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1.  INTRODUCTION 

1.1 Thank you for this opportunity to provide feedback on the Productivity Commission’s Issues 
document, Measuring and improving state sector productivity. 

1.2 I am Chief Economist with The New Zealand Initiative, a Wellington-based think-tank supported 
by New Zealand’s leading businesses. The Initiative engages in public policy research for a free 
and prosperous New Zealand. Previously I served as Senior Lecturer in Economics at the 
University of Canterbury; I am currently Adjunct Senior Fellow with the Department and teach 
Public Economics with the School of Government at Victoria University. I can be reached at 04 
499 0790 and at eric.crampton@nzinitiative.org.nz 
 

2. PROBLEM DEFINITION AND ISSUE SCOPE 
2.1 The Commission’s terms of reference rule out the most useful ways of advancing state sector 

productivity. The terms of reference require that the Commission must here restrict itself to 
measures of technical efficiency rather than allocative efficiency, and not consider “issues like 
where to invest, or service effectiveness, being developed as part of the social investment 
approach.”  
 

2.2 Even leaving aside the critically important questions of effectiveness and of allocative efficiency, 
under the assumption that those are being well handled in other investigations and by other 
parts of government under the Investment Approach, the Investment Approach also provides for 
discovery of technical efficiency.  

 
2.3 NGOs operating on outcome (or output)-based contracts allow a wide variety of approaches for 

delivering those outcomes. More efficient providers can expand to serve more of the market; 
less efficient ones win fewer contracts and provide fewer services. The Investment Approach, 
broadly speaking, then facilitates an entrepreneurial market discovery process similar to that 
which operates in other competitive markets. Even better, the government may be able to learn 
from the process to improve its delivery of similar outputs or outcomes by Ministries.  

 
2.4 Where allocative efficiency and effectiveness are out of scope, technical efficiency can be a 

problem. Technical efficiency in producing outputs that are ineffective in producing the desired 
outcomes can do harm if it encourages a shifting of resources away from less technically 
efficient processes that produce outputs that are more closely tied to desired outcomes. 

 
2.5 Similarly, correct valuation of outputs for measures of technical efficiency should be derived 

from measures of the values of the outcomes fostered by those outputs. Where outcomes are 
out of scope, we are left with trivial definitions of efficiency: numbers of hip operations per 
dollar spent, for example – without any sense of the value of a hip operation. Or, worse, 
consider whether improvements in police efficiency in detecting and prosecuting users of 
cannabis is desirable when legislative change legalising cannabis use seems highly likely within 
the next decade. Would New Zealand have been a better place had the police been more 
effective in enforcing laws against homosexuality prior to law reform? 

 
2.6 Consider also as case study technical efficiency in providing home-based care to the elderly.  
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2.6.1 A focus on output efficiency might try to minimise overhead costs among providers, or to 
improve routings and schedules for care workers to minimise time spent on the road 
between patients, maximising the number of hours of in-home care provided to patients for 
any quantum of cost. 

 
2.6.2 But the approach would fail utterly because it has misspecified the objective. The approach 

taken instead by MyCare, allowing client self-directed care options, instead works to 
improve patient well-being which depends critically on clients being able to choose the 
times and types of care provided as well as developing a strong relationship with their 
carers. And it also appears to be more technically efficient – but it never would have been 
found if we began from a “Here is the output that government is trying to maximise now 
find technical efficiency” starting point.  
 

2.6.3 Simply giving patients a budget to spend as they wished on self-directed home-based care 
let them prioritise the aspects of care that mattered most to them – encouraging allocative 
efficiency across different aspects of care. And the online marketplace in which care 
providers advertised services and rates facilitates technical efficiency – providers whose 
services do not make grade for the stated cost will have difficulty finding clients. 

 
2.7 All of this points to the importance of setting institutions that facilitate entrepreneurial 

discovery of better methods of achieving desired outcomes. It will not be possible in all sectors. 
But the first question should not be “How can we measure productivity in this sector” but rather 
“Can we devise institutions that allow efficient providers to emerge, and weed out inefficient 
providers, and consequently ensure that we do not have to measure productivity. And, can we 
facilitate client-based assessment of the value provided by enabling client choice?”  
 

2.8 I will now turn attention to some of the questions raised by the Issues Paper.  

QUESTIONS RAISED BY THE ISSUES PAPER 

Q7. The Commission should explore a wide range of valuation techniques for assessing the value of 
non-market outputs. Willingness-to-pay measures need not include only survey-based 
techniques but can include a raft of measures derived from observed related market 
transactions. The risk-premium that obtains for particular jobs, for example, can provide a 
reasonable benchmark for the value that workers place on avoiding relatively small risks. While 
those, scaled up, would never yield a figure that anyone would be willing to accept in exchange 
for dying, they do provide an excellent baseline for real-world trade-offs: regulatory or health 
interventions that, ex ante, provide a similar reduction in one’s risk of dying. But the larger 
benefit is in standardising the valuation across different policy areas so that RIS and CBA work 
begins from common starting points. Treasury’s CBAx tool and associated valuations 
spreadsheet provide a useful starting point. 

Further, and again we are constrained by the terms of reference here, but valuation and 
aggregation should work backwards from outcomes, not forward from costs. Derive the best 
measure of the value of the outcome tied to the public-sector output, get the estimate of the 
effect of the output on the outcome, and use that to value the output. The value of a Trabant 
was less than the sum of the costs of the inputs, but that is the mess you get when you value 
upwards from costs rather than backwards from some measure of the value of the output to the 



client or customer. And the discrepancy may only become obvious when consumers are allowed 
to choose Volkswagens instead.  
 

Q10. Case mix adjustment is critical in education. And, it is feasible. Schools strongly resist 
performance measurement and benchmarking, in part, because they serve very different 
communities. A Decile 10 school achieving an 87% NCEA pass rate may be severely 
underperforming as compared to a Decile 1 school achieving a 75% NCEA pass rate, but the 
former is rewarded under blunt performance regimes. But it is entirely feasible to simply take 
every student in the country in IDI, run regressions putting output variables on the left-hand side 
like NCEA completion or grade point averages.1 Then sum the residuals on a school-by-school 
(or, with better data, classroom-by-classroom) to see which schools over- or under-perform 
relative to the communities they serve. Or simply use them as a better case-mix-adjusted 
measure of productivity.  

Q15. I mostly here want to applaud raising the question of how to treat co-payments. It is 
fiendishly difficult when we think about volunteer efforts. For cash co-payments, where they are 
known, it would seem simplest to measure output productivity with reference to total cost 
rather than only with reference to the government’s contribution, but to consider the 
productivity of a government dollar spent as being leveraged by the co-investment where the 
co-investment would not have happened but for the government’s contribution. 

In the case of volunteer work, it gets trickier. There is no obvious way of determining whether 
volunteer efforts should be treated as investments or consumption by the volunteers, or (in 
some cases) whether volunteer efforts should properly be viewed as voluntary – some parents 
might prefer the option of buying their way out of participating in school fairs but find no option 
for doing so. But their quasi-coerced participation may also be critical in the production of school 
community. If community co-payment through volunteer activities are mostly consumption for 
the volunteers, then the technology may have transformed one of the costs into a benefit.   
 
I propose no solutions to The Commission’s excellent question, but I do admire the Commission 
for having raised it. It is a deep one. What are people doing when they volunteer for school or 
other civic activities? 

Q16 A case study in productivity in home-based care could be rather interesting. DHBs have 
typically contracted with large service providers for the service; some have begun shifting to 
allow client choice in carers via MyCare. The study could have interesting implications for other 
areas where government could shift from large purchasing service contracts to funding clients 
directly.  

Productivity in health and education more generally seems potentially fruitful both because they 
constitute large spending items and because delivery is disaggregated across lots of separate 
units, each of which could be using different methods for delivering outputs.  
 
Data envelopment techniques then could provide productivity frontiers for existing providers, 
adjusting appropriately for the characteristics of the communities they serve. As example, James 

                                                           
1 Martine Udahemuka’s report for The New Zealand Initiative, Amplifying Excellence, outlines the basic 
method; Rachel Hodder and Martine Udahemuka’s forthcoming report for the Initiative describes an improved 
NCEA grade-point-average measure that could assist. 



Hogan’s Master’s thesis at Canterbury measured health sector productivity, harnessing DHB-
level variation in labour mixes to show that DHBs seemed to underutilise nurse-practitioners 
relative to doctors; he also showed how the lower productivity mix employed was an outcome 
of industrial bargaining structures in health.2 Note that his work is also relevant to your Question 
17. 

Q18 As noted in Q10, education productivity measurement is complicated by that the amount of 
effort or resource needed to produce outputs (NCEA qualified graduates) varies considerably 
with the incoming quality of the inputs (students). Students vary in innate ability and in access to 
complementary inputs to education sector outputs: resources available at home, tutoring, 
parental involvement, parental ability and the like. Any school’s productivity will be substantially 
affected by those background inputs. Sector productivity measurement is also complicated by 
strong heterogeneity in the characteristics of deemed-equivalent outputs: NCEA Level 2 
certification spans an enormous range of qualifications, from those very vocationally oriented to 
those strongly geared toward university entrance. Finally, where schools know they are being 
measured on the outputs rather than the quality of the outputs, they will have incentive to shift 
students at the margin to courses they are certain to pass from ones that might be more 
challenging.  

Adequate productivity measurement then requires both correction for differences in the student 
intake at different schools and for the characteristics of the degrees awarded.  
 
These challenges can be overcome. IDI data can easily handle much of the effect of student 
composition: any school’s production function for outputs (degrees) would be a function not 
only of its funding inputs (teachers, facilities, teachers’ aides and the like) but also of the student 
inputs. As noted in Q10, simple regression analysis should be able to identify higher and lower 
productivity schools accounting for those differences in student characteristics.  
 
Adjusting for degree composition would be slightly more difficult as it would require coding the 
characteristics of different degree pathways. Again, data envelopment techniques could 
demonstrate whether some schools are better than others at successfully matching students to 
degree pathways of appropriate rigour: if one school can transform students of given ability and 
background characteristics into university-ready graduates, and another provides similar 
students with only a more basic NCEA qualification, the data should be able to reveal that. 

Q19:  Here the restriction against outcome-based productivity assessment is especially grating. 
Efficiency in detecting and jailing teenagers for drug use may be of very highly negative value in 
reducing future crime. But there are simple measures that should be targeted. Speed of 
transforming called jurors either into excused jurors or chosen jurors should be targeted lest the 
Courts waste substantial citizen time in repeated fruitless panellings. On-time delivery of court 
dates and witnesses being called for the correct date should also be tracked across courts.  

Q21: The Treasury/Superu Government Outcomes Catalogue Tool currently tallies the outcomes 
targeted in the public service, and how they might be measured and tracked. It is a great start, 
but would be improved with easy links through to the performance data on each outcome. It 
may be of use to the Productivity Commission in developing output productivity measures that 
track towards outcomes. Q23: Bureau demand for efficiency measures is derived from 

                                                           
2 James Hogan. 2014. Health Sector Labour Market Dynamics and Multi-Employer Collective Agreements. 
Master’s thesis available at http://www.wiltshirehogan.co.nz/thesis/Thesis_for_Upload_to_Library.pdf  

http://www.wiltshirehogan.co.nz/thesis/Thesis_for_Upload_to_Library.pdf


Ministerial demand. Ministerial demand is driven by voter demand. Consequently, transparency 
in efficiency measures and broad dissemination of them can encourage their uptake within the 
state sector. League tables across DHBs in meeting various service targets can generate pressure 
for improvement where residents see that other DHBs outperform theirs, for example, in wait 
times for surgeries. Greater public knowledge of efficiency measures, and about relative 
performance under those measures, could be rather useful.  

Q24&25: Measures of efficiency added to existing performance measures would be helpful. The 
opportunity costs of achieving different BPS targets may vary across regions, and it would be 
useful to know whether BPS targets were met through massive investment that might have 
drawn resource from other non-targeted areas, or whether they were met at more reasonable 
cost. Similarly, where different agencies may have BPS targets that work towards similar 
outcomes, and where the agencies’ activities are substitutes rather than complements, 
efficiency measures may assist in overall resource and task allocation.  

Q28: Agencies barely have capacity to undertake cost-benefit assessment in support of regulatory 
impact statements; productivity measurement is better conducted by an arms-length agency 
able to cast a neutral eye across all Ministries.  

Q33: One of the strongest potential measures for improving state-sector productivity is the 
potential for contestable delivery by non-governmental agencies on performance-based 
contracts, and delivery contestability across Ministries and agencies. Agencies contracted for 
provision of outputs, but with flexibility in processes for producing those outputs, not only help 
discover more productive ways of delivering outputs, but also produce information about true 
production costs that would be of use to Ministries and Ministers. The main workhorse models 
of bureaucracy in economics focus on the information advantage that Ministries have over their 
Ministers about their true costs of production.3 When Ministers have only an imperfect picture 
of Ministries true costs of producing either outputs or outcomes, Ministries can use that 
informational advantage to produce budget bids that pad costs in areas where demand is 
relatively inelastic in order to fund bureau-preferred projects in areas where legislative demand 
may be more elastic. Output- or outcome-based contracting with non-governmental 
organisations allows Ministers to observe an important data-point: the cost associated with the 
production of a specific output our outcome. Ministerial budget requests for funding to produce 
similar output or outcomes can then be benchmarked against cost information revealed from 
that process.  

3. SUMMARY AND CONCLUSION 
3.1 The Productivity Commission’s Issues Paper raises exceptionally important questions about the 

measurement and definition of productivity in the public sector, the valuation of outputs, and 
the institutions that might encourage the public sector to place greater emphasis on 
productivity. 
 

3.2 I encourage the Commission to maintain and strengthen the institutional aspect of this focus. 
Getting productivity measurement right may matter less in a context in which inefficient 
provision is automatically weeded out.  

                                                           
3 See, for example, William Niskanen, 1968, “Nonmarket decision making: the peculiar economics of 
bureaucracy” American Economic Review; Albert Breton and Ronald Wintrobe, 1975, “The equilibrium size of a 
budget-maximizing bureau: a note on Niskanen’s Theory of Bureaucracy”, Journal of Political Economy. 



3.3 I note that the Issues paper has left somewhat to one side what seems an important 
contribution of the public sector to overall productivity: the quality of regulation. Small changes 
in the quality of proposed regulation can have enormous consequence for overall national 
productivity: simply imagine if the Health & Safety regime had been better designed to avoid the 
kind of excessive risk aversion it created, or if the Anti Money Laundering / Know Your 
Customers regulations had taken more care to scale costs imposed to degree of real risk 
involved in private sector activity. Relatively small amounts of public sector expenditure in 
better consultation and regulatory drafting could have had enormous consequence for public 
sector productivity. But how do we count that regulatory output in any of these valuation 
exercises?  
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