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New Zealand (NZ) has an economic decision to make of reducing the government deficit and it’s affected 
by limited means and scarce resources; such as limited income and unlimited wants causing the 
government to exceed their budget. The government has an economic decision to make and making the 
decision will mean there will be an opportunity cost. The current deficit is at $18 billion, and the budget is 
running at a deficit of 8 to 9 percent of GDP. There are a number of things that can be done such as 
introduce a capital gains tax, increase GST, asset sales, and cut government spending on things like the 
NZ army or NZ Welfare system. Each option has positives and negatives; therefore a decision has to be 
made to choose the best option in reducing the government deficit. The government has limited means and 
scarce resources therefore have to pick the best method of reducing the deficit. 
 
Introduce a capital gains tax (CGT); Asset sales; Exempt family homes from CGT (compromise) 
 
Option 1: Introduce a CGT 
Effectiveness; if a CGT was introduced it would mean there would be a tax of 15% on all investment 
properties sold excluding family home which would provide estimated revenue of $4.5 billion dollars a year. 
A CGT would provide the government with revenue, which can be used to decrease the government deficit. 
The tax would only affect investment properties excluding family households which still means families’ can 
sell their homes without paying the tax. 
Efficiency; could take a while to implement the tax as some political parties are against the idea. Property 
prices could increase due to the tax increase, meaning less consumption. Another issue is it could take 15 
years to raise any significant revenue. Once implemented every year will make a difference to reducing the 
government deficit after 15 years it could really make an impact. 
Equity; it’s unfair on people that have invested a lot of money in assets, wanting to get a satisfactory return 
on their investment once sold. People may not sell assets until they know they can get a decent enough 
return after tax, meaning fewer properties could be sold. Voters say that its unfair people should get taxed 
on assets sold and it’s not enough to reduce the debt. 
Option 2: Sell state assets 
Effectiveness; it would only be effective in the short term, and will mean New Zealanders would lose out on 
assets owned by and paid for by New Zealanders. It means the government would lose out on sources of 
income from power companies, airlines, etc. Will provide government with a flow of income right away once 
sold and could significantly reduce the government deficit. 
Efficiency; once we have used the money from the sale we would have nothing as we lose the on-going 
income source to the new asset owners. It also means there would be a loss of jobs for New Zealand 
workers and profits would go to overseas investors who own the assets. The money can be used to reduce 
the deficit and help get the deficit down in a shorter amount of time, when assets are sold income in larger 
amounts would help reduce the deficit quicker. 
Equity; it will cost an estimated $350 million dollars in fees getting the assets sold, and time and tax payers 
money would be used in getting the assets sold. Some voters want to keep NZ owned assets. Other voters 
agree with the idea of asset sales. 
Option 3: Family homes be exempt from CGT 
Effectiveness; the government will lose out on an estimated 4.5 billion dollars (cost). People can still sell 
family homes and not worry about paying a tax. 
Efficiency; the government will lose out on a chunk of money and it would take twice as long to start 
earning a revenue from CGT. People will accept this tax as it doesn’t affect everyone only people with 
investment properties. 
Equity; this compromise will really affect people wanting to sell investment properties and wanting to get a 
decent return on the money they have invested. The government can earn revenue from the sale of 
investment properties. 
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1. Introduce a CGT. 2. Asset sales. 3. Family homes be exempt from CGT 
I think the government should introduce a CGT to help earn revenue in the long term to help reduce the 
deficit; however this would take an estimated 15 years till it starts to earn any significant revenue. If the 
government decided to sell assets it would provide the government with a quick flow of income and can 
really get the deficit down. This is only a short term fix and the government would lose a major source of 
income. Locals will also lose jobs if this were to happen, which could increase the unemployment rate, 
therefore increasing the budget deficit as more people will be on the benefit. 
Asset sales is the most efficient option as it can be done quicker and can get the job done in a much 
shorter amount of time, however it is not the best option long term. It could also take a while for CGT to 
take place because some political parties are against the idea saying it is not enough to reduce the deficit, 
and would take too long before it made any difference to the budget. 
CGT is the equitable option as you lose out on a chunk of money through asset sales; to get the assets 
sold it costs an estimated 350 million dollars which would increase the deficit. For a CGT it’s unfair on 
people that have invested a lot of money in assets, wanting to get a satisfactory return on their investment 
once sold. A compromise that can be made with the CGT is that family homes will be exempt from the tax. I 
think this is a very good idea because families won’t have to pay a tax from selling their homes. However, 
doing this does mean it will take twice as long for the government to earn any significant revenue in 
bringing down the deficit and is more of a long term fix. 
Overall I think the best idea is to introduce a CGT. I think it’s the best option as the costs are minimal and 
can bring in revenue to help reduce the deficit and it will be a solution in the future and means we can keep 
state assets. My second option is asset sales as it can reduce the deficit in a shorter amount of time and 
can get the job done, however, it means we will lose a main source of income and it’s only a short term fix 
and will cost money getting assets sold. My last option is Family homes be exempt from CGT as this would 
mean people who are not property investors do not have to pay CGT on their family home.   
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