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Comments: Measuring and improving state sector productivity (Draft Report), NZ 

Productivity Commission December 2017. 

Our general view is that this is a well-written document that provides an excellent discussion 

around productivity in a New Zealand (NZ) context. As such it should serve as a valuable 

foundation for building on efficiency and productivity research and applications in the public 

sector. We have tried to provide some helpful observations and suggestions which are set out 

below. 

1. It is good to see a focus on productivity, especially measurement. The Public Finance 

Act 1989 requirements around reporting distinctions between outcomes, outputs and 

inputs was a giant leap in better accountability for public sector organisations. At the 

time, there was considerable confusion around the distinction between outputs and 

outcomes and the distinctive roles of ministers and departments (Ball, 1992)i. However, 

as Figure 1.1 shows, these distinctions enable measures of the 3 E’s (efficiency, 

effectiveness and economy) to be estimated as used in Rouse and Chiu (2009)ii to 

determine optimal life cycle maintenance in road maintenance for Transit NZ. Although 

these measures are still required to be reported, it is not clear how they are currently 

used which may be an indication of being too broad or overly financial. We agree with 

the statement made on page 3 about “the culprits for this lack of measurement and 

understanding are cultural and institutional.” 

2. While productivity leads to greater efficiency as stated in the ‘Overview’ the normal 

causal link is from efficiency to productivity as articulated in the seminal paper on 

efficiency and productivity by Caves at al. (1982) and its extension by Färe et al. (1994). 

[See Färe et al. (2008, 2011) for more details]iii  

3. We note the distinction drawn between goods and services on page 9 but suggest that 

it might be helpful to look at the literature around service dominant logiciv which aligns 

very well with the production perspective described on page 9. 

4. Page 9 also refers to limited or lack of price information for many services in the public 

sector. New models in production modelling use shadow prices to estimate virtual 

prices for non-marketed goods and services that potentially can be used in these 

situations as described in our recent research.v 

5. We agree with the implication noted on page 16 that “effectiveness is prioritised over 

efficiency, rather than pursuing both goals.” Causal observation of a sector such as 

health readily shows the tension between efficiency and effectiveness (almost manager 

versus clinician) and the need for balance. We support more research to be focused on 

this tension and ways in which a balance can be attained to satisfy competing 

stakeholders. 

6. Page 36 provides some illustrative outputs and outcomes in various sectors. We are 

aware in health that while there are well developed output measures for case weighted 

inpatients (and to a lesser extent outpatient attendances), there are less well developed 

measures of other non-inpatient activities such as community health and mental health. 

We have done some work on developing measures in these areas particularly in home 

care and district nursingvi. 

7. The report makes no mention of the Integrated Data Infrastructure (IDI) maintained by 

Statistics NZ which might be a useful extension or resource for productivity modelling. 



 

8. Page 38 mentions the issues around controllability principles and provides a useful 

figure (3.1) illustrating hierarchical levels of analysis. We are familiar with aggregation 

issues especially those using index numbers as well as some hierarchical modelsvii. We 

also suggest looking at recent research into network models especially in light of the 

discussion around intermediate goods and services and outputs and outcomes. 

9. Chapter 5 provides a good discussion around environmental and contextual variables 

and we have a strong interest in this area having published in areas such as educationviii 

as well as technical aspects of modelling these variablesix. 

10. The Report does not talk much about inter-temporal productivity measurement and 

network models which can bring into the analyses the dynamics of technological 

changex and time substitution modellingxi. These can be especially powerful methods 

when estimating the effects of climate change and abatement activities on productivity. 

 

i Ball, I. (1992). “Outcome Specification.” Proceedings of the New Zealand Society of Accountants Public Sector 

Convention.  

 
ii Rouse, P. and T. Chiu. ‘Towards Optimal Life Cycle Management in a Road Maintenance Setting using DEA.’ 

European Journal of Operational Research 196: 672-681, 2009. 
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