Budget 2016
Are we setting
the right course?
Deloitte’s perspective

Budget 2016 projects a state of
positive equilibrium in the near
term, somewhat underplays the
projected surpluses, and provides
no structural change in direction.

Budget 2016
Familiarity yet to breed contempt

In any relationship, familiarity can breed
contempt if the needs of either party fail to
be addressed.
Not yet so with Budget 2016.
It is the 8th consecutive budget of the same Minister of
Finance, a year before he will deliver an election year
Budget which will be the precursor to the government
seeking an elusive 4th consecutive term. If successful,
the government will surpass the tenure of the previous
three-term Labour led Government of Helen Clark,
and when aggregated with the term of the previous
government, marks a period of remarkable political
stability for New Zealand.
A considerably more stable environment than many,
including of course Australia, which over the same
term as our current government has had 4 different
Treasurers and 5 Prime Ministers (one twice).
Adding to the context is that the current government
has had to navigate through the global financial crisis,
which many economists consider to be the worst
financial crisis since the great depression, and the eye
watering costs that flow from the devastation of the
Christchurch earthquakes; the taxpayer’s contribution
now aggregating to over $17 billion. More recently the
government has also seen the freefall of some of our
most material commodity prices, with the dairy sector
getting no more than a passing mention in the Budget.
Yet, even with that context, Budget 2016 offers a
pattern of growing surplus’s in the mid-term (up to
$5 billion by 2019), a current plan to reduce debt, the
reality of relatively moderate headline tax rates that may
be eased even further – particularly over the next term.

Quite a different position to what many of our trading
partners find themselves in.
So while not a here and now issue, tax cuts (or at least
changes) are quite realistically on the horizon, whether
for the current government or others. A future choice
as the Minister put it. A real challenge however given
the spread of who pays what tax with 19% of the
population paying 1% of personal income taxes at one
end of the spectrum, and 8% of the population paying
40% at the other end.
Overall however, smart from a political perspective. The
government has continued to dominate the middle
ground. Last year the social measures were the clearest
example of initiatives that encroached on non-traditional
ground. Budget 2016 carries on that theme, largely
through a plethora of additional measures spread across
a number of areas – projected in a coherent fashion.
But notwithstanding that context, the degree of
difficulty of what lies ahead cannot be underestimated.
As our recently-released State of the State New Zealand
2016 publication brought out, irrespective of who is in
power, largely due to an ageing population, the long
term outlook is far from rosy. If the current pattern of
revenue and spending continues, net debt potentially
looks to increase to over 200% of GDP from its current
level of around 25% over the next 4 decades; noting
that the nearer term outlook canvassed in Budget 2016
looks considerably rosier with net debt projected to fall
to 19.3% in 2021.
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The long term prognosis is not new or disputed. In fact,
it echoes a sentiment long articulated by the Minister
around the quality of government spending rather
than the quantity, and in particular when it comes to
the budget, the unwavering focus on the incremental
spending rather than the aggregate amount already
spent. Budget 2016 does nothing to dispel that
phenomenon as was also brought out in his Q&As.

Not canvassed in the Budget was the recently
announced $5000 grants for certain people to relocate
outside of Auckland. An approach that is also quite
at odds with our State of the State document that
emphasises the importance of looking at the quality of
the expenditure and in particular what can be done to
curb a problem arising in the first place, rather than just
looking to do something after it has occurred.

The quality of spending was explicitly brought out with
the budget earmarking an additional $652 million as a
‘social investment package’ that continues to look to
focus on those most in need, looking at the root cause
of some of the challenges – the ambulance at the top
of the cliff.

But for now, Budget 2016 is a long way from breeding
contempt. It projects a state of positive equilibrium
in the near term, somewhat underplays the projected
surpluses, and provides no structural change in
direction.

Such a long-term view does not sit easily with a political
cycle or environment that places a huge emphasis
on the ‘here and now’. No different to some of the
challenges faced by businesses who are judged by their
last and next quarterly announcements.
Publically dominating the “here and now” is Auckland,
a city that is bursting at the seams, as is played out in
mainstream media on a daily basis. A world leader
(in a negative sense) in terms urban sprawl and
housing affordability.
Be that as it may, Auckland property fell quite short
of taking its place on centre stage in Budget 2016. A
further $100 million is to be provided to free up Crown
land with very little extra said on what is a daily issue;
recognising that even with this measure demand will
continue to outstrip supply for the foreseeable future.
Absent from the explicit debate was the question of
demand. Specifically, what the government can further
do to dampen the demand including by encouraging
other viable options outside of just Auckland.
In saying that, and while not joining the dots in that
way, Budget 2016 does provide $94.4 million of new
funding over the next four years for direct regional
economic development activities; with the regions (in
my mind defined as everything outside of Auckland)
being a possible way forward in dampening demand
in Auckland.
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Positively there is also nothing precipitous to address any
populous concerns attributable to the Panama Papers or
the taxation of multinationals.
Through a plethora of actions it continues to starve
others of the necessary political oxygen to thrive while
leaving some of the long-term challenges largely
unanswered.
It does however lay a foundation for a buoyant election
year Budget or potentially more realistically post-election
spending – not just for the incumbent government.
A blank canvas that will be painted quite differently
depending who holds the brush.

Through a plethora of actions
Budget 2016 continues to
starve others of the necessary
political oxygen to thrive while
leaving some of the long-term
challenges largely unanswered.
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Housing
Emergency
Māori

$42m

$12.6m

over 4 years for emergency
housing. 3000 emergency
housing places funded.

over 4 years for the
Māori Housing Network

Cyber security

Tax & SMEs

$22.2m

$187m

to establish national
Computer Emergency
Response Team (CERT)

over 4 years to reduce
compliance costs and make
tax simpler for SMEs

Science &
innovation

Regional
tourism

$411m

investment in science
& innovation

$37m

to upgrade & extend
NZ Cycle Trail &
infrastructure projects

Health

$2.2bn
for health sector
over 4 years

$6.7bn

$97m

$39m

HRC funding increase and
more for long-running
health studies

plus extra $11m injected
into Pharmac’s annual
budget by DHBs

R&D

Tertiary education

$15m

$257m

surplus forecast
in 2019/20

over four years to
commercialise new Kiwi
hi-tech

for tertiary education and
apprenticeship programmes

Training

Schools

Tax

$9.6m

$883m

for Māori and Pasifika
Trades Training

for school property
with 9 new schools,
480 new classrooms

$857m

over four years for a
new tax administration
system
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Income

Individual’s tax

Expenses

Inclining towards
a surplus

25.2bn

32.5bn

Social security
& welfare,
NZ Superannuation

16.2bn Health
GST

19.1bn
13.5bn Education

Corporate tax
Other direct &
indirect taxes
Interest revenue
and dividends
Other revenue

11.6bn

10.1bn Other expenses

$78.5bn

8.7bn
3.3bn
3.3bn

total income

4.9bn
3.8bn
3.7bn

$77.4bn
total expense

Core govt. services
Law and order
Finance costs

Core Crown revenue and expenses
$billions

% of GDP
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Health
New Zealand’s healthcare challenge: The elephant in the room

The Minister of Health has done well, to negotiate
a $568 million budget increase (including $400
million for District Health Boards), with a $2.2
billion increase over four years – the biggest
increase in seven years, and almost $170 million
more than last year. In uncertain economic times,
this is laudable – however is it enough?

The strategy talks about ‘people-powered’ care models
but we need to fundamentally shift the emphasis for
workforce development, resource deployment and
funding towards primary care. This requires actual
engagement with consumers and not just paying
lip-service to people-power by having academics and
Tertiary education statistics
clinicians claiming to speak on their behalf.

New Zealand has seen an influx of over 62,500 new
migrants in the last 12 months. Our salary inflation is
about 1.5% and holiday-act driven compensation has
increased around 1.6% across all sectors, and we know
that medical cost inflation runs well above these figures.
Many DHBs have started to run sizeable deficits again,
because they cannot close the gap between funding and
the increase in real costs.

Around
Ensuring that funding is made
available to make the
necessary transformative changes will be crucial to
cents
ensuring the successful delivery of the
National Health
each
dollar
lent
in
Strategy; otherwise it will beoflittle
more
than
a paper-tiger.

The total health budget is now a record $16.1 billion
including the additional $568 million. This may be
enough to maintain the supply of quality healthcare
services and address population growth and ageing
for now. However it is not sustainable long-term if we
continue on this trajectory.
Unfortunately the new spend only addresses symptoms
and is not tackling core problems.
We are overly reliant on hospital care and compounding
this challenge is the fact that our hospitals are not very
efficient. Our resource intensity per hospital bed is 1
doctor and 3.6 nurses per bed, compared to an OECD
average of 0.7 doctors and just 1.9 nurses per bed.
Our hospital costs are over USD$1.2 million per bed
against an OECD average of just over USD$0.7 million
(purchasing power parity adjusted).1 Our hospitals lack a
digital blueprint, run moribund computer systems and are
highly reliant on manual and labour intensive processes.
With the recently launched National Health Strategy, it
is a shame to see the opportunity slipping away to drive
transformative change into the health sector. Yes, $39
million of the new money is allocated to Pharmac to
combat obvious political pressures in the wake of the
Keytruda funding saga, and $97 million is allocated to
the Health Research Council (HRC). But none of that will
drive substantive change into the sector.
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Between

19-28%
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of students at our
education institutio
but do not comple
qualifications

2014 for tertiary education
If the government is not prepared
to disrupt
was written
downthe
bystatus
the
quo of each District Health government
Board or Primary Health

Organisation inventing their own unique solutions to
common problems, investing in their own stovepipe
systems and having widely different care paths for
common
conditions,the
thenAuckland
we have little chance
of
Redefining
infrastructure
making substantive change. We need to remove the
hardcoded inefficiencies in our system, to really make
an impact.

conversation

“30 minute commute”

Some
researchers
have estimated
that wellwith
over transport and jobs
newOECD
rallying
statement
linking housing
2% of New Zealand’s GDP is wasted on administrative
inefficiencies in our healthcare system.2 With our
“last mile” of infrastructure
healthcare expenditure already running around 10% of
needs to be considered alongside the
GDP, this would equate to a potential savings of 20-25%
designation of new Special Housing
Areas, with links to high-density trunk
on a like-for-like basis. Now would that not be a prize
transport corridors
worth aiming for with our Budget initiatives?

New Zealand’s healthcare challenge
Hospital costs per bed
New Zealand

OECD average*

USD$1.2m

USD$0.7m

*purchasing power parity adjusted

OECD Health Statistics-2014-Frequently Requested Data - http://www.oecd.org/els/health-systems/oecd-health-statistics-2014-frequently-requested-data.htm

1

Joumard, I. et al. (2008), “Health Status Determinants: Lifestyle, Environment, Health Care Resources and Efficiency”, OECD Economics Department Working Papers, No. 627, OECD Publishing.
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Tax
The multinational tax avoidance debate

Tax has featured in media headlines as of
late. One of the topics being discussed is base
erosion and profit shifting by large multinational
corporations (otherwise known as BEPS).
There is no doubt that some commentators and
politicians will use the spotlight afforded by the Budget to
argue that New Zealand should be doing more to crackdown on multinational corporations seen to be dodging
their tax obligations, as was actioned in the Australian
budget when a “diverted profits” tax was introduced.
But we believe such calls need to be carefully considered.
New Zealand is taking incremental steps to address BEPS,
with the Budget noting recently enacted changes to
introduce GST on cross-border services and intangibles
and reforms to Non-Resident Withholding Tax and
Approved Issuer Levy rules(currently in Bill form) as
bringing in an additional $150 million and $116 million of
tax revenue over the next four years. These are both BEPS
related initiatives.
At a time where New Zealand’s economy has fared better
than others (compare New Zealand’s budget surplus
to Australia’s deficit), business has made a significant
contribution. The estimated corporate tax take for
2016/17 is $11.6 billion and taxes on corporate income
as a percentage of total taxation in New Zealand sits at
around 14%.1 In contrast, the average for OECD countries
is 8.5%. According to Inland Revenue, despite comprising
0.1% of registered entities, large enterprises (defined as
having an annual turnover of more than $100 million)
account for half of the tax collected from companies in
New Zealand. By this evidence, large corporates clearly
pay their fair share of tax in New Zealand.
The reasons for this include:
• Our relatively high corporate tax rate - New Zealand’s
corporate tax rate is the 27th highest out of 34 OECD
nations (the median rate for the OECD is 22%).
• Our relatively robust tax rules – current tax settings
already close many loopholes and contain relatively few
exceptions or incentives compared with other nations.
For example, our thin capitalisation rules help prevent
foreign corporations from taking excessive interest
deductions (a common method of profit shifting).

The government’s Business Growth Agenda has set
a target of increasing our exports to 40% of GDP.
To achieve this, it is estimated that our exporting
businesses would need $160 to $200 billion of new
productive capital.
To achieve this aim, it is important that our tax settings
do not act as a barrier to encouraging foreign investment
and foreign companies to do business here. The risk
is that action outside of the OECD recommended
actions may do more harm than good by making
New Zealand a less competitive destination for foreign
investment. Ultimately this has flow-on effects on the
level of economic activity here – all of which contribute
to the amount of new jobs, corporate profit levels, and
ultimately the tax revenue collected by the government
on those profits.
The OECD’s approach is to seek to ensure a global
response to a global problem. Since New Zealand cannot
control the actions of other nations, supporting the OECD
approach provides the best opportunity to support our
exporters. Introducing tax measures targeting foreign
companies runs the risk that our exporting companies
receive similar treatment when they operate overseas. In
the global economy, we can’t have our cake and eat it –
if we expect foreign companies selling goods and services
in New Zealand to pay more tax here, it is inevitable that
New Zealand businesses will end up paying more tax on
products sold overseas.
Budget 2016 provides an opportunity for us to reflect
on this debate. Looking ahead, the government should
proceed carefully and consider the impact tax changes
would have on New Zealand’s economic welfare. Large
companies and foreign investment are a key contributor
to New Zealand’s success story – they help provide the
fuel to our economic engine. Ensuring that our tax rules
are balanced and proportionate will help our economy
stay on the runway and leave us poised to take off in
the future.

Are corporates paying their
fair share of tax?
Large enterprises make up

0.1%
OECD Revenue Statistics 2015

1

8

of the registered
entities in
New Zealand

however...
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14%

the tax on corporate
income as a percentage
of total taxation in
New Zealand

8.5%

the average tax on
corporate income as
a percentage of total
taxation for OECD
countries

Large enterprises pay

50%

of the tax collected
from companies in
New Zealand

Tax
Transforming our tax system

Back in April, one of the first major Budget
announcements was a package of initiatives
aimed at simplifying business taxes, with the
expectation this would save taxpayers $187
million. You can see all the details of this
package in our Special Alert1 at the time.
The announcements were another step in the Inland
Revenue’s business transformation (BT) programme,
which is tied in with the development of Inland
Revenue’s new computer system. Inherent in the
changes is a move to both Inland Revenue and
taxpayers making better use of technology to make tax
easier. Included in the announcements on Budget Day
is an additional $857 million of operational and capital
funding over the next four years to build the new tax
administration system. The expectation is that this
funding will result in $284 million of savings for Inland
Revenue and an additional $280 million in additional tax
revenue from greater compliance by taxpayers.

which are targeted at multinationals (the provisional tax
simplifications announced in the Budget actually contain
a number of anti-avoidance rules, for example).
It will be interesting to see whether tax laws can evolve
to become more black and white to suit the greater use
of technology, or whether subjectivity and complexity
will continue to rule the tax world.

+64 (0) 9 303 0982

• A number of initiatives to simplify the
calculation and payment of provisional tax,
and a narrowing down of the circumstances
where use of money interest needs to be
paid on short-paid provisional tax.
• An extension of the withholding tax rules,
requiring labour-hire firms to withhold tax
from contractors.
• Adding flexibility into the withholding tax
rules to allow contractors to modify their
withholding tax rate to a rate which suits
their tax obligations.

While we haven’t seen anything majorly
transformational so far, it is about taking incremental
steps along a journey. Just remember, it’s not so long
ago that one couldn’t even get Inland Revenue to send
an email without giving them written permission first.

• Increasing the threshold from $500 to
$1000 for taxpayers to self-correct tax
errors.

Technology is great, but Inland Revenue are going
to need to walk a fine line between making life easy
for people while still providing enough education for
taxpayers to be able to logic-check the answers the
computer is providing them.
Ironically, while in the world of BT we are trying to make
tax simpler with technology, tax laws are actually getting
more complex with anti-avoidance rules – not just ones

darjohnson@deloitte.co.nz

April 2016 tax announcements

Technology, and working with technology companies, is
one of our passions at Deloitte, so we’re excited to see
how far the tax system can go to take the pain of tax
compliance away from our growing businesses.

Along with the Budget announcements, since April
we’ve seen Inland Revenue working with Xero and
MYOB software to pre-populate GST return information
with a business’ sales and purchase figures. The return is
then filed with Inland Revenue through the accounting
software. This will be a bit of a time saver for the
simplest of businesses, but puts a high level of reliance
on all the coding being done right and on time.

Darren Johnson
Partner

• Removing the requirement to renew
resident withholding tax (RWT) certificates
of exemption annually.
• Getting rid of incremental late payment
penalties for certain tax types.
• Introducing some more information
sharing with credit rating agencies and the
Companies Office.
• Increasing the threshold to allow more
taxpayers to pay fringe benefit tax (FBT)
annually rather than quarterly.
• Simplifying FBT for close companies
who provide motor vehicles to
shareholder-employees.
• Simplifying the process for businesses
claiming deductions for use of motor
vehicles and home office space.

http://www2.deloitte.com/content/dam/Deloitte/nz/Documents/tax/Tax-alert/2016/nz-Tax-Alert-special-update-Apr-2016.pdf
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Cyber security
Charting the course for our nation’s growth
Residential insurance settlement
progress in greater Christchurch
as at March 2016
The global economic impact of cyber threats
is estimated as being over USD$1 trillion.
This number is expected to at least double
within the next three years according
to the World Economic Forum. A huge
number, it comprises both direct impact
from damages and losses, and the economic
value of the opportunity costs, compromised
through the loss of resilience and trust.

whether they be – the desire to harness more data and
analytics to improve citizen outcomes through social
investment; bettering learning and student achievement
through digital platforms; making New Zealand a high
tech innovation hub by leveraging Kiwi ingenuity and
Anu Nayar
resourcefulness; or making our critical infrastructure
Partner
and key economic contributors more resilient in the
interconnected world – are reliant on a healthy, safe
anayar@deloitte.co.nz
and secure cyberspace.
of 167,670

Ninety-six percent of Kiwi businesses rely on the internet
and technology for their day to day activities. Estimates
show that we could add over $34 billion to our
economy if we used the internet more effectively.1

We all have our parts to play in making this a reality –
settled
as individuals and collectively. On a personal level, we
need to develop our own cyber intelligence1 . It is now
a critical life skill, which provides for our wellbeing and
enables us to partake of and contribute to social and
economic opportunities; and reap the benefits of our
economy and freedoms.

94.5%
dwelling claims

98.8%

+64 (0) 4 470 3785

77.7%

Taken in this vein, cyber is a platform for business
growth and innovation. This year’s Budget sees $22.2
million allocated to establish a national Computer
Emergency Response Team (CERT). This is a major
As a nation, we need to build off of
foundations we
ofthe
141,917
of 25,753
dwelling
claims
dwelling claims
development for New Zealand because it delivers a
already have. We need to continue
to develop
a diverse
strong message by government on the importance
and sustainable pool of cyber talent
blending policy, law,
Under-cap
Over-cap
of cyber resilience for our nation. We welcome this
business, psychology and technical skills. We need to
commitment as it provides the much needed investment
harness our creativity to incubate and develop innovative
to build a platform for collaboration, intelligence sharing
solutions. Most importantly, we need to embed a lasting
and effective response to the cyber attacks that affect
shift to the way we think about cyber so that we move
our nation – all of which are crucial to helping Kiwis and
beyond the traditional modes of only viewing it as a
A framework for measuring social outcomes
our businesses be secure, vigilant and resilient.
risk, or a problem that we can finitely solve. Instead, we
should recognise cyber as a required
ongoing
capability
A reduction
in the number
of people displaying factors associated with
While it is tempting
to seepeople
the CERTwith
as the silver bullet
Fewer
poor embrace
life outcomes
is an
obvious indicator of success. But measurement
of the world we now live in and
it as
a platform
that solves the cyber“risk
problem,
it’s important that we are
can take a long time and you can never eradicate all ills.
factors”
for growth. The more accomplished we become in this
realistic about what the CERT is there to do, and what it
capability, the more we can be in control of our individual
will not do. Essentially, the CERT provides a public-private
An increase in the number of people displaying factors associated
More people with
and national destinies.
with avoiding poor life outcomes can show that we are chasing
partnership based platform to help our businesses know
success as much as avoiding poor outcomes.
“success factors”
more about the threats we really face, get help when we
For us, the Budget allocation for the CERT is more
are under attack and contribute to a wider information
exciting than just being about
thewho
establishment
of their
the circumstances break the cycle
People
succeed despite
of disadvantage.
We should
resilience
base so we can all More
learn from
the good and not so good
CERT. It echoes our perspective
that as a nation,
wetrack their progress to understand
how society is working to support those in need.
experiences we may face in cyberspace.
recognise and are investing in cyber resilience as being
at the heart of powering our future economic growth
However, the CERT and government can only do so
and the ongoing wellbeing of our people.
much. As our lives become increasingly digital, many of
the major priorities for New Zealanders –

1
2
3

Statistics from Connect Smart – www.connectsmart.govt.nz

1

“Five essential steps to improve cybersecurity” – www.deloitte.com/nz/cybersecurity
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Cyber: A platform for business growth?

96%

of Kiwi businesses rely
on the internet and
technology for their
day to day activities
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$34bn
could be added to
our economy if we
used the internet
more effectively

$22.2m
allocated to establish
national Computer
Emergency Response
Team (CERT)

Public sector
A framework for measuring social outcomes

Budget 2016 provides $652.1 million of extra
funding over four years for wider adoption of
the social investment approach.
We believe that social investment needs to become a
more mainstream way of working in the social sector
(see our recent report in partnership with NZIER entitled
State of the State New Zealand 2016: Social investment
for our future1).
If the social investment approach becomes mainstream,
we need to think carefully about how we measure the
desired outcomes of these types of interventions.
We collect a lot of data in New Zealand, especially
relating to the country’s economic performance and
wellbeing. But it is clear that economic performance is
not the only measure of a country’s pulse. We know
there is more to New Zealand than productivity and gross
domestic product (GDP) growth.
So, how do we measure the kind of society we want to
be? And how do we measure how well the government
is performing in terms of the services it funds and assets
it invests in?
Existing frameworks have drawbacks. In New Zealand,
the government reports regularly against the Better
Public Services (BPS) targets – 10 domains of reporting
on important aspects of New Zealand life, eight of which
relate to the social sector. The BPS targets are a great
asset and the framework is being added to over time, and
provide a clear sense of the government’s priorities. But
they can’t, and don’t, cover everything that’s important.
It’s also possible to look internationally for comparisons.
For example, Deloitte has been supporting the
development of one of these, the Social Progress Index
(SPI), for some time. The SPI offers a framework for
measuring multiple dimensions of social progress – basic
human needs, foundations of wellbeing and opportunity
– and benchmarking success on a global scale.

But though the BPS results, SPI scores and other
similar frameworks tell us a story, they seem partial in
their scope. Measuring the long-term success of the
investments the government makes to help vulnerable
people into a positive reality is more difficult.
In the adoption of any outcomes framework to measure
the success of the government’s social investment
activities we think New Zealand would be richer for
exploring a range of measurements in each of the three
categories below. At a minimum the measurements
should be broken down by region and population group.

Linda Meade
Partner
lmeade@deloitte.co.nz
+64 (0) 4 470 3788

1. Fewer people with riskResidential
factors – A reduction
of settlement
insurance
the number of people displaying
factors
progress
in associated
greater Christchurch
with poor life outcomes isas
anat
obvious
indicator
March
2016of
success
2. More people with success factors – An increase
in the number of people displaying factors associated
with avoiding poor life outcomes can show we are
chasing success

94.5%

3. More resilience – People who succeed despite their
circumstances

Success across these measurement areas should be
evaluated over a long period of time, with milestone
targets along the way, and they should be added of
or 167,670
dwelling claims
amended as richer data becomes available. It is pleasing
to see funding to raise the quality of data.
settled
For us, resilience is the ultimate measure because it
counts not only the impact of the state, but also those of
the individuals themselves, of their community, of their
peers and their economic and physical environment.
When all the elements line up to help people succeed
despite their circumstances we know social investment,
and perhaps society more generally,
is working.
of 141,917
dwelling claims

98.8%

Under-cap

77.7%
of 25,753
dwelling claims

Over-cap

State of the State New Zealand 2016: Social investment for our future - http://www.deloitte.com/nz/stateofthestate

1

A framework for measuring social outcomes

1

Fewer people with
“risk factors”

A reduction in the number of people displaying factors associated with
poor life outcomes is an obvious indicator of success. But measurement
can take a long time and you can never eradicate all ills.

2

More people with
“success factors”

An increase in the number of people displaying factors associated
with avoiding poor life outcomes can show that we are chasing
success as much as avoiding poor outcomes.

3

More resilience

People who succeed despite their circumstances break the cycle
of disadvantage. We should track their progress to understand
how society is working to support those in need.

Budget 2016 Are we setting the right course?
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Infrastructure
Redefining the Auckland infrastructure conversation

In a recent publication entitled State of the
State New Zealand 2016: Social investment for
our future Deloitte examines the investment
approach to government expenditure choices
across the social sector.

This evidence of joined-up planning for Auckland is
encouraging. To be sustainable, the good work needs
to be supported by new investment frameworks, better
data, a forum for new ideas, programme evaluation and
supporting governance.

The hallmark of this approach is the use of evidence,
data and feedback loops to define underlying problems,
measure outcomes and enable the calculation of
long-term benefits. The focus is on the value of the
outcomes achieved, and the ranking of alternative
investments is made against multiple related outcomes.

That said, funding also needs to be available.

The infrastructure debate in Auckland is being redefined
along similar lines. No longer is the discussion just
about which individual transport project is best. It
is about improving productivity and social inclusion
through transport infrastructure linking the availability of
affordable housing with access to jobs, education and
social services.
Last year the government and Auckland Council jointly
established the Auckland Transport Alignment Project
(ATAP) to agree on a long-term strategic approach
to transport in Auckland. Under ATAP the language
is already changing. The ‘30 minute commute’ is the
new rallying statement linking housing with transport
and jobs. And there is acceptance that the ‘last mile’
Tertiary education statistics
of infrastructure needs to be considered alongside the
designation of new Special Housing Areas, with links to
Around
high-density trunk transport corridors.

39

cents
The focus of ATAP is to test whether
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from transport investment across
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of eacha dollar
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forintegrated
tertiary education
objectives can be achieved.2014
But an
approach
was written down by the
is more complex, and challenges
traditional investment
government
frameworks focussed on single outcomes.

Earlier this year, the government committed to bring
forward the joint business plan for Auckland’s City Rail
Link so the main works can commence in 2018. The
East-West Connection road project, once final approvals
and consenting is complete, could also start in 2018.
And to help release land for housing, there are now
154 designated Special Housing Areas and Budget 2016
allocates a further $100 million to boost the development
of Auckland housing on surplus Crown land.

+64 (0) 21 764 500

This leaves new funding sources such as tolls or
congestion charges (supported in a survey of Auckland
ratepayers last year), increases in user pays (e.g. public
transport fares), value capture, private finance and asset
recycling. The answers will rest in a combination of the
above, some of which may become clearer in the final
report from ATAP due in August.

Between

Certainly, ensuring New Zealand’s long-term economic
health will require a productive and socially inclusive
In effect ...
Auckland. To get there requires more evidence-based,
students at our tertiary
the government not only
data driven thinkingof
and
an unwavering focus on
education institutions, start
subsidised the study, but
outcomes.
but do not complete their
ends up only recovering

19-28%
qualifications

“30 minute commute”
new rallying statement linking housing with transport and jobs
“last mile” of infrastructure

needs to be considered alongside the
designation of new Special Housing
Areas, with links to high-density trunk
transport corridors

New Zealand’s healthcare challenge

timarbuckle@deloitte.co.nz

The debate then returns to how Auckland will fund
its share. Debt levels are constrained. Rates are always
under pressure. And, new legislation restricts what
developers can be charged.
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Christchurch rebuild
From recovery to regeneration

Taxpayers’ financial commitment to Christchurch
regeneration now stands at more than $17
billion - around $700 million more than signalled
in the last Budget. Nearly six years after the first
earthquake, progress includes:
• $3.9 billion of public sector projects completed or
under construction, with almost $800 million more
forecast to begin in the next six months.
• Three anchor projects have been completed in
Christchurch - Hagley Park cricket oval, the bus
interchange and the Margaret Mahy family playground.
• Work is progressing on the Metro Sports Facility and
the Convention Centre.
Overall progress is positive. Christchurch is entering
an exciting new era as the government builds on its
significant investment in the city to date and shifts gears
to regenerate and revitalise not only the central city but
also the greater region.
The rebuild has reached a ceiling of economic activity
at approximately $1.2 billion per quarter, and is likely to
continue at this level until around the middle of 2017.
Residential insurance settlement has progressed with
95.5% of the 167,670 dwelling claims settled to date:
98.8% of claims under the EQC cap, and 77.7% of
claims over the cap . More anchor projects will be well
advanced this year including the Justice Precinct and
Avon River Precinct, and other major construction works
including Burwood Hospital are being completed.

Regenerate Christchurch, a jointly owned Christchurch
City Council and Crown entity, on the other hand is
tasked with planning regeneration activity during this
next phase of the rebuild. In other words, rather than
rebuilding what Christchurch once was, it is tasked with
developing the region’s potential – what Christchurch
could be in the future.
It will be important for both new entities to drive
an unwavering focus on community-led outcomes
while working collaboratively with the private sector.
Confidence is high that a new era of Crown-Council
collaboration will underpin the opportunity in front of
us to make Christchurch a better place than ever to live,
work and play.

Ōtākaro Ltd, formed under the Public Finance Act,
takes over from CERA to deliver the remaining anchor
projects. Led by an experienced chair and chief
executive, the new entity brings a strong commercial
focus that will help ensure the private sector remains at
the forefront of the rebuild.

work for measuring social outcomes

Partner
stelaw@deloitte.co.nz
+64 (0) 3 363 3872

Turning this confidence and opportunity into
measurable success will only stand to benefit the entire
country. After all, New Zealand’s long-term economic
health is dependent on our regions outside of Auckland
also achieving greater success.

Residential insurance settlement
progress in greater Christchurch
as at March 2016

All this rebuild activity has contributed to Canterbury
overtaking Wellington as New Zealand’s second biggest
regional economy, contributing 13.6% to national gross
domestic product (GDP) in the year to March 2015. And
it is vital for this next phase of the rebuild to continue to
support this growth through the current peak of activity
and beyond.
Since last year’s Budget the Canterbury Earthquake
Recovery Authority (CERA) has finished its work and been
disestablished. In its place two new entities – Ōtākaro
Ltd and Regenerate Christchurch – have been formed to
oversee the delivery of the remaining anchor projects and
lead regeneration activities across greater Christchurch.

Steve Law

95.5%
of 167,670
dwelling claims

settled

98.8%

77.7%

of 141,917
dwelling claims

of 25,753
dwelling claims

Under-cap

Over-cap
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Māori economy
Nga hua pai ake mā te iwi Māori: Creating better outcomes for Māori
14%

the tax on corporate
income as a percentage
of total taxation in
New Zealand

Māori, with a younger population and an
asset base yet to be fully unleashed, could
become the rock of our economy in years
to come. But, further investment is still
required to grow our Māori asset base (both
material assets and people) in support of
New Zealand’s future economic goals.
Government agencies are certainly starting to progress
initiatives aimed at lifting Māori wellness and supporting
Māori business opportunities. As the government tweaks
its finances, critics may argue that Budget 2016, while
perhaps heading in the right direction for Māori, is hardly
game changing in terms of making an immediate impact
for those Māori struggling.
Treaty claims
We would like to have seen even more commitment
to the treaty process. Freeing up under-utilised assets
set aside for treaty claims is vital for moving the Māori
economy, and the New Zealand economy, forward. Even
more important is freeing up the resources and mind
space wasted on grievances by Māori and government
when that same energy could be going into growing our
people and our economy.
Nevertheless, since Budget 2015, there has been some
progress towards closing out treaty claims. There have
been two agreements in principle, five new deeds of
settlement and seven settlements passed into law ($103
million in settlements passed into law compared to $500
million passed in the previous 2 years).
Māori business and asset base
The Māori asset base is reported to be over $40 billion
with almost two-thirds representing Māori involvement in
a range of businesses. Although regional plans have not
yet shown major progress, continued funding towards Te
Ture Whenua Land Act reforms and initiatives for Māori
land and business opportunities via TPK, MBIE, NZTE
and Callaghan are positive. But the ability for Māori to
access the funds is sometimes hampered compared to
mainstream options.

Māori wellbeing

$11.4m

annual funding transferred
from Ministry of Social
Development to support
Whānau Ora
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$9.6m

over 4 years earmarked
for Māori and Pacifika
Trades Training

Budget 2016 has allocated $17.8 million to create a new
Māori Land Service, which will provide vital administrative
services to Māori landowners and take over some
functions of the Māori Land Court.
Budget 2016 introduces $1 million of annual operating
funding for micro-financing of whānau. This funding is
intended to assist micro-financing trials in high-need areas
and
low or no-interest
financial
Areincrease
corporates
paying
theirrelief for whānau
and
small
to medium enterprises.
fairwhānau-led
share of
tax?
Māori wellbeing and culture
Large enterprises make up
The government announced $11.4 million of annual
funding will be transferred fromhowever...
the Ministry of Social
Development
to
support
Whānau
Ora. Although total
of the registered
health spending
has
entities
in increased by $400 million in Budget
New
Zealand
2016, critics
argue
that in real terms ten DHB’s effectively
face budget cuts. Regardless, an important issue to be
addressed is that Māori are not accessing their fair share
of health services and more support is being sought by
Māori providers to bridge that gap.
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A major lever in improving Māori wellbeing is assisting
Māori into healthy accommodation. Budget 2016 sees
$41.1 million of new funding targeted at emergency
housing. Additionally, the Māori Housing Network is set
to receive a $12.6 million boost over the next four years,
taking its funding to $17.6 million per year.
In addition to more apprenticeship funding, $9.6 million
over four years is earmarked for Māori and Pacifika trades
training. This is intended to increase learners to 5,000
annually by 2019 (up from 1,200 in 2014).
Te reo Māori receives a boost, with $34.6 million
of funding over the next four years to support the
revitalisation of te reo Māori for all New Zealanders.
This includes extra funding for Māori Television and
funding to allow whānau, hapū and iwi to play a greater
leadership role in the design and planning of initiatives.
What’s certain is that more and more Kiwis have
expanded their knowledge and appreciation of
issues facing Māori. Many of us are starting to
understand that creating better outcomes for
Māori is wholly consistent with creating better
outcomes for everyone in our Aotearoa.

$12.6m $34.6m
for Māori Housing
Network over 4 years

to revitalise te reo
Māori over 4 years

$17.8m

to create Māori
Land Service

Tertiary education
Applying the investment approach

Today’s Budget provided $256.5 billion of new
funding over the next four years in tertiary
education, in addition to related announcements
to support research through the Health Research
Council amongst others. All well and good.
But how do we know that this investment will
deliver long term benefit to New Zealand?
The Productivity Commission recently published
“New models of tertiary education: Issues paper1.”
which outlined some startling statistics. In particular:
• Between 19% and 28% of students at our tertiary
education institutions (TEIs) – including universities,
institutes of technology and polytechnics, and
wānanga – start but do not complete their
qualifications (2014 data)
• In 2014 the government lent $1.6 billion in student
loans, of which 39% was written down at year end to
reflect the true recoverable economic value of those
loans
This means large numbers of students end up with a
debt that has been drawn down without resulting in a
qualification. And further that government has not only
subsidised the study in the first place, but then ends up
only recovering part of the value of the debt advanced.
This is largely due to the loans being interest-free,
thereby providing the student with a substantial fee
discount in real terms.

that administers student loans, under the trading name
StudyLink. And yet the contrast couldn’t be starker.
StudyLink has much more in common with a bank
than a social investment agency, with an emphasis
on processing transactions rather than a focus on the
people applying for the loans.
For the most part TEIs are funded for the number of
students enrolled, with some limited adjustments made
for non-completions. There is almost no incentive for
these institutes to consider the employability of their
graduates, and none at all to consider the extent to
which the education programmes result in graduates
with the skills to meet local demand from employers. In
a perfect market, the students themselves would create
demand for programmes, but the reality is that the vast
majority of students have a very imperfect knowledge of
the in-demand skills wanted by employers. Meanwhile
employers tend to have relatively modest linkages or
ability to influence the programmes offered by TEIs.

Linda Meade
Partner
lmeade@deloitte.co.nz
+64 (0) 4 470 3788

What is quite striking however is that around the world
there are a number of examples of highly successful
cities and states where the linkages are much stronger
and more obvious, where both the universities and the
cities are high performers. Obvious examples include
London, Boston and San Francisco. Perhaps less obvious
are Zurich, Canberra and Manchester.

No one doubts the value of tertiary education.
Even studies that do not result in a completed
qualification must have some value if they result in
students that contribute more to the economy and
society than they otherwise would have done.

Imagine what difference it would make over the long
term if employers had available to them a ready pool of
skills that would support business growth and delivery
of organisational strategic objectives. And if those
businesses also had access to world class research which
helped them diversify and grow without having to look
offshore, what more could that achieve?

But imagine if all that investment into study could be
translated into higher levels of productivity, innovation,
job creation and ultimately a better standard of living
for New Zealanders? It is paradoxical that the very
organisation which has lead the charge around social
investment with a focus on beneficiaries – the Ministry
of Social Development – is also the same organisation

Certainly our tertiary system is ripe for change. An
investment approach to student loans could be an
obvious first step, so the people who are receiving the
loan are placed at the centre of the process, rather than
on the receiving end of a transaction. And the onus is on
both TEIs and businesses to have serious conversations
about how each sector can help the other.

Tertiary education statistics
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