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The New Zealand (NZ) government must make an economics decision on how they are going to reduce 
their budget deficit. The NZ government is currently in its highest deficit ever, of 16.7 billion dollars. If the 
government allows its deficit to grow, their credit rating will be downgraded, which will increase the cost of 
borrowing, and result in world lenders regarding NZ as having a higher credit risk. Other countries such as 
Greece and Ireland have fallen into this trap. The NZ government has a vast range of options available to 
them on how they can reduce the deficit (e.g. increased taxation, decrease government spending, increase 
GST, reduce benefits, increase excise tax, decrease subsidies, job creation to increase employment and so 
more PAYE revenue, tax higher income earners, capital gains tax, asset sales). However, it is not feasible 
for the government to undertake all these options due to limited means and scarce resources, like political 
support, and time as they want to achieve a surplus by 2014/15 and tax revenue constraints due to 
population size, and less personal and corporate tax due to the recession and weak economic recovery. 
Therefore, they have to make a decision on what option they will choose to reduce their massive deficit. 
The government will face the problem of opportunity cost, the real cost of an economic decision. Some 
areas of the government budget will suffer if they are to significantly reduce the deficit.  
 
Option 1: Reform social welfare system so that it is harder to access welfare. Reducing this area of cost to 
the government would be effective in reducing the deficit. Over a ¼ of government expenditure is in social 
welfare pay-outs, so making it harder to get social welfare would save the government money. The 
government could introduce means testing for student loans and the unemployment benefit, so only the 
people who really need these benefits get them. The government could also make people reapply for 
benefits more often. They could also make sickness beneficiaries have medical tests done more often, so 
when they are no longer sick they can go back to work. 
Option 2: Increase the GST rate so the government can gain more revenue to reduce the deficit. 
Option 3: (a compromise option) Increase GST except for essential products. E.g. milk, bread, fruit and 
vegetables. 
 
Option 1: Overhaul the social welfare system 
Effectiveness; this option would be a very effective way of reducing the deficit. In the 2005-6 financial year 
the NZ government spent 48.4 million dollars, and 14.3 million of this was spent on social welfare making it 
the single biggest expense (a benefit). There are no significant costs of making it harder to access social 
welfare (a cost). 
Efficiency; the majority of NZ’s population will not be affected by a change in the social welfare system, as 
less than 10% of the population receive benefits. However, it would help reduce the deficit and would not 
cause significant cost to the government if implemented. This may also increase employment levels, 
because people who lose their benefits will need to find jobs. (Benefits)  
It may be hard to introduce the social welfare changes. Many people who lose their benefits may find it 
hard to find jobs and adjust to not having a benefit. (Costs) 
Equity; this option is also fair because people who are truly desperate and who do not have a way of 
earning money can still get a benefit, but it will make it harder for people to abuse the system (a benefit). It 
could prove difficult to discriminate between people who truly need social welfare and those who don’t. 
There may also be poorer people with this option which some believe to be unfair (costs). 
Option 2: Increase GST 
Effectiveness; an increase in GST would be a very effective way of increasing the government revenue; 
everyone would be paying more tax through consumption so revenue would increase (a benefit). Increased 
GST raises the prices of products and services, so people will buy less from producers. While the 
government receives more revenue from GST they will lose corporate tax from businesses earning less 
revenue. They will also lose revenue from excise tax on items such as alcohol and cigarettes (costs). 
Efficiency; this method of taxation ensures that nobody can avoid it, people who earn income through cash 
payments and who do not pay income tax still have to pay GST (a benefit). An increase in GST will 
increase the costs of production for producers and GST raises prices so people may reduce consumption. 

1 

2 

3 

Student 1: Low Excellence 



This may cause some producers to close down, or they may cut jobs to reduce production costs, which 
would decrease employment (costs).  
Equity; this option could be considered fair because it affects all of the population so no one group of 
people avoids paying this tax (a benefit). This option could be considered unfair for poorer people because 
the GST rate was already increased last year and they would struggle with further increased costs. It is only 
poor people who suffer because high income earners can afford price increases (costs). 
Option 3: Increase GST on non-essential products only   
Effectiveness; this compromise would still increase the governments revenue but not as much as an 
increase in GST on all products. It would encourage people to buy products that have less GST on them, 
because there is a smaller per unit tax on these items, and the population will increase consumption of 
these products and the government will receive more tax on these products than before the change in GST 
(benefits). It will be less effective than an increase in GST on all products. It will result in a decrease in 
consumption, meaning that the government’s revenue from excise taxes and corporate taxes could 
decrease (costs). 
Efficiency; producers of the products without the GST increase will not suffer, and the amount of corporate 
tax they pay to the government will not decrease and may actually increase if demand increases (a 
benefit). The other producers will suffer from the increased GST and some will leave their industries, 
because of the increased cost of production and the decrease in consumption (costs). 
Equity; It’s fair because poorer people will still be able to afford the basics that they depend on. The GST 
will affect people who can afford to pay more, and the burden of the tax will be largely placed on people 
with more disposable income (benefits). It is unfair that some businesses will suffer from the increased GST 
and others will not. It may also be hard to decide what items will not be affected by the increased GST and 
which ones will be (costs). 
 
1. Reform welfare system; make it harder to get social welfare. 2. Increase GST. 3. Increase GST except 
on essential products. 
I recommend making it harder to access social welfare as the best and most effective way of trying to 
reduce the government deficit. Social welfare is the single biggest government expense, over a ¼ of total 
government expenditure. Therefore, making it harder for people to get social welfare will result in a massive 
cut in the amount government spends in this area. While other options such as increasing income tax and 
GST would be effective ways of increasing the government’s revenue many New Zealanders could not 
afford the increases. Increasing tax would slow down economy activity, while making it harder to get social 
welfare would not; this is why the social welfare option is more effective and efficient. 
I don’t believe that equity or fairness is very important when considering which option to choose; whereas I 
believe effectiveness and efficiency would be considered the more important factors. Even if equity was 
important in this situation, I don’t believe that increasing GST or income tax is fairer. The whole population 
would be affected by increased taxes, whilst less than 10% of people would be affected by changes in the 
benefit system. 
In conclusion, I recommend social welfare reform to reduce the budget deficit; this option is as, if not more 
effective than the increase GST options because it does not have the downsides (costs) that an increase in 
GST would cause. These costs include an increase in cost of production for producers, and less 
consumption by consumers, so the producers may have to cut jobs or even leave the industry, and the 
government would earn less revenue from excise and corporate taxes. Changes to the social welfare 
system would not cause these problems as it affects less than 10% of the population, and the benefits 
outweigh the costs. The government will spend less on transfer payments and may receive more tax 
revenue from people seeking employment who were previously on a benefit. 
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