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Budget 2012 
 
This year’s budget didn’t contain many surprises with much of the content having 
already been signalled.  Prior to its reading, Budget 2012 had already been accurately 
dubbed the “Zero Budget”. 
 
The theme of Budget 2012, Bill English’s fourth, is “investing in our future” with the four 
key objectives being; 

- operating surplus in 2014/15 and then start bringing debt down to prudent levels 
- building a more productive and competitive economy 
- delivering better public services, and 
- strong commitment to rebuilding Christchurch and the surrounding areas. 

 
Growth is forecast to rise to more than 3% in 2014/2015 which though moderate by 
historical standards, is stronger over the next few years than that forecast for the Euro 
area, the United Kingdom, Japan, the United States, and Canada. It’s similar to forecast 
growth in Australia. 
 
It is hoped that in the near term growth will be driven by; 

- the rebuilding of Christchurch which is expected to contribute about 1% in 
annual growth for each calendar year from 2012 to 2016 

- Australia and China, NZ’s two largest trading partners. They are forecast to 
maintain reasonable growth rates, therefore keeping up their demand for our 
exports 

- trade with other fast-growing economies in the Asia Pacific region, and 
- NZ’s terms of trade which are expected to remain relatively high on the back of 

demand for our major export commodities 
 
NZ’s household savings rate is positive for the first time in a decade, and is forecast to 
increase to almost 4% by 2016.  Increased savings will temper economic growth a little 
in the short term, but over time it is hoped to will leave New Zealand less vulnerable to 
economic shocks. 
 
Unemployment is forecast to drop below 5% by 2015. 
 
However, the global environment remains volatile. In particular, the Euro area and the 
United Kingdom have yet to resolve the huge problems caused by a long-term reliance 
on debt and Government spending to drive economic growth. 
 
Financial management 
 
In 2008 net Government debt was $10 billion. Today it stands at $50 billion and is 
forecast to reach more than $70 billion by 2014/15 when the forecast fiscal surplus is 
$197 million.  The surplus is then forecast to grow to $2.1 billion in 2015/16 and $4.4 
billion in 2016/17.  Come 2014/2015 it is hoped that Government debt can begin to be 
paid down. 
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The Government hopes to work towards a 2014/15 surplus by running a zero Budget 
again this year, where $4.4 billion of new operating spending over the four-year 
forecast period is matched by a combination of savings and revenue initiatives.  They 
continue to reprioritise existing spending with the intention of achieving better public 
services, especially in health, education, welfare, law and order, and science and 
innovation. 
 
The goal is to allow core Crown expenses to fall progressively from 33.5% of GDP in 
2011/12, to 30.2% of GDP in 2015/16. 
 
In terms of revenue initiatives, Budget 2012 continues the Government’s focus on 
broadening the tax base, closing tax loopholes, and re balancing the tax system. 
 
With changes hoped to save about $410 million over the next four years the tax base is 
to be broadened by; 

- Tightening the rules for deducting costs of mixed use  assets, such as holiday 
homes, boats, and aircraft 

- Implementing changes to the herd scheme to prevent farmers from changing 
valuation schemes and receiving an unintended tax advantage, and 

- removing the low income earners’ tax credit for those with income less than 
$9,880, the tax credit for childcare and housekeeper’s expenditure and the 
children tax credit for active income 

 
Also, IRD will receive an extra $78.4 million to further improve its tax auditing and 
compliance functions which is hoped to net a further $345.4 million over the four years 
to 2015/16. 
 
Government expects to resume contributions to the New Zealand Superannuation Fund 
in 2017/18 on current forecasts and although no intention is signalled on the rate of 
debt repayment, the Government’s other longer-term objective is to reduce debt to 20% 
of GDP by 2020. 
 
Budget 2012 proposes additional principles for Part 2 of the Public Finance Act, which 
Ministers will have to take into account when setting fiscal policy with the hope of 
bringing more transparency to Government spending decisions and how they affect the 
wider economy and future generations. 
 
Building a more productive and competitive economy 
 
$385 million over four years for research, science and innovation.  This includes  
redeveloping an Advanced Technology Institute (to help high-tech firms grow, increase 
exports, and improve productivity), support for a series of National Science Challenges 
(to seek innovative solutions to specific questions of national significance), additional 
funding for the Performance-Based Research Fund (to support research in New 
Zealand’s universities) and a boost funding for university science and engineering 
courses. 
 
A further $270 million from Government and industry for Primary Growth Partnership, 
subject to negotiation. 
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The Future Investment Fund is established and will receive all proceeds, hopefully 
between $5 billion and $7 billion, from the Government’s sale of up to 49 per cent of 
shares in four SOEs and Air New Zealand.  This fund will apply these proceeds to other 
public assets, such as schools and hospitals over the next few Budgets.  This Budget 
allocates the fund’s first $559 million items such as 21st Century Schools, KiwiRail’s 
Turnaround Plan, hospital redevelopments and capital costs of the new Advanced 
Technology Institute. 
 
In addition to the Budget 2011’s  increase in the KiwiSaver minimum contribution from 
individuals and employers from 2% to 3% from 1 April 2013, new disclosure rules to 
take effect from April 2013 where announced.  The intention is to help people in 
KiwiSaver evaluate and compare the performance of different funds.  Fund managers 
will be required to report their performance and returns, fees and costs, assets and 
portfolio holdings, and liquidity and liabilities. 
 
The auto-enrolment exercise for KiwiSaver is deferred.  It would cost $514 million over 
four years and would put Government’s plan to return to budget surplus by 2014/15 at 
risk. 
 
Delivering better public services 
 
The State Sector Act, the Public Finance Act, and the Crown Entities Act will be 
amended, as recommended by the Better Public Services Advisory Group. 
 
Already announced are the Better Public Services targets for the public sector to 
achieve over the next three to five years.  The first specific target, already announced, 
is for 85 per cent of 18-year-olds achieving NCEA level 2 or equivalent in five years, up 
from 68 per cent currently. 
 
As part of Budget 2012 two more targets are announced, with the balance still being 
finalised and scheduled for announcement by 30 June.  The two announced are; 

- reducing prisoner reoffending by 25 per cent in five years, and 
- increasing the rate of participation in early childhood education to 98 per cent, 

up from 94.7 per cent currently 
 
Frontline health services continue to be targeted. Almost $1.5 billion extra to Vote 
Health over the next four years is committed to, partly funded by $129 million of savings 
identified in 2011/12. 
 
As already announced, pharmaceutical co-payments will be increased from $3 to $5, up 
to a maximum of 20 prescription items per family per year, after which items are free. 
Prescriptions for children under six will remain free. 
 
As part of its wider health policy, tobacco excise increases by 10 per cent over and 
above inflation each year for the next four years.  The first increase will occur on 1 
January 2013, followed by annual increases on 1 January in each of the following three 
years. 
 
New frontline education initiatives will receive $512 million over the next four years. 
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In addition to changes to student allowances already implemented on 1 January,  
Budget 2012 confirms a number of further student loan changes from 1 April 2013, 
including; 

- increasing student loan repayments from 10 cents in every dollar earned over 
the income threshold to 12 cents 

- widening the definition of income for student loan repayment purposes 
- continuing the freeze on student allowance parental income thresholds until 31 

March 2016, and 
- targeting allowances to first degrees only and removing exemptions for long 

programmes such as postgraduate training, taking effect from 1 January 2013 
 
With around one in eight NZers aged 18 to 64 on a benefit, and around half of them 
having spent at least five of the past 10 years on a benefit, Budget 2012 allocates 
$287.5 million over four years in the first phase of a programme intended to move these 
people into work.  This funding is to provide more education and training for young 
people, and will also focus on work availability and preparation for sole parents, 
widows, women alone, partners within the benefit system, and parents who have 
subsequent children while on a benefit. 

 
The second phase of welfare reform will be implemented in July 2013. This will involve 
changes to the benefit categories. 
 
Both phases of the reforms are intended to move towards greater transparency over the 
long-term cost of welfare, and focuses Government agencies on reducing this cost 
through employment, support and training. 
 
Budget 2012 continues the Government’s policy on crime with the Ministry of Justice 
and the departments of Police and Corrections being asked to develop new ways of 
working together and making better use of existing resources, including finding more 
flexible funding arrangements and sharing use of staff and assets.  The intention is for 
the sector to focus on results – reducing total crime, violent crime and youth crime, and 
reducing reoffending. 
 
To achieve the Department of Corrections’ targeted reoffending reduction of 25 per cent 
by 2017, $145 million is reprioritised with the money to come from prison closures and 
cost reductions in rehabilitation programmes out to 2019/20.  
 
Working with non-Government providers, the Government hopes to improve housing 
affordability and providing assistance to households in need by providing $104 million 
over three years. 
 
Rebuilding Christchurch. 
 
The total cost of the damage in Christchurch is estimated at more than $20 billion.  The 
Government already set aside $5.5 billion in Budget 2011 for the Canterbury 
Earthquake Recovery Fund and is now developing a blueprint for the central city.  The 
blueprint will focus on anchor projects and precincts, and is hoped will provide sufficient 
direction to encourage the investment needed for rebuilding.  The priority of providing 
residential sections is also highlighted. 


