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The	
  Prime	
  Minister’s	
  View	
  
•  I	
  believe	
  in	
  a	
  government	
  that	
  looks	
  aEer	
  its	
  ci:zens	
  and	
  provides	
  

them	
  with	
  opportuni:es	
  to	
  flourish,	
  but	
  recognises	
  that	
  people	
  are	
  
responsible	
  for	
  their	
  own	
  lives	
  and	
  the	
  well-­‐being	
  of	
  their	
  families.	
  
The	
  way	
  to	
  a	
  beKer	
  future	
  is	
  ul:mately	
  in	
  your	
  own	
  hands.	
  

•  I	
  believe	
  in	
  a	
  government	
  that	
  gives	
  people	
  security	
  in	
  :mes	
  of	
  
misfortune	
  and	
  hardship	
  but	
  doesn’t	
  trap	
  them	
  in	
  a	
  life	
  of	
  limited	
  
income	
  and	
  limited	
  choices	
  .....	
  you	
  can	
  measure	
  a	
  society	
  by	
  how	
  it	
  
looks	
  aEer	
  its	
  most	
  vulnerable.	
  Yet	
  you	
  can	
  also	
  measure	
  a	
  society	
  
by	
  how	
  many	
  vulnerable	
  people	
  it	
  creates	
  –	
  people	
  who	
  are	
  able	
  to	
  
work,	
  yet	
  end	
  up	
  depending	
  for	
  long	
  periods	
  on	
  the	
  State.	
  

•  I	
  believe	
  in	
  a	
  government	
  that	
  supports	
  people’s	
  hard	
  work	
  and	
  
enterprise,	
  and	
  encourages	
  them	
  to	
  set	
  high	
  aspira:ons	
  

•  I	
  believe	
  in	
  a	
  government	
  that	
  supports	
  families.	
  

•  Source:	
  The	
  Prime	
  Minister	
  John	
  Key	
  5	
  July,	
  2012	
  “Reflec:ons	
  from	
  New	
  Zealand:	
  Address	
  to	
  the	
  Menzies	
  Research	
  Centre	
  
John	
  Howard	
  Lecture”	
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The	
  PM	
  again	
  

•  I	
  want	
  to	
  stress,	
  however,	
  that	
  while	
  I	
  think	
  
government	
  is	
  about	
  prac:cal,	
  considered	
  decision-­‐
making,	
  it	
  is	
  not	
  a	
  technocracy.	
  

•  In	
  the	
  end,	
  the	
  biggest,	
  most	
  fundamental	
  decisions	
  
governments	
  are	
  called	
  on	
  to	
  make	
  are	
  not	
  reducible	
  
to	
  calcula:on	
  in	
  a	
  spreadsheet.	
  

•  Those	
  decisions	
  rely	
  on	
  the	
  judgements	
  of	
  poli:cians	
  
around	
  concepts	
  like	
  fairness,	
  opportunity,	
  and	
  the	
  
balance	
  between	
  individual	
  and	
  social	
  responsibility.	
  

•  Source:	
  John	
  Key	
  5	
  July,	
  2012	
  Reflec:ons	
  from	
  New	
  Zealand:	
  Address	
  to	
  the	
  Menzies	
  Research	
  Centre	
  John	
  Howard	
  Lecture	
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The	
  PM	
  on	
  the	
  NaConal	
  Party	
  
•  These	
  are	
  the	
  general	
  principles	
  the	
  Na:onal	
  Party	
  has	
  been	
  

promo:ng	
  for	
  the	
  past	
  76	
  years:	
  individual	
  responsibility;	
  equality	
  
of	
  opportunity;	
  compe::ve	
  enterprise;	
  tolerance	
  and	
  respect	
  for	
  
all	
  New	
  Zealanders;	
  and	
  an	
  essen:al	
  pragma:sm	
  –	
  a	
  belief	
  in	
  the	
  
prac:cal	
  and	
  the	
  possible.	
  

•  The	
  Na:onal	
  Party	
  has	
  also	
  always	
  understood	
  that	
  businesses	
  
large	
  and	
  small	
  create	
  jobs	
  and	
  prosperity.	
  

•  The	
  early	
  leaders	
  of	
  the	
  Party	
  had	
  a	
  belief	
  in	
  the	
  capabili:es,	
  and	
  
also	
  the	
  responsibili:es,	
  of	
  individuals	
  and	
  their	
  families.	
  

•  People	
  had	
  choices	
  and	
  could	
  make	
  beKer	
  lives	
  for	
  themselves.	
  The	
  
government	
  could	
  help	
  them	
  by	
  enabling	
  beKer	
  choices,	
  but	
  
couldn’t	
  and	
  shouldn’t	
  tell	
  them	
  what	
  to	
  do.	
  

•  Source:	
  John	
  Key	
  5	
  July,	
  2012	
  Reflec:ons	
  from	
  New	
  Zealand:	
  Address	
  to	
  the	
  Menzies	
  Research	
  Centre	
  John	
  Howard	
  Lecture	
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An	
  economist’s	
  view	
  ...	
  and	
  some	
  
quesCons	
  

•  Centralised	
  target	
  seGng/planning	
  is	
  a	
  failure	
  
•  The	
  Communist	
  world	
  proved	
  that	
  comprehensively	
  
•  Highly	
  intervenConist	
  policies	
  are	
  a	
  failure	
  
•  The	
  New	
  Zealand	
  experience	
  pre-­‐1984	
  proved	
  that	
  
•  Much	
  of	
  the	
  2000’s	
  period	
  also	
  demonstrated	
  that	
  
•  So	
  what	
  is	
  the	
  role	
  of	
  Government	
  ?	
  
•  Does	
  the	
  Govt	
  need	
  more	
  of	
  a	
  vision	
  ?	
  
•  Do	
  we	
  need	
  a	
  private/government	
  sector	
  shared	
  vision?	
  
•  Does	
  the	
  private	
  sector	
  need	
  its	
  own	
  vision	
  ?	
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6 Source:  OECD, IMF, Statistics NZ, Savings Working Group 2011 

Government debt and net foreign asset position, 2009 



The	
  role	
  of	
  	
  government	
  
•  Government	
  sets	
  the	
  overall	
  policy	
  framework	
  
•  But	
  the	
  business	
  sector	
  delivers	
  growth	
  
•  The	
  government	
  framework	
  should	
  comprise:	
  	
  
•  Smaller	
  government	
  (minimise	
  crowding-­‐out)	
  
•  Sound	
  monetary	
  policy	
  (to	
  minimise	
  inflaCon)	
  
•  Sound	
  fiscal	
  policy	
  (avoid	
  large	
  deficits	
  &	
  debt)	
  
•  Minimalist	
  regulatory	
  intervenCon	
  (maintain	
  low	
  

transacCons	
  costs)	
  
•  ProtecCon	
  of	
  property	
  rights	
  
•  Provide	
  legiCmate	
  funcCons	
  (but	
  which	
  ones	
  ?)	
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Public versus Private Sector Pay Rates 
(Average Hourly Earnings) 

$ per hour 

Government pay rates are higher than private sector  
............ and increase faster 
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Source: SSC 

Core Public Service staff  
(June) 
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The rebirth of growth in the core public service 



Does	
  this	
  approach	
  work	
  ?	
  

•  It	
  worked	
  from	
  late	
  1980’s	
  to	
  early	
  2000’s	
  
•  Period	
  of	
  fastest	
  producCvity	
  growth	
  for	
  NZ	
  
•  Fiscal	
  surpluses,	
  low	
  government	
  debt	
  
•  Much	
  deregulaCon	
  &	
  lower	
  intervenConism	
  
•  Huge	
  reducCon	
  in	
  public	
  service	
  staff	
  no’s	
  
•  From	
  86,000	
  in	
  1987	
  to	
  35,000	
  in	
  2000+	
  
•  Good	
  economic	
  and	
  employment	
  growth	
  
•  Private	
  sector	
  did	
  the	
  job	
  it	
  should	
  do	
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Regulatory	
  failure	
  ...	
  
the	
  unintended	
  consequences	
  of	
  regulaCon	
  

•  Capital	
  market	
  regulaCon	
  →	
  fall	
  in	
  market	
  value/GDP	
  
•  Building	
  regulaCon	
  →	
  higher	
  costs	
  of	
  houses	
  	
  
•  Prospectus	
  requirements	
  →	
  off	
  market	
  capital	
  raising	
  
•  Takeover	
  regulaCons	
  →	
  fewer	
  takeovers	
  
•  Regulate	
  annual	
  reports	
  →	
  huge	
  detail	
  obscures	
  

substance	
  
•  Regulate	
  financial	
  advisers	
  →	
  higher	
  fees,	
  fewer	
  advisers	
  
•  Regulate	
  telecommunicaCons	
  →	
  Govt	
  spends	
  $1.5	
  billion	
  
•  Resource	
  consenCng	
  takes	
  longer	
  than	
  construcCon	
  Cme	
  
•  Most	
  government	
  officials	
  have	
  never	
  worked	
  in	
  business	
  

11 



12 
Sources:  Statistics NZ; ANZ; Capital Economics Limited 12 

Index NZ multi-factor productivity growth 

Pre-reform 

Post the economic  
reform period 

Reform retreat 

After the Employment Contracts 
Act and 1991 Budget 

Slow productivity growth is the price of backing off reforms 



The	
  basis	
  for	
  economic	
  success	
  ?	
  

•  It	
  requires	
  no	
  parCcular	
  government	
  “plan”	
  
•  Nor	
  any	
  pre-­‐determined	
  industrial	
  structure	
  
•  Nor	
  picking	
  winners	
  (or	
  losers)	
  
•  Nor	
  any	
  joint	
  private	
  sector/government	
  formal	
  
collaboraCon	
  

•  Let	
  market	
  prices	
  &	
  incenCves	
  do	
  the	
  job	
  
•  It	
  does	
  need	
  strong	
  leadership	
  
•  And	
  a	
  consistent	
  &	
  sound	
  policy	
  framework	
  
•  Why	
  is	
  this	
  so	
  hard	
  ?	
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•  Lower	
  taxes	
  
•  Smaller	
  government	
  
•  Less	
  intrusive	
  regulaCon	
  
•  PrivaCse	
  SOE’s	
  
•  Protect	
  property	
  rights	
  
•  Stable	
  fiscal	
  and	
  monetary	
  policies	
  
•  Do	
  not	
  try	
  to	
  pick	
  winners	
  
•  Get	
  closer	
  to	
  Australia	
  
•  Grow	
  with	
  China,	
  India	
  and	
  SE	
  Asia	
  

The essence for stronger economic growth 
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