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Establishing an Independent
Fiscal Institution

September 2018

Establishing an Independent Fiscal
Institution
Your responses
Please write your responses into the template following this introductory page.
Please note:


You do not need to answer all sections – just the ones for which you have information or
comments you would like to contribute.



Please submit your response to submissions.ifi@treasury.govt.nz by 5pm on
Wednesday 24 October 2018.

Thank you for your time and effort on making your submission.

For further information
Website: https://treasury.govt.nz/public-finance-system/establishing-independent-fiscal-institution
Email: submissions.ifi@treasury.govt.nz
Phone: +64 4 472 2733

Submissions and the Official Information Act 1982
Submissions received by the Treasury are subject to the Official Information Act 1982 (OIA).
Please set out clearly with your submission if you have any objection to any information in
the submission being released under the OIA. In particular, clearly state which part(s) you
consider we should withhold, and the reason(s) for doing so.
The OIA sets out reasons for withholding information. Reasons could include that the
information is commercially sensitive or that you wish us to withhold personal information,
such as names or contact details. An automatic confidentiality disclaimer from your IT system
is not a reason to withhold information.
We will consider your objections when responding to requests under the OIA.

Inclusion of names with published summary
We will use any personal information you supply while making a submission only for matters
covered by this document. Please clearly indicate in your submission if you do not want your
name included in any summary of submissions that we may publish.
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Your contact details
For individuals
Your name:

Michael Reddell
Indicate here if you do not wish your name to be included in
any summary of submissions that we may publish.

Email address:

[1]

Phone number:

[1]

For organisations
Organisation name:
Nature of your business:
Indicate here if you do not wish your name to be included in
any summary of submissions that we may publish.

Contact person name:
Position:
Phone number:
Email address:
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Proposals and Questions for
Submitters
When you answer each proposal, please comment on whether you agree or disagree with it.
Also provide reasons why you agree or disagree.

1 Why establish an Independent Fiscal Institution (IFI)?
Proposal to consider and comment on
The key opportunities identified for improving New Zealand’s fiscal policy framework through
establishing an Independent Fiscal Institution are for it to:



provide for independent evaluation and commentary on New Zealand’s fiscal policy
performance



improve and support more effective parliamentary scrutiny of public finances and fiscal policy,
and



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

What do you think?
1.

What are the key opportunities for improving New Zealand’s fiscal policy framework
through the establishment of an Independent Fiscal Institution?

Response:
I agree on the first two items, although I repeat the point I have made elsewhere that a stronger
case could be made for a body providing independent evaluation and commentary on the whole of
New Zealand macroeconomic policy performance and institutions (including Reserve Bank
functions). There is no obvious reason for preferencing fiscal analysis over other aspects of macro
management, whether in principle or in the specifics of New Zealand’s experience.
I am much more sceptical (opposed) to the case for an institution to cost political party proposals
(and in this respect associate myself with many of the comments in the New Zealand Initiative
submission). Parties have adequate incentives already to make the case for their policies, in
whatever level of detail the political (voter) market demands, and (as the NZI note) already have
access to the Parliamentary Library resources, parliamentary questions, and Official Information Act
requests. A policy costing office - not found in any small OECD country - would be, in effect, just a
backdoor route to more state funding of parties (and not necessarily an efficient route – bulk funding
would be preferable if state funded was to be more extensively adopted). It also reflects a “inside
the Beltway” conceit that specific costings are highly important, and that use of a single “model” or
set of analysts somehow puts everyone on equal footing (it doesn’t - public service analysts having
their own embedded assumptions about what is important, what behaviours are sensitive to what
levers etc.) With the possible exception of the Netherlands, I’m not aware of any country where a
political costings office products plays any material or sustained role in election campaigns and
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outcomes.
There is an important distinction here. Private entities (parties and their supporters) have every
incentive to invest in convincing voters of their case/ideology/competence/costings. By contrast, no
one has a strong private incentive to do the sort of analysis and commentary - often longer-term in
nature - that a traditional (narrow) Fiscal Council does. That is why a reasonable case can be
made for a public institution of this sort (preferably macro policy focused - since the same absence
of incentives applies to monetary and financial regulatory policy).

4 | Establishing an Independent Fiscal Institution – Submission Form

2 What is the purpose of the new IFI?
Proposal to consider and comment on
The suggested overarching purpose of the IFI is to:



“Enhance fiscal responsibility, accountability and transparency, support public debate, and
strengthen Parliamentary scrutiny.”

It can achieve this by:



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

What do you think?
2.

What should the overarching purpose of the new Independent Fiscal Institution be?

Response: “To contribute to a richer debate on fiscal (and monetary - see above) issues and
options, including to generate resources that would facilitate stronger parliamentary scrutiny of
macro policy”
To do this it needn’t (routinely) be doing its own forecasts - in a NZ context, forecasts although poor
have not been consistently biased – and should instead be focused on the longer-term, inevitably
more speculative or uncertain issues (eg the implications of different size/structure of overall
government balance sheets, the interaction between fiscal and monetary policy, the implications of
different ways of specifying fiscal objectives, how to think about the implications of (say) universal
NZS for the structure and governance of the Crown balance sheet. In a monetary policy context,
how best to think about coping with future serious recessions (with the ELB on nominal interest
rates probably binding). The focus should not be on specific answers or (many) concrete
recommendations, but on deepening and enriching the discussion - including political party thinking
on how best to frame their own preferences.

Establishing an Independent Fiscal Institution – Submission Form | 5

3 What roles and functions should the IFI undertake?
Proposal to consider and comment on
The key functions proposed for the new IFI are to:



provide financial costings of political party policies, including election manifestos, and any
costings requested when government is formed



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



comment on the Treasury’s economic and fiscal forecasts



comment on long-term fiscal sustainability and key fiscal risks, and



produce relevant and related commentary on fiscal and budgetary matters.

What do you think?
3.a

What should be the functions (and roles) for the new Independent Fiscal Institution?

Response: As covered in earlier responses, I would suggest that the focus on an IFI should
normally be primarily on the last two of these items. (And there should be no expectations that the
IFI should wheel out instant commentary, for public or FEC, on each new EFU.
In addition, I suggest that they should be responsible for producing estimates at the time of the
PREFU on key fiscal variables not on the outgoing government’s own operating allowance
provisions, but where (for example) real per capita (relevant population base) spending for each
main item is (a) kept constant and (b) where real per capita spending on this basis continues to
change at the rate it has in the previous (say) five full fiscal years. Much of the issue around the
“fiscal hole” last year related to PREFU numbers which, while accurate for what they were, were not
really fit for purpose.

3.b

Are there any institutional design factors that should be considered to allow additional
functions to be added to the Independent Fiscal Institution in the future?

Response: Can’t think of any specifics, although as noted I believe the focus of any IFI (and where
the market gap lies) should be with bigger picture macro policy, not just fiscal.
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3.1 Provide financial costings of political party policies,
including election manifestos, and any costings
requested when a government is formed
Proposal to consider and comment on
Key features of the proposed function to cost political parties’ policies are that:



The IFI can cost a political party’s policy once it receives a request from that political party. So
the IFI can action that request, the policy party must deliver to it a policy with a high level of
detail.



During a pre-election period, a political party will also be able to get the IFI to assess the total
fiscal impact of its election manifesto.



The IFI would not cost Government policies.



A framework, including specific criteria and thresholds, needs to be developed to ration and
prioritise costing requests across parties in an equitable way.



The IFI will use its best professional judgement to provide a comprehensive costing that is an
estimate of the fiscal impact of a policy (expenditure and revenue impacts). Where appropriate,
this will include the direct behavioural impacts resulting from the proposal.



Broader economic impacts could be included or commented on when those impacts are
substantial (for example, impacts on GDP or CPI). The IFI would not assess wider impacts of
the policy (such as impacts on wellbeing or on the environment), if these do not give rise to
fiscal impacts.



The IFI will need to develop a framework for producing policy costings that sets out how it will
approach different types of fiscal impacts and the level of confidence that is required to
incorporate these impacts into a costing.



If a costing has been completed, and the policy publicly announced, then the costing should be
made public to support transparency (either by the political party or the IFI).



If the political party has not announced the costed policy, then the IFI could not release that
costing unless the party agreed.



During the negotiations to form a government, political parties can request the IFI to cost
specific policies. The State Services Commissioner would continue to have a role in
coordinating other requests for information that are not for financial costings.
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What do you think?
3.1.a Do you agree with the key features for how the new Independent Fiscal Institution
should undertake costings of political party policies?
Response: In general, no (since I don’t favour a policy costing unit). But if one is established, once
costings have been provided to a party they should be automatically and proactively released no
more than say 30 working days after delivery to the Party. A policy costings unit should be some
sort of final check, not an ongoing working level resource

3.1.b What options are available for the allocation and rationing of access by political
parties to the new Independent Fiscal Institution for policy costings?

Response:
For existing parliamentary parties, in principle one could provide a fixed budget proportional
to seats, and charge for each costing. I’m not sure how workable this would be, given that
the parties couldn’t control how much resource the iFI devoted to each request. More
importantly, such an approach would tend to reinforce the systemic bias in favour of
existing parties (and probably reinforce a bias to big parties). From my observation, the
Australian costings office - with no cap - was mostly used by one small party.
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3.2 Comment on and assess compliance with the
Government’s fiscal strategy and fiscal targets
Proposal to consider and comment on
Key features of the proposed function to comment on and assess compliance with the
Government’s fiscal strategy and fiscal targets are that:



The IFI would be required to comment on the Government’s yearly Budget Policy Statement
(BPS) and Fiscal Strategy Report (FSR). In particular, the IFI would assess whether the
Government has appropriately met its obligations under the Public Finance Act (PFA).



The IFI would achieve this by assessing whether or not the Government is pursuing its policy
objectives in accordance with the PFA principles of responsible fiscal management.



As part of this assessment, the IFI would also assess whether the Government is on track to
meet (or has achieved) its short-term fiscal intentions, long-term fiscal objectives, and/or any
other fiscal target the Government has set itself.



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



The IFI can request the Government clarify its interpretation of its fiscal strategy.



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



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

What do you think?
3.2

Do you agree with the key features for how the new Independent Fiscal Institution
should comment on and assess compliance with the Government’s fiscal strategy and
fiscal targets?

Response: No. Mostly this would be a hoop-jumping exercise, adding little or no value. Any issues
in NZ are not around immediate announcements (which bank commentators etc do scrutinise), but
about the longer-term issues. Also, a short-term focus will tend to lull the Fiscal Council into
thinking of itself as just another cog in the bureaucracy, working to official deadlines, rather than an
independent, and somewhat more speculative adventurous, voice.
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3.3 Comment on the Treasury’s economic and fiscal
forecasts
Proposal to consider and comment on
Key features of the proposed function to comment on the Treasury’s economic and fiscal forecasts
are that:



The IFI would comment on the reasonableness of the key judgements and assumptions
underpinning the economic and fiscal forecasts produced by the Treasury.



The IFI should release its commentary on the Treasury’s economic and fiscal forecasts at the
same time, or soon after, the forecasts are released publicly.



To achieve such a coordinated release, the IFI would require embargoed access to a
preliminary forecast, details of the costings of measures, the final forecast, and enough time to
scrutinise them.



The IFI would be able to have sessions to question Treasury officials about the forecasts.

What do you think?
3.3

Do you agree with the key features for how the new Independent Fiscal Institution
should comment on the Treasury’s economic and fiscal forecasts?

Response: No. There is no obvious market gap, and doing this sort of job well would also involve
multiplying the level of resource required to support the IFI.
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3.4 Comment on long-term fiscal sustainability and key
fiscal risks
Proposal to consider and comment on
Expanding on the proposed IFI functions to assess and comment on fiscal strategy (3.2) and the
Treasury’s forecasts (3.3), key features of the proposed function to comment on long-term fiscal
sustainability and fiscal risks are that:



The IFI would be required to comment on long-term fiscal sustainability as part of its role in
assessing the Government’s long-term fiscal objectives. This would include testing the
reasonableness of the Government’s 10-year fiscal projections.



Beyond that, the IFI could comment on trends in fiscal sustainability and fiscal risks, building on
its role in commenting on the Treasury’s economic and fiscal forecasts. This could include
commenting on the Treasury’s Long Term Fiscal Statement and Investment Statement, and
the risk chapters in the Treasury’s Economic and Fiscal Updates.

What do you think?
3.4

Do you agree with the key features for how the new Independent Fiscal Institution
should comment on long-term fiscal sustainability and fiscal risks?

Response: The second of these is getting nearer to where I think value could be added.
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3.5 Producing relevant and related commentary on fiscal
and budgetary matters
Proposal to consider and comment on
It is proposed that the IFI will be able to produce related research on fiscal and budgetary matters,
but that this research should not go beyond positive analysis. The specific nature of the research
and analysis that can be produced will be developed further.

What do you think?
3.5

Do you agree that the new Independent Fiscal Institution should be able to
produce other relevant research on fiscal and budgetary matters?

Response: Yes. I would be hesitant about “should not go beyond positive analysis” and do not
think that sort of prescription should be written into the mandate. The IFI can’t afford to be seen as
partisan, but that is as much about the quality of the people leading it and the quality of their
analysis. The Productivity Commission has managed, so far, to be seen as non-partisan (if not
always non-ideological) without avoiding recommendations.
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4

What are some of the key success factors and
challenges facing the establishment of the IFI?

What do you think?
4.a

What factors do you consider make Independent Fiscal Institutions successful?

Response: Right-sizing and right-peopling. We are a small country, with limited resources and
expertise, and devoting too much to the IFI – esp if duplicating too much Tsy work - will be a path
to a short life. Finding the right person to chair the thing thru its first few years is vital - needs
someone who is well-regarded, who isn’t ambitious (last big job), and who is willing to speak clearly
but well even if it is awkward at times for one or other (or both) main parties. The Parliamentary
Commissioner for the Environment probably repays study in this regard.

4.b

What challenges do you consider will impact the establishment of a successful
Independent Fiscal Institution in New Zealand?

Response: Finding the right people is crucial. More important, probably, than specific structures or
whether (eg) it is set up as an office of Parliament (which I favour).
A policy costing focus will both complicate finding the right person and risk a politicisation accident
in the early years.
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5 What institutional form should the IFI take?
Proposal to consider and comment on
The Government is yet to form a view on the appropriate institutional form for the IFI. A number of
potential institutional models could work in the New Zealand context. These models are outlined in
the table below.
Who is the new IFI
accountable to?

Existing institutions

New institutions

EXECUTIVE

Part of the Treasury

New Department
New Statutory Crown Entity (from least
to most independent: Crown Agent,
Autonomous Crown Entity, or
Independent Crown Entity)

PARLIAMENT

Part of the Controller and Auditor-General

New “legislative” branch department

Part of the Office of the Clerk

New Officer of Parliament

Part of the Parliamentary Service

What do you think?
5.a

Given the proposed mandate and functions, who do you think the new Independent Fiscal
Institution would be doing a job for and, therefore, who should it be accountable to?

Response: Parliament and public primarily (not ministers or Treasury).

5.b

Do you think a new Independent Fiscal Institution is required, or can some, or all, of
the proposed functions be performed effectively by an existing institution?

Response:
There is no need for a policy costings office. The sort of longer-term analysis and commentary I
think the IFI should do (on fiscal and other macro matters) is not being consistently done elsewhere,
and no one has a sustained incentive to provide it. One could provide additional resources directly
to FEC, but I’d be sceptical that they would wish to use such resources for such purposes (political
incentives in our system do not favour select committees doing a good job on things that don’t get
quick headines).

16 | Establishing an Independent Fiscal Institution – Submission Form

5.c

What level of independence from Ministers do you think is required to achieve the new
Independent Fiscal Institution’s proposed mandate and functions?

Response: Very substantial, or almost complete

5.d

Do you have a preferred institutional model for the new Independent Fiscal Institution?

Response:
Should be an office of Parliament, although arguably an ICE would not be too problematic provided
the right (strong independent) people were appointed in the early years.
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6

Do you have any other feedback?

What do you think?
6.a

Are there any issues not discussed in this document that you would like to bring to the
Government’s attention at this stage?

Response: The lack of adequate scrutiny of other aspects of macro policy (monetary policy,
financial regulation).

6.b

What submissions would you like to make on those issues?

Response: The Fiscal Council should be developed as a Macroeconomic Advisory Council
(including replacing, in this regard, the Board of the Reserve Bank - which is supposed to do
monitoring and accountability, but is consistently too close to management to do the job well).
Broadening the focus in this way would probably make it easier to attract people to serve on the
Council, and as part of a small cohort of staff advisers.
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