation of
the claim settlement envelope over a ten-year period.

August

The Reserve Bank cut its settlement cash target from NZ$ 20 million to NZ$ 15 mil¬
lion, and then to NZ$ 5 million, in order to keep monetary conditions firm.

October

Crown Financial Statements for the year ended 30 June showed the Crown's net
worth had improved to NZ$ -3 159 million from NZ$ -5 628 million a year ago. The
operating balance for the year was a surplus of NZ$ 2 695 million, compared to an
estimated forecast of NZ$ 2 603 million.

November

A first tender of NZ$ 75 million of inflation-index bonds was held.

December

In its Economic and Fiscal Update, the Government announced the size and timing
of the 1996 Budget package, the major elements of which are tax and family assistance
initiatives focused on low and middle-income earners. The cost of the package will be
NZ$ 1.7 billion in 1996/97 and a further NZ$ 1.3 billion in 1997/98.

19%

January

Standard and Poor's raised New Zealand's long-term foreign-currency credit rating
to AA+ from AA because of the country's "prudent fiscal and monetary policies".
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February

Moody's raised the government's debt rating to AA1, reducing the number of
countries rated ahead of New Zealand to nine.

The Government announced that, at the end of 1995, its assets outstripped its
liabilities by NZ$ 1.8 billion. Since the first Crown balance sheet was produced in 1992,
the Government's net worth has improved by nearly NZ$ 10 billion.
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STATISTICAL ANNEX AND STRUCTURAL INDICATORS



Table A. Selected background statistics

A. Percentage change in constant 1982/83 prices
Private consumption
Gross fixed capital formation

Public investment

Private investment

Residential construction

Private non-residential

GDP

GDP price deflator
Employment

Compensation of employees (current prices)
Productivity (real GDP/employment)
Unit labour costs (compensation/real GDP)

B. Percentage ratios
Gross fixed capital formation as per cent of GDP at

constant prices
Stockholding as per cent of GDP at constant prices
Foreign balance as per cent of GDP at current prices
Compensation of employees as per cent of GDP at

current prices
Direct taxes as per cent of household income
Unemployment rate

C. Other indicator

Current balance (billion US dollars)

Average
1986-95

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

1.8 4.6 1.4 2.3 0.8 0.2 -2.0 0.2 3.0 4.4 3.5

5.4 -1.7 1.7 0.2 6.5 -0.6 -16.0 5.2 17.7 23.3 18.0

5.0 -13.8 -4.2 -10.6 13.3 -15.7 -11.8 -12.5 11.3

-4.6 9.0 1.9 12.5 ^1.4 -16.1 10.8 25.7 25.5

-2.9 -4.1 4.5 15.0 2.2 -15.9 6.2 17.3 12.3

-5.1 13.1 1.1 11.8 -6.3 -16.2 12.3 28.1 29.1

1.1 1.0 -0.7 3.9 -1.4 0.1 -3.7 0.3 5.5 4.1 2.2

5.8 14.3 15.3 6.8 7.9 3.2 2.5 2.4 1.5 1.6 2.1

0.5 -0.4 0.8 -3.2 -2.6 0.9 -1.4 0.4 2.0 4.2 4.7

6.2 20.1 14.5 6.1 3.5 2.4 -1.2 0.8 2.6 6.1 6.9

0.6 1.4 -1.5 7.2 1.3 -0.8 -2.3 -0.1 3.5 -0.1 -2.3

5.0 18.9 15.3 2.1 4.9 2.3 2.6 0.5 -2.8 1.9 4.6

27.1 25.0 25.6 24.7 26.6 26.4 23.1 24.2 27.0 32.0 36.9

1.1 0.4 0.2 0.0 2.5 1.3 -0.9 0.9 2.2 2.0 1.7

1.5 -1.4 0.4 3.7 0.6 0.5 3.2 2.0 2.7 2.3 1.0

45.9 49.6 49.6 47.4 46.1 45.7 45.7 44.9 43.0 43.1 44.2

23.5 21.5 21.3 20.6 21.2 19.9 19.5 20.2 20.3

7.3 4.0 4.1 5.6 7.1 7.8 10.3 10.3 9.5 8.2 6.3

-1.7 -1.8 -0.5 -1.6 -1.2 -1.0 -1.2 -0.8 -1.1

Source: Statistics New Zealand and OECD.



Table B. Gross domestic product and expenditure

NZ$ million, current prices

Year ending 3 1 March 1987 1988 1989 1990 1991 1992 1993 1994 1995

Compensation of employees 27 095 30 458 31 869 32 959 33 368 33 001 33 659 34 695 37 416

Operating surplus 16 994 18 039 20 377 21 637 22 139 22 548 23 735 26 603 28 900

Consumption of fixed capital 4 492 5 230 5 764 6 168 6 525 6 884 7 325 7 727 8 279

Indirect taxes 6 735 9 081 9 398 10 848 11 135 10 837 10 787 11 268 11 964

less: subsidies 292 271 180 206 205 241 286 294 255

Gross domestic product 55 024 62 536 67 228 71 406 72 962 73 030 75 220 79 999 86 304

Final consumption expenditure
Private

General government
Increase in stocks

Gross fixed capital formation
Statistical discrepancy

Gross national expenditure
Exports of goods and services

less: Imports of goods and services

Expenditure on gross domestic product

32 962 37 432 40 523 43 455 45 760 45 937 46 974 48 743 52 006

8 930 10 128 11 023 11 733 12 291 12 269 12 658 12 692 12 682

887 503 767 2 083 709 725 1 626 2 147 1 949

12 363 13 382 12 892 14 303 13 795 11 541 12 367 14 712 17 260

0 62 -426 -350 0 238 -291 -694 700

55 142

15 122

15 240

61 445

16 663

15 635

65 206

18064

15 616

71 573

19 154

18 972

72 555

19 935

19 527

70 473

21 519

19 201

73 625

23 698

21 812

78 295

25 104

22 706

83 896

26 924

25 216

55 024 62 474 67 654 71 756 72 963 72 791 75 511 80 693 85 604

Gross domestic product at 1982-83 prices
Index 1982-83 = 100 110.9 112.3 111.3 113.2 112.4 111.7 114.1 120.4 127.6

Source: Statistics New Zealand.



Table C. Gross domestic product by kind of activity

NZ$ million, current prices

Year ending 31st March 1986 1987 1988 1989 1990 1991 1992 1993

Agriculture and hunting 3 060 3 078 3 704 4 156 4 570 3 909 4 486 4 388
Fishing 177 218 232 258 254 237 231 267
Forestry and logging 892 1 039 1 137 1 369 1 415 1 505 1 597 1 904
Mining and quarrying 582 628 589 641 830 1 014 1 084 1 077

Food, beverage and tobacco 2 570 3 284 3 593 3 910 4 015 4 259 4 470 4 512
Textiles, apparel and leather 856 970 923 800 866 814 811 815
Manufactured wood products 718 734 700 715 752 720 723 865
Paper products and printing 1 206 1 341 1 659 1 673 1 826 1 965 1 941 1 859
Chemicals, petroleum, rubber,

plastic 1 318 1 751 1 503 1 602 1 775 1 524 1 476 1 649
Non-metallic mineral products 401 413 405 427 413 424 381 433
Basic metal products 350 333 253 298 459 423 476 649
Fabricated metal products 2 368 2 627 2 800 2 691 2 848 2 601 2 556 2 758
Other manufacturing 134 121 128 144 151 142 122 134
Electricity, gas, water 1442 1712 1765 1982 2 110 2 099 2 094 2 153
Construction 2 551 2 791 2 938 2 991 3 218 2 808 2 396 2 299

Trade, hotels and restaurants 8 494 9 615 9 807 10 412 10 093 11391 10 449 11086

Transpon, storage 2 372 2 810 3 100 3 462 3 708 3 666 3 678 3 734
Communication 1156 1600 2 091 2 126 2 199 2 384 2 521 2 453

Finance, Insurance and real

estate 5 981 7 731 9 496 10 268 10 740 10 574 10 538 10 546

Dwellings 2 756 3 405 4 060 4 907 5 275 5 914 6 213 6 119
Community, social, personal

services 1 766 1 903 2 331 2 614 2 684 2 846 3 122 3 272

Imputed bank service charge -1553 -2 162 -2 847 -2 818 -2 996 -3 000 -2 935 -2 688

Total, market production
groups

Producers of Government

services

Other producers

Total, non-market

production groups

Total, all production groups

Indirect taxes

Gross domestic product 45 777 55 024 62 536 67 228 71 406 72 962 73 030 75 220

Source: Statistics New Zealand.

39 597 45 941 50 368 54 628 57 203 58 217 58 431 60 283

5 136

406

6 359

485

7 195

566

7 873

644

8 414

698

8 612

769

8 469

852

8 599

882

5 542 6 844 7 761 8 517 9 112 9 381 9 321 9 481

45 139 52 785 58 129 63 146 66 315 67 598 67 752 69 764

2 239 4 407 4 082 5 091 5 364 5 279 5 455
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Table D. Labour market

Thousand

Yearly average 1987 1988 1989 1990 1991 1992 1993 1994 1995

Civilian employment, total
of which:

Agriculture
Industry
Other activities

1 557

161

425

965

1 508

156

393

956

1468

151

372

941

1 481

157

364

955

1 461

157

343

957

1 467

159

334

971

1 496

158

351

985

1 559

162

390

1 006

1 632

158

410

1 064

Unemployment 66 89 113 125 168 169 157 138 110

Unemployment rate (per cent
of civilian labour force) 4.0 5.6 7.1 7.8 10.3 10.3 9.5 8.2 6.3

Source: Statistics New Zealand.

Table E. Prices

Yearly average 1987 1988 1989 1990 1991 1992 1993 1994 1995

December quarter 1993 = 1000

Consumer' price index
Food 794 843 915 982 991 992 1 003 999 1 012

Total 794 845 893 948 972 982 995 1 012 1 050

Producer prices (inputs) 797 839 898 940 948 968 992 1 005 1 013

Export prices 828 880 997 983 941 1 019 1 045 1 003 997

Import prices 892 884 954 961 970 1 035 1 031 995 993

Terms of trade 928 995 1 045 1 023 970 985 1 014 1 008 1 004

Source: Statistics New Zealand.
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Notes and coin held by the public
Total transaction account balances

Less: Inter-institutional trans balances

Less: Government deposit

Ml

Total other call funding

Less: other call interinstitutional funding

M2

Total term funding
Less: Inter-institutional term funding
Less: Government deposit

M3

Table F. Monetary aggregate components

NZ$ million, end quarter

1993 1994 1995

Q3 Q4 Q2 Q3 04 Ql Q3 04

1 097 1 198 1 217 1 209 1 217 1 365 1 300 1 314 1 326 1 486

8 719 9 516 9 547 10 367 9 784 9 842 9 502 10 058 9 572 10 449

54 174 271 77 65 25 39 35 152 39

3 3 18 19 18 10 17 18 17 19

9 759 10 537 10 475 11 480 10 918 11 172 10 746 11 319 10 729 11 877

18 101 17 280 19 371 20 021 19 190 18 848 20 268 21 181 21 444 22 487

1 810 1 684 2 495 2 389 1 664 1 194 2 531 1 894 2 174 1 520

26 050 26 133 27 351 29 112 28 444 28 826 28 483 30 606 29999 32 844

45 500 47 033 45 341 43 965 48 334 48 954 50 503 50 898 52 678 53 579

6 325 6 661 6 815 6 292 8 133 6 858 7 945 8 482 7 959 6 923

666 632 546 672 1 420 1 387 1 315 1 088 865 789

64 559 65 873 65 332 66 1 13 67 225 68 151 69 726 71 934 73 853 78 711

Source: Rerserre Bank Bulletin.



Table G. Central government revenue and expenditure

NZ$ million

Year ending June1 1992 1993 1994 1995

REVENUE

Levied through the Crown's Sovereign Power
Direct taxation

Indirect taxation

Compulsory fees, fines, penalties and levies

Total Revenue Levied through the Crown's Sovereign
Power

Earned through the Crown's Operations
Unrealised gains/(losses) arising from revaluation of

commercial forests

Investment income

Sales of goods and services

Other operational revenue

Total Revenue Earned through the Crown's
Operations

TOTAL REVENUE

EXPENSES

By functional classification

Social security and welfare
Health

Education

Core government services
Law and order

Defence

Transport and communications
Economic and industrial services

Primary services
Heritage, culture and recreation

Housing and community development
Other

Finance costs

Net foreign-exchange (gains)/losses

TOTAL EXPENSES

REVENUE LESS EXPENSES

Net surplus/(deficit), less distributions attribuablc

to State-owned enterprises and Crown entities

OPERATING BALANCE

15 371 16 591 17 585 19 843

8 530 9 221 10 120 10 370

159 151 190 225

24 060

-5 149

25 963 27 895

-1 594

775

544

211

30 438

0

1 683

841

762

766

1 646

669

791

-292

1 368

713

499

-65

2 170

667

438

3 286 3 872 2 288 3 210

27 346 29 835 30 183 33 648

12 071 11 479 11 724

4 168 4 602 4 886

4 539 4 627 4 803

1 464 1 723 1 340

1 173 1 150 1 190

1 054 1 049 1 013

781 815 796

744 711 673

372 299 309

310 241 233

260 39 46

236 14 181

4 41 5 3 961 3 788 3 757

1 764 296 -898 -551

32 49 5 31 429 29 639 30 400

3 248

-553

-819 755 2 695

1. From 1992/93 onward, the reporting entity includes all SOEs and Crown entities, as well as the Reserve Bank of
New Zealand.

Source: Financial Statements of the Government of New Zealand.
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Table H. Balance of payments'

US$ million

Exports

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

5 597 5 823 7 217 8 814 8 828 9 183 9 579 9 743 10 458 11 966

Imports 5 631 5 736 6 629 6 664 7 877 8 274 7 504 8 119 8 727 10 598

Trade balance -34 87 588 2 149 951 909 2 075 1 624 1 731 1 368

Services, net -1 659 -1 927 -2 475 -2 741 -2 723 -2 478 -3 396 -2 979 -3 162 -3 412

Balance on goods and services -1 693 -1 841 -1 887 -591 -1 772 -1 569 -1 321 -1 355 -1 431 -2 044

Private transfers, net 128 130 137 148 235 393 438 478 721 979

Official transfers, net -60 -39 -40 ^13 -26 -44 ^15 -55 ^16 -78

Current balance -1 624 -1 749 -1 789 ^187 -1 564 -1 220 -928 -932 -756 -1 143

Net transactions of monetary
authorities -316 2 262 -240 -240 306 994 -1 336 133 -51 455

Miscellaneous official accounts -81 -160 -99 -460 -57 0 0 0 0 0

IMF credit -54 0 0 0 0 0 0 0 0 0

Allocation of SDR's 0 0 0 0 0 0 0 0 0 0

<?
Change in reserves -451 2 102 -338 -701 249 994 -1 336 133 -51 455

a) Gold 0 0 0 10 -10 0 0 0 0 0

b) Currency assets -450 2 098 -327 -721 219 994 -1 354 54 -51 455

c) Reserve position in IMF 0 0 0 11 41 -1 18 78 0 0

d) Special Drawing Rights -1 4 -11 -1 -1 1 0 0 0 0

I. On a settlement basis.

Source: OECD.



Table I. Imports: value, volume, prices and commodity groups

US$ millions

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

Value 5 998 6 134 7 256 7 305 8 776 9 484 8 497 9 205 9 304 11901

Volume index (1989= 100) 82 81 89 82 100 107 97 107 112 130

Price index (1989 = 100) 100 98 93 93 100 101 102 109 108 104

Value of principal commodity groups:
Live animals, beverages and tobacco
Minerals, chemicals and plastic materials
Manufactured goods
Textiles and textiles articles

Metals and articles of metals

Machinary and mechanical appliances 1220 1332 1575 1789 2 014 2 243 1973 2 099 2 215 2 913
Vehicles and aircraft 707 827 1006 819 1368 1477 1033 1387 1200 1841

Source: Statistics New Zealand and OECD.

343 371 451 513 590 584 604 609 664 832

1 639 1 390 1 578 1 597 1 843 2 082 1985 2 073 2 155 2 533

357 390 493 544 622 697 656 740 723 879

346 378 429 414 487 506 502 538 534 678

451 435 545 530 585 576 536 551 552 696



Table J. Exports: value, volume, prices and commodity groups

US$ millions

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

Value 5 732 5 943 7 189 8 807 8 867 9 378 9 759 9 789 10 223 12 185

Volume index (1989 = 100) 98 96 99 103 100 106 117 120 125 137

Price index (1989= 100) 81 79 83 88 100 99 95 102 105 101

Value of principal commodity groups:
Total meat 1 095 1 013 1 242 1 356 1 441 1 483 1 542 1 599 1 582 1 662

Dairy produce 755 744 815 1 050 1 099 1 260 1 347 1 318 1 470 1 660

Fruit, vegetables, prepared food-stuff.
beveraue and tobacco 561 615 792 882 831 920 1 013 1 012 983 1 226

Forest products 363 394 510 697 741 913 983 1 009 1 292 1 497

Minerals, chemicals and plastic materials 425 423 475 645 713 937 1 001 926 986 1 335

Metals and articles of metals 416 408 500 716 763 752 751 683 676 804

Manufactured goods 1 560 1 709 2 167 2 658 2 434 2 298 2 249 2 287 2 550 3 143

Source Statistics New Zealand and OECD.



Table K. Foreign trade by area

USS millions

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

Exports, total 5 732 5 943 7 189 8 807 8 867 9 378 9 759 9 789 10 223 12 185

OECD countries 3 927 4 104 5 163 6 185 6 255 6 453 6 497 6 424 6 565 8 085

EEC 1 180 1 179 1 605 1 662 1 659 1 661 1 618 1 583 1 546 1 902

of which:
Germany 134 156 174 191 189 228 236 240 241 314

France 103 95 133 123 117 94 113 117 119 134

Italy 133 138 165 187 165 163 132 110 116 171

United Kingdom 547 501 684 632 633 666 606 629 621 735

United States 833 960 1 087 1 197 1 164 1 217 1 247 1 209 1 185 1 342

Japan 839 874 1 157 1 558 1 539 1 523 1 564 1 436 1 491 1 868

Australia 934 942 1 128 1 533 1 678 1 797 1 833 1 940 2 043 2 607

Non-OECD countries 1 805 1 839 2 025 2 622 2612 2 925 3 261 3 365 3 659 4 101

Asia 708 811 991 1 420 1 4)8 1 482 1 770 1988 2 082 2 563

Others 1 097 I 028 1 034 1 202 1 194 1 442 1 491 1 377 1 576 1 538

Imports, total 5 448 5 619 6 651 6 691 8 018 8 691 7 768 8 493 8 568 11 014

OECD countries 4 458 4 722 5 549 5 461 6 518 7044 6 216 6719 6 780 8 756

EEC 1 194 1 258 1 532 1 372 1 577 1 673 1 433 1 535 1 516 1 968

of which:

Germany 305 326 381 329 338 408 328 357 375 507

France 86 96 116 104 120 161 174 149 144 191

Italy 97 110 136 121 145 189 191 202 219 239

United Kingdom 504 530 649 577 729 641 508 546 506 690

United States 877 990 1 069 1 122 1 347 1 570 1 299 1 667 1 529 2 119

Japan 1 130 1 201 1 259 1 136 1 456 1 309 1 196 1 243 1 391 1 677

Australia 940 912 1 334 1 447 1 672 1 776 1 731 1 7% 1 841 2 380

Non-OECD countries 989 897 1 102 1 230 1 500 1 647 1 552 1 773 1 788 2 258

Asia 654 651 731 820 945 958 940 1 186 1 210 1 574

Others 336 246 371 410 554 688 6)2 587 577 684

Source: Statistics New Zealand and OECD.



Table L. Production and employment structure

March year

Tradeables

Agriculture, fishing and hunting
Mining and quarrying
Manufacturing

Non-tradeables

Electricity, gas and water
Construction

Trade, restaurants and hotels

Transport, storage and communication
Finance, insurance, real estate and business

services

Community, social and personal services

I. 1982/83 prices.
Source: Statistics New Zealand.

Per cent of GDP1 Per cent ol total employment

1991 1992 1993 1994 1995 1991 1992 1993 1994 1995

9.3 8.9 8.6 8.6 8.2 10.5 11.0 10.7 10.5 10.2

1.9 2.2 2.1 2.2 1.9 0.3 0.2 0.2 0.3 0.3

20.4 20.3 20.8 20.8 21.0 17.2 16.7 16.5 17.3 18.2

3.4 3.6 3.4 3.5 3.5 1.0 0.9 0.7 0.7 0.7

4.6 3.9 3.7 4.0 4.5 6.0 5.2 5.4 5.5 6.0

17.2 17.1 17.1 17.3 17.9 21.0 20.6 21.3 21.0 21.)

11.2 11.8 12.2 12.5 12.7 6.4 6.4 6.1 5.9 6.0

14.1 14.4 14.4 14.2 14.0 9.9 10.6 10.6 10.0 10.3

4.6 4.9 4.8 4.7 4.7 27.2 28.2 28.4 28.6 27.1



Table M. Labour market indicators

Calendar years 1992 1993 1994 1995

A. Labour market performance
Unemployment rate: Total

Male

Female

Youth1

B. Structural or institutional characteristics

Labour Force (per cent change)
Participation rate:2 Total

Male

Female

Employment/population (15 and over)

Employment shares3
Agriculture
Industry
Services

of which: public sector4

Part-time work (as per cent of total employment) 5

Wage or salary earners (per cent of total)

10.3 9.5 8.2 6.3

10.9 10.0 8.5 6.3

9.6 8.9 7.7 6.3

18.5 17.2 15.0 11.8

0.4 1.1 2.7 2.6

63.4 63.3 64.2 64.8

73.2 73.2 73.8 74.3

54.0 53.9 55.0 55.8

56.8 57.3 58.9 60.7

10.8 10.5 10.4 9.7

22.8 23.4 25.0 25.1

66.2 65.9 64.5 65.1

18.3 17.9 17.0 16.1

21.6 21.1 21.6 21.5

78.3 78.4 78.6 78.7

1 . 1 5 to 24 years old.

2. Total labour force as a per cent of population 15 and over.
3. Per cent of total employment.

4. Approximation using QES central and local government non-trading employment as per cent of QES total employment.
This excludes agriculture.

5. Part-time is less than 30 hours per week.
Source: Statistics New Zealand. Household Labour Force Surve
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Table N. Financial markets'

End December

1989 1990 1991 1992 1993 1994

Sector size

Credits distributed by financial
markets/GDP : 1.567 1.724 1.813 1.959 2.042 2.086

Domestic financial assets/GDP3 1.822 2.098 2.171 2.373 2.377 2.381

Internationalisation of markets

Foreign business of the banking sector
Assets4 0.053 0.055 0.040 0.033 0.045 0.040

Liabilities5 0.123 0.133 0.114 0.116 0.127 0.132

Efficiency of markets
Developments of interest rate margin' 3.36 3.42 3.01 3.11 3.00 3.0

All M3 financial institutions.

NZS claims of registered banks and all M3 linancial institutions.
Total assets less foreign currency claims.

Assets: foreign currency claims/total claims.
Liabilities: foreign currency funding/total funding.
Interest rate margin: between registered banks average weighted interest rates for NZS funding and claims.

Table O. The public sector

As percentage of GDP

Year ending June 1991 1992 1993 1994 19941 1995'

Budget indicators
Current receipts (excluding interests) 37.4 35.5 35.6 35.9 36.2 37.9

Non-interest expenditures (financial) 35.3 33.9 33.4 31.3 31.6 30.8

Primary budget balance 2.1 1.6 2.1 4.6 4.7 7.2

Net interest (including net capital transfers) 5.6 4.9 4.5 3.7 4.0 3.4

General government budget balance (adjusted
financial balance/operating balance) -3.5 -3.3 -2.4 1.0 0.9 3.1

Structure of expenditure and taxation
Government expenditure

General expenditure
Education 6.1 6.0 5.9 5.7 5.7 5.5

Transportation 1.1 1.1 0.9 1.0 1.0 0.9

Health 5.5 5.2 5.1 5.0 5.6 5.6

Tax receipts
Personal income tax 18.1 16.8 16.7 16.8 16.5 17.1

Corporate tax 2.4 2.5 3.0 3.9 3.7 4.6

Other indicators

Income tax as a percentage of total tax 63.4 62.1 62.0 63.7 63.5 65.7
Gross public debt as a percentage of GDP 60.5 63.8 62.2 56.7 56.7 50.9

1 . Calculated using accrual basis. It is not possible to reconcile with the previous system.
Source: New Zealand Treasury'. OECD.
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BASIC STATISTICS:

INTERNATIONAL COMPARISONS



Reference

period l
Australia Belgium

BASIC STATISTICS: INTERNATIONAL COMPARISONS

Germany Greece Iceland Ireland Italy Japan Luxembourg Norway Portugal Spain Turkey
United

Kingdom

Population
Total	Thousands 1994 17 840

Inhabitants per sq. km	Number 1994 2
Net average annual increase over previous 10 years 	 ck 1994 1.4

Employment
Total civilian employment (TCE)-	Thousands 1994 7 680(93)
of which: Agriculture	* of TCE 1994 5.3 (93)

Industry	* of TCE 1994 23.7 (93)
Services	% of TCE 1994 71 (93)

Gross domestic product (GOP)
At current prices and current exchange rates 	 Bill. USS 1994 331.6
Per capita	USS 1994 18 588
At current prices using current PPPV	 Bill. USS 1994 327.9
Per capita	USS 1994 18 382
Average annual volume growth over previous 5 years 	 c/c 1994 2.2

Gross fixed capital formation (GFCF)	 1c of GDP 1994 21.4
of which: Machinery and equipment	 % of GDP 1993 9.8

Residential construction	% of GDP 1993 5.2

Average annual volume growth over previous 5 years 	 % 1 994 0.8

Gross saving ratio'	9! of GDP 1994 16.8

General government

Current expenditure on goods and services 	 % of GDP 1994 17.5
Current disbursements''	% of GDP 1993 36.9

Current receipts	9r of GDP 1993 33.5

Net official development assistance	 'k of GNP 1993 0.34

Indicators of living standards
Private consumption per capita using current PPP's' 	 USS 1993 10 803
Passenger cars, per 1 000 inhabitants	 Number 1990 430
Telephones, per 1 000 inhabitants	Number 1991 464
Television sets, per 1 000 inhabitants	 Number 1991 480
Doctors, per 1 000 inhabitants	Number 1993 2.2(91)
Infant mortality per 1 000 live births	 Number 6.)

Wages and prices (average annual increase over previous 5 years)
Wages (earnings or rates according to availability)	 'k 1994 3
Consumer prices	'k 1994 3

Foreign trade
Exports of goods, fob*	Mill. USS 1994 47 363

As % of GDP	* 1994 14.3

Average annual increase over previous 5 years 	 9r 1994 5
Imports of goods, cif*	Mill. USS 1994 49 731

As S of GDP	ci 1994 15

Average annual increase over previous 5 years 	 ck 1994 4

Total official reserves"	Mill. SDRs 1994 7 730

As ratio of average monthly imports of goods 	 Ratio 1994 1.9

" At current prices and exchange rates.
1 . Unless otherwise staled.

2. According to the definitions used in OECD Labour Force Statistics.
3. PPPs = Purchasing Power Parities.
4. Gross saving = Gross national disposable income minus private and government consumption.
5. Current disbursements = Current expenditure on goods and services plus current transfers and payments of property income.
6. Gold included in reserves is valued at 35 SDRs per ounce. End of year.

8 031

96

0.6

3 737

7.2

33.2

59.6

198.1

24 670

162.3

20 210

2.5

24.8

8.7

6.3

3.7

25.3

10 124 29 251 5 206

332 3 121

0.3 1.6 0.2

3 724 (92) 13 292 2 508

2.6 (92) 4.1 5.1

27.7 (92) 22.6 26.8

69.7 (92) 73.3 68.1

227.9 544 146.7

22 515 18 598 28 181

204.2 596.7 107

20 166 20 401 20 546

1.6 1.1 1.9

17.4 18.7 14.8

7.8 6.2 7.2

4.6 6.1 2.9

0.4 -0.1 -2.8

16 17

5 088

15

0.4

2 015

8.3

26.8

64.9

97.2

19 106

82.5

16 208

-1.6

14.3

5.90

3.7

-12.9

16.6

57 960 81 407

106 228

0.5 2.9

21 781 (93) 35 894

5.1 (93) 3.3

27.7 (93) 37.6

67.2 (93) 59.1

1 328.5 1 832.3

22 944 27 826

1 111.8 1 601.7

19 201 24 325

1.1 2.6

18.1 18.5

8.10 7.5

4.9 6.5

-1 0.8

19

15 20.2 25.3 22.4 19.6

48.4 55.3 49 61.1 58.9 51.5

48.6 50.1 43 58.3 52.5 46.8

0.31 0.41 0.46 1.03 0.76 0.66

10 546 12 090 11 863 10 042 8 814 11 395

382 387 469 31) 386 413

432 410 586 577 544 511

478 451 639 536 501 407

2.3 3.7 2.2 2.8 (92) 2.6 (92) 2.8

6.5 8 6.8 5.4 4.4 6.5

5.5 3.7 3.3 3.5 4.8 3.5

3.4 2.8 2.8 2.1 3.3 2.5

44 881 137 259" 165 358 41 850 29 514 235 337

22.7 60.2 30.4 28.5 30.4 17.7

6.7 6.5 7.1 8.3 4.9 5.6

55 071 126 006" 148 297 35 932 23 091 220 508

27.8 55.3 27.3 24.5 23.8 16.6

7.2 5 5.4 6.) -1.3 3.5

11 523 [ 9 505" 8 416 6 203 7 304 17 986

2.5 0.9 0.7 2.1 3.8 1

10 430

79

0.5

3 790

20.8

23.6

55.5

73.1 (93)

7 051 (93)
118

1 450

1.4(93)

17.4(93)
7.8

3.6

2.7 (93)

15.5(93)

267

3

1.1

138

9.4

26.1

65.2

6.2

23 199

5.1

19 271

0.6

15.2

3.9

4.4

-A

16.9

17.7 19.1 (93) 20.6

45.6 51.2 34.9

45.7 40.2 35.9

0.44

10 733 6 367 11 546

480» 169 464

420" 413 527

556 s 197 319

3.2 (92) 3.8 (92) 3

5.8 8.5 4.8

5.2 14.6

3.3 16.2 6.3

422 243 8 958 1 628

23 11.5(93) 26.3

4.4 3.4 2.7

376 566 21 111 1 464

20.6 30.1 (93) 23.6

6.9 5.4 0.7

52 994 9 924 201

1.7 5.6 1.6

3 571 57 190 124 960

51 190 331

0.1 0 0.4

1 168(93) 20 152(93) 64 530

12.7(93) 7.5 (93) 5.8

27.7 (93) 33 (93) 34

59.7 (93) 59.6 (93) 60.2
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7. Data refer to the Belgo-Luxembourg Economic Union.
8. Data refer to western Germany.

9. Refers to the public sector including public enterprises.
10. Including non-residential construction.
Sources: Population and Employment: OECD. Labour Force Statistics. GDP. GFCF. and General Government: OECD. National Accounts. Vol. 1 and OECD Economic Outlook. Historical Statistics. Indicators of living standards: Miscellaneous national publications.

Wages and Prices: OECD. Main Economic Indicators: Foreign trade: OECD, Monthly Foreign Trade Statistics, series A. Total official reserves: IMF. International Financial Statistics.
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EMPLOYMENT OPPORTUNITIES

Economics Department, OECD

The Economics Department of the OECD offers challenging and rewarding opportunities
to economists interested in applied policy analysis in an international environment. The
Department's concerns extend across the entire field of economic policy analysis, both macro-
economic and microeconomic. Its main task is to provide, for discussion by committees of
senior officials from Member countries, documents and papers dealing with current policy
concerns. Within this programme of work, three major responsibilities are:

- to prepare regular surveys of the economies of individual Member countries;
- to issue full twice-yearly reviews of the economic situation and prospects of the OECD

countries in the context of world economic trends;

- to analyse specific policy issues in a medium-term context for the OECD as a whole,
and to a lesser extent for the non-OECD countries.

The documents prepared for these purposes, together with much of the Department's other
economic work, appear in published form in the OECD Economic Outlook, OECD Economic
Sun'eys, OECD Economic Studies and the Department's Working Papers series.

The Department maintains a world econometric model, INTERLINK, which plays an
important role in the preparation of the policy analyses and twice-yearly projections. The
availability of extensive cross-country data bases and good computer resources facilitates
comparative empirical analysis, much of which is incorporated into the model.

The Department is made up of about 80 professional economists from a variety of
backgrounds and Member countries. Most projects are carried out by small teams and last from
four to eighteen months. Within the Department, ideas and points of view are widely discussed;
there is a lively professional interchange, and all professional staff have the opportunity to
contribute actively to the programme of work.

Skills the Economics Department is looking for:

a) Solid competence in using the tools of both microeconomic and macroeconomic
theory to answer policy questions. Experience indicates that this normally requires the
equivalent of a Ph.D. in economics or substantial relevant professional experience to
compensate for a lower degree.

b) Solid knowledge of economic statistics and quantitative methods; this includes how to
identify data, estimate structural relationships, apply basic techniques of time series
analysis, and test hypotheses. It is essential to be able to interpret results sensibly in an
economic policy context.

c) A keen interest in and extensive knowledge of policy issues, economic developments
and their political/social contexts.

d) Interest and experience in analysing questions posed by policy-makers and presenting
the results to them effectively and judiciously. Thus, work experience in government
agencies or policy research institutions is an advantage.

e) The ability to write clearly, effectively, and to the point. The OECD is a bilingual
organisation with French and English as the official languages. Candidates must have
excellent knowledge of one of these languages, and some knowledge of the other.
Knowledge of other languages might also be an advantage for certain posts.



f) For some posts, expertise in a particular area may be important, but a successful
candidate is expected to be able to work on a broader range of topics relevant to the
work of the Department. Thus, except in rare cases, the Department does not recruit
narrow specialists.

g) The Department works on a tight time schedule with strict deadlines. Moreover, much
of the work in the Department is carried out in small groups. Thus, the ability to work
with other economists from a variety of cultural and professional backgrounds, to
supervise junior staff, and to produce work on time is important.

General information

The salary for recruits depends on educational and professional background. Positions
cany a basic salary from FF 305 700 or FF 377 208 for Administrators (economists) and from
FF 438 348 for Principal Administrators (senior economists). This may be supplemented by
expatriation and/or family allowances, depending on nationality, residence and family situation.
Initial appointments are for a fixed term of two to three years.

Vacancies are open to candidates from OECD Member countries. The Organisation seeks
to maintain an appropriate balance between female and male staff and among nationals from
Member countries.

For further information on employment opportunities in the Economics Department,
contact:

Administrative Unit

Economics Department
OECD

2, rue André-Pascal
75775 PARIS CEDEX 16

FRANCE

E-Mail: compte.esadmin@oecd.org

Applications citing "ECSUR", together with a detailed curriculum vitae in English or
French, should be sent to the Head of Personnel at the above address.



MAIN SALES OUTLETS OF OECD PUBLICATIONS

PRINCIPAUX POINTS DE VENTE DES PUBLICATIONS DE L'OCDE

ARGENTINA - ARGENTINE

Carlos Hirsch S.R.L.

Galena Gùemes. Florida 165. 4* Piso

I??? Buenos Aire. Tt'I. Il) 3.11.1787 y 331.2391
lelelax: (Il 331.1787

AUSTRALIA - AUSTRALIE

D.A. Information Services

648 Whilehnrse Koad. POU 163

Mitcham. Vicioria 3132 Tel. I03l 9210.7777

Telefax: 103) 921(1.7788

AUSTRIA - AUTRICHE

Orold & Co.

Graben 31

Wienl Tel. 1(12221 533.50.14

Telefax: (0222) 512.47.31.29

BELGIUM - BELGIQUE
Jean De Lannoy
Avenue du Rul 202 Konineslaan

B-1060 Bruxelles Tel. (02] 538.51.69/538.08.41

Telefax: (02) 538.08.41

CANADA

Renouf Publishing Company I.Id
1294 Alcoma Road

Onawa. ON Kill 3W8 Tel. 1613) 741.4333

Telefax: (613) 741.5439

Stores:

61 Sparks Stiecl
Oll»»a. OS KIP 5RI Tel. 1613) 238.8985

12 Adelaide Srreer West

Toronto. ON M51I IL6 Tel. 1416) 363.3171

Telefax: 1416)363.59.63

Les éditions La Liberté Inc.

3020 Chemin Sainte-Fox.

Saiule-Foy. PO OIX 3V6 Tel. 1418) 658.3763
Teletax: 1418) 658.3763

Federal I"ublications Inc.

165 University Avenue. Suite 701
Toronto. ON M5H 3B8 Tel. 1416) 860.161 1

Telefax: 1416) 860.1608

Les Publications Fédérales

1185 L'niiersiié

Montréal. QC 1I3B 3A7 Tel. |3I4) 954.1633
Telefax: 1514) 954.1635

CHINA - CHINE

China National Publications Import
F.xpori Corporation (CNPIEC)
16 Gongti H. Road. Chaoyans District
P.O. Box 88 or 50

Beijine 100704 PR Tel. (01) 506.6688
Telefax: 101)506.3101

CHINESE TAIPEI - TAIPEI CHINOIS

Good Faith Worldwide InlT. Co. Ltd.

9th Floor. No. 118. Sec. 2

Clump Hsiao E. Road

Taipei lei. (02) 391 .7396/391 .7397
Telefax: 102) 394.9176

CZECH REPUBLIC -

REPUBLIQUE TCHEQUE
Ania Pepas Press Ijd.
Narodni Trida 25

POB825

III 21 Praha I Tel. (2) 242 246 04

Telefax: (2) 242 278 72

DENMARK - DANEMARK

Munksgaard Book and Subscription Service

35. Nom Sogadc. P.O. Box 2148
DK 1016 Kabenhain K Tel. 133) 12.85.70

Telefax: (33) 12.93.87

EGYPT - EGYPTE
Middle Last Observer

41 Sherif Street

Cairo Tel. 392.6919

Telefax: 360-68IU

FINLAND - FINLANDE

AkateciniiKii KirjaLauppa
KesUskaiu 1. P.O. Km 128

«0100 Helsinki

Subseripiion Sen' ices/Agence d'abonnements :
P.O. Box 23

00371 Helsinki Tel. (358 0) 121 4416

Telefax: |358 0) 121.4-150

FRANCE

OECD/OCDF.

Mail OrdersVComrrande:. par concspuiKlance :
2. rue André-Pascal

75775 Pari:- Cedex 16 TH. (33-1) J5.24.82.00

Telefax: (33-1) 4y.ll).42.76

Telex: 640048 OCDE

Internet: Compte. PUBS 1NQ <e oecd.orjt

Older* via Miniiel. France only/
Commandes par Minitel. France exclusheincnl :
36 15 OCDE

OliCD Bookshop/Librairie de l'OCDE :
33. me Octave -Feuillet

75016 Paiis Tel, |33-I> J5.24.BU1

(33-1)45.24.81.67

Dawwin

HP. 40

91 121 Palaiseau Cedex Tel. 69.10.47.00

Telefax : 64.5J.83.26

Documentation Française

29. qu'il Voltaire
75007 Paris Tel. 40.15.70.00

Eiconom.cn

J9. rue Héricart

75015 Paris Tel. 45.78. 12.92

Telefax : 40.58.15.70

Glbcfl Jeune iDruil-heonomie)

6. place Saint-Michel
75006 Pari;. Tel. 43.25.91.19

Librairie du Commerce International

10. avenue d'leiu

75016 Paii:. Tel. 40 73.34.60

Librairie Dunod

(irmcrMic Paris-Dauphine
Place du Martchal-oe-Latire-de-TasMyny
75016 Paris Tel. 44.05.40.13

Librairie Lavoisier

1 1. rue Lavoisier

75008 Pari*

Libiaiiic des Sciences Politique*
30. rue Siini-Cuillaume

75007 Paris

P.U.I;.

49. boulevard Saint-Michel

75005 Pari»

lei. 42.65.3y.95

Tel. 45.48.36.02

Tel. J3.25.83.40

Libiaiiic de l'Université

12/1. rue Na/areih

13100 Ai x-en Provence Tel. (16) 42.26.18.08

Documentation Française
165. me Garibaldi

69003 Lyon Tel. (16) 78.63.32.23

Librairie Decilre

29. place Bcllecour
69002 Lyon Tel. (16) 72.40.54.54

Librairie Sauramps
Le Triangle

34967 Montpellier Cedex 2 Tel. |I6) 67.58.85.15
Telefax: (16) 67.58.27.36

A la Sotrbonne Actual

23. rue de l' Hôtel -des-Postes

06000 Nice Tel. (16) 93.13.77.75

Telefax: (16)93.80 75.69

GERMANY - ALLEMAGNE

OF.CD Publications and Information Centre

Aufusi-Uebel-Allee 6
D-53175 Bonn Tel. (0228) 959.120

Telefax: (0228) 959.12.17

GREECE - GRECE

Librairie Kauffmann

Mavrnkordalou u

106 78 Athens Tel. (011 32.55.321

Telefax: |0I ) 32.30.320

HONG-KONG

Swindon Book Co. Ltd.

Astoria Bldy. 3F
34 Ashlcv Knad. Tsimshalsui

Knwloon! llonj Kone Tel. 2376.2062
Telefax: 2376(1685

HUNGARY - HONGRIE

lïuro Info Service

Maryitsziecl. Eunipa Hâ/
1138 Budapest Tel. (1) 111.62.16

Telefax: ID 111.60.61

ICELAND - ISLANDE

Mal Moc Mennine

Laugaveyi 18. Pôsthôlf 392
121 Reykjavik Tel II) 552.4240

Telefax: 11)562.3523

INDIA - INDE

Oxfmd Book ami Stationery Co.
Scindia House

New Delhi 110001 Tel. (II) 331.5896/5308

Tek-fax: (11) 332.5993

17 Park Sticel

Calcutta 700016 lei. 240832

INDONESIA - INDONÉSIE

Pdli-Lipi
P.O. Box 4298

Jakarta 12042 Tel. (21) 573.34.67

Telefax: (21) 573.34.67

IRELAND - IRLANDE

Government Supplies Agency
Publications Set-lion

4/5 Harcoun Road

Dublin 2

ISRAEL -ISRAËL
Praedicta

5 Shatnet Street

P.O. Box 34030

Jerusalem 91430

K.O.Y. Iniemational

P.O.Box 13056

Tel Aviv 61130

Tel. 661.31.11

Telefax: 475.27.60

Tel. (2) 52.84.90/1/2

Telefax: (2) 52.84.93

Tel. (3) 546 1423

Telefax: (3) 546 1442

Palestinian Authority/Middle East:
INDKX Information Service)

P.O.B. 19502

Tel. (2) 27.12.19

Telefax: (2) 27.16.34

ITALY - ITALIE

Libreria Cuirunissionaria Sanson!

Via Duea di Calabria l/l

50125 Firen7e

Via Bartolini 29

20155 MilajKi

Tel. (055) 64.54.15

Telefax: (055) 64.12.57

Tel. (02) 36.50.83



Editrice e Libreria Herder

Piazza MonKcilorio 120

00186 Roma

Libteria Hoepli

Via Hoepli 5
20121 Milan»

Librcna Scientifica

Doit. Lucio de Biasio "Aciu

Via Coronelli. 6

20146 Milano

Tel. 679.46.28

Telefax: 678.47.51

Tel. (02) 86.54.46

Telefax: (02) 805.28.86

Tel. (02) 48.95.45.52

Telefax: (02) 48.95.45.48

JAPAN - JAPON
OECD Publications and Infunnaiiu

Landic Akasaka Building
2-3-4 Akasaka, Minato-ku

Tokyo 107 Tel. (81.3) 3586.2016

Telefax: (81.3) 3584.7929

KOREA - CORÉE
Kyobo Book Centre Co. Ltd.

P.O. Box 1658. Kwang Hwa Moon
Seoul Tel. 730.78.9!

Telefax: 735.00.30

MALAYSIA - MALAIS1E

University of Malaya Bookshop

University of Malaya
P.O. Box' 1 127. Jalan Pantai Bam
59700 Kuala Lumpur
Malaysia Tel. 756.500lV756.5425

Telefax: 756.3246

MEXICO - MEXIQUE
OliCD Publications and Information Centre

Edificio 1NFOTKC

Av. San Fernando no. 37

Col. Tiniello Guem

Tlalpan C.P. 14050
Mexico D.F.

Tel (525) 606 00 1 1 Extension 100

Fax : (525) 606 13 07

Kevistas y Periodic»» Internationales S.A. de C.V.
Florcncia 57 - 1004

Mexico, D.F. 06600 Tel. 207.81.00

Telefax: 208.39.79

NETHERLANDS - PAYS-BAS

SDU Uitgeverij Plantijnstraai
Externe Fondsen

Puslbus 20014

2500 EAVGravenhage Tel. (070) 37.89.880

Voor hesiellinycn: Telefax: (070) 34.75.778

NEW ZEALAND -

NOUVELLE-ZELANDE

CiPU-yi slat ion Services
I'O. Box 12418

Thomdon. Wellington Tel. (04) 496.5655
Telefax: (04) 496.5698

NORWAY - NORVÈGE
NIC INFO A/S

Bertrand Narvesens vci 2

P.O. Box 6512 Lnentad

0606 Oslo 6 Tel. (022) 57.33.00

Telefax: (022)68.19.01

PAKISTAN

Mir/a Book Agency
65 Shahrah QuaidÉ-Azam
Lahore 54000 Tel. (42) 353.601

Telefax: (42) 231.730

PHILIPPINE - PHILIPPINES

International Booksou ice Center Inc.

Rm 179/920 Cityland 10 Condo Tower 2
HV delà Costa Ext cor Valero St.

Makati Metro Manila Tel. (632) 817 9676

Telefax : (632)817 1741

POLAND - POLOGNE

Ars Polona

00-950 Warsaw a

Krakowikie Przedmieicie 7 Tel. (22) 264760

Telefax : (22) 268673

PORTUGAL

Livraria Portugal
Rua do Carmo 70-74

Apart. 2681
1200 Lisboa Tel (01)347.49.82/5

Telefax: (01) 347.02.64

SINGAPORE - SINGAPOUR

Gower Asia Pacific Pie Lid.

Golden Wheel Building

41. K allant. Putld.riB Road. No. 0403
Singapore 13.34 Tel. 741.5166

Telefax: 742.9356

SPAIN - ESPAGNE

Mundi-Prcn»a LibfOs S.A.

Casielln 37. Apanadu 1223
Madrid 28001 Tel. (91) 431.33.99

Telefax: (91) 575.39.98

Mundi-Prcnsa Barcelona

Conseil de Cent No. 39)

08009 - Barcelona Tel. (93) 488.34.92

Telefax: (93) 487.76.59

Llibreria de la Generalitat

Palau Moja
Rambla dels Estudis. 1)8

08002 - Barcelona

(Subscripcions) Tel. (93) 318.80.12
(Publierions) Tel. (93) 302.67.23

Telefax: (93) 412.18.54

SRI LANKA

Centre for Policy Research
c/o Colombo Agencies Ltd.
No. 300-304. Galle Koad

Colombo 3 Tel ( I ) 574240. 573551-2

Telefax: (1)575394.510711

SWEDEN - SUÈDE
CE Fritzes AB

S-106 47 Stockholm Tel. (08) 690.90.90

Telefax: (08) 20.50.2!

Subscription Agency/Agence d'abonnements :
Wennctgren-Williams Info AB
P.O. Box 1305

171 25 Solna Tel. (08) 705.97.50

Telefax: (08) 27.00.71

SWITZERLAND - SUISSE
Madlicc S.A. (Books and Periodicals - Livres

el périodiques)
Chemin des Paieries 4

Case postale 266
1020 Renens Vp I Tel. (021) 635.08.65

Telefax: (021) 635.07.80

Librairie Payru S.A.
J. place Pepinet
CP 3212

1002 Lausanne Tel (021)320.25.11

Telefax: (021) 320.25.14

Librairie Unilivrcs

6. me de Candollc

1205 Geneve Tel. (022) 320.26.23

Telefax: (022) 329.73.18

Subscription Agency/Agence d'abonnements :
Dynapresse Markel i rut S.A.
38 avenue Vibert

1227 Carouge Tel. (022) 308.07.89
Telefax: (022) 308.07.99

See also - Voir aussi :

OECD Publications and Information Centre

AuguslBebelAllee 6
D-53175 Bonn (Germany) Tel. (0228) 959.120

Telelax: (0228) 95912.17

THAILAND - THAÏLANDE
Suksit Siain Co. Lid.

113. I IS Fuang Nakhon Rd.

Opp. Wat Rajhopith
Bangkok 10200 Tel. (662) 225.9531/2

Telefax: (662) 222.5188

TUNISIA - TUNISIE

Grande Librairie Spécialisée
Fendri Ali

Avenue Haffou? Imm Ei-lmilaka

Bloc B 1 Sfax 3000 Tel. (216-4) 296 855

Telefax: (216-4) 298.270

TURKEY - TURQUIE
KultUr Yayinlari Is-Tûrk Ltd. Sli.
AtatUrk Bulvari No. 191/Kat 13

Kavaklidere/Ankara

Tel. (312) 428.1 1.40 Ext. 2458

Telefax: (312) 417 24 90

Dolmahahcc Cad. No. 29

Besikias/lsianhul Tel. 1212) 260 7188

UNITED KINGDOM - ROYAUME-UNI
HMSO

Gcn. enquiries Tel. (171) 873 8242
Postal orders only:
P.O. Box 276. London SW8 5DT

Personal Callers HMSO Bookshop
49 High Holbom. London WCIV 6IIB

Telefax: (171) 873 8416

Branches at: Belfast. Birmingham. Bristol.
Edinburgh. Manchester

UNITED STATES - ÉTATS-UNIS
OECD Publication» and Information Center

200] L Street N.W.. Suite 650

Washington. D.C. 20036-4922 Tel. (202) 785.6323
Telefax: (202) 785.0350

Subscriptions to OECD periodicals may also be placed
through main subscription agencies.

Les abonnements aux publications périodiques de
l'OCDE peuvent être souscrits auprès des principales
agences d'abonnement.
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