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New Zealand’s (NZ) budget is based on too much spending over its revenue. To reduce the budget deficit 
the government has to decrease its spending. There are some options to do this; increasing taxes on 
products like cigarettes and alcohol; increasing income tax; decreasing subsidies; decreasing spending on 
welfare; increasing capital gains tax (CGT).  
There are limited means and unlimited needs and wants, the limited means are the money the government 
can spend and the ways to solve the problem. Unlimited needs and wants are all the things they would like 
to be able to spend money on but can’t and this is due to scarcity. And people will make compromises if it 
does not affect them too much.  
 
Decreasing spending on welfare; Introducing CGT because this never existed before, by putting on a CGT 
the government can increase its revenue very fast and effectively. Excluding the family home from the CGT 
would be the compromise. 
 
Option 1: Decreasing spending on welfare 
Effectiveness; this will not completely reduce the budget deficit of NZ but will make the government’s 
economic position better. Government pays a lot to provide help for people who do not have a job or cannot 
afford most important things in their life like food and shelter. Decreased spending on welfare will decrease 
the problem of the overspending of the government. People will get the message that it’s time to find a job 
and start doing something about their lives to live like other people. 
Efficiency; this method to reduce the budget deficit will be costly to introduce because there are a lot of 
people paid welfare by the government. If the government stops paying welfare or decreases the amount of 
money to spend, people will not have enough money to keep living as before which means those people 
are affected really badly. If the revenue gained by reducing spending on welfare is used to support the 
government at this point of time e.g. paying loans back to the countries the money was borrowed from that 
means that the money is being used to reduce debt. 
Equity; reducing welfare spending will not just affect those without a job but also those who are invalids. If 
government makes people work for the benefit, then those who are invalids cannot do physical work and 
this is unfair. It is not fair that those people do nothing and are getting paid, so it is fair to look at stopping 
this. 
Option 2: Introducing a Capital Gains Tax (CGT) 
Effectiveness; a CGT will make property sellers pay this tax so the government revenue can be increased. 
The CGT will increase government income which is needed. Revenue earned from CGT can be used to 
reduce the budget deficit. 
Efficiency; property owners could raise the price for renting so people might not have enough money to pay 
the increased rent and may have to take out loans. People working in this industry may lose jobs as some 
firms leave or reduce the number of workers and this would cost the government a lot. CGT increases the 
government’s income but also increases the price for properties and decreases demand for the properties 
due to the Law of Demand. 
Equity; the higher price to be paid by property buyers or renters is unfair, and it does not affect many 
people or businesses. No benefit. 
Option 3: Compromise for a CGT 
Effectiveness; exceptions for people (families) who sell their houses and want to buy another one means 
they do not have to pay tax on their sold property, because if they paid tax they might not have enough 
money to buy a new one. The benefit is that the houses are always on the market and are always in 
demand and so the firms in that industry have a consistent business and will be able to pay CGT. 
Efficiency; the government would lose a lot of revenue because of this exemption. There will be no 
exemptions for companies and firms who will have to pay this tax and it would cover all of them. 
Equity; firms (companies in that industry) have to pay CGT which is normal but the people (families) do not 
have to pay because their situations might be critical. There will be no people (families) asking for loans to 
pay the tax, which is good because the government is not able to give any loans.  
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1. Reduce spending on welfare.  2. Introduce a CGT. 3. Compromise option. 

In terms of effectiveness making people work to earn their own money will decrease the amount of people 
receiving welfare. This will reduce the welfare spending which means that the government will not be 
paying any money to the people for nothing. Also in terms of effectiveness decreasing spending on welfare 
will increase employment, which means that there will be more people working, so more people earning 
money, so more people consuming products.  
The usual tax still exists, so the more people consume the more GST and PAYE the government will 
receive. The more the consumption, the more products are needed. The more products demanded the 
more supply increases. More supply increases the revenue to the government, and the NZ dollar will get 
stronger which will make the economic position of NZ better, which is desired. 
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