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1. Introduction 

This paper is intended to promote ongoing dialogue between researchers and policy 
practitioners on current New Zealand economic issues. Finding and using the 
complementarities in the diverse skills of New Zealand’s experts will improve the 
quality of policy advice and ultimately enhance the wellbeing of current and future 
generations of New Zealanders through better economic policy.  
 
Section 2 summarises recent developments in the Treasury’s Living Standards 
Framework (LSF). The LSF is our tool for organising thinking about intergenerational 
wellbeing and the objectives and constraints relevant to economic policy advice. In 
Section 3, we use the LSF to indicate how it can frame a number of economic and social 
issues facing New Zealand, focusing on the areas most closely related to our work as the 
Government’s lead economic and financial advisor. Section 4 then discusses issues 
associated with collaboration between the research and practitioner communities and 
mechanisms that may assist. We include some reflections on diversity of thought in the 
profession and on the respective comparative advantages of the two communities.  
 
2. Evolution of the Living Standards Framework and its 

application 

The LSF recognises that, while aggregate national income (GDP) is an important 
enabler of higher living standards (not least because it has a direct connection to tax 
bases), it is not designed to be a measure of wellbeing. To measure wellbeing 
comprehensively, income measures need to be supplemented with measures of other 
factors, such as health, connectedness, security, rights and capabilities, inequality and 
sustainability (see e.g. Coyle and Mitra-Kahn, 2017; Corrado et al., 2017). 
Conversations and surveys of New Zealanders we conducted as part of the production 
of the 2016 Long Term Fiscal Statement, He Tirohanga Mokopuna (LTFS; Treasury, 
2016a, 2016b) strongly supported this notion.  

                                                
1  This paper formed the basis of discussion at an Economic Symposium, Wealth and wellbeing: High quality 

economics in the twenty-first century, held by the Treasury in November 2017. Participants drawn from the research 
community, economic policy practitioners and economic commentators.  
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To represent this more comprehensive view of wellbeing formally, the LSF uses a 
stock/flow approach in which households, firms and government combine four “capitals” 
(stocks) – natural, human, social and financial/physical – to generate flows of tangible 
and intangible goods and services that enhance wellbeing now and in the future.  
Intergenerational wellbeing depends on the sustainable growth and distribution of the 
four capitals, which together represent the comprehensive wealth of New Zealand.2    
 
Figure 1   

 
 
Practical guidance to policy analysts on using the LSF in their work was issued in 2015 
(Treasury, 2015). The guidance is intended to help analysts approach the dynamics 
and trade-offs across the economic and social domains represented. These dynamics 
and trade-offs are likely to be complex and our knowledge about them is of course far 
from complete. Given that, the guidance is not founded on a formal “model” of living 
standards or wellbeing but is simply a way of progressively pushing cost-benefit 
analysis beyond more easily measured, but narrow, financial dimensions. It is 
essentially a set of prompting questions to assist analysts in the day to day business of 
producing policy advice3. We will continue to develop the guidance over time. 
 
Most recently, we have intensified our efforts to develop the measurement framework 
for the capitals and wellbeing appropriately for New Zealand. To be relevant, wellbeing 
measurement and cost-benefit analysis need to be sensitive to changing technological, 
ecological and social trends, such as digitalisation, globalisation, the rise of China, 
environmental limits, and an increasing policy focus on inequality. This partly reflects 
our public sector stewardship obligation to inform day-to-day policy development with 
longer-term strategic perspectives. For example, the 2016 LTFS used the four capitals 
as a way to frame our discussion of long-term (40-year-ahead) pressures and 
influences on the fiscal position, while the Treasury’s next Investment Statement (IS) 
will explore further the usage of the capitals as a way of addressing strategic Crown 
financial management issues.4  

                                                
2  See Karacaoglu (2015) for a formal exposition. 
3  The prompting questions cover concepts such as equity, sustainability, risk, social cohesion, and economic growth. 
4  The next Investment Statement will be released in March 2018.  It is a four-yearly Treasury document that fulfils a 

statutory fiscal reporting requirement set by Parliament within the Public Finance Act 1989 (PFA; section 26NA).  
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The LSF helps guide policy analysts to identify complementarity, substitutability, 
interactions and trade-offs between capitals and how they combine to generate 
wellbeing. Developing understanding of these relationships is where we aim to develop 
the LSF most as a next step. Our LSF imagery has changed to recognise this, so we 
are now representing the four capitals visually as flax strands, with the condition of 
each capital represented by the width and strength of colour of each strand. When 
woven together (te reo: raranga), the strands come together to produce a strong mat or 
kete. Thus is wellbeing supported best – metaphorically – when the four capitals are all 
strong and supporting each other. 
 
Figure 2  
 

 
 
The stock/flow approach separates the concepts of wellbeing at a point in time (a 
‘snapshot’ of the wellbeing of the current generation) from how technological, social, 
ecological and policy drivers are influencing the trajectory of the capitals (the sources 
of wellbeing for future generations).  
 
In an ideal state, we would like to be able to benchmark both the capital stocks and 
wellbeing flows over time and against other countries. Currently, however, the technical 
and scientific ability to measure the stocks and flows even in physical (real) terms is 
highly variable across the different capital domains. Assigning prices or values uniformly 
is even more difficult given that no markets or proxy markets exist in many cases.  
 
Experience suggests though that this need not be fatal to the project of using wellbeing 
as an objective for public policy. Decisions can be made pragmatically on the basis of 
the flow and stock information that is available, while investment in the measurement 
technology can (and should) be guided by what decision makers find to be most useful. 

                                                
The PFA requires the Investment Statement to describe and state the value of the Crown’s portfolio of assets and 
liabilities, how this has changed from the past, and how it is expected to change in future. The 2018 IS will explore 
the use of the four capitals framework to assess the comprehensive contribution of Crown’s balance sheet to 
intergenerational wellbeing. As noted in the main text, this continues the approach taken in the 2016 LTFS, and we 
expect this to continue in the 2020 LTFS. The LTFS is also a four-yearly statutory Treasury document (required by 
PFA section 26N). 
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It is worth remembering that development of a method for calculating national accounts 
for income started in 1665, and we are still amending it.5 Development of a mature 
wellbeing measurement framework will almost certainly be similarly evolutionary. 
 
A ‘snapshot’ of current wellbeing 

To produce a snapshot of current wellbeing, we are drawing on a range of different 
indicators and frameworks available internationally. For now, our starting point is the 
OECD’s Better Life Initiative (BLI) framework, which includes the Better Life Index and 
its sub-indicators. Working with our public sector agency colleagues, we will develop 
and adapt the BLI indicator set to ensure sufficient coverage of New Zealand-specific 
concerns and preferences, such as bicultural dimensions flowing from the Treaty of 
Waitangi. A range of New Zealand-specific measures, such as StatsNZ’s General 
Social Survey and domain-specific reporting frameworks used by public sector 
agencies and others, are already available as sources. 
 
The figure below shows the most recent OECD snapshot for New Zealand using the 
standard BLI dimensions and indicators. 
 
Figure 3 – OECD Better Life Index dimensions – New Zealand 
 

 
 

                                                
5  Bos (1992). 
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Figure 3 indicates that wellbeing measures across the BLI dimensions suggest certain 
areas of relative strength in aggregate (or population average) terms in New Zealand, 
such as in health, environmental quality, labour market performance and social 
support. However there are areas of relative weakness also – for example, the well-
debated unaffordability of housing, perceived personal security and the level of real 
wages. The BLI framework also includes distributional measures in some of these 
dimensions (up to data availability and quality limits) across the population or 
comparing subpopulations (such as by gender). In New Zealand, as is well known, 
distributional data indicate additional areas of concern about inequalities, particularly 
for some Māori and Pacific populations and some regions. 
 
We aim to develop this measurement framework progressively so that it can be used to 
track wellbeing performance and enable analysis of both the environmental drivers of 
wellbeing and the impact of policy interventions.  
 
‘Capitalised’ future wellbeing 

In measuring the capitals, one encounters difficult definitional or boundary (double 
counting) issues. Furthermore, at first sight, the ability to measure or value items in 
each domain in a common currency (inflation-adjusted New Zealand dollars, for 
example) appears important for considering allocation of scarce resources across 
capital domains. However, some authors object on philosophical grounds to the idea 
that certain domains should be valued in monetary terms. Examples come to mind 
within the natural capital domain, such as the existence value of rare native species 
(see e.g. Lele et al., 2013 for a discussion). 
 
The capitals are a more abstract concept than wellbeing flows, which probably 
exacerbates the definitional issues. One difficult question, for example, is how to 
represent concepts of cultural identity and cultural connectedness, both of which are 
stated values of New Zealanders, within the capitals framework. (The closest highest-
level capital is probably social capital.) Differences in worldviews (e.g. Te Ao Māori) of 
the different cultures represented in New Zealand are relevant here also.  
 
The Treasury and others have undertaken some initial review work on these issues 
and we expect to release papers documenting the work in coming months. As 
practitioners apply this work, it is likely that gaps in the research and data will become 
increasingly apparent, creating further opportunities for academic contributions.  
 
For example, how does the concept of inequality change with a multi-dimensional 
wellbeing measure? One traditional measure of inequality uses the distribution of 
income. But if the argument for a wellbeing measure is that income does not 
adequately proxy wellbeing, then neither will the distribution of income capture well the 
distribution of wellbeing.  
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Further, combining differently distributed attributes of wellbeing is likely to lead to some 
counter-intuitive implications. The OECD measure of wellbeing has eleven dimensions, 
but for simplicity consider how health and income are distributed. Typically, younger 
people have lower incomes than older people, but older people have poorer health. 
Does this mean we should see better health as a compensation for lower income? 
Should we calculate a "health adjusted" Gini coefficient to account for the benefits of 
better health?  
 
These and many other questions no doubt emerge as we continue to deepen the 
application of the LSF in practice. 
 
 
3. Medium-term economic and social issues in New Zealand 

This section uses the LSF as an overarching frame to help identify and prioritise 
analytical issues of strategic interest in the Treasury’s stewardship work. By 
stewardship, I mean how we fulfil our responsibility to look after the Crown’s medium 
and long-term interests.  This section summarises some of the key areas where 
Treasury has a lead role, and then cover other areas where we work together with 
colleagues in “sector” agencies. We use the four capitals as both a summary “gap” 
assessment device and to organise the more granular policy and analytical issues 
presenting in the sectors. This provides an example for how we are trying to deepen 
the use of the LSF in everyday policy development activities.  
 
Maintaining a strategic frame is important because our work spans a wide range of 
functions, as well as The Treasury’s obligations to monitor and report on the long-term 
fiscal outlook. We are the Government’s lead adviser on financial and economic policy, 
which provides some specific responsibilities around supporting the annual Budget 
cycle and associated reporting requirements. The Minister of Finance is also 
responsible for the macroeconomic (stabilisation policy) framework, and plays a strong 
role in determining the Government’s economic strategy, with other Ministers. 
 
The broad economic policy advice role means that the Treasury also has interests 
across the subject matter of other Ministers’ portfolios. The Treasury must support the 
Finance Minister’s role in promoting New Zealand’s interests in the world and in 
shaping our international connections in trade, capital, people and ideas (with particular 
policy responsibility for the foreign investment policy framework). International 
investors, rating agencies and commentators look to the Treasury for an authoritative 
steer on New Zealand’s economic direction and prospects.  
 
Macroeconomic stabilisation framework 
 
In the current global environment of very low inflation, interest rates and weak trend 
growth, a pressing challenge is to ensure that our macroeconomic stabilisation policy 
framework allows successful management of future large shocks to economic growth 
and reductions in output and employment volatility as much as possible. The success 
of policy here is clearly connected to the development of physical and human capitals 
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in particular. Moreover, the distributional consequences of recessions tend to be 
adverse, and the global financial crisis has raised important questions about hysteresis 
effects (see e.g. Ball, 2014).  
 
The stabilisation policy framework includes roles for monetary policy, countercyclical fiscal 
policy and financial stability policy.  The global financial crisis has highlighted that 
conventional monetary policy may be constrained in the face of a large negative shock 
due to the effective lower bound on interest rates, and many governments are facing 
issues of constrained fiscal space at the same time. Although New Zealand appears 
relatively well-placed based on headline fiscal numbers, these must be read in the context 
of our small size, openness and weak national savings position. And, New Zealand has 
experienced a financial cycle in the form of a sizeable house price cycle with associated 
concerns about household and financial system exposures to this cycle.  
 
Public sector management 
 
Through its public financial management function, the Treasury plays a key role in 
shaping the incentives, performance monitoring and reporting arrangements that 
support public sector effectiveness. Treasury maintains a range of policy analysis tools 
to support financial management and a focus on value for money, including cost-
benefit analysis guidance and various public sector strategic planning and reporting 
processes. Some key strategic issues of institutional arrangements in this connection 
include better incentivisation of public agencies to work collectively to assess public 
and private sector solutions to problems that cross agency boundaries6; to focus on 
value for money, sustainability, resilience and long-term outcomes to support 
intergenerational wellbeing; and to strengthen capacity and capability to address the 
long-term challenges facing the country7. As well as the direct impacts on the wellbeing 
of New Zealanders through more effective and efficient delivery of public services, 
success in this area will desirably improve New Zealanders’ sense of trust in public 
sector agencies and engagement with the political process (social capital). 
 
Tax strategy 
 
Treasury works closely with Inland Revenue in the development of tax policy advice.  
One of the strengths of New Zealand’s tax system is that it is relatively simple and 
efficient by international comparison. But the tax system will continue to face 
challenges from a changing economy and increased international mobility of people, 
capital and firms. Some strategic issues for tax policy include the efficiency and 
fairness of the balance of taxation of labour income, different types of capital income, 
consumption and assets; and possible roles of the tax system in supporting 
environmental objectives.  
 

                                                
6  See e.g. Ministry for the Environment (2012) for a discussion in relation to natural capital issues. 
7  See OECD (2005) for an overview of some of the key issues in this area.  
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The four capitals – a summary assessment and some pressing policy issues 
 
Physical (and financial) capital. Low productivity attributable to low levels of 
capitalisation of the economy is a longstanding and unresolved challenge that involves 
a wide range of factors, including some that we can’t do much about such as small size 
and remoteness.8 However there are policy settings that do deserve examination. As 
well as the possible role of tax settings on different investment classes, there are other 
sectoral issues such as the relatively weak international connectedness of 
New Zealand firms, planning and other frictions in the land, housing, construction and 
infrastructure markets, and the level of diversification in the industrial base of the 
economy. Housing is increasingly unaffordable in our main cities, particularly Auckland. 
 
Human capital. New Zealand’s educational performance is above the OECD average 
and NCEA qualification rates are increasing. New Zealand has relatively high rates of 
labour force participation and low levels of long-term unemployment. Overall health 
outcomes are comparable with other developed countries. In all three areas though, 
there are marked ethnic disparities (albeit narrowing), and educational performance in 
international studies has declined over the last decade. Education, health and labour 
market outcomes are all important BLI dimensions.  
 
Foundational and higher skills will grow in importance as technological change 
reshapes work towards higher-skilled and hard-to-automate jobs, and non-standard 
work arrangements. Resilience will need to be increased by ensuring the skills and 
labour market systems support the acquisition of these skills as well as higher and 
more labour-market relevant skills. While labour market participation (including of 
women) is relatively high, some evidence suggests that New Zealand has high rates of 
mismatched labour (where worker characteristics differ from job requirements, 
particularly the level of qualification; OECD, 2017). As the labour market environment 
evolves towards more non-standard work arrangements there will be a need to ensure 
the maintenance of minimum protections for workers and support for transitions 
between jobs.  
 
Social capital. Generally, New Zealanders feel they can rely on each other, are active 
in their local communities and have relatively high confidence in government 
institutions. And yet, high levels of incarceration and lack of access to some services 
suggest the benefits of relatively high social capital are not evenly distributed. There is 
an important regional character to some of these disparities and issues around the 
spatial economics at work here need to be understood better. 
 
Natural capital. New Zealand’s natural resources underpin our economic, social and 
cultural activities. Some aspects of our natural capital, such as topsoil, biodiversity and 
fresh water are currently in decline or under threat. The planning system can be slow to 
respond to increasing scarcity from fast population growth and society’s changing 
demands for resources and services. It also needs to take into account the indirect and 
cumulative effects of activities. Freshwater pressures are to a degree symptoms of 

                                                
8  See Conway (2016) for a discussion. 
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issues in the planning system, such as over-allocation. Management of agricultural and 
urban stormwater run-off could be improved. There is a need for better understanding 
of the potential role of better tools, including economic instruments, to improve the 
allocation of freshwater resources and incentivise use in a more sustainable manner 
that recognises the ecological and economic dependencies. 
 
4. Comparative advantages of the researcher and practitioner 

communities  

This section discusses some issues in making the most of dialogue and collaboration 
between the researcher and practitioner communities. The two communities have 
different objectives, constraints and comparative advantages, but both communities are 
essential to the development of good quality economic policy advice.  
 
The first area where practitioners can gain from trade with researchers and academic 
experts is to fill ‘knowledge gaps’ in areas of policy interest such as those identified in 
the previous section. Of course, underneath the broad capitals headings in that section 
are a myriad of more specific analytical questions. We did not attempt to spell them all 
out in this paper. Partly this was for reasons of space, but also partly because we see 
the specification of analytical questions – that are both amenable to scientific research 
and relevant to policy development – as an iterative process best managed within the 
enhanced dialogue between the research and practitioner communities we are trying to 
promote.  
 
The dialogue will hopefully encourage research and collaboration on those more 
specific analytical questions, once fully identified. We have set out a “starter list” of 
such questions – our Research Interests – in a booklet announcing the formation of a 
Community for Policy Research, an initiative to promote this dialogue. Our intention is 
to keep the Research Interests list regularly updated, with supporting content added as 
relevant. More information and the Community for Policy Research booklet itself are 
available on the Treasury website (Community for Policy Research booklet). 
 
Development of that content and the evolution of the associated research itself will 
most definitely be a collaborative exercise. As a Treasury with a very broad subject 
matter span, and as a public policy agency whose core business is to provide policy 
advice to governments, it is not (and practically speaking cannot be) our role to be 
subject matter experts on every issue of importance to New Zealand. Moreover, there 
are a large number of our colleagues in other public sector agencies who have greater 
depth of expertise in the fields relevant to their agencies. The Treasury does not 
attempt to compete with them. Rather, as a collective we need to access the best 
knowledge and evidence available from New Zealand and elsewhere, and connect and 
work with the relevant experts where we can. What Treasury can offer in return is a 
conduit to raise issues of importance identified by others, including directly to Ministers, 
to disseminate information, to provide guidance on the availability and use of official 
data (including less accessible or familiar data), and to make strategic links across 
domains. 
 

http://www.treasury.govt.nz/abouttreasury/higherlivingstandards/community-for-policy-research.pdf
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A second area is in the productive space between ‘science’ (understanding better how 
the world works) and ‘engineering’ (solving practical problems) – as Mankiw (2006) 
describes it in the case of macroeconomics. The issue of how best to facilitate the use 
of academic research by governments and government policy advisers is a more 
complex problem than one simply of knowledge gaps, given the institutional 
arrangements involved.   
 
In New Zealand, the Prime Minister’s Chief Science Advisor has issued a series of 
reports (PMSCA 2011, 2013, 2017) calling for greater application of evidence-based 
knowledge and research across all public policymaking. These reports discuss how 
public sector agencies perceive the role of research-informed evidence in their work, 
and found a rather inconsistent range of practices and attitudes toward evidence. The 
reports emphasise the importance of making public policy decisions informed by what 
we know and do not know based on robust evidence – that has been tested for 
maintained assumptions that might not always hold in specific circumstances (Alm, 
2017).   
 
Some research has claimed that public servants in Australia make direct use of 
academic research only in exceptional circumstances (Head, 2015). The relationship is 
probably complicated by the internal division between the political and administrative 
components of the public policy process, which probably leads to variable interactions 
between researchers and policy practitioners, with some individuals valuing and using 
academic research more than others (Newman et al, 2016). Some initiatives in 
Australia to address these difficulties include establishing knowledge pools, an awards 
program for agencies who use research, directories of expertise, and development of 
research strategies for departments (Edwards, 2005).   
 
In Canada, recent research indicates that although public sector executives may be 
more receptive to academic research than the literature suggests, academic advice 
and knowledge remain underutilized (Migone and Brock, 2017).  There are concerns 
that where research such as literature reviews are produced and used by government 
analysts and advisers, they do not correspond to systematic review standards (Ouimet, 
et al, 2017). 
 
A third dimension the Treasury is actively pursuing, in the interests of broadening the 
input from the research community into our work (including broader geographic 
representation across New Zealand), is diversity of thought, in terms of both new 
challenges, and research methods. Many of the problems we face in current economic 
and social circumstances are ‘wicked’ in the sense of Rittel and Webber (1973) and 
therefore appear deserving of multidisciplinary approaches (see discussion in e.g. 
Leape, 2012; Batie, 2008; for an empirical approach to multidisciplinarity applied in the 
natural capital domain, see Costanza and Kubiszewski, 2012). As part of this, Treasury 
is also seeking to strengthen engagement with iwi, business groups, NGOs and other 
parts of civil society, and of course to draw on the wellbeing perspectives of our public 
sector agency colleagues and others.  
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We hope that by encouraging a multidisciplinary approach, alternative perspectives 
also will help practitioners understand better both the role and limits of traditional 
approaches. Examples of influential tools and frameworks that markedly shifted policy 
thinking include Alfred Marshall’s foundations for cost-benefit analysis, Maynard 
Keynes on the role of government in macroeconomic stabilisation, and Friedrich Hayek 
on the limits to government capability.  
 
The Treasury’s recruitment and training methods are also shifting to reflect this 
emphasis. While our expertise requirements continue to emphasise the core disciplines 
of economics and finance, these are not the only relevant sources of knowledge and 
analytical technique with which to tackle wicked problems. Our graduates now come 
from a varied educational background, and reflect wider gender (and to a lesser extent 
ethnic) diversity than in the past. Lateral hires of more seasoned professionals also 
draw on variety of backgrounds, reflecting the breadth of our work in both commercial 
and policy advice.   
 
The Treasury values diversity and inclusion as a matter of organisational performance, 
of course, but they are also relevant in the economic and social policy advice space 
because of the importance of understanding the public we are trying to serve through 
economic policy. Part of tackling the complexity and dynamism in the “production 
function” for wellbeing must involve refinement and adaptation of our analytical tools to 
admit more of the heterogeneity of life (see e.g. Power, 2004 for an application to 
gender issues).  
 
The Treasury has a number of active channels through which we promote both growth 
in the economics capability of our staff, and connections with the research community. 
Staff are actively encouraged to participate in economic conferences and to share their 
work and thinking, through such vehicles as Treasury Working Papers, Analytical 
Papers and the Staff Insights blog. The Treasury Guest Lecture series enables 
academic speakers and experts to present their work in a public setting, with a focus 
on drawing out implications for policy and fostering debate and intellectual stimulation. 
And we have a Visiting Fellowship programme through which researchers in areas 
relevant to current policy interest can spend time working more closely with Treasury 
analysts, as well as more ad hoc engagements with researchers on specific topics. 
Finally, there may be opportunities for Treasury to work more closely with academic 
researchers supervising postgraduate and PhD students who may be seeking topics or 
relevant data and policy applications for their dissertations. 
 
5. Conclusion 

This paper has sketched the state of play in The Treasury’s analytical work programme 
to promote higher levels of comprehensive wealth and intergenerational wellbeing. We 
summarised current thinking on the Living Standards Framework and its future 
directions, anchored the thinking to a number of pressing economic and social issues 
facing New Zealand, and discussed some issues around how productive dialogue and 
collaboration between the research and practitioner communities might be enhanced.  
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Encouraging debate and diversity of thought is key to this endeavour. We aim to work 
more closely with a wide variety of researchers, from across the country, and from 
various disciplines.  
 
Treasury is determined to deliver high quality economic advice. By strengthening 
connections between the researcher and practitioner communities and working 
together, we can make a greater positive difference to the wealth and wellbeing of 
New Zealanders.   
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