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Two things are an anathema 
to free-market economists: 
government intervention 
and monopolies. And one 
thing is even worse: When 
public services are provided 
by a central government 
monopolist. 

This is why a strong eco-
nomic case can be made for 
devolution and competi-
tive localism. It’s a pity New 
Zealand has never properly 
tried either.

Economic theory has 
long argued that wherever 
public services can be pro-
vided at a subnational level, 
they should be devolved 
to the states in a federalist 
system or indeed to local 
government. Such arrange-
ments make it possible to 
have competition in public 
services and experiment 
with different sets of public 
goods at taxation levels. 

Friedrich Hayek, one of 
the 20th century’s greatest 
economists, was certainly 
critical of any kind of gov-
ernment intervention. But 
he also had great sympa-
thies for local government. 
In his seminal Constitution 
of Liberty, Hayek explains 
why: “While it has always 
been characteristic of those 
favouring an increase in 
governmental powers to 
support maximum con-
centration of these powers, 
those mainly concerned 
with individual liberty have 
generally advocated decen-
tralisation. There are strong 
reasons why action by local 
authorities generally offers 
the next-best solution where 
private initiative cannot 
be relied upon to provide 
certain services and where 
some sort of collective 
action is therefore needed.”

Buying local
As an economic liberal, 
Hayek was suspicious of 
government as a service 
provider. But if there was to 
be a public service provider, 
then he clearly preferred 
local government to central 
government.

Unfortunately, in many 
countries around the world, 
local government has been 
relegated to a subordinate 
role in politics. New Zea-
land sets a sad benchmark 
for centralisation. Where 
other countries still trust 
their local and state govern-
ments to fulfil a wider range 
of government functions, 
New Zealand local govern-
ment only ends up with the 

crumbs falling from the Bee-
hive’s table.

The reasons are historic. 
New Zealand was a colonial 
enterprise and not a matter 
of local people organising 
their own affairs. A great 
tradition of localism was 
never developed because 
the settlement and develop-
ment was essentially run out 
of the colonial offices and 
by organisations such as 
the New Zealand Company. 
There was nothing organi-
cally local; everyone was set-
tled and transplanted, and 
the tasks local government 
were assigned reflect that 
reality to this day.

Absence of 
government
The major difference 
between local government 
in New Zealand and in other 
developed economies is its 
size. When the OECD ana-
lysed government spend-
ing patterns in its member 
countries, it found remark-
able differences. In Greece, 
sub-central government 
only accounted for 6% of 
all government spending (if 
you can trust their statistics, 
that is) whereas in Denmark 
it was more than 60%.

Altogether, sub-central 
spending is about 30% of 
all government spending in 
the OECD. And what is the 
figure for New Zealand? As 
it turns out, not even half 
this international average: 
11%. Or conversely, Wel-
lington controls 89% of all 
public spending. Across 
the industrialised world, 
only Greece and Ireland 
have less local government 
spending – though one 
probably would not regard 
either of these two coun-
tries as ideal benchmarks.

Astonishingly, even sup-
posedly super-centralised 
countries like France have 
a greater devolution of 
government spending than 
New Zealand. French local 
government is responsible 
for about 21% of France’s 
government spending.

So New Zealand’s local 
government is small by 
international standards. 
Unsurprisingly, New Zea-
land also lags behind for 
local government’s share in 
public investment. Across 
the OECD, more than 60% 
of public investment is 
driven by sub-central gov-
ernments. In New Zealand, 
it is only 44%.

Whereas in most other 
OECD countries local gov-
ernment fulfils a large varie-
ty of roles in public services, 
in New Zealand there are 
large areas of government 
in which local government 
is completely absent: 
 Across the OECD, 

sub-central government 
accounts for more than half 
of all government spending 
on education. In New Zea-
land, it is zero.
 Across the OECD, 
sub-central government 
accounts for about a third 
of all government spending 
on health. In New Zealand, 
it is zero.
 Across the OECD, 
sub-central government 
accounts for about a 
quarter of all government 
spending on public order 
and safety. In New Zealand, 
it is zero.
 In those other areas in 
which New Zealand local 
government contributes 
more than nothing to over-
all government expenditure 
– economic affairs, recrea-
tion, culture and religion, 
environmental protection, 
housing and community 
amenities – it still accounts 
for a share below the OECD 
average.

New Zealand is also 
unusual in the composi-
tion of local government 
revenue. In hardly any 
other OECD member do we 
find such a dominant role 
of property taxation as in 
New Zealand. In fact, two-
thirds of OECD countries 
have elements of personal 
income taxation at the local 
government level.

Missing out
Across the OECD, sub-cen-
tral governments receive 
about 29% of all personal 
income tax revenue. In 
New Zealand, on the other 
hand, all personal income 
tax ends up at the national 
level. The same is true for 
corporate income tax rev-
enue.

Looking at the headline 
figures for local government 
spending and revenue, and 
comparing these figures 
internationally, New Zea-
land looks like an outlier 
in the developed world. 
It is hard to find another 
country in which local gov-
ernment is as limited and 
marginalised as it is in New 
Zealand.

From an economic point 
of view, this state of affairs 
is deplorable. By keeping 
government centralised, we 
are missing out on potential 
efficiency gains resulting 
from increased competi-
tion in the delivery of public 
services. 

To make government 
more efficient and to bring 
it closer to the people it is 
meant to service, New Zea-
land should have a debate 
about a new localism.

Time to go local

It is hard to find 
another country 
in which local 
government is 
as limited and 
marginalised as it is 
in New Zealand

Across the industrialised 
world, only Greece 

and Ireland have less local 
government spending

Seizing the opportunity
Brian Russell

Zephyr was founded in 2003 and 
specialises in real-time physiological 
and biomechanical monitoring. We’ve 
been chasing early adopters ever since 
we started. We knew entering any 
market would take the same amount 
of time, energy and cost, so we went to 
the big markets. 

Our first opportunity came when we 
got a phone call from Special Forces. 
New Zealand Trade and Enterprise 
(NZTE) staff in Washington, DC and Auckland knew what 
we were doing with our BioHarness product and they 
informed us about the Broad Area Announcements put out 
by the US Department of Defense. We ended up winning a 
competitive bid against 20 other companies. 

But that first military contract didn’t just make us money. 
It was our introduction into the organisation. That really is 
what New Zealand companies need to understand. You 
may not make money on the first contract but, if you build 
up a good performance record for that first contract, then 
you can go and hunt for more work.

Once you develop the first product or solution and 
they’re happy with it, they put more money into the pot 
and that spirals up. It gets them more features and you 
more money. Our products are now on professional sports 
teams, dealing with the human performance side.

We’ve succeeded because we had a good product with 
good technology. We then modified it to become a solution 
for other sectors. We built great technology, then went 
looking for people who needed it. Our proven competency 
opened other doors and brought in channel partners and 
strategic investors like Motorola and 3M.

We received a great deal of validation when NASA 
started using our product – the fact that the Special 
Forces were using our product was even more validation. 
We put the entire company’s heart and soul into making 
that customer happy. That gave us the experience and 
competency to take on other applications and business 
opportunities that came after that. So competency leads 
to confidence. Look for early validation and know that 
validation can take many shapes.

If you are at the forefront of a market and are driving 
adoption as Zephyr is, you need a direct sales force and 
a direct relationship with the end-customer. And you need 
internal employees to do sales and to drive the adoption 
cycle. This typically will be three to five years, so you need 
to drive the pace. If you have a product everyone knows 
they need, or you are one of many companies providing a 
mature product or a product that everyone understands, 
then you’ll need a distributor or a channel partner that can 
integrate it into a larger system.

When you’re talking to a multi-million dollar company it 
can feel like success just because you’re in the room. But 
often they have no intention of working with you. Most often 
big channel partners are just talking to you to do market 
research. It feels like business development but, they’re 
getting market intelligence at your cost. So be cautious and 
scrupulous about how much time and information you give 
to potential distributors or channel partners. Always drive 
time lines and actions after each meeting. 

I think the only way to succeed in the US is to be in the 
US. In my opinion, if you’re not local, it’s hard to succeed. 
Zephyr does some R&D in New Zealand but our sales 
force is in the US. You need to know how to do business 
here and there are cultural differences we need to learn – 
particularly on the legal side of transactions. These cultural 
differences are not just between Kiwis and Americans either 
– they exist between cities.

You also have to be in the US for funding. You have 
to learn how to talk to American venture capitalists – find 
out what they look for and what they care about. Getting 
money from strategic partners is completely different 
from dealing with bankers. Understanding the micro 
environments, the jargon, the language and the levers are 
all continuing lessons. You have to focus – and then focus 
again. Your brand has to stand for something people 
can identify with. You have to move rapidly from market 
research to market entry. And if you don’t have a 10-word 
elevator pitch don’t leave the office. 

Brian Russell is chief executive of Zephyr Technology, a global leader in remote 
physiological monitoring. Brian Russell is working with NZTE as part of its Military Health 
initiative, created to support New Zealand health IT and medical technology companies 
seeking to enter the US market or build on past success.
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