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About New Zealand Chambers of Commerce (Inc)

New Zealand Chambers of Commerce (Inc), NZCClI, is an umbrella
organisation serving the interests of 30 chambers of commerce nationwide.
These, in turn, represent over 24,000 businesses around the country. While
many of our members are SMEs, our membership includes most of the
largest corporations in New Zealand.

The chambers exist to promote, support, and encourage sustainable,
profitable businesses. Businesses are the lifeblood of the economy. They
provide employment, pay wages, produce goods and services, and determine
the depth of the tax base. In so doing, they enable the government to build
infrastructure and to provide benefits. If business is flourishing, everyone
benefits; if business is in recession, peoples’ standards of living suffer. For
businesses to flourish, they require an environment that is supportive, and a
culture that encourages, rewards, and celebrates success.

Why have we produced this manifesto?

NZCCI is non-partisan. It does not support any political parties but it does
support policies that enable businesses to flourish and promote the interests
of New Zealand as a whole.

With the general election approaching, the purpose of this manifesto is to
outline what we think those policies should be. We hope that political parties
will adopt them as much as possible.

The manifesto touches on the following areas, to give a picture of where
NZCCI stands on each issue, and sets out actions we would expect the
incoming government to implement:

Monetary Policy, Interest Rates and Exchange Rates
Role and Size of Government

Labour Market

International Economic Activity

Economic and Regional Development

Transport and Infrastructure

Local Government

The Environment
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To achieve sustainable growth, government policy must be actively pro-
business. The government cannot run the business sector, but it can support
it and remove barriers to its success. The chambers of commerce throughout
New Zealand intend to scrutinise parties’ policies and compare them with this
set of policies, which we think provide the best platform for the New Zealand
economy to grow.



Monetary Policy, Interest Rates and Exchange Rates

Over the last ten years or so, New Zealand businesses have been operating
against a background of high and rising interest and exchange rates. These
are directly related to the rate of inflation and the monetary policy
implemented by the Reserve Bank to control it.
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Maintaining low inflation, or stability in the overall price level, is crucial for the
competitiveness of the New Zealand economy1. It is also the best way to
maintain low interest and exchange rates in the medium term. Yet it is
important that inflation be contained without putting undue upward pressure
on interest and exchange rates in the process.

Inflation is @ monetary phenomenon and so the Reserve Bank has the leading
role in achieving and maintaining price stability. To this end it is given political
independence and there is a policy target agreement (PTA) between the Bank
Governor and the Minister of Finance setting out specific targets for achieving
and maintaining price stability - currently defined as inflation between 1.0 -
3.0% over the medium term.

NZCCI Position - Monetary Policy

NZCCI fully supports the current monetary policy framework - including the
Reserve Bank's independence and its single focus on price stability.
However, we have some strong concerns about the interaction monetary
policy has had with other policy and economic settings over recent years.
This has had a detrimental impact on the New Zealand economy through the
resulting upward pressure on interest and exchange rates. The New Zealand

! Businesses and consumers are worse off if prices rise faster than incomes and inflation can reduce the value of an
investment if the returns are insufficient to compensate. Sustained inflation also has longer-term effects. If money is losing its
value, businesses and investors are less likely to enter into long-term contracts. This discourages investment in the nation’s
productive capacity.



dollar is considered fundamentally overvalued by most measures and our
interest rates are the highest in the developed world.
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High interest rates and an overvalued exchange rate reveal more about the
failure of other policy settings than problems with the monetary policy
framework. A series of policy settings have worked against monetary policy in
recent years and contributed to inflation and interest and exchange rates
being higher than they should otherwise be.

The following are just some of a list of counteractive policies, many of which
are discussed more fully later in this manifesto, which need to be addressed
so that pressure can be taken off interest and exchange rates and so that the
productive sector does not have to bear the burden of controlling inflation: -
increases in government expenditure and taxes; the expansion of local
government; increased labour market regulation, which has pushed up labour
costs; cost increases arising from the Resource Management Act and other
cost-raising regulations. All of these policy settings need attention from the
government - for their own sake and also so that monetary policy can operate
more effectively.

NZCCI Recommendation

NZCCI supports the existing monetary policy framework with its focus
on inflation but monetary policy needs support from other pillars of

government policy to be effective. It should not operate in isolation.

Government should review the policy settings that are pushing up
prices and working against monetary policy.




Role and Size of Government

The following graph plots government expenditure and revenue since 1995.
Government spending has almost doubled over that period and is forecast to
grow faster than revenue over the next four years.
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NZCCI Position - Government Spending

While recognising the importance of most government spending and the
efficiency of taxes as a way of funding public goods, NZCCI believes that both
government spending and taxes have been growing too fast and that New
Zealand’s overall tax-take is too high.

As well as the overall quantity of spending, a particular concern is the quality
of government spending. There is a growing impression that much of the new
spending is non-productive or low quality. Anecdotal evidence suggests
government departments are flush with funds that they don’t know how to
spend sensibly. A recent example in the media was the badges promoting
Maori education but there are many others. ANZ National Bank has recently
completed a more scientific assessment and concluded that growth in non-
productive spending (excluding benefits) has averaged 8.4% per year since
1997 compared with 5.2% for more productive spending.

More effort needs to be put into eliminating waste in non-productive
government expenditure and reducing overall expenditure growth. We
encourage the in-coming government to focus on the quality of its expenditure
over the next three years and on raising productivity in the public sector.

NZCCI Recommendation

NZCCI recommends the in-coming government urgently undertake a
review of all government spending with a view to eliminating waste as
soon as it takes office.




Tax Policy

New Zealand’s company tax rate was reduced in 2008 for the first time in 20
years (from 33% to 30%). A program of personal tax cuts is to commence
later this year. While there has been relief for families in recent years in the
form of tax credits, these will be the first tax cuts since the 1990s. The top
personal tax rate has not been cut since 1988. This reluctance to reduce
taxes has been against a backdrop of decreasing taxes in most of our trade
partners’ economies.

NZCCI Position - Tax Policy

The recent reductions in company tax rates and the proposed personal tax
cuts have been very positive but NZCCI believes further reductions are
necessary to put New Zealand on a path to higher economic growth.

Lower taxes would achieve a more efficient allocation of resources and make
New Zealand a more attractive destination for capital and people. They would
improve our international competitiveness and boost investment, employment,
productivity and economic growth. It is likely that Australia and other
countries will continue to lower their company and personal tax rates over the
next few years and so New Zealand must continue to do the same in order to
remain competitive.

Tax cuts should be funded by reductions in the growth of further government
expenditure and savings from some specific cuts in non-productive
bureaucratic spending. We are aware that as the economy slows, significant
tax cuts will be less affordable without some significant decisions in this area.
Tax cuts must be delivered in a way that does not exacerbate inflationary
pressures.

We have a clear preference for reductions in tax rates over raising tax
thresholds. Incentives to work, save and invest at the margin are all
increased with lower tax rates.

We also favour a low-rate, broad-based tax system rather than a series of tax
incentives and tax breaks. In general, tax incentives do more harm than good
through the distortions they create, their eroding of the tax base and the
resulting increase in compliance and administrative costs. For this reason
reductions in tax rates will be more beneficial than tax-base incentives such
as targeted tax credits; deferral of losses; deductions for “blackhole”
expenditure; and adjusting depreciation loadings etc.

The recent reduction in the company tax rate was welcome but this has had a
perverse effect on the overall tax system now that the differential between the
30% company rate and the top rate of personal tax of 39% is so large. Closer
alignment of company and personal tax rates would greatly reduce the
creation of companies simply to avoid higher tax rates, and would also reduce
administration and compliance costs.



A cut in personal taxes would benefit businesses as well as employees.
Around 40% of businesses are unincorporated, for example as sole traders or
partnerships, meaning the company tax rate is not relevant to a large
proportion of New Zealand businesses.

As discussed in the section on climate change, rather than an emissions

trading scheme, we would prefer to see the introduction of a broad-based
carbon tax with a corresponding reduction in income tax rates.

NZCCI Recommendation

We recommend a reduction in the top personal tax rate be a priority as
part of the incoming government’s next round of tax cuts.

Tax Compliance

The cost of complying with the tax system is a major barrier to setting up a
business and compliance costs are continually cited as one of the major
concerns for SMEs.

NZCCI Position - Tax Compliance

The IRD’s recent changes to filing thresholds and related decisions were very
welcome. These will reduce the interactions taxpayers have with Inland
Revenue and the amount of time spent on complying with tax rules and/or the
cost of employing professional services. However the best way to
significantly reduce the cost of complying with the tax system is to simplify the
tax system with fewer tax rates.

NZCCI Recommendation

The government should simplify the tax system by implementing a
flatter tax structure and aligning company and other entity tax rates with
personal tax rates.

Regulation

The costs of poor regulation are often wrongly interpreted as business
compliance costs but these are only a small proportion of regulatory costs.

NZCCI Position - Regulation

New Zealand is over regulated and too much of this is poor quality regulation
which poses unnecessary and significant costs on the economy. New laws



and regulations need more scrutiny before being introduced so that any
undesirable side effects can be minimised at the outset.

NZCCI supports the Regulatory Responsibility Bill, due for its second reading

in Parliament, which aims to improve the quality of parliamentary laws and
regulations by enhancing the degree of scrutiny they get before being passed.

NZCCI Recommendation

The government should make the passage of the Regulatory
Responsibility Bill a priority.

Savings

New Zealand has a relatively low savings record and a high reliance on
foreign capital. This is evidenced by our sizable current account deficit.
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NZCCI Position - Savings

Increased savings by New Zealanders would reduce this reliance and would
create a larger pool of domestic capital which business and the economy can
access. Increased savings would also reduce the claims on the government’s
budget as the population ages.

NZCClI is supportive of KiwiSaver as a means of changing New Zealand’s
savings culture, providing an increased supply of capital and diversifying
people’s savings away from housing. However, we have some difficulties
with the scheme around the generosity of the tax credits vis a vis tax cuts, the
compulsory contributions, and the compliance costs faced by employers.
NZCCI supports the New Zealand Superannuation Fund.



Labour Market
Wages

New Zealand employees have relatively low levels of remuneration by
international standards. Incomes and income growth rates are well below the
OECD average.

Labour compensation per employee
Average annual growth 1995-2006
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This has been a major contributor to the net outflow of New Zealand citizens,
which has been occurring for more than a decade, and the difficulties New
Zealand businesses face in attracting and retaining highly skilled employees.

NZCCI Position - Wages

NZCCI supports a high wage economy for New Zealand. The best way to
achieve this is to adopt policies that focus on increasing productivity,
improving skills and enhancing the New Zealand business environment.

NZCCI Position - Minimum Wage

NZCCI supports the existence of a minimum wage to protect vulnerable
workers but considers the current level to be too high relative to the average
wage in New Zealand. As the minimum wage has increased in recent years,
larger numbers of people have been brought into the increase. The minimum
wage is now supporting more than just the lowest income percentile and risks
distorting the labour market significantly.

NZCCIl Recommendations

To achieve higher wage growth, the government should adopt policies
that focus on increasing productivity, improving skills and enhancing
the New Zealand business environment.




The government should not use increases in the minimum wage as a

way to force rises in the overall wage level.

Productivity

New Zealand has experienced significant employment growth in recent years
but this high labour utilisation has allowed us to mask one of the lowest labour
productivity growth rates in the OECD.

Productivity is a measure of how efficiently inputs (such as capital and labour)
are used within the economy to produce outputs. It is influenced by the
performance of individual firms and work effort and skills as well as the quality
of institutions and policies that affect the overall economic environment.

Labour productivity growth
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NZCCI Position - Productivity

A significant improvement in productivity growth continues to be necessary to
secure economic growth. A lift in productivity growth will require increased
levels of investment and training.

The Australian Productivity Commission has been successful in enhancing

productivity in that country and the government should consider replicating it
in New Zealand.

NZCCI Recommendations

The government should adopt the recommendations contained in this

manifesto which are designed to improve New Zealand’s productivity
growth. These include investment in infrastructure; lower marginal tax
rates; reductions in government imposed costs on business; strong
external linkages and a flexible labour market.






