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Don’t know what you got (till it’s gone)
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"People of Puerto Rico are paying

off this debt with their life": Court
hearing begins on Puerto Rico's
debt crisis
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Why are Financial Footings Important?

* Financial footings support social wellbeing

* Sound fiscal position:
— Reduces need for reactive policy change
— Enables shocks to be absorbed
— Reduces uncertainty
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The Financial Footings...

 The Public Finance Act 1989 (PFA)
is legislative foundation S—

e Government wishes to review PFA

* Treasury Discussion Papers
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Public Finance Act at 30

New Zealand's Public Finance

Act at 30: lessons,
achievements and future

directions

Friday, 26 July to Sunday, 28 July 2019
Victoria Business School, Rutherford House, 23 Lambton Quay, Wellington, New Zealand

https://www.victoria.ac.nz/sacl/about/events/public-finance-act-at-30
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What We Have Got — Fiscal Position and...

Figure 19 — Composition of net worth attributable to the Crown

$billions

* |ncreasing net e s rorscas
worth o
100
* After previous two “
decades of deficits... * I
= 2008 2010 2012 2014 2016 2018 2020 2022

Source: The Treasury

Capital thinking Globally minded. 2@3 VICTORIA



... Comparative Fiscal Resilience

Public Net Worth

(in local currency, billions)

Australia 67 - 391
Canada - 457 - 631
Uk 1200 : 2 400

*2010 and 2017 nos.
us - 10 200 - 20 400
NZ 105 116
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What Else Have We Got?
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But Significant Issues Remain...

Critical issues Table 1.4: The comprehansive balance sheet - linking

the long term fiscal position to the government balance

sheet
* Complex social problems S =
* Long-term fiscal outlook — R

* Ris ks Financial 94 143 -49

Maost Impertant Problems Facing New Zealand - Specific Issues

Commercial 57 34 23
Povertyand the gep between rich and - | < =% Subtotal 314 197 117
) i - Fiscal balance sheet™ 3wy 4,185 -278

House prices and Housing affordability _ 15.8%
Comprehensive balance sheet 4,231 4,392 -164

Housing shortages and Homelessness _ 10.2%
Government/Politicians/Political unrest _ 5.1%

Immigration/Refugees

0% 5% 10% 15% 20%
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So What in the PFA Should Change?

* Treasury Discussion Papers:

— Independent Fiscal Institutions
— Wellbeing
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Independent Fiscal Institution
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« Common internationally — UK, Australia etc.
* Must reflect local setting — roles differ

 Treasury’s numbers are trusted P St
But Parliamentary scrutiny is weak St St
Policy costings?

Submissions broadly agreed with the proposal included in the discussion document. Most
submitters agreed that establishing an IFI would be an opportunity to improve New Zealand's
fiscal policy framework. A minority of submissions questioned how much value an IFI would
deliver given New Zealand's record of good fiscal performance.
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Wellbeing and Outcomes

The proposal would create new requirements for:

»  the Government to set out how its wellbeing objectives, along with its fiscal objectives, _%_,, e
will guide its Budget decisions, and

»  the Treasury to report on wellbeing indicators, alongside macroeconomic and fiscal
indicators.

Embedding wellbeing in the
Public Finance Act 1989

The “outcome” dilemma

 Qutcomes, SRAs, BPS, PIF, social investment,
LSF, wellbeing.....
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Outputs
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Outputs cont.

Oufput expense SEvVen

Road safety programme

Qufput expense Sector or departmental Outputs purchased within
description outcome links this expense
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Non-GAAP Measures

That means corporate press releases can use adjusted numbers, but they must
show clearly how and why they are departing from GAAP, and — this is critical

— they may not give the non-standard numbers undue prominence.
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Before Changing the PFA...

* Recognize and utilize the enablers
— May involve strengthening some functions

* |Invest (more) to reduce entropy and compliance
mentality

* Look to leadership — modelling desired
behaviours

— Especially ministers (balance sheets, innovation,
failure and risk avoidance)
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Finally, What Shouldn’t Change?

Things to protect: The capital charge:

} helps ensure that prices for goods and services produced by government

) CO h e re n Ce Of Syste m algljencies reflect full p;c;c:ucticn COTS . d . -
b allows comparison of the costs of output production with those of other
* Enabling aspects of the PFA

producers (whether in the public or private sector)

» makes explicit the cost to the Crown of maintaining its capital investment
and creates an incentive for agencies to make proper use of working

® Accrual inform ation base capital and to dispose of surplus fixed assets
. . » helpls (as parlt of a full cost. model) maintlain a ‘level playing field’ between
PY IVI O nt h Iy fl n a n C I a | State m e nts public and private sector bids for competitive tenders.

* Capital charge
* Independence of Standard Setting
* Independence of Treasury
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