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Introduction
The current global financial crisis is an extraordinary set of circumstances.
Therefore, Governments should be looking at measures which go beyond the normal. Although there are limits, there are steps a Government can take to reduce the negative effects of the economic cycle. Automatic stabilisers, appropriate fiscal stimulus, a sound monetary policy environment and maintaining momentum around long-term economic objectives can help.

Some Governments which have for years lectured developing countries about the need to rely on market mechanisms, reduce government ownership and control in the economy and promote deregulation are now doing the exact opposite from what they preached.  International financial institutions and policy makers need to go back to the drawing board.
It is hard for workers to comprehend the scale and deviousness of those in the financial sector who promoted derivatives and other financial instruments that have become toxic debt spreading like a virus throughout the global financial system.
For instance, the global estimate for credit default swaps is $100 trillion (US$62 trillion). This is over 600 times New Zealand annual GDP. These are essentially insurance instruments – but were described as swaps to avoid regulation. 
The leverage of trillions of dollars based on minimal equity with ratios of 30:1 being a common scenario was crazy. 
We have witnessed massive bailouts by governments of all kinds in relation to toxic debt and rescuing financial institutions that were deemed too big to allow to fail. While there may have been little alternative in the circumstances and these bailouts are often in the form of balance sheet transfers, such funds could have made a huge difference if invested in low cost housing, or sustainable job creation. The ongoing implementation of such bail-outs must be conditional on an overhaul in how financial institutions operate.
New Zealand should participate in international meetings and reflect the massive revulsion world-wide among ordinary people at the greed and sheer audacity of those that created this crisis. We should support proposals for necessary regulation. But it needs to go beyond this and address the role of governments, the need for international supervision that can be flexible enough to address new risks, and models that can address social, environmental and cultural needs. It should reject the model that is based solely on maximising shareholder wealth.
But now the focus is increasingly turning to the impacts of the global financial crisis on the real economy.

Theories about ‘decoupling’ of the financial systems of USA and Europe either from Asia or the real economy have been put to one side.

New Zealand is not immune from the effects of the global financial crisis. This has been demonstrated by the retail bank deposit scheme announcement, revision of Government Budget balances to reflect slower growth, and the impact on firms and jobs of an even slower economy.
Whether it is access to credit, the cost of credit, cash flow problems or simply the flow-on impact of less demand for goods and services we export, and fewer tourists coming our way – there is an impact here. If the USA consumers, Government and firms reduce expenditure then we are directly affected. But so are many other countries with whom we trade. If Australia is affected, so are we.
The current Government has said it will release a December Economic Stimulus Package. The National Party has said amongst other things that it also would bring forward infrastructure spending to stimulate the economy. Others such as the NZX and NZ Institute have suggested a range of measures.

This CTU document
 is a discussion paper setting out some suggestions. It is pitched towards a December Economic package as the current Government has proposed but we believe it is relevant to either a Labour-led or National-led Government post election.
It is only a discussion paper because the CTU has not had the opportunity to discuss this fully with our affiliates. Our next major meeting is in late November.

Also, we think it is important to put up suggestions at this time even if they have not been thoroughly analysed or costed.

We welcome any comment and feedback.

The midst of an election campaign is not the ideal timing for such a discussion. But that is the reality we face.

Assumptions and a Sense of Perspective
This is one of those times when economists, even more than usual, talk about “uncertainty”. This is frustrating for the media and general public. Everyone wants clear predictions and fully formed and immediate proposals.

For this paper, we have assumed that the Government will want to be expansive on the capital side – but constrained on the operating side. We support a measured approach to such constraint. Some suggestions we have made have operating cost implications, and of course any borrowing will have debt servicing costs, but much of what we propose is on the capital side. 
The 4-5 months between forecasting periods for Budget 2008 and the PREFU resulted in a revised OBEGAL for 2009/10 from $1 billion to -$1.7 billion. It will be worse by now. Some care is needed around the long term fiscal scenario however. In the December 2002 year GDP rose by 5.1 percent whereas Treasury forecasts have growth peaking at 3.4 percent then dropping to 2.5 percent. This is normal practice and has meant that revenue surprised on the upside in the past. 
Therefore we believe that there is room for a balanced approach to fiscal management that is careful without being austere or too focussed on just the short-term. 
We believe that the objective must be to have a package of measures that are good for the long run productivity of the economy and the welfare of New Zealanders as well as stimulate the economy in the short run. 

As discussed below, we do not consider it an easy task to ‘join the dots’ between long-term infrastructural requirements and people and resources available in a timely manner.
The CTU also considers it important to keep a sense of perspective. We are in a reasonable position to make some choices over how we respond.
· Petrol prices are falling.

· The dollar is much lower than it was mid-year (although volatility will be of concern)
· There are modest tax cuts

· The OCR is coming down

· Government debt is low by international standards
· Unemployment is at 3.9 percent although expected to rise. This compares with 10.4 percent in December 1992 and 6.8 percent in 1999. In June 1999 there were 169,203 people receiving unemployment benefit compared with around 22,000 now
· The current Government has been running a strong investment programme including regional and industry development and has also had a strong programme on Māori Economic Development
· Overall the banks are in good shape

· Family tax credits to some extent act as a new automatic stabiliser.
This means that the New Zealand economy is in a good position to respond to the challenges of a slower world economic outlook and the impact of the global financial crisis.
But we do have some major weaknesses. This includes a large current account deficit due in large part to offshore borrowing to fund mortgages and repatriation of profits to the overseas owners of firms.

Household debt as a proportion of annual disposable income has gone from 60 percent in 1990, to 100 percent in 2000 and 160 percent now. This reflects not only a long period of rising house prices (and up until recently rising value of housing equity) and greater credit card debt but also relatively low wages. Our real wages are about 28 percent lower than in Australia. This is due to attacks on NZ employment law in the 1990s but also the large gap in productivity levels.

It is not sustainable for the average household to spend more than it earns. This is a reality facing many countries and the solutions include higher productivity, better savings schemes, and policies to contain housing bubbles. But higher real wages are also part of the solution.

We rely on a relatively narrow range of exports. Their prices could fall dramatically if global economic turbulence is intense. In some sectors volumes will also fall.
There are also some risks both in terms of analysis of the current situation and the response.

It could be argued that any impacts from global instability are likely to be far more pronounced on asset values than on income, output and employment.  Asset values rehabilitate over the moderately long term, and any short term response to asset price reductions is likely to be very expensive and largely inequitable. Asset price collapses can, of course, feed through to real activity, but we need to be very clear about where, how and when before rushing to design responses.
 

But the current concern is that If there are firms that have been holding on to workers on the basis that the economy would emerge late 2008 from a short and shallow recession but those firms now believe it will be a longer deeper recession, then there is a risk that firms may lay off a large number of workers.

As stated already, there is also a need to avoid a "rush to austerity". This was disastrous as a response to the Asian economic crisis of the late 1990s. Any "emergency" package should not send a signal that austerity is now the new black or it could turn out to be self-defeating. 
 

Also the current instability did not arise from any fiscal imbalance, and it is accordingly not that easy to see solutions via fiscal measures. There are limits to what any government can do – but we should test those limits.
An Inclusive Process for a December Package

The Prime Minister on 19th October said that:


“…given the privilege of re-election, Labour will finalise a December economic  
statement. That statement, within our first forty days, will contain an economic 
stimulus package. That statement will be discussed with our social partners – the 
Council of Trade Unions and Business New Zealand. Indeed we welcome dialogue 
with the social partners and other stakeholders in the lead up to, and following, the 
election. At the core of that package will be plans to bring forward investment in 
infrastructure and other projects which are job rich.”

The National Party has also said that they would fast track some infrastructure projects.
The CTU believes that the current Government has for several years practised an inclusive style of government with business, unions, local government, Māori, community groups and so on.
We recommend the new Government engage in a consultative process and an ongoing dialogue with stakeholders on the implementation of a stimulus package and/or the practicalities around ‘fast tracking’ infrastructure. 
A formal structure should be established to enable consultation on any adjustments that are being considered.
Post-December the Government should also consider convening a conference or Summit that includes a wide range of stakeholders and relevant experts to consider overall economic issues, our view on international finance regulation and any domestic considerations.
Infrastructure
In general terms the CTU supports any move to bring forward infrastructure spending. This includes roads, public transport, rail, schools, sewage, new house building, upgrading of housing stock and environmental projects. 
We support the logic that it makes good economic sense to bring forward committed expenditure that benefits the country in the medium and long-term and can also provide economic stimulus at this time. But it has to be quality spending.
Our concern is that there are inevitably long lags and in any case the labour market practicalities can be quite difficult in terms of matching workers with projects.
Accelerating infrastructure development is often seen as the "no downside" option, but we must accept that it is extremely slow to get going. It probably takes a minimum of two years to get anything substantial underway. In addition, there are likely to be resource bottlenecks: steel, concrete, bulldozers, construction workers, engineers etc so that all that happens in the end is that the timing of projects is reshuffled with no net addition to the macro level of activity. There is also a risk of inflation if infrastructure projects are rushed before resources are available. 

 

Moving on "fast start" options could also result in low quality investment, or poor risk management. There are also Resource Management Act issues.

One of the issues is that the infrastructure projects assume an abundance of manual labour or people experienced with construction machinery and equipment. But around 70 percent of the workforce is in services employment. For every labouring job on such projects there will be a services sector job (the multiplier could be higher) and then there are service sector jobs from the consumption of workers on infrastructure projects. 
But just as we have pressure from horticulture employers to bring in migrants we should be careful around any assumptions that labour needs in construction will match the needs and capabilities of workers already here.

It could be useful to explore what types of capital spending could be more service sector friendly. Broadband expansion is one where the type of work involves a lot of service sector and construction jobs. There could be some construction projects which boost tourism in particular. Some projects can have significant positive spillovers. For example in some parts of the country sewage upgrades could help aquaculture.  Investments that promote tourism could have large job spillovers into the service sector. Major conference facilities would promote visitors also. It is possible that there could be a reordering of priorities by locality which can also reflect geographical impacts in respect of unemployment.

Investment in housing appeals, whether it is new housing or upgrading of the existing housing stock. It could be argued for instance that early support for home insulation is concentrated in job poor and low income parts of the country. That has a combined impact that is very positive. Given falling house prices, it may be wise to accelerate refurbishment as the first priority to avoid a risk of a faster drop in house prices and any increase in numbers of people facing negative equity.
Individual infrastructure projects could be configured to identify the locations and types of multiplier outcomes. When a project is tendered currently, the project itself is the sole focus of the tender (whilst recognising that there will be knock-on effects beyond the immediate scope of the project and tender). It should be possible to analyse projects on the basis of identifying positive spillovers, and also build new bottom-line expectations into the tender process – such as training opportunities.
We also need to consider some environmental investments that are job rich. Although this sort of work is also likely to be of a manual nature and therefore drawing from a similar labour pool as other infrastructure projects, there could well be some environmental projects which can commence also immediately.

Government overview could take the form of ensuring that any fast-tracking of projects examines the broader context around a project and moves beyond the hope that a project will, by market means alone, lead to wider beneficial outcomes.
We support the greater use of long-term infrastructure development bonds.
Infrastructure Plus

The CTU supports a broad definition of infrastructure investment. It is not just about investment in physical capital. It should include investment in people.
We would therefore support a response to the current crisis in the form of an integrated infrastructure package, designed to sustain and extend skills and knowledge as well as physical infrastructure.  Knowledge is an essential infrastructural component.

One such approach could be the establishment of a Skills Fund as one part of an integrated infrastructure package which could also link with the tendering process as set out above. This would not alter the fact that there are large operating expenditure commitments in place around tertiary education, industry training, and literacy programmes.

But it would focus more on what could be done to accelerate the modernisation of skills, boost even further the uptake of industry training and would also link into retraining and active labour market measures discussed below.

The  Australian Government for instance has established the Education Investment Fund to provide capital investment in higher education and vocational education and training, with an initial allocation of around $AUD 11 billion. That is a building fund to be used for capital spending and refurbishment in universities and vocational institutions as well as in research facilities. But such a fund could have a broader focus including a step-change in investment in the current stock of skills of the workforce rather than just a focus on buildings.
Another way of looking at this is to have a 3-pronged infrastructure package:

1. Project based infrastructure initiatives.
2. Accelerated post compulsory training and retraining.
3. Productivity and Performance Fund.
We discuss the productivity issue further below.

The suggestion we are making therefore is to broaden the concept of what infrastructure investment is and therefore argue for investment in people and productivity measures to take on the character of capital investment to some extent.
In essence this is arguing that what we most need in order to lift productivity is investment in capital, investment in people and skills, and investment in the components of multi-factor-productivity (how labour and capital effectively combine).

The hard part of this is to gain acceptance that it is reasonable to borrow to establish such funds. 
Then there are design issues. Such a Fund would probably need to be arms length from Government but with an ability to get the funds reclassified if necessary.  However these design issues are not insurmountable.
The important point about this proposal is that we link investment in infrastructure to investment in people and look to front-load as much as can be reasonably achieved.
Active Labour Market Measures

In current circumstances workers will be worried about their job security. In the long run it could be argued that for workers, it is employment security based on a transferable skill that is more important. Indeed some 700,000 Kiwis start a new job each year. 

But being made redundant is a very different situation from leaving a job voluntarily.

Good progress has been made on ‘Security in Change’ measures. This is where in the case of large redundancies, the Ministry of Social Development, Labour Department, the employer, local authorities, unions and industry training organisations cluster a package of support services for affected workers at the earliest possible stage.
This includes help with CVs, identifying training options, helping with job search and in some cases relocation. 

The Government has also announced a retraining allowance to apply to workers made redundant after 5 years’ service or any worker with 10 years’ service.

The CTU believes that now is the time to design a more generous support package. This could include customised relocation assistance within New Zealand and could also include ongoing training allowances for a period in a new firm. 
Another issue is redundancy compensation. The Government has supported in principle a minimum code for redundancy notice and compensation. Such a measure should be accelerated. The CTU recognises that there will need to be early consultation with stakeholders on cost implications and options to mitigate these where possible.
Support for workers could even include the ability for the State to be a house buyer of last resort for those losing work and needing to relocate, if they are selling their home.
We note recent remarks by the National Party about support for workers made redundant and we look forward to hearing more details.

Although there will be equity considerations, the CTU supports customised measures that can wrap an appropriate support package around any worker made redundant.
However, if there is to be more support for workers, there are some other measures that are needed. The National Party propose a 90 day period where the 30 percent of the workforce employed by 97 percent of firms can be sacked with no appeal rights. This adds insecurity and unfairness in difficult times. Such plans should be shelved. Also, casual workers are even more disadvantaged in a recession. The strengthened employment protections for temporary and casual workers in a new Bill amending the Employment Relations Act should be brought forward.
Productivity
As already stated, we need to keep up the focus on productivity. 

In a joint submission to the Finance and Expenditure Committee Inquiry into the Future Monetary Policy Framework, Business NZ and the CTU recommended that the Committee:

· “recognise the value of social partnership involvement in workplace productivity

· support funding for a stronger and more permanent institutional base for ongoing and more integrated initiatives on productivity

· support a higher level of support for trusted networks to deliver productivity programmes

· support further measures (including in relation to depreciation) that can enhance capital investment.”
The CTU recognises that continuous improvement in productivity requires a large range of complementary measures. There are limits to what a Government can do. There are some excellent initiatives under way now including those by the Labour Department, NZTE and a range of joint initiatives.

A low capital per worker ratio is a major issue. Increasing investment in skills is another. But New Zealand could do better also in skill utilisation, improving workplace culture, more co-operative working methods and so forth. 
The CTU has always recognised that infrastructure, energy, regulation and tax issues are relevant to any debate on productivity. But so are wages and industry standards.

In Ireland and many of the Nordic countries, the approach to productivity includes a focus on research and development, active labour market measures, and the role of unions and employers as social partners. And in New Zealand we have been developing the role of ‘learning representatives’ in the workplace as a model to encourage greater engagement of workers in upskilling.
In our joint submission concerning productivity in the context of monetary policy, we noted that in recent years, there has been considerable success in raising awareness about productivity and its importance, the development of a model of seven key drivers for workplace productivity has meant easy engagement by stakeholders in the key issues, and there have been diagnostic tools developed to assist organisations in analysing their own performance issues. 

There is huge potential to build on the tripartite platform that has been created over recent years and move to a higher stage of engagement. Getting the right level and form of investment is crucial if we are to lift productivity and wages. There is no point having large investments in infrastructure, tax credits for R&D, increased industry training and modern apprenticeships, further investment in upskilling and ensuring that the supply of skills is responsive to industry needs, and so forth there is sub-optimal use of these investments because of poor workplace practices.

Our concern is that without a higher level of investment in workforce development in a broad sense, the other investments will be sub-optimal. We may have higher skills and better technology for instance, but poor workplace culture, management, work organisation, and low levels of worker involvement. The scale in Ireland around the Innovation Fund, NCPP and other linked institutions that promote the workplace of the future would be a firmer foundation for what we are all trying to achieve.

For example, the Government could establish a Fund to support productivity initiatives. There are some risks around this. But an example could be that the Government would offer major employer networks some seed funding to run best practice workshops among their employer members. The CTU is not suggesting that this is not already happening. We would also have our opinions on what ‘best practice’ looks like. But the issue is the scale of what is being done. It needs to expand significantly.
There are other measures that could be taken such as expanding energy efficiency initiatives.
In summary, the CTU accepts that the priorities for lifting productivity will be around capital and skills. But if we put to one side the traction we are starting to get around best-practice and improved work practices we will not get the best out larger investments in either capital or skills.

Unions have come a long way in recent years in relation to perceptions on productivity. To many it remains a dirty word. But increasingly there is a recognition that while we will continue to argue that wages will rise due to higher minimum wages and more support for industry bargaining, we also need to see continuous and sustainable increases in productivity. In some cases unions are launching their own initiatives around productivity. 
A focus on labour market deregulation, cuts in public services and so forth as a policy prescription on productivity will undermine the good will that has been established.
More Rigorous ‘Buy NZ Made’ at Government Level

There is already a programme to support Government purchasing giving due weight to New Zealand firms. The Industry Capability Network and Government Electronic Tenders Service assist in that regard.

As an exporting country we also need to be aware of wider trade issues.
However there is room for considerable expansion and more rigorous enforcement of purchasing guidelines to support NZ firms.
The falling exchange rate is also pertinent.
Industry and Sector Initiatives
Rather than a macro-level stimulus on its own, the Government could focus on a careful, sector by sector assessment of what is driving any slowdown in activity.
Much more has been done in recent years on industry and sector initiatives. To some extent, there are limits on both extensive and intensive government facilitation. 

However the Government could mandate a process for a number of key sectors that brings together employer, union, industry training and other stakeholders with relevant government agencies. 
At the very least this will act as an early warning of workforce issues – but as we have seen with other industry initiatives it can also be the basis for a concerted industry strategy.

There may also be a case for central government to expand support for regional and local government to ensure that they also are able to co-operate around investment plans.
Expand What Works

There are some excellent programmes that are making a difference. 

The Government could therefore expand initiatives such as ‘Better by Design” or the Export Credit Guarantee Support.

Supporting exporters becomes paramount and there may be scope for relaxing criteria for current support.

If carefully managed this could be via reprioritisation rather than new spending.
There should be a thorough evaluation of programmes that are of greatest assistance to export market development.

Provisional Tax
One of the problems with a targeted infrastructure stimulus that relies on job creation ‘trickling through’ is that it may not be widespread or diffuse enough to cover the labour market as a whole.

Provisional tax is based on the liability for the previous year plus an uplift of five percent. It is possible to file an estimate with the IRD and pay a lower level of provisional tax. However, there is a cost of getting this wrong and underpaying tax. 
Something has already been done around penalties. Also, lower interest rates, a lower exchange rate, falling oil prices and so forth are all helping at this time.

But one possibility is to temporarily alter the basis for the calculation of provisional tax to reflect the likelihood that profits will be lower in the coming period. This may be a very good time to alter the uplift assumptions underpinning provisional tax. Of course this does load another burden on to Government.
But predictions suggest that an ‘uplift’ will not occur for most firms and it puts unnecessary pressure on cash flow and decisions on staff retention to require provisional tax and penalties based on an uplift assumption.
The CTU is not the repository of wisdom on provisional tax! However, our interest in a measure in this area is its diffuse nature across many firms and sectors and therefore the overall labour market.

Public Sector Jobs and Government Spending
The CTU does not support a policy approach that promotes private sector employment through infrastructure on the one hand while attacking public sector employment on the other.

It is true that the growth in public service numbers has been faster in recent years than in the economy as a whole. There has been a necessary rebuilding of the public service. But to get a sense of perspective the 44 percent growth in core public service jobs from June 1999 to June 2007 (compared with 23 percent in the economy as a whole) means that in those 7 years there were 13,633 additional people in the public sector compared with 314,767 more jobs in the private sector.

A better way to look at this is the proportion of the overall workforce employed in the public service.

In 1990 there were 52,194 in the public service (4.5 percent of overall employment in NZ). By 1999 this had fallen to 30,702 or 2.2 percent of employment. By 2007 this had risen to 44,335 or 2.6 percent of employees in NZ.

In the overall state sector (this does not include local government) the number of jobs went from 283,745 in 1990 (24.2 percent of overall employment in NZ) to 245,201 in 1999 (17.4 percent) and 282,486 in 2007 (16.3 percent of overall employment in NZ).

It is worth noting also that 41 percent of public service staff are employed in Wellington. The other 59 percent are employed either in other regions in NZ or overseas.
In other words it is a beat up to attack public sector jobs. There has not been a burgeoning of public sector jobs as some have claimed. And if the focus is to be on jobs it makes no sense to cut back on public sector jobs.

On 12th October, the Prime Minister said:


“While Labour will not be cutting overall public spending, we will reprioritise to 
ensure a focus on those areas which will be of the most assistance in the current 
economic and financial circumstances.”
Unions will want to be consulted in any reprioritisation process. This should not be limited to consequential effects of decisions. It should include the union perspective on what the areas are ‘which will be of most assistance in the current economic and financial circumstances’.
The public sector underpins economic and social and development to a much greater extent than is often acknowledged and there will be concerns about what could be included in ‘reprioritisation’. 
There are models for union engagement on public sector effectiveness based on decent jobs, sustainable and productive workplaces, and working with citizens to deliver valued public services. 

It is also important to ensure that the valuable role of CRIs is acknowledged in this period. 

Wholesale Deposit Guarantee

The CTU has significant concerns about provision of such a guarantee. It was the offshore borrowing by banks that diluted the impact of monetary policy and contributed along with aggressive lending policies to housing speculation which priced many workers out of the housing market. 
The Reserve Bank has already offered to lend to such banks with security against their mortgage portfolio. The Reserve Bank has recently agreed to accept $8.7 billion of housing loans from the ANZ National and Westpac banks as security.
The CTU is open to any reasonable proposal for a wholesale deposit guarantee despite our concerns. This is a very complex area and there are major risks around arbitrage, distortions and credit ratings.

As others have noted a wholesale deposit guarantee represents an enormous contingent liability and a transfer of risk from the shareholders of Australian banks to New Zealand taxpayers.
If there is a move to establish a wholesale deposit guarantee then there should be some conditions imposed.

If such a scheme was established we would like to see one condition being that any bank signing up for such a guarantee must also agree to participate in a review of bank lending practices and that other stakeholders including unions would be part of such a review.
Trade Policy

The CTU has made known its concerns about some elements of trade policy. In the current context we simply make the point that the Government should retain a balanced approach. For instance, we should be vigilant on anti-dumping measures. If there is a need to discuss with major trading partners or FTA partners some temporary variations to ensure major industries are supported in a difficult period we should not hesitate to initiate such discussions.
Of course the CTU recognises that WTO rules, FTA commitments and the threat of retaliation will weigh heavily against such an approach. But the point we are making is that in the context of a global financial crisis spilling over into real economy impacts, an over-zealous free trade approach will not be in the best interests of the country.

Don’t Abandon the South Pacific

All countries in these circumstances will be looking askance at their aid budgets. We should not be one of them. We need to maintain a long-term commitment to working alongside our South Pacific neighbours who will also be facing significant negative impacts from a global downturn. 

We should also continue to work closely with Australia as appropriate on this and other matters.

NZX and NZ Institute Proposals

The CTU agrees with suggestions in the long run about compulsory savings (employer-funded), capital gains and also agrees that the R&D Tax credits should remain.

We are not attracted to the differential tax proposals for returning Kiwis.

We do not think bringing private sector involvement into the management of a combined SOE pool makes sense in a climate where the so-called disciplines of private sector financial management are discredited by their more extreme proponents. And floating up to 25 percent of an SOE portfolio is not something the CTU could support.
We consider the proposal on depreciation to be too expensive but we would support a higher level of depreciation on new investment in technology and have previously advocated this in the context of lifting productivity.
We note that around 23 percent of the NZ Superannuation Fund is invested in New Zealand. This is in effect a home country bias without a mandatory requirement to have a certain percentage invested. Many other countries have sovereign wealth funds which invest a significant proportion of funds in the home country. Unions have some sympathy to any approach that will boost domestic investment and also favour greater provisions around ethical investment but we are concerned that this does change the NZSF into a quasi-National Development Fund which is a departure from its original purpose. It means that 60 percent of the fund is based on the most favourable return and 40 percent is restricted to New Zealand investments. 
This creates a risk of a lower return on the fund as a whole, is one step away from the Government nudging NZSF to invest in a particular project or the private partner for a Public-Private-Partnership, and also makes it more likely that the current design of NZ Superannuation will become a political football again. 
Any support from the CTU for a single-country New Zealand weighting for NZSF would be conditional on all these issues being addressed. 
Australian Stimulus Package

The Australian Government has recently announced a fiscal stimulus package. In New Zealand terms it was worth around $2.5 billion and included one off payments for this December to pensioners and those eligible for family tax credits.

Although this would create difficulties in the New Zealand context given the recent increase to family tax credits and the perceptions of targeting relief to particular groups, there is still a case for consideration of forms of relief.
Because of the fiscal implications this is not explored further at this stage. 
However the principle of giving further assistance to those most in need is supported.

Income Support and Decent Jobs
In this paper, we have put the emphasis on capital items rather than operating expenditure.

However there are some measures in a package about employment that could be targeted.

For instance, any worker made redundant should keep the in work tax credit as well as any enhanced family tax credits due to lower income. Retaining the in-work tax credit could be linked to participation in an active labour market programme with the idea being they are back into work soon anyway. They should be protected from the double jeopardy of losing their job and an element of Working for Families at the same time.
Keeping people in work is vital. But over the last 15 years we have seen the greater emergence of the ‘working poor’. It is about decent jobs. Freezing the minimum wage or arguing against decent wage rises will not help the economy in the short run or the long run. 

Such income support measures were discussed earlier in relation to enhanced ‘security in change’ options. We have also warned against an over-austere approach by the Government. Clearly this will be a balancing act. But just as we have recommended broadening where we could bring forward infrastructure investment to include investment in people, so we make the point that bailing out people in  need is just as important as bailing out financial institutions. 
Conclusion

This is a discussion paper. It does not attempt to list a series of demands. It acknowledges that others will have many suggestions that deserve consideration.

The paper is for union affiliates to discuss but is also being made available for others to comment.

It acknowledges the fiscal limits but argues we should not aim for an austere approach.

We have made a number of suggestions:

· accelerate infrastructure projects but focus on positive spillovers across the wider labour market and into the service sector
· develop an integrated infrastructure package that includes skills investment and productivity or at least explore the possibility of an ‘investment in people’ fund

· industry approach to focus more clearly on job rich initiatives
· expand active labour market measures and provide customised support for redundant workers
· income support measures (e.g. any worker made redundant should keep the in work tax credit as well as any enhanced family tax credits due to lower income)
· expand programmes on multifactor productivity and use networks more effectively for diffusion of best practice

· more rigorous ‘Buy NZ Made’ in government purchasing

· some comment on options around provisional tax
· limited support for higher depreciation on new investment in technology
· expand what works – such as ‘Better by Design’

· don’t attack public sector jobs and involve unions in any reprioritising of public expenditure

· if there is a wholesale deposit guarantee apply a condition that banks participate in a review of lending practices

· balanced approach to trade including maintaining strong stance on anti-dumping measures
· concerns and conditions around a single country NZ weighting for NZSF
· a long term view of support (with Australia) of our Pacific neighbours

· establish consultation structures for ongoing discussion with social partners for and beyond the December package, including on financial market regulation

The CTU produced an election policy statement that set out our policy recommendations. This paper, Short Term Stimulus for Long Term Gain does not resile from any of those positions.
But the CTU recognises the need in the context of the global financial crisis and the possible responses of Government (either Labour-led or National-led) to participate in a broad discussion on options and in particular the suggestions to accelerate infrastructure spending to promote employment.

This paper is distributed on that basis.

� The CTU received feedback on an earlier draft from several economists and we have tried to incorporate their suggestions. They bear no responsibility for the final text. 
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