About the project
October 2011

Why a report card?
Thered6s an old saying that O0what gets measured gets

Single measures (such as Gross Domestic Product per capita) are really important, but they can
never tell the whole story. New Zeal anders need to understand that wh
able to identify linkages, set priorities and make good choices.

The NZahead report card therefore seeks to arm New Zealanders with a big picture view of our
overall, long-term performance i social, economic, and environmental.

The NZahead project is meant to stimulate better conversations among all New Zealanders about
what is important and what we should do about it.

Why 16 measures, and why these 167

Sixteen measures were selected in search of a balance between capturing enough information to
make broad judgements about New Zeal andés priagsb muchtlantee, wi t hout
details are overwhelming.

The measures have to be relevant to the quality of life of New Zealanders. The report card must
include measures from the social, environmental and economic dimensions to provide a balanced
view of the strengths and weaknesses, opportunities and threats. There should be some flow
measures (such as GDP per capita) as well as some stock measures (such as household wealth) to
reflect the balance between now and the future.

The measures should be reliable and accurate, and they should be frequently updated with long time
series.

And we prefer measures that have direct international comparisons.

Not all of the measures chosen meet every criterion. But taken as a whole we think they give a fair
and balanced view of the state of New Zealand. As a result of including the measures in NZahead we
hope performance on some measures will improve as more attention is directed to changing
outcomes.

Who are you to make these judgements?

The entire purpose of NZahead is to encourage better conversations between New Zealanders about

t he count r yngart thathsabouot ensre and better information but it is also about having a

robust dialogue. One idea or perspective is put forward, followed by counter-arguments, other ideas,
guestions and challenges. St r ong opinion and di sagreement is a sigrt
strength and vitality, not weakness, so long as it is done respectfully.

Have we got the right measures? Should we add some, which will require deleting others? What is
causing the improvement or decline in a particular measure? How are they inter-related? And what
was the Institute thinking when it gave that overall grade?

We would love for you to agree or disagree with any of it. You can provide feedback through the
facebook page or directly to staff via email.
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Why an overall grade, and how is it decided?

The 16 measures are likely to be moving in different ways over time i better or worse, faster or
slower. Each has different causes that create those effects, but there are also deep connections
between them that play out over time: environmental performance, for example, is eventually going to
show up in economic performance.

The overall grade from the Institute is a subjective judgement of what the 16 measures mean when
viewed together over the long-term.

How can | get involved in the conversation?

Add your grade using the poll on the Your Voice page on our website

Catch up with the latest relevant research and data through the d-urther Informationélinks on the

right of thepagesasuresd web

1 Follow us on the Instituted §acebook page

9 Link to our website with the easy-to-install button

91 Let your friends and family know about NZahead using one of the share options at the top of our
website

91  Sign up for email updates

1 Email the NZahead team with your questions or comments

il
f

We are not expert in all of the specialised areas reported in the measures. No doubt there are ways
our interpretation or communication can be improved. You may even know of sources of international
comparisons we have been unable to find. If you have a suggestion for improving the content of
NZahead we welcome your input. Please contact us.

Thanks
We coul dndét have done this without help from many i noc

their information, advice and passion for New Zealand. But we are responsible for the judgements
and any errors.
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From the New Zealand Institute: Latest = C. Effort graded B-

New Zealand is a country with high potential. Material wealth, a productive and beautiful
environment, cultural richness and many world-class institutions make it a great place to live. New
Zealandbés appeal is based on rbltee whol e package, not &

Success depends on the package, so a suite of measures is needed to track how well the country is
performing. Schools use report cards to identify opportunities for students to improve, and
businesses use balanced scorecards to monitor performance. For a country, a set of societal
performance measures provides an indication of whether outcomes are improving or not, and helps
identify areas where more effort is required.

Looking at all 16 NZahead measures to judge performance is complex, so it is helpful to have a
summary measure that forms an overall conclusion. There are several ways a summary measure
could be developed. The one chosen for NZahead is to make a qualitative assessment based on
judgement. Others will make different judgements, which is understandable because people are likely
to have differing views of what is important.

In forming an overall assessment, there are many considerations. How the country is performing now
is important so GDP per capita, life expectancy and carbon emissions matter. The assets available
for the future are important, so wealth and environmental quality matter too. Not everyone is doing
well, so inequality and outcomes for disadvantaged groups matter, not just the averages.

It is also important to take account of how New Zealand compares with other countries. New Zealand
cannot escape competing with other countries to retain citizens, attract migrants and investment.
Being a high quality country and improving outcomes is not enough if other countries are improving
faster. The comparison used here is with OECD countries; the developed and wealthy countries that
are most like New Zealand.

The overall assessment answers an important question; should New Zealanders be happy that the
country is performing as they want it to, or do we need better strategies or increased effort?

New Zealandés performance
For 12 of the 16 measures New Zealandébés performance i

In this update, new data was available for all measures. New policy, research, or further information
that has become available has been provided in the text for all measures.

There is an improving trend for five of the measures and deterioration for four. New Zealand gets
three B grades reflecting valuable strengths in education, agricultural land per capita and life
expectancy. But there are also still seven D grades and not one A grade.
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Three patterns identified with the first report card released in March 2010 persist. First, despite

i mprovements on average in some soci al measures,
relative to disadvantaged people in other OECD countries. Second, relatively poor performance in
innovation, labour productivity, GDP per capita and household wealth indicate that across the board
economic performance must be improved. Third, New Zealand has important environmental

strengths but environmental assets are being eroded, as they are for the world as a whole.

The past year has been a challenging one for Government. The Christchurch earthquakes, global

and local economic weakness, and deterioration in the fiscal position have limitedGov er nment 6 s
options. It is easy to be critical but the constraints our leaders operate with should also be

considered. Despite the constraints we should also expect Government to be articulating the long

term priorities for action that will lead to materially improved outcomes.

Rationale for the grade of C

In terms of achievement, New Zealand is not currently a star performer. At some point in the past,
New Zealand has performed better on most of these measures. Compared to the peer group of
OECD countries, New Zealand is too often behind the average. There are three areas of strength but
lots of C and D grades. Since the March 2010 and September 2010 releases, there is no strong
evidence for overall improvement, or for deterioration. Therefore the overall grade for achievement
remains a C.

With widespread recognition of the issues New Zealand faces, and action in place to improve
outcomes on almost all the measures, there is definitely evidence of effort. However, the efforts are
not all well-directed and some do not comply with best practice for performance management. There
are not clear and widely understood strategies for success. Progress toward goals is not always
monitored and reported, and efforts in one area are not always well coordinated with other efforts. On
balance, New Zealanders care and are taking action. Overall an unchanged grade of B- for effort.



Summary of changes for
October 2011 update

Measure

Grade, figures or data

Now included in discussion
commentary*

Social

Life expectancy

Rank 11" of 34 cf 14" of 31.

Figure 1: data source now OECD,

updated to 2009 or latest available.

1 Figure 2: new figure comparing life
expectancy of OECD countries over
time.

1 Figure 3: data updated to 2009 or
latest available, previously Figure 2.

9 Figure 4: Addition of 2008 OECD

average life expectancy line.

Target changed to 82.4.

Grade changed back to B, as a

result of the World Bank data that

was used in September 2010 being

incorrect for NZ.

=a =4

= =

f
f
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Results from the progressive tax
increase on smoking;

Adverse trends in obesity and binge
drinking;

Improving performance on the six
national health targets.

Unemployment

Rank 12" of 34 cf 11" of 31.
Updated data for Figures 1, 2, 3.
Figure 4: new figure comparing
share of unemployed to share of
labour force for OECD countries.

=A =4 =9

Unemployment benefit numbers and
reapplication requirement;

New Zealand youth bear a greater
share of the unemployment burden
than those in any other OECD
country;

Government programmes for youth
training and jobs.

1 Figure 1: longer time series shown
and new data for 2007.

9 Figure 2: updated to 2009 or earlier
data.

9 Figure 3: new figure showing
recorded serious violent offences
per 100,000 population.

1 Figure 4: new figure showing
findings of investigations in reports
of concern about children and
youth.

Income 1 Rank 25" of 34 cf 23" of 30. 1 | MFIldeguality, Leverage and
inequality {1 Figure 1: new data for late 2000s. Crises working paper;
9 Figure 2: data updated to 2010. 9 The Spirit Level: Why Equality is
{ Figure 4: new figure from The Spirit Better for Everyone;
Level. 1 Recent data for 2010 shows incomes
1 Target changed to 0.31, the in New Zealand to be more equal but
average OECD Gini value. still remain much more unequal than
in the 1980s;
1 Income inequality affects ethnic and
gender groups differently;
9 Children experience greater rates of
hardship.
Assault 1 Rank 23" equal of 33 cf 1 Serious violent offences remain high,
mortality 23" equal of 28. despite recent drop in 2010;

Murders in 2010/11 were the lowest
since 1986;

Family violence showed a reversal in
the upward trend in the 2010/11 year
compared to recent years;

Child abuse or neglect findings
growing;

In response additional social workers
in schools announced;

Child protection law changes.
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Now included in discussion

Measure Grade, figures or data .
commentary
Suicide f Rank 20" of 33 cf 13" of 29. 1 New Zealand suicide rate near the

9 Figure 1: data updated to 2009 or OECD average, but;
earlier. 9 15-19 year old suicide rate remains

1 Figure 2: data updated to 2008. highest in OECD;

1 Figure 3: NZ data updated to 2008, | 1 Females aged 15-24 years have
other countries data updated to highest suicide rate in OECD and
latest 3 year averages. males third highest rate;

9 Figure 4: data source changed to 1 Media guidelines for reporting on
Chi ef Cor onermdétsnalp Yyouthsuicide due late 2011,
suicide statistics and updated to the | § Chief Coroner calls for a new
2010-11 year. approach to suicide prevention as

rates stay stubbornly the same.
Economic

GDP per capita

= =

Rank 22" of 34 cf 22" of 30.
For all figures data updated to
2010.

91 GDP per capita remains lower than
2007 despite an increase in 2010;
1 To catch Australia by 2015 will

9 Target changed to $53,000. require a growth rate of no less than
4.5% per annum.
Household f Rank 24™ of 34. 9 Final consumption by households is
wealth 1 Figure 1: new figure showing slightly above OECD average;
household final consumption as a 9 Gross national savings consistently
% of GDP. below OECD average since 2004;
9 Figure 2: data updated to 2010 and |  Government wealth per household
title corrected, previously Figure 4. has been declining since 2008;
1 Figure 3: data updated to 2010 and | 1 Proposal for KiwiSaver auto-
title corrected, previously Figure 2. enrolment from 2014/15 and lifting
1 Figure 4: new figure showing individual and employer contributions
government wealth by household. to 3%;
1 New target set for a gross national 1 Savings Working Group
savings rate of 22% of GDP. recommendations to lift national
savings by 2-3% of GDP.
Labour Rank 24" of 34 cf 22™ of 30. 1 New Zealand needs to improve its

productivity

= =4 =4

Figures 1, 2: data updated to 2010.
Figure 3: new figure showing real
labour productivity and output
growth for NZ export sectors, 2009.
Figure 4: new figure showing
compound annual growth rate over
2007-10 for labour productivity,
number employed and annual
hours worked per worker for NZ
and four other countries.

Target changed to $59 per hour.

low level of labour productivity;

1 Economies have responded
differently to the recent recession
e.g. USA, Ireland and Australia.

Innovation and
business
sophistication

= =4

Rank 21%of 34 cf 20" of 31.

All figures updated with data for
2011-12.

Figure 1: another 3 OECD
countries added.

Figure 2: another 6 OECD
countries added and calculations in
NZ$ 2010.

Figure 3: Sub-indexes values figure
added.

1 MED, Treasury and Statistics NZ
report on indicators of innovation and
entrepreneurship;

1 New Zealand increased its R&D
spend for the 2010 reference period
but is still low compared to other
OECD countries;

1 Government funding to support
technology and innovation for NZ
businesses here and overseas is
rolling out since Budget 2010.
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Measure

Grade, figures or data

Now included in discussion
commentary*

Educational
achievement

f
f

il

Rank 5" of 34 cf 4" of 29.

Trend reassessed from improving
to stable.

Figure 1: new figure that includes
PISA reading, mathematics and
science results for NZ and the
OECD average, updated to 2009.
Figure 2: new figure showing mean
PISA results by ethnicity for four
PISA measurement years.

Figure 3: new figure showing media
age of leaving initial education in
2006.

Figure 4: data updated to 2009,
previously Figure 2.

Target changed to 531 mean PISA
score.

f

Good overall performance at age 15
but persistent serious disadvantage
for MUori and;Pac
Wide disparities in reading between
students from different socio-
economic backgrounds;

NZ had lowest median age of leaving
initial education in the OECD;
Second highest rate in OECD of
employees and self-employed under-
qualified for their jobs;

NZ has a high proportion of public
spend on education but the dollars
spent per student is in the bottom
third of OECD countries;

Changes to the Youth Training and
Youth Guarantee initiative including
development of five vocational
pathways;

Other government initiatives such as
improving classroom management,
changes to the Resource Teachers
Learning and Behaviour service, and
to TEO funding.

Environmental

Agricultural land
per capita

=A =8 =4

Measure changed to be agricultural
land per capita and no longer
incorrectly refers to forestry.

Rank 3" of 34 cf 3 of 27.

Figures 1, 2: data updated to 2009.
Figure 3: data updated to 2009 and
projected to 2031.

Figure 4: new figure showing land
use changes between 1990 and
2009.

Target changed to 2.5 hectares.

Based on current trends agricultural
land per capita will continue to
decline, driven largely by population
growth;

Land use changes between 1990
and 2009 shows an increase in
planted forest and a reduction in low
producing grassland;

Productive soil health is not as good
as the public perceives it to be, only
35% meet all health target ranges;
Government recently announced a
four year mapping project to improve
land use data.

Water quality

=A =4

Figure 1: longer time series shown.
Figure 3: revised lake nutrient
figure showing quality change by
land cover type with new data;
revised groundwater nitrate
concentrations figure with new
data.

= =

Lincoln University survey of New
Zealanders on the environment,
showing concern about freshwater
resources;

Nitrate levels are increasing in 38%
of monitored rivers, one third of lakes
are degraded, more than one third of
monitored groundwater sites have
elevated levels of nitrate;

Land and Water Forum process;
Government 6s fres
package and monitoring the
environment, Measuring Up;
Cawthron Institute report on the NPS
for Freshwater Management.
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Measure

Grade, figures or data

Now included in discussion
commentary*

Co2
concentration in
the atmosphere

1 Figure 1: updated with July monthly
data for 1990 to 2011.

1 Figure 2: updated with 2009 data,
previously Figure 3 that used
UNFCC data up to 2008.

1 Figure 3: new figure showing CO2
emissions by major countries,
developed and developing nations
over 1990-2009.

1 Figure 4: new figure showing
sources of greenhouse gas
emissions 2009 for New Zealand,
OECD and World (2005 est).

1 Rise in temperature and CO2 since
1800;

1 Target to avoid temperature
increases of more than 2 degrees to
avoid abrupt climate change;

1 Acknowledgement of importance of
limiting climate change for New
Zealand and international
commitments;

1 New Zealand Agricultural
Greenhouse Gas Research Centre
establishment;

9 Leading role of New Zealand in the
Global Research Alliance on
Agricultural Greenhouse Gases.

CO2e emissions
per capita

Rank 26" of 30 cf 24" of 28.

Trend reassessed from stable to

improving.

9 Figure 1: updated with 2009 data,
previously Figure 2.

1 Figure 2: updated with 2009 data,

previously Figure 1.

Figure 3: updated with 2009 data.

Figure 4: new figure showing New

Zeal andbds actual

emissions forecast and future

targets.

i Target changed to 13.6 tonnes per

capita.

= =

=a =4

1 New Zealand is a small country but
needs to do its share to meet its
Kyoto obligations and any future
multi-lateral agreement;

T New Zeal andds gro
above Kyoto targets but offset in part
by growing trees;

T To meet the Gover
reductions for CO2e emissions, a
| arge reduction i
emissions per capita is needed;

1 The United Nations review of New
Zeal andbs Kyoto r
concern about forecast figures and
the uncertainty of the timeline for
including major sectors in the
Emissions Trading Scheme (ETS);

T The Governmento6s
the ETS has recommended slowing
down its implementation, contrasting
with the view of the Parliamentary
Commissioner for the Environment.

Invasive species

9 Figure 1: corrected figures for
central government expenditure
and total economic cost.

9 Figure 2: extended list of invasive
species estimated annual cost.

9 Figure 3: corrected number of
acutely threatened species shown
and added reptiles in the
breakdown on vertebrates.

9 Figure 4: data updated to 2011 with
additional countries shown with
native birds and the proportion
threatened.

1 Biosecurity legislation and Reform
Bill currently before Parliament;

1 Pest Management National Plan of
Action 2010-2035;

9 National Interest Pests Response

and National Pest Plant Accord,;

Biodiversity Strategy;

Innovative possum trapping trial and

biological control research;

1 Parliamentary Commissioner for the
Environment report on the use of
1080;

1 National Policy Statement on
indigenous biodiversity.
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Measure

Grade, figures or data

Now included in discussion
commentary*

Other

Net migration of
citizens

9 Figure 1: data updated to 2011,
June years.

i Figure 2: data updated to year
ended June 2011, previously Figure
4,

9 Figure 3: reworded title to clarify
that the years varied by country, NZ
data 2001.

1 Figure 4: corrections made to figure
for the period 1979-1994 and
updated data for the 1995-2010
period.

9 Trend reassessed from improving
to deteriorating.

1 More New Zealand citizens departed
than arrived in the year to June
2011, with a jump from Christchurch
following the 22 February 2011
earthquake;

1 A greater share of departing New
Zealand citizens are going to
Australia;

1 Gal | glghd wellbeing surveys
shows New Zealand is attractive for
many;

T The Ki wi Expat As
network of highly skilled Kiwis who
have returned,;

T Depart ment of Lab
expatriates, priority processing for
partners of expats and eligibility for
permanent resident visa in the first
instance.

* All text is updated to reflect new data and figures.
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Life expectancy
October 2011

Life expectancy at birth: Latest = 80.8 in 2008 2015 target =82.4

Grade: 0Living longer every yearo

Trend: Improving Rank: 11™ of 34 OECD countries
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LIFE EXPECTANCY, 2009 OR LATEST AVAILABLE

84

82

80 |OECD average

78
76
74
72
70
68

& R ey LoD LD
FESEFLEFSLELELLLES S PFLOL I LT LLE LS S
STCFIEE ~ FPSF s LA @o”gf«,@*’& S F Z&’ >
2 <o o eq, \77+e0 )

Source: OECD (2011) Health Data, Life expectancy, Total population at birth.
Figure 1
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LIFE EXPECTANCY, 1980-2009
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Source: OECD (2011) Health Data, Life expectancy, Total population at birth. 2

Figure 2
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LIFE EXPECTANCY AND HEALTH EXPENDITURE PER CAPITA,
2009 OR LATEST AVAILABLE, 2009 NZ$ PPP
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Figure 3
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LIFE EXPECTANCY, 2005-2007
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Source: Ministry of Social Development (2010) Social Report. 4

Figure 4

Why life expectancy matters

Life expectancy at birth is an estimate of the average number of years people are expected to live.
The measure is a high level summary of the health and physical well-being of residents in a country.
Figure 1 shows that life expectancy varies a lot even within the OECD peer group.

Life expectancy is driven by many factors. About one third of life expectancy is explained by genetics,
with the longevity of parents being closely related to age of death of their children. One third can be
attributed to health habits including good nutrition, regular exercise and not smoking or drinking
excessively. The remaining third is related to income, societal and health system factors including
health service availability.

New Zealand 6 s per f or mance

Figure 1 shows New Zealanddés 1|ife exp‘@aftheaBA@ECDf or 200¢
countries. Over the | ast three decades New Zeal andds
and New Zealand is ranked consistently in the top half of the OECD, as shown in Figure 2. However

the rate of i ncr eas annuahgroivth mte in lifd\egpectadcy iacreaseddabasfaster

rate (0.65%) than the OECD average (0.32%) from 1990 to 2002 but since then has increased in line
with the OECD average.

More developed countries with more expenditure on health per capita tend to have longer life
expectancy although the relationship between the two measures can vary greatly. For example the
USA is an outlier in terms of its health spending per capita. The USA has very similar life expectancy
to Chile but it spends over six times as much per capita on health.

Better life expectancy for less health spending per capita may result from an inexpensive or relatively

efficient healthcare system, or from having a healthy population that has made better lifestyle choices
than otherpopu | at i ons. New Zeal andés position odifm Fi gure 3

13



thenewzealandinstitute”

expectancy is better than many countries that spend much more on health care. However, recent
increases in the incidence of obesity and diabetes and persistently high levels of smoking means that
New Zealanders may not enjoy their above average performance for long.

The | atest survey o $howeedsomepesiite rends dvith inbreaset actess to

GPs and a decrease in the daily smoking rate. However, there are still many people who do not

follow healthy behaviour recommendations and there is increased prevalence of some common

health conditions such as high blood pressure and high cholesterol. One of the most concerning

issues identifi ed faagedispdiittehaerosp @&range oériskefattors ana health

outcomes for MUori and Pacific peoples compared to th
adults living in neighbourhoods of high socioeconomic deprivation compared to those living in

nei ghbour hoods o f(Mihisiryof ldealth,2008)at i on. 0

Figure 4 shows differences in life expectancy for some segments of the New Zealand population.

Women live longer than men in New Zealand and in other countries. On average people who live in

the most de!orived 10" of areas in New Zealand live 6-7 years less than those who are in the least

deprivedlohof areas. MUor i, on ave{ygegrelessthammoa-MUbDf . exphet
differences are even greater for men. Life expectancy f or a mal e MUori is only ab
the global average life expectancy and is nine years below the OECD 2008 average.

Some researchers argue that slowing improvements in life expectancy are inevitable based on
inherent limits for humans. Others argue that real life expectancy gains tracked over many years do
not show evidence of such assumed slowing. The life expectancy achieved by the lowest-mortality
population in the world has increased by more than two years per decade for over 160 years and
shows no sign of slowing down.

What is being done

Knowing about health risks can help people make choices that will lead to better health outcomes and
longer lives. Policies designed to improve life expectancy involve increasing public awareness about
the consequences of such choices and ensuring medical care is provided to address illness and
injury.

Educational programmes and regulations to reduce lifestyle risks have been a feature of the health
improvement efforts of successive governments. Driving behaviour, smoking, exercise, sunburn,
drinking and obesity have been targeted in various ways with some positive results in the first four.

On 29 April 2010 the Government introduced the first of three progressive 10% increases in the tax
on tobacco. Following the tax increase success rates of those who attempted to quit smoking
improved. Many smokers commented that although they had been meaning to quit for a number of
other reasons the increase in cost gave them the incentive they needed to act.

In March 2011 the Government agreed to develop targets for reducing smoking rates with the goal of
becoming a smoke-free nation by 2025.

Adverse trends continue in obesity and binge drinking. Almost two thirds of adults are overweight or

obese and adult obesity is higher than the average for OECD countries. The New Zeal and | nst.i
discussion paper, More ladders, fewer snakes: Two proposals to reduce youth disadvantage, reports

that one third of 15 to 19 year olds and almost half of 20 to 24 year olds are overweight or obese, and

one third of New Zealand youth aged 15 to 24 years have hazardous drinking behaviour. One in

seven adults have potentially hazardous drinking patterns.

People in disadvantaged groups have higher exposure to many lifestyle risk factors so efforts to
improve lifestyles, if successful, may help reduce life expectancy disparities. The B4 School Check is
a nationwide programme offering a free health and development check to identify and reduce future
health problems for four year olds. The Ministry of Health is implementing WhUnau Ora to improve
outcomesa mo n g Miuoh aré demonstrably poorer than those of non-MU o r i
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The Ministry €010 Staembnt di dtent ide6tied the Better Health For All strategy

would focus on targeting chronic disease, child and youth services, elective services, primary health

care, the health of older people, infrastructure, continuing to ensure value for money is achieved,

i mproving MUorii health and reducing inequalities.

The performance of health services has been an important concern of governments in New Zealand
for some time, with substantial efforts going into ensuring national health targets are met and high
guality outcomes are delivered cost-effectively.

Higherincomes pr omote | onger | ives and the average New Zea
However the disparity between incomes also affects average health outcomes and is discussed in the
NZahead income inequality measure.

Rationale for the grade of B
New Zeala n ddverall life expectancy at birth is 11" of 34 in the OECD, resulting in a grade of B.

New Ze ayoadadetage performance masks significant disparities and poor life expectancy for
sub-populations. New Zealand has not yet remedied the large life expect ancy disparities
and the most deprived groups, and has worsening trends in obesity and binge drinking.

Target for 2015 of 82.4

The target of 82.4 is based on New Zealand lifting the annual growth rate in life expectancy to the
OECD average of 0.33% for the six years from 2003 to 2009. Achieving the target growth rate could
lift New Zealand to be within the top 10 OECD countries.

Analytical description and sources

The estimate of life expectancy at birth is calculated based on gender and age-specific mortality
tables. The 2010 age-specific mortality for 53, for instance, would be calculated based on the number
of the population who died during 2009, aged 53 and those aged 53 who did not die. Life expectancy
is then based on combining the age-specific mortality for each year of life to develop a projection of
the distribution of ages at which those born now might die, then taking an average of those ages of
death.

Life expectancy is based on the recent but historical experience of the population. Assuming ongoing
improvements in health care, someone born today could therefore reasonably expect to live to an
even greater age, based on the treatments for a 53 year old being better and therefore more
successful 53 years from now than they were last year.

The data is rigorously collected, highly standardised, and has limited errors or skews across countries

or recent history, so comparisons can be reliably made. Changes in life expectancy are generally

small and slow to respond to policy and changed circumstances, particularly in larger populations. At

the last NZahead update in September 2010, the World Bank Millennium Development Goal data set

was used, which reported an incorrectfi gur e f or New Zeal andés 2008 |ife e
Bank cannot provide an explanation for the incorrect data, the Institute has returned to the OECD

data set. The OECD data set also shows a slowing growth rate, but not to the same degree. OECD

updates the data at the end of June each year, and their data on New Zealand is collected through

the New Zealand Ministry of Health. More information is available at

http://www.oecd.org/health/healthdata or www.moh.govt.nz or www.socialreport.msd.govt.nz.

Figure 1: OECD (2011). Health Data, Life expectancy, Total population at birth, retrieved 28 July
2011 from http://stats.oecd.org/index.aspx. All data is 2009 except: 2007 - Canada; 2008 - Italy; 2010
- Chile, France, Mexico, Sweden. OECD average is an unweighted average of the 34 countries data.

Figure 2: As for Figure 1. Chile and Slovenia excluded as life expectancy records do not go back to
1980.
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Figure 3: Life expectancy data as per Figure 1. OECD (2011). Health Data, Health Expenditure, Total
expenditure on health, / capita, US$ purchasing power parity retrieved 28 July 2011 from
http://stats.oecd.org/index.aspx, converted to NZD with exchange rates: 0.736 for 2007, 0.715 for
2008, 0.634 for 2009 and 0.722 for 2010, retrieved 28 July 2011 from the Reserve Bank of New
Zealand historical series at www.rbnz.govt.nz. Deflators from Statistics New Zealand (2011). Gross
Domestic Product: March 2011 quarter, Table 5.1, retrieved 28 July 2011 from
http://www.stats.govt.nz/browse for_stats/economic_indicators/GDP/GrossDomesticProduct HOTPM
arllgtr.aspx. Health expenditure data is 2009 except: 2007 - Greece; 2008 - Australia, Japan,
Portugal, Turkey; 2010 - Canada, Finland, Iceland, Italy, Mexico, South Korea.

Figure 4: Ministry of Social Development (2010, November). The Social Report 2010, retrieved 14
April 2011 from http://www.socialreport.msd.govt.nz/health/life-expectancy.html. OECD average life
expectancy value of 79.2 years for 2008 from Figure 1 data source. Global life expectancy value of
68.9 years for 2008 retrieved 28 April 2011 from the World Bank, Health Indicators, Life expectancy at
birth, total (years), http://data.worldbank.org/indicator/SP.DYN.LEOO.IN/countries/1W ?display=graph.

Further information links for life expectancy

Use the Gapminder data available at http://www.gapminder.org/news/life_expectancy updated/
to compare life expectancy for 155 countries back to 1800, although in most cases, the early
estimates are based on a very rough model.

If you are interested in more individualised information on life expectancy, you can use this calculator
http://moneycentral.msn.com/investor/calcs/n_expect/main.asp.

Ministry of Health (2008, June). A Portrait of Health: Key results of the 2006/07 New Zealand Health
Survey. Wellington: Ministry of Health. http://www.moh.govt.nz/moh.nsf/indexmh/portrait-of-

health#info.

Ministry of Health (2010). Tatau Kahukura: M U o eklth Chart Book 2010, 2nd Edition. Wellington:
Ministry of Health. http://www.maorihealth.govt.nz/moh.nsf/pagesmh/10136/$File/maori-hth-cbk-

2010.pdf.

OECD (2009). Society at a Glance 2009 - OECD Social Indicators, Chapter 7 Health Indicators,
Version 1-last updated 29 April 2009. Table HE4.1 High obesity rates in many OECD countries, at
http://www.oecd.org/document/40/0,3746,en_2649 37419 47507368 1 1 1 37419,00.html.

New Zealand Treasury (2003). The Ageing of the New Zealand Population, 1881-2051.
http://www.treasury.govt.nz/publications/research-policy/wp/2003/03-27/08.htm.
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Figure 1
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Figure 4

Why unemployment matters

Unemployment can be a source of problems throughout society. Individuals, households, and the
overall economy are affected immediately and there are future consequences as well. For individuals,
unemployment is associated with serious problems including reduced self-esteem, higher rates of
depression, more risk of iliness, a greater likelihood of committing crime and higher risk of suicide.

Young people are especially vulnerable to unemployment because they are not already established in
the workforce and have not yet developed the skills needed to compete with older workers. If young
people are not in education or employment they are not learning skills they will need in later life. The
resulting social and skill deficits may affect them for a long time and reduce the contribution they
make to New Zealandb6s community and economy.

Unemployment that causes households to draw on government transfers increases the number of
beneficiaries. In September 2008 almost 30,500 people aged 18-64 years plus a few parents aged
16-17 years were receiving the unemployment benefit with an annualised cost of just over $500
million. By the June 2010 quarter the number of people receiving the benefit had more than doubled
to 62,085. Atthe end of September 2011 the number of unemployment beneficiaries had declined to
55,661.

Reduced income as a result of unemployment leads to less spending in the economy. Businesses
may lose revenue so they in turn reduce their workforce to lower their costs, further increasing
unemployment.

New Zeal andés performance

Over the past decade, New Zealand has had an unemployment rate well below the OECD average

(Figurel). From2 003 to 2007 New Zealandés unempl oyment rate
average. Inthe pastfewyearsNew Zeal andodés relative performance has
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unemployment rate was three quarters of the OECD average for 2010. For the June 2011 quarter
New Zealand had an unemployment rate of 6.5%, lower than the OECD average of 8.2% but much
higher than the roughly 4% rate for 2004 to 2008.

Based on labour market strengthening in the first half of 2011, the Department of Labour expects a
gradual recovery with the overall unemployment rate falling below 6.0% in the first half of 2012.

New Zealandd s unempl o r;arlhseitrflﬁth out af B4OECD countries (Figure 2). Performance
close to the top third of countries is not unusual for New Zealand and is the envy of countries which
struggle to provide sufficient employment opportunities for their population. However, the story for
youth unemployment in New Zealand is different. Figure 3 shows that one quarter of New Zealand
youth in the labour force aged 15-19 were unemployed in 2010 and the rate rose to 27.6% in the June
2011 quarter.

In New Zealand young people make up a very large proportion of unemployed people. In the year to
June 2010 10.7% of youth aged 15-24 were not in employment, education or training (NEET). This
declined to 9.8% for the year to June 2011 but is still a substantial number. Modest improvement
occurred among 20-24 year olds while the 15-19 year olds experienced falling employment and rising
unemployment. The Department of Labour attributes this to more young people choosing to stay in or
enter education as labour market conditions remain challenging. Policy proposals to provide
additional support to the 16-17 year old NEETs and other young people transitioning to further training
or work have been released as part of the 2011 election campaign.

Figure 4 compares the share of the labour force aged 15-24 with the share of the total unemployed
aged 15-24. If the youth share of unemployment is the same as the youth share of the labour force a
country would be positioned on the 45 degree angle line shown; a country below the line would have
youth under-represented in unemployment and above the line means the unemployment rate is
higher for youth than their share of the labour force.

New Zealand is above the line, and above all other OECD countries. New Zealand youth bear a

greater share of the unemployment burden than youth in any other OECD country. New Zealand has

one of the highest proportions of workers aged 15-24, 16% of our labour force. Young workers

represent almost half (43%) of allNewZeal andés wunempl oyed. -19wereZ®a4f0, yout
the labour force but represented 25% of the unemployed.

These numbers are concerning and when disaggregated further reveal inequalities within the youth
population. The Equal Employment Opportunities Trust stated:

iThere is a dichotomy in New Zealand between youth
and in demand in a global market and those who have low or no skills or qualifications

and are disengaged from work, education and training. The first group is mostly

European and Asian, while MUori and Pacific youth
group. o

The EEO Trust research observes that some trends are likely to reduce pressures in this area,
including a declining number of young workers and fewer unemployed youth becoming long term
unemployed, and it provides examples of efforts to address the issues. However there are other
trends that will exacerbate the problem: youth unemployment is particularly affected by recession;
there is evidence of discrimination particularly in relation to ethnicity, gender, and disability; and there
will be an increase in the proportion of youth from MUo r i  a n dopukatoasi f i ¢

What is being done

At the outset of the recession in New Zealand the average hours worked per week reduced from 35 to
33. What could have been a 4% increase in unemployment was instead shared across the workforce
as reduced hours. Many businesses made efforts to avoid making workers redundant by reducing
working hours, in part to look after their workers but also to retain the capacity and capability to grow
again once economic conditions improved.
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A nine day fortnight was introduced. It was initially aimed only at businesses with 100 or more
employees but was later extended to those with 50 or more. Uptake within the programme was
limited, but the evidence above indicates businesses may have reduced working hours independently.
Government also introduced a ReStart transitional relief scheme to help people who have been made
redundant from full-time work or lost full-time self-employment work. That programme assisted 7,096
people since 2008.

From March 2009 businesses with fewer than 20 employees could hire new staff on a trial basis for up
to 90 days and dismiss them without risk of a personal grievance claim. A Department of Labour
evaluation after 12 months (2010, June) indicated that some employees may have been getting a
chance they might not have had prior to the legislation change. The policy was extended to all
businesses in April 2011.

From September 2010 unemployment beneficiaries were required to reapply for the benefit every 12
months to ensure they remain eligible. By August 2011 this resulted in 7,400 coming off the benefit:
half did not reapply; more than 2,000 had reapplied but had found work; 1,400 had either left the
country, were studying or failed the work test.

In August 2009 the government announced the Youth Opportunities Package designed to add training
places or create job opportunities.

1 Job Ops $66m: provided 12,000 6-month job placements for low-skilled young people in
businesses. This was extended as part of Budget 2011 to require employers to develop a training
programme for the 6-month period;

1 Community Max $57m: provided 4,500 jobs of up to 6 months in community programmes. By 1
July 2011 5,040 6-month positions with 572 sponsors had been achieved. This initiative was
discontinued in Budget 2011 when Skills for Growth was added,;

1  Skills for Growth $17m: provides a subsidy of up to $5,000 to employ and train young people to
achieve a recognised industry qualification in high demand industries;

1 Limited Service Volunteers $44m: a six-week residential confidence building programme run by
the Defence Force at Burnham, Trentham and Hobsonville, had trained 2,800 18-24 year olds
over a two year period. Budget 2011 injected further funding to enable another 6,000 youth to
undertake the course;

1 Youth Guarantee $329m: initially provided 4,500 new tertiary training places for 16-17 year olds.
From 2012 the Youth Guarantee will merge with a Youth Training Programme, making up to
7,500 fees-free tertiary places over four years;

1 Vocational Pathways $3.4m: that describe the required learning and assessment standards are
being developed to cover five broad industry sectors: manufacturing and technology, construction
and infrastructure, primary industries, social and community services, and service industries.

In addition the government has spent $13m on the Youth Transition Service through the Mayorso
Taskforce for Jobs, extending funding for a further year to the end of June 2012. The Taskforce6 s
proposal for a universal scheme to track all school leavers and enable referrals to local services if
they had not found work or training has not yet been adopted by government but policies released by
political parties for the November election may lead to universal tracking in the future.

The I nstitut e 6 sMotiladders, fewer smakespTavg peoposals to reduce youth
disadvantage, provides more detail about youth unemployment along with the need to retain student
engagement in schools and improve the school-to-work transition in New Zealand (see
http://www.nzinstitute.org/index.php/social/paper/more_ladders_fewer snakes two proposals _to red
uce youth disadvantage/).

Rationale for the grade of C
New Zealand entered the recession in the March 2008 quarter with an unemployment rate of 3.6%.

Since then unemployment has risen and in the June 2011 quarter was 6.5% compared to the OECD
average of 8.2%.
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While the unemployment rate is still relatively low compared to other OECD countries, New Zeal andds
overall grade is C due to poor performance in youth unemployment. Youth unemployment rates are

much higher than adult rates and have been above the adult rates for many years. The Youth

Opportunities Package was introduced to avoid diminishing the potential of a generation of New

Zealanders but has not been sufficient to reduce youth unemployment rates.

I n March 2010 it was stated that a grade of B would &
improved or if action to improve outcomes for youth has a positive effect. Although some

i mprovements are being seen New Zealandds rank is unc
greater share of unemployment than youth in other OECD countries, so the grade remains a C.

Target for 2015 of 4.0%

The target is for New Zealand to reduce unemployment rates to the level experienced from 2004 to
2007; between 3.7% and 4.0%.

Analytical description and sources

The unemployment rate is the number of people aged 15 years and over who are not employed and
who are actively seeking and available for paid work, expressed as a percentage of the total labour
force.

The labour force is defined as the population aged 15 years and over who are either employed or
unemployed.

The unemployed are defined in the Household Labour Force Survey as those who are without a paid

job (or wunpaid work in a relativeds business) and who
before the survey, who are available to take work or who have a new job to start within the next four

weeks. "Actively seeking" includes any actions such as contacting an employer, asking friends and

relatives and contacting an employment agency or Work and Income but excludes those who have

only checked newspaper advertisements.

Persons temporarily absent from their jobs with no formal job attachment that were currently available
for work and seeking work are regarded as unemployed along with students, homemakers and others
mainly engaged in non-economic activities who satisfy the criteria mentioned above.

This information is collected by Statistics New Zealand as part of the Household Labour Force
Survey. The international comparison data is from the OECD.

Figure 1. OECD.StatExtracts Key Short-Term Economic Indicators, Harmonised Unemployment
Rate, retrieved 28 July 2011 from http://stats.oecd.org/Index.aspx.

Note: OECD average calculated is an unweighted average of reporting countries.
Figure 2: As for Figure 1, retrieved 13 September 2011.

Note: Date of data varies as follows: Greece (March 2011); Switzerland (March 2011 quarter);
Turkey, UK (May 2011).

Figure 3: OECD.StatExtracts Labour Force Statistics by Sex and Age-indicators, retrieved 17
February 2011 from http://stats.oecd.org/Index.aspx.

The 2010 youth data was sourced from Statistics New Zealand (2010) Household Labour Force
Survey, December 2010 quarter, Table 4, retrieved 17 February 2011 from
http://www.stats.govt.nz/browse for stats/income-and-work/employment and unemployment.aspx.

Figure 4. OECD.StatExtracts Labour Force Statistics, Share of Unemployment and Share of Labour
Force, retrieved 18 August 2011 from http://stats.oecd.org/index.aspx.
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Limitations: The definition of the unemployed excludes some people who regard themselves as
unemployed, including the "discouraged unemployed" i those not meeting the "actively seeking work"
criterion. This group is classified in the "not in the labour force" category.

Further information links for unemployment

Department of Labour, Employment and Unemployment- June 2011 Quarter report available at
http://www.dol.govt.nz/Imr/Imr-hlfs.asp.

EEO Trust (2011, March). Youth labour force trends, issues and solutions report available at
http://www.eeotrust.org.nz/research/index.cfm.
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Figure 1
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NEW ZEALAND GINI VALUE BEFORE HOUSING COST
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Figure 2
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RATES OF HARDSHIP IN ECONOMIC LIVING STANDARDS BY AGE
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Figure 4

Why income inequality matters
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second inaugur al address in 1937 that,
abundance of those who have much; it is whether we provide enoughf or t hos
Having too little is often understood to mean that one cannot meet basic needs like food and housing.
Such deprivation may not be as useful a yardstick for advanced economies because there are few
truly impoverished people in the community, so income inequality is the measure. Income inequality
is a measure of relative deprivation, representing the gap between the richest and the poorest, or the
size of the distribution range in incomes.

The Ministry of Social Development @r'se Social Report 2010 says that income inequality is often
regarded as an important aspect of the fairness of a society and a high level of income inequality may
be detrimental to social connectedness.

An International Monetary Fund (IMF) Working Paper, Inequality, Leverage and Crises, concludes

that increased income inequality can increase vulnerability to financial crises. The paper describes a

mechani sm where high income households6 additional i
way of loans, enabling the latter to sustain consumption levels at least for a while. But without a

recovery in incomes for poor and middle income households over a reasonable time horizon, the

loans keep growing, along with the probability of a major crisis in the economy.

Several measures can provide an indication of how equal or unequal the distribution of wealth or
income is within a society. Many involve complex calculations and are not intuitive measures. The
Gini value has been chosen because it is widely used and has an extensive dataset that includes
many countries. The important thing to understand about the Gini is that lower values reflect greater
equality and a more even distribution of income, and a zero value would mean perfectly equal income
distribution.
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Hardship is also used as a measure of relative disadvantage. The Ministry of Social Development

identifies poverty or materi al hardshi p, in t-he cont e
to-day standard of living or access to resources that falls below a minimum acceptable community
standard. I n contrast O0absolutedé poverty refers to v

which a person requires just to survive.o

Hardship is by definition undesirable in a society, whereas some inequality can be beneficial.
Inequality can provide incentives to aim higher and work harder. Too much inequality however may
lead to unhappiness, frustration and stress. There is a legitimate debate about what is the
appropriate level of inequality in a society.

The Spirit Level: Why Equality is Better for Everyone was published in March 2009. Using a series of
measures to compare the conditions of different countries and US States, the authors Richard
Wilkinson and Kate Pickett argued that more unequal societies are bad for almost everyone within
them - the well-off as well as the poor. They showed that increased levels of inequality lead to an
intensification of a whole range of social ills which affect everyone in society. The book has provoked
much attention and discussion. Many are critical of it, particularly about aspects of the methodology
used. The authors have sought to address some of the criticism via a 2010 postscript to their book.

New Zeal andés performance

Figure 1 shows the Gini value for OECD countries in the late 2000s with the lower and more equal
Gini values at the top of the vertical axis. The OECD average value is 0.313 and New Zealand has a
value of 0.330 making it less equal than most, at 25" of 34 OECD countries. Updated Gini values are
not available for all OECD countries so a more recent rank for New Zealand is not available. The

O E C D Sosiety at a Glance 2011: Social Indicators in Figure EQ1.1 identifies New Zealand along
with the Czech Republic, Finland and Sweden as the countries experiencing the strongest rises in
inequality since the mid-1980s.

Figure 2 shows New Zealandds Gini value over ti me. N
distribution of income in the 1980s. Incomes became less equal over the 1990s and early 2000s and

then started to become more equal. The improvement in income equality between 2009 and 2010

reflected a decline in real incomes for the top two deciles (lower investment returns following the

Global Financial Crisis) and a small real gain on average for lower-income households. The 2010

Gini value of 0.309 is close to the 1994 level but incomes remain much more unequal than they were

in the 1980s.

Figure 3 shows the proportion of the population experiencing hardship by age group. The highest

incidence of hardship is among children (under 18 years) and the lowest incidence among people

aged 65 or over. Hardship is defined by a specific set of deprivations where a household is forced to

forgo goods that are considered necessary for a basic or minimal acceptable lifestyle. The European

Union has adopted a 9-item deprivation index as one of its primary social inclusion indicators. The

index comprises the ability to keep a home adequately warm; a meal with meat, fish or chicken every

second day; a phone; colour television; washing machi
away from home; the ability to pay mortgage, rent and utilities on time; and the ability to face

unexpected expenses which for NZ is set as $1,500.

Data on hardship based on the same requirements for a minimum acceptable lifestyle has been

collected for 27 European countries, providing a view of hardship in the New Zealand relative to these

countries. The motion chart on the NZahead website can be used to compare New Z
hardship rates for the overall population and for various age groups with European populations.

Having a lower rate of hardship and being ranked further to the right is preferable. As you change the

age groupselecti on on the Y (vertical) axis, you can see how
hardship with a higher or lower incidence than for that age group in other countries.

The motion chart can be viewed at
http://www.nzinstitute.org/index.php/nzahead/measures/inequalityl/

The figures inthe motionc hart reveal that New Zeal
hardship than other New Zealanders, but a greater shareof New Zeal and
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than in many other countries. New Zeal andés ol der poc
the other New Zealand age groups and relative to the same age groups in other countries.

Having almost one in five children facing hardship is a situation that should be improved. The
comparison to other countries shows New Zealand is unusual in imposing such a burden on the
youngest segment of the population.

Income inequality also affects ethnic and gender groups dif f er ent | y. The Human Right
Human Rights in New Zealand 2010-Summary (p.16) identifies that international treaty bodies have

repeatedly expressed concern about inequalities in New Zealand. The most recent report of the

Committee on Economic Social and Cultural Rights commented on the persistent inequalities

between MU o and non- M U o in éducational participation as well as the gap in employment

conditions between men and women, particularly in the area of pay equity.

Better educated people with higher levels of skill earn higher incomes. The New Zealand Income
Survey: June 2011 quarter shows that average weekly income from all sources for people aged 15+
was $703. However this varies markedly by ethnicity. The incomes of Pacific peoples, Asian and
MU o ard on average 64%, 74% and 75% respectively of the average European weekly income
($752).

Despite worthwhile progress towards economic equity for women in New Zealand, the gender pay
gap persists at 9.6%, the lowest level since 1997 (New Zealand Income Survey: June 2011 quarter).
There is variable evidence of progress in implementing pay and employment equity response plans in
the state sector and no transparency around addressing pay and employment equity issues in the
private sector (Human Rights in New Zealand 2010-Summary, p.66).

Figure 4 comes from The Spirit Level: Why Equality is Better for Everyone (p.20), and plots income

inequality against an index of health and social problems. The index is made up of the measures:

level of trust, mental illness, life expectancy,i nf ant mortality, obesity, childr
performance, teenage births, homicides, imprisonment rates and social mobility. Each item in the

index carries the same weight. The figure shows that poor health and social problems occur less

frequently in more equal societies. Compared to other countries New Zealand has greater income

inequality and more health and social problems. Professor Richard Wilkinson, co-author of The Spirit

Level, told the Sunday Star-Times (Wealth gap divides nation article, 23/1/2011) that while New

Zealand may have traditionally thought of itself as an egalitarian society, it was no longer so.

What is being done

While there are policies aimed at reducing poverty and hardship, there are fewer policies addressing

equality. There is no specific reference in New Zealand law to equality, something the United Nations

Committee on Human Rights has consistently criticised whenas s essi ng New Zeal andds ¢
with international standards on equality and freedom from discrimination (Human Rights in New

Zealand 2010-Summary, p.16).

In 2005 Working for Families was introduced to help low and middle income families by providing
extra financial support. This programme is credited with improving the situation for children in families
with working parents, but there is no programme to provide similar benefits to children in households
receiving income primarily from benefits, with no working parent.

The United Nations Committee on the Rights of the Child (56th session) notes that while the extent of
child poverty has declined in recent years, it remains concerned that about 20% of children in New
Zealand are living under the poverty line. An August 2011 report by Infometrics for Every Child
Counts, identified that New Zealand has one of the lowest rates of public investment in children in the
OECD and the cost of poor child outcomes is around 3% of GDP.

Both the Child Poverty Action Group (CPAG) and the recent Tax Working Group note that benefits
and tax programmes are not well coordinated, making families face poorly structured incentives as a
result. However it does not appear that there will be a joint review of tax and benefit programmes.
The Welfare Working Group suggested some changes in beneficiary assessments that might increase
inequality particularly for children but these may or may not be adopted as government policy.
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On 2 June 2011 the NZ Council of Christian Social Services launched Closer Together Whakatata
Mai as a way of highlighting the impact of inequality, especially income inequality, for New Zealand
with a view to encouraging political parties and government agencies to develop or support policies
that promote equality.

In summary there are lots of calls for action to be taken but little evidence of policy initiatives or
programmes that address income inequality.

Rationale for the grade of D

New Zealand is ranked in the bottom third of the OECD for income inequality. Income inequality as
measured by the Gini value reduced between 2009 and 2010 due partly to reduced investment
income for high decile households. However incomes remain much more unequal than during the
1980s.

New Zealand has large and persistent income differences between ethnic and gender groups. There
are also an unacceptably large number of children experiencing hardship. The choice to favour
investment in other segments of the population over children will have adverse consequences for
New Zealand in the future. Insufficient response to this very unsatisfactory situation contributes to the
overall grade of D.

Target for 2015 of 0.31
A target Gini value of 0.31 would place New Zealand at the average for the OECD.
Analytical description and sources

AThe Gini c etatiftical measaerendf inegualityand ranges between 0 and 1. In a state of
perfect equality, where every person has the same household income, the Gini coefficient would be 0.
In contrast, in a state of complete inequality where only one household receives income, the Gini
coefficient would be 1. An increase in the Gini coefficient indicates that income has become less
equally distributed. Gini coefficients are a common summary measure in the literature on income

di st r i Enawfdrdoand.Jehnsfon, Treasury Working Paper 04/20)

\
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lative share of income eamed

Cumul

Cumulative share of people from lower income 100%

The Y (vertical) axis is the cumulative income of people arranged from lowest on the left to highest on
the right. The top value on the far right represents the total income of the country. If income was
distributed evenly, with everyone earning exactly the same amount, the graph would show a line
running up the chart at a 45 degree angle. If, however, there were variations in income, the line
would first move at a slope of less than 45 degrees while accumulating the incomes of those earning
the least, then increase at a slope of more than 45 degrees when adding the incomes of those who
earned more. The smaller the area marked A, the closer the line is to the perfectly equal 45 degree
line and the lower the Gini value.
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Figure 1: OECD (2011). Society at a Glance: OECD Social Indicators, Income inequality, Gini
coefficient of income inequality, retrieved 18 April 2011 from
http://www.oecd.org/document/0,3746,en_2649 201185 46462759 1 1 1 1,00.html.

The year of data collection varies by country. 2004 - Greece; 2004/5 1 Switzerland; 2006 i Chile,
Japan; 2007 i Austria, Belgium, Canada, Czech Rep., Denmark, Estonia, Finland, Hungary, Iceland,
Ireland, Luxembourg, Poland, Portugal, Slovak Rep., Slovenia, Spain, Turkey, UK; 2008 i Australia,
France, Germany, Israel, Italy, Mexico, Netherlands, New Zealand, Norway, South Korea, Sweden,
USA.

Figure 2: Ministry of Social Development (2011). Household Incomes in New Zealand: Trends in
indicators of inequality and hardship 1982 to 2010, retrieved 9 August 2011 from
www.msd.govt.nz/about-msd-and-our-work/publications-resources/monitoring/household-
incomes/index.html.

Note: The Gini value used is Before Housing Cost and differs from the reported latest value for this
measure because that value is calculated to enable comparison to other OECD countries. In addition
the Gini value in Figure 2 differs from Figure 1 as the OECD uses a different equivalence scale that
treats children as costing the same as adults.

Figure 3: Ministry of Social Development (2009). Non-income measures of material wellbeing and
hardship: first results from the 2008 New Zealand Living Standards Survey, with international
comparisons, Table E2.6, retrieved 24 September 2010 from http://www.msd.govt.nz/about-msd-and-
our-work/publications-resources/monitoring/living-standards/living-standards-2008.html.

Figure 4: Wilkinson, R. & Pickett, K. (2009). The Spirit Level: Why Equality is Better for Everyone,
retrieved 23 January 2011 from http://www.equalitytrust.org.uk/node/325.

Further information links for income inequality

Roger Kerr (2010, December) critique of The Spirit Level available at
http://rogerkerr.wordpress.com/2010/12/22/the-spirit-level/.

Nathan McLellan (2011, July). Guest book review of The Spirit Level for the Maxim Institute, available
at http://www.maxim.org.nz/files/pdf/Spirit%20Level%20Book%20Review.pdf.

International Monetary Fund Working Paper WP/10/268 (2010, November). Inequality, Leverage and
Crises, available at http://www.imf.org/external/pubs/ft/wp/2010/wp10268.pdf.
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Assault mortality
October 2011

Assault mortalities per 100,000: Latest=1.3 2015 target = 1.2
Grade:@ 06Deat hs stable but violence
Trend: B Stable Rank: 23" equal out of 33 OECD countries
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ASSAULT MORTALITY PER 100,000 POPULATION, 1980-2007

Source: Ministry of Social Development (2010) The Social Report

Figure 1
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ASSAULT MORTALITY PER 100,000 POPULATION, 2009 OR EARLIER
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Figure 2

thenewzealandinstitute”

RECORDED SERIOUS VIOLENT OFFENCES IN NEW ZEALAND
PER 100,000 POPULATION, 1996-2010
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Source: New Zealand Police (2011) National Annual Recerded Off Statistics New Zealand (2011) Estimated Resident Population. 3

Figure 3
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FINDINGS OF INVESTIGATIONS INTO REPORTS OF CONCERN ABOUT
CHILDREN AND YOUTH IN NEW ZEALAND
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Source: Ministry of Social Development (2011) The Statistical Report. 4
Figure 4

Why assault mortality matters

The assault mortality rate measures the risk of death from intentional assault. It contributes to
perceived personal safety. Assault mortality is the tip of the iceberg of violence in a country. A
country with a high prevalence of violence is likely to have a high assault mortality rate. The
advantage of using assault mortality as a measure of violence is that it is less affected by under-
reporting.

Family violence is responsible for one-third to one-half of homicides each year. Family violence is
estimated to cost at least $1.2 billion dollars annually in health care, welfare payments, law
enforcement and direct costs for those affected.

Violence against children accounts for around one-third of family violence deaths. Research has
shown that survivors of child abuse often suffer long-term psychological effects including depression,
post-traumatic stress disorder, substance abuse, suicide, and high risk sexual behaviour.

New Zealandés performance

The assault mortality rate shown in Figure 1 fluctuates from year to year but an improvement can be

seen from 1992t o 2000 . Despite that improvement N Zeal anct
equal with Greece and South Korea out of 33 OECD coun
four times higher than the best performing countries Iceland, Japan and the UK, so big improvements

should be possible.

While some improvement in assault mortality did occur, serious violent offences increased

substantially from 2000 to 2009 (Figure 3). The data for 2010 shows a decline in recorded serious
violent offences with the rate dropping below that for the last three years.
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International comparisons of child maltreatment deaths are not readily available. However a 2003

UNICEF report on child maltreatment in the 1990s ranked New Zealand 3" worst of 27 OECD

countries. Since then, the number of reports of concern received by Child, Youth and Family (CYF)

relating to children or youth being abused or neglected in New Zealand doubled (Figure 4). This is

partly due to growing awareness of the need to protect children and more willingness to contact CYF

ift here are concerns for a childés welfare. The numbe
emotional) and neglect has also more than doubled over the seven years from 2003-04 to 2009-10.

Family violence remains a major issue for New Zealand and is a priority for Police and other agencies.
Offences decreased by 3.1% to 52,408 in the 2010/11 fiscal year compared to 2009/10, which is a
marked reversal in what had been a steady upward trend in recent years. There were 34 murders in
2010/11 compared with 65 in 2009/10 a drop of 24%. This is the lowest figure on record since fiscal
year reporting began in 1986. However across a 25 year period the murder trend remains flat. Within
these figures, family violence murders dropped from 35 in 2009/10 to 20 in 2010/11.

What is being done

Programmes and policies to reduce assault mortality aim to reduce violent crime and improve
protection for those who are vulnerable. The justice agencies (Ministry of Justice, New Zealand
Police, Department of Corrections, Ministry of Social Development-for youth justice matters, the
Crown Law Office and Serious Fraud office) have developed eight shared outcomes that guide their
work including reducing crime and the impact of crime. These flow into the outcomes and measures
for each agency. The New Zealand Police Statement of Intent 2011/12 to 2013/14 includes reducing
harm from crime and anti-social behaviour and ensuring vulnerable people (children, older people and
people subject to violence, including family violence) are protected.

Reducing violence has been a high priority for Police over many years. Violent offending by youth is
particularly high so justice and other agencies have developed interventions aimed at whole groups or
populations as well as selected interventions for at risk groups or individuals. More recent Police
initiatives involve focusing on the most serious offending, violent criminals, gangs and organised
crime groups. Reporting on outcomes now includes serious assaults resulting in injury as well as
homicides with the aim of reducing the number of victims. Reducing family violence is also a priority.

The 1995 Domestic Violence Act aimed to reduce and prevent violence in domestic relationships by
highlighting that domestic violence is unacceptable behaviour and ensuring that there is effective legal
protection for victims. Parliament amended the Crimes Act in 2007 removing the defence of
reasonable force used to correct a child.

Despite hundreds of millions of additional dollars being invested in health, education and benefits over
the last decade, poor outcomes for vulnerable children persist. In July 2011 Government released the
Green Paper for Vulnerable Children, Every Child Thrives, Belongs, Achieves, and called for the
public to share their ideas and respond to proposed actions to improve outcomes for young people
with submissions closing in February 2012. Thereafter a White Paper outlining the Vulnerable
Childrends Action Plan wild.l be prepared.

In August 2011 the Child and Family Protection Bill, a law to protect child victims of family violence,
was unanimously passed in Parliament. The Bill focuses on keeping children safe when they have
been exposed to family violence in the home and improves the responsiveness of the Family Court to
those victims.

In September 2011 Parliament also passed the Crimes Amendment Bill (No 2) which creates an
offence for failing to take reasonable steps to protect a child or vulnerable adult from the risk of death,
grievous bodily harm, or sexual assault. The offence carries a maximum penalty of 10 years
imprisonment.

A Memorandum of Understanding to strengthen child protection was signed in August 2011 between
the Police, Ministry of Social Development (Child, Youth and Family) and District Health Board
representatives. As child abuse requires the expertise, knowledge and resources of a wide range of
agencies, the cross-agency approach to consulting, sharing information and working collaboratively
together is expected to improve protection of vulnerable children.
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New resources including a booklet, advertising, posters and video clips to raise awareness about and

address family violence were released in August 2011. These resources are fortargetedus e i n MUoOTr i
(E Tu Whanau) and Pacific communities (Pasefika Proud i Our families, Our People, Our

Responsibility).

In response to the increase in notifications and findings of abuse for children, Government has
announced an additional 149 full-time social workers to support children in all low decile (1-3) primary
schools. The Social Workers in Schools service will also extend to an additional 388 schools.

Providing policy advice to reduce the incidence and impact of violence against women is also a
priority fortheMi ni stry of Womenbs Affairs

Much of the government and agencies6é activity is on r
appears to be concentrated on examining and reducing the predisposition to violence within society.

Rationale for the grade of D

The D grade is based on New Zealandds highTheat e of as
recent decline in serious violent offences, if sustained, may result in lower assault mortality. However

family violence would need to continue to decline and findings of abuse and neglect among children

and young people that are increasing would also need to decline, to assist in reducing the assault

mortality rate.

Target for 2015 of 1.0

In 2004 the assault mortality rate was 1.2 per 100,000 people. A target of 1.0 per 100,000 would
place New Zealand just outside the top half of the OECD but is a big challenge because such a low
rate has not been recorded during the last 28 years.

Analytical description and sources

Figure 1: Ministry of Social Development (2010). The Social Report, at

http://www.socialreport.msd.govt.nz/safety/assault-mortality.html. Data obtained from MSD on 17
August 2011.

Figure 2: OECD (2011). Health Data i Mortality Causes i Assault, retrieved 27 July 2011 from
http://stats.oecd.org.

Note: Reporting year varies. 2004 - Canada; 2005 - Belgium; 2006 - Australia, Denmark, Germany;
2007 - Chile, Italy, New Zealand, Switzerland, USA; 2008 - France, Israel, Luxembourg, Mexico,
Poland, Spain, Sweden; 2009 - Austria, Czech Rep., Estonia, Finland, Greece, Hungary, Iceland,
Ireland, Japan, Netherlands, Norway, Portugal, Slovak Rep., Slovenia, South Korea, UK.

Figure 3: Statistics New Zealand (2010). New Zealand Recorded Crime Tables-Calendar year
offence statistics, retrieved 1 August 2011 from

http://stats.govt.nz/tools _and_services/tools/TableBuilder/recorded-crime-statistics/ASOC-offence-
calendar-year-statistics.aspx#National.

Statistics New Zealand (2011). Historical Population Estimates, retrieved 1 August 2011 from
http://stats.govt.nz/tools _and_services/tools/TableBuilder/recorded-crime-statistics/ASOC-offence-
calendar-year-statistics.aspx.

Note: Figure 3 uses data for the National Annual Recorded Offences for the Latest Calendar Years
(ASOC) categories: Homicide and related offences, Acts intended to cause injury-serious assault,
Aggravated sexual assault and Aggravated robbery.
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Figure 4: Ministry of Social Development (2011). The Statistical Report: For the year ending June
2010, Table CY.3 Findings of investigations of Care and Protection reports of concern requiring
further action, retrieved 27 July 2011 from
http://statistical-report-2010.msd.govt.nz/the+statistical+report+2010 and the New Zealand Family
Violence Clearinghouse, Family Violence Statistics Fact Sheet, Investigations of care and protection
notifications requiring further action, p.9 retrieved 18 August 2011 from
http://www.nzfvc.org.nz/sites/default/files/Statistics%20Fact%20Sheet%20December%202009.pdf.

Further information links for assault mortality

Crawford, R. & Kennedy, P. (2008, August). Improving Interventions to Reduce Violent Offending by
Young People in New Zealand. Ministry of Justice, available at
http://www.justice.govt.nz/publications/global-publications/i/improving-interventions-to-reduce-violent-
offending-by-young-people-in-new-zealand/publication.

Family Violence Death Review Committee (2010, Feb). Family Violence Death Review Committee:
First Annual Report to the Minister of Health: October 2008 to September 2009. Wellington, available
at http://www.fvdrc.health.govt.nz/moh.nsf/indexcm/fvdrc-resources-publications?Open&m _id=3.1.

New Zealand Police (2011, October). New Zealand Crime Statistics 2010/2011-A Summary of

Recorded and Resolved Offence Statisticcsand t he aBEsequabhedy 6AskAsd Questi orn
New Zealand Police Statistics for calendar year ending 31 December 2010 and associated d Que st i on

and An savaéableadhttp://www.police.govt.nz/service/statistics.

Snively, S. (1995). The New Zealand Economic Cost of Family Violence. Social Policy Journal of New
Zealand, Issue. 4, available at http://www.msd.govt.nz/about-msd-and-our-work/publications-
resources/journals-and-magazines/social-policy-journal/spj04/04-the-new-zealand-economic-cost-of-
family-violence.html.
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SUICIDES PER 100,000 POPULATION, 2009 OR EARLIER
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Figure 1
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SUICIDES PER 100,000 POPULATION, ALL AGES AND YOUTH 15-24,
1990-2008
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Figure 2
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SUICIDES PER 100,000 POPULATION, AGED 15-19
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Figure 3
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PROVISIONAL NUMBER OF SUICIDES IN NEW ZEALAND BY AGE GROUP
AND GENDER, 2010-11
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Source: Chief Coroner Judge Neil MacLean (2011, Aug 26) Provisional national suicide statistics. 4

Figure 4

Why suicide matters

Suicide is an indicator of individuals unable to overcome a challenge or crisis, of unaddressed mental
disorders and of lack of social cohesion. People may commit suicide because they do not have the
skills and resilience to resolve or overcome issues and then, when they encounter issues, there are
insufficient protective factors.

Recognised risk factors for suicide are a family history of suicide, low socio-economic status,
childhood abuse or adversity, and specific personality characteristics including high levels of
neuroticism, hopelessness, impulsivity, risk-taking and low self-esteem. These background factors
mean that when presented with a stress, often a conflict or loss, or unemployment, an individual may
consider suicide. Yet there are many people with these backgrounds who successfully navigate such
stresses, and that is attributed to protective factors which lead the individual away from suicide.

Protective factors include an adaptable temperament, good self-esteem, problem-solving skills, social
support and networks including a close relationship with at least one family member, and spiritual faith
(Beautrais, Collings, Ehrhardt et al., 2005, p.40). Research on the degree of resilience provided by
these factors is not comprehensive, and has been focused on youth in New Zealand to date, but
advocates point out many of these factors also deliver other benefits. Overall, suicide rates indicate
the degree of undiagnosed, untreated depression in the community.

New Zeal andés performance

As Figure 1 shows, New Zeal and®ds overaadhésbeenforci de

several decades.

Figure 2 shows the overall suicide rate has declined from a peak of 15.1 per 100,000 in 1995 to 11.2
per 100,000 in 2008. However the downward trend has levelled off.
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In the late 1990s New Zealand had one of the worst suicide rates in the world for youth aged 15-24 so
several targeted programmes were established. Figure 2 shows the youth suicide rate has declined a
lotbhutFi gur e 3 shows NGB8 yeardlesuitice natk éemains the highest among the
OECD countries. New Zealand has the highest female youth (15-24) suicide rate of any other OECD
country and the third highest rate behind Iceland and Finland for males aged 15-24 (Mental Health
Commission, 2011, p.15).

Figure 4 shows that in the July 2010 to June 2011 year there were many more male than female
suicides. For every one female suicide there were three male suicides. The peak age group for male
suicides was 20-24 years with 32 suicide deaths per 100,000 (53 deaths). The peak age groups for
female suicides was 50-54 years with 11 deaths per 100,000 (17 deaths), followed closely by females
aged 15-24 years 10 deaths per 100,000.

In 2010-11 MU o cohtinued to have the highest rate of suicide (18 deaths per 100,000) compared to
Pacific (8), Asian (4) and Other (14).

What is being done

When youth suicide rates in New Zealand were recognised as relatively high in the 1990s, policies
and programmes were initiated under a two part national strategy. In Our Hands: New Zealand Youth
Suicide Prevention Strategy (Ministry of Health, 1998) was the mainstream population strategy and
Kia Piki te Ora o te Taitamariki focused on specific MU o neieds and approaches for youth aged 15-24
years.

The programmes and policies to reduce suicide rates do not only address suicide prevention but also
contribute to promoting mental health and general wellbeing. Multi-sector programmes focused on
alcohol and drug services, relationship services education, violence, aged care, migrant support,
unemployment, offending and community development are expected to contribute to reducing suicide
rates.

After an evaluation, the two national strategies were superseded by an all-age New Zealand Suicide
Prevention Strategy 2006-2016 and a New Zealand Suicide Prevention Action Plan 2008-2012.
Despite these efforts, Figure 2 shows suicides have stayed relatively stable over recent years and
Figure 4 shows that in 2010-11 youth suicides (15-24 years) represent a large proportion (22%) of all
suicides in New Zealand.

The first year review of the New Zealand Suicide Prevention Action Plan 2008-2012 identified about
70% of the actions in the plan were underway. Progress was being made on all high priority areas
but some areas required further attention such as targeted initiatives for high risk groups, developing
guidance materials for media coverage of suicide issues, and further focus on management of suicide
risk through primary care services. The Plan, and the evidence that underpins it, will be updated over
2011-12.

ApaperonMUo r i Suicide Prevent Muoisterial Gsnmifiee enpSaicided f or t he
Prevention (March 2010) identifyingthatMUor i have the highest suicide rate
New Zealand with no significant declining trend evident. The implementation of Te Whakauruora, the

MUor i s ui mtiondesounte, launaled on World Suicide Prevention Day (10 September) 2009

provides community guidance and has been reinforced via a training programme for Kia Piki te Ora
providers to strengthen their capability to deliver effective interventions.

In August 2010 the Chief Coroner called for further discussion of suicide as a means to improve
recognition of and intervention prior to suicide. In response, a March 2011 meeting of media, mental
health professionals and researchers took the first steps toward developing consistent guidelines for
media when reporting on suicides with the aim for a resource to be in place by late 2011.

I n August 2011 the Chief Coroner identified the count
sameo at | ev thersadtele culrentasdicae peevention techniques are not working and a

new approach is needed. The Government has committed to a full review of policies to reduce

suicide.
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Rationale for the grade of C
New Zeal andds overal | meng OECD doantriesat e i s average

While the country has established strategies and programmes to prevent suicides and support high
risk groups, the suicide rate has not declined so the grade remains a C.

Target for 2015 of 9.0

The target for 2015 is 9.0 suicides per 100,000 persons. Achieving the target would place New
Zealand 11" in the OECD assuming current rates persist in other countries. Reaching an overall rate
of 9.0 requires ongoing progress with programmes targeting higher risk groups as well as across-the-
board improvement.

Analytical description and sources
The number of suicide deaths refers to the actual number of people who have died by suicide.

The suicide rate refers to the frequency with which these events occur relative to the number of
people in a defined population and a defined period. Suicide is relatively rare, so rates can vary a
great deal from one year to the next because of the small numbers.

Figures 1 to 3 show the age-standardised suicide death rates per 100,000 persons.

An age-standardised rate is a rate that has been adjusted to take account of differences in the age
distribution of the population over time or between different groups (for example, different ethnic
groups). This is required when the action measured is more or less likely at certain ages. A
population with more people in the age group that takes that action more often may appear to have a
higher rate than a population with fewer people in that age group, so age-specific rates are weighted
to apply to a standardised population and enable comparison.

International comparisons of suicides may be affected by different methods used to classify suicide
and cultural bias may influence the likelihood of classifying a death as suicide. The New Zealand
age-standardised rate in the international comparison data prepared by the Ministry of Health has
been calculated in a manner consistent with the international figures available but may differ slightly
from rates presented elsewhere.

Figure 1: OECD (2011). Health: Key tables from OECD, Suicides, retrieved 28 July 2011 from
http://www.oecd-ilibrary.org.

New Zealand data is from Ministry of Health (2010, December). Suicide Facts: Deaths and intentional
self-harm hospitalisations 2008, retrieved 17 March 2011. Data is sourced from the NZ Mortality
Coll ection and i s s {iaotsw2008ideathstdaebcl 2e0 110 . éxslusi 6c,i dfer o m
http://www.moh.govt.nz/moh.nsf/indexmh/suicide-facts-2008.

The year of data collection varies by country. 2004 - Canada; 2005 - Belgium; 2006 - Australia,
Denmark, Germany; 2007 - Chile, Italy, Switzerland, USA; 2008 - France, Israel, Luxembourg,
Mexico, Poland, Spain, Sweden; 2009 - Austria, Czech Rep., Estonia, Finland, Greece, Hungary,
Iceland, Ireland, Japan, Korea, Netherlands, Norway, Portugal, Slovak Rep., Slovenia, UK. No data
was available for Turkey. OECD average is an unweighted average of country data.

Figure 2: Ministry of Health (2010, December). Suicide Facts: Deaths and intentional self-harm
hospitalisations 2008, retrieved 17 March 2011. Data sourced from the NZ Mortality Collection is
shown in Tabl e 1 a-iadts-ZDEBlueaths-dde ci 2n0 160s. uxilcsi6d ef r o m
http://www.moh.govt.nz/moh.nsf/indexmh/suicide-facts-2008.
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Figure 3: OECD (2008). Social and Welfare Statistics, Child Well-Being, retrieved 10 March 2011
from http://stats.oecd.org/Index.aspx?DataSetCode=CWB.

New Zealand data is from Ministry of Health (2008). Suicide Facts: Deaths and intentional self-harm
hospitalisations, retrieved 17 March 2011. Data sourced from the NZ Mortality Collection is shown in
Tabl e 3 ifacts-Z088eaths-dleec 2010 mx | s6 fro
http://www.moh.govt.nz/moh.nsf/indexmh/suicide-facts-2008.

No data was available for Turkey. No data was supplied for the recently joined OECD countries of
Chile, Estonia, Israel and Slovenia. OECD average is an unweighted average of country data.

Figure 4: Chief Coroner, Judge Neil MacLean (2011, August 26) Provisional National Suicide
Statistics, drawn from Ministry of Justice database, retrieved 8 September 2011 from
http://www.spinz.org.nz/file/News/W ord-docs/coronial-media-handout-26-aug-2011.doc.

Further information links for suicide

Beautrais, A.L., Collings SCD, Ehrhardt, P., et al. (2005, May). Suicide Prevention: A review of
evidence of risk and protective factors, and points of effective intervention. Wellington: Ministry of
Health, available at http://www.moh.govt.nz/moh.nsf/pagesmh/4086.

Ministry of Health, Suicide Prevention in New Zealand at http://www.moh.govt.nz/suicideprevention.

Ministry of Social Development (2011) The Social Report 2010, suicide indicator available at
http://www.socialreport.msd.govt.nz/health/suicide.html.

Mental Health Commission (2011, May). National Indicators 2011: Measuring mental health and
addiction in New Zealand, released 17 August 2011 and available at
http://www.mhc.govt.nz/publications/national-indicators-2011-measuring-mental-health-and-addiction-

new-zealand.
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GDP per capita: Latest = $42,438 2015 target = $53,000
Grade: 6l ncomes bel ow OECD averageb
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REAL GDP PER CAPITA, 2010 NZ$ PPP
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Source: The Conference Board Total Economy Database (2011).

Figure 1
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SOURCES OF GDP PER CAPITA GROWTH, REAL NZ$ PPP
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REAL GDP PER CAPITA INDEXED TO OECD AVERAGE
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Figure 4

Why GDP per capita matters

GDP (Gross Domestic Product) is a measure of a co t
final goods and services officially made within t
GDP by its population results in a per capita measure that indicates the value of production per

person. This per person, or per capita, value indicates the ability of those people and their country to

afford the goods and services they need and want, including spending on public systems such as

education, health, welfare, security and environmental protection.

untr
he &

Comparing New Zealandb6s GDP per capita with other colvu
economic prosperity affects where friends and family will choose to live, work and bring up their

children, and the ability to retain and attract talented people and business opportunities. Financially

successful people and businesses spend money and support economic activity which results in an

overall higher standard of living.

GDP per capita should not be used in isolation when assessing the progress of a country as factors
that contribute to an increase are not always positive for a society overall. For example money spent
on prisons and disaster recovery will lift GDP.

New Zeal andé6és performance

Until the 1960s New Zealand had one of the highest levels of GDP per capita in the world. From
1970 to 1990 GDP per capita declined steadily and by the early 1990s New Zealand was about 10%
below the OECD average.

As Figure 1 shows,New Zeal andébés real GDP per capita increased
recession which began in the March 2008 quarter. St at i sti cs New Zeal andds dat a
Zeal and 6 s percapith decliriz2din the two years following the March 2008 year. In the March

2011 year it rose slightly but remains lower than in 2008.
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Figure 2 shows the sources of this growth, breaking the GDP per capita data into its components. In
the top middle chart, the real GDP per hour worked shows a slow but steady growth since 1990 of just
over 1% per year, with a total increase of about 20%. GDP per hour worked is also referred to as
labour productivity, which is another measure in the NZahead report card. Growth in GDP per hour
worked has contributed two-thirds of the growth in GDP per capita since 1990.

The hours worked per capita have been more variable. Hours per capita increased at about half the
rate that GDP per hour has since 1990, and contributes about one-third of the increase in GDP per
capita.

Moving to the charts on the far right of Figure 2, the bottom chart shows that hours per worker
decreased from 1990 to 2010. But that decrease was more than offset by the increased number of
workers per capita (participation rate) resulting in the overall increase in hours per capita. Increases
in GDP per capita result from growing one or more of these drivers.

The third figure shows that despite improvements in GDP per capita from 1992 to 2007, New Zealand
is ranked close to the bottom third of OECD countries; 22™ out of 34.

Figure 4 shows that New Zealand has remained about 10% below OECD average income levels for

the last two decades. That was an improvement over the previous two decades when New

Zealandersé income | evels sl id s bneadlewlealanddoesnbti ve t o t
compare well against income levels achieved in Australia, which has managed to maintain a GDP per

capita about 25% above the OECD average.

What is being done

Government established six priority improvement areas to achieve itsg o a | of matching Austr
GDP per capita by 2025:

Developing a growth-enhancing tax system;

Driving better performance across the public sector;

Encouraging innovation and helping firms grow by connecting them with scientists and improving
access to capital and world markets;

Reforming regulations to make it easier for businesses to grow, invest, and create jobs;

Boosting infrastructure, particularly in roads, broadband and electricity;

Improving education and skills.

To oo T I I

In response to the most recent recession, Government increased spending in some areas to stimulate
the economy, while in other areas it is reducing spending to limit fiscal stresses. Strategies that
require high levels of investment will be difficult to fund in the current economic climate, though
Government committed to increased investments in all the priority areas as part of its Budget 2010.
For example a commitment of $321 million was made for new science and innovation initiatives over
the next four years.

Government has said it will continue to focus the economy towards savings, exports and productive
industries, and away from government and consumer spending. It wants to raise the competitiveness
of our exporters, lift business confidence, and increase jobs. Budget 2010 forecast 170,000 new jobs
over the next four years, and quarterly figures from June 2010 to June 2011 showed the number
employed rose by 43,000 with a drop in the rate of unemployment from 6.9 to 6.5%.

New Zeal andds wor kers per c dapthetreaessionweretindine with othee r wor ker
OECD countries. Labour productivity is the major solu
and provides the best opportunity for improvement. To lift GDP per capita and improve New

Zeal andds petwthe OECD average, thé mogt important area to focus on is increasing

the productivity of each hour worked: in essence, working smarter, not harder. Strategies to lift

productivity are proposed inthe New Zealand| nst i t ut edé6Apugbhhciati @éhergy o
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Focus economic development effort on high value export sectors selling differentiated products
and services;

Prioritise labour productivity effort to improve performance of these high value export sectors with
growth potential;

Reallocate resources from low productivity domestic activities into high productivity export
activities and sectors;

Focus on the internationalisation stage of the business development process and ensure New
Zealand firms can overcome the size and distance barrier successfully;

Continue to defend agriculture competitiveness to sustain export revenues and provide a sound
platform for differentiated exports based on primary production;

Apply sufficient resource.

Do o o P o P>

Rationale for the grade of C

Despite a low GDP per capita ranking and disadvantages of size and distance, since the early 1990s
New Zealandd position relative to the OECD average has remained relatively stable.

The New Zealand Government has the goal of lifting GDP per capita and is developing policies and
making resource commitments. However GDP per capita growth remains well below the rate required
to match Australia by 2025.

Given that performance and the average 2010 GDP per capita result compared to OECD countries,
the grade of C remains.

Target for 2015 of $53,000

The 2015 target in real 2010 New Zeagoalofdnatchimd | ar s i s &
Australiabds GDP [gmerR0lstaprigeat ima 0Rében cal cul ated assum
per capitagrowsatthe same rate as it did over theprojdctadst ten yes
GDP per capita in 2025 New Zealand will need to achieve straight-line growth of 4.5% per annum,

giving it a target GDP per capita of $53,000 in 2015.

Analytical description and sources

GDP is the country's income earned from production in New Zealand. It includes income from
production carried out by New Zealanders and by foreign firms operating within New Zealand. This
information is collected by Statistics New Zealand as part of the Economic Indicators National
Accounts series available at
http://www.stats.govt.nz/browse_for_stats/economic_indicators/GDP.aspx.

Real GDP per capita is GDP expressed in constant prices i.e. in the dollar values of a particular year,
which is known as the base period divided by population. Real GDP is also defined as nominal GDP
(in current dollar prices) after adjusting for inflation.

For the purpose of international comparisons, GDP per capita is converted to a measure of
purchasing power (adjusting for different price levels and exchange rates) to allow comparison across
countries. The purchasing power values are labelled PPP (Purchasing Power Parity).

For further diagnosis of the causes of New Zeal andds
proposals, refer t dtpt/driastittenosgt. i t ut eds website

Figures 1, 2, 3 & 4: The Conference Board (2011). Total Economy Database, retrieved 23 February
2011 from http://www.conference-board.org/data/economydatabase/.

Note: All data is Real GDP PPP expressed in 2010 $US and converted to 2010 $NZ using the
exchange rate of 0.7215 as retrieved from the Reserve Bank of New Zealand historical series at
http://www.rbnz.govt.nz/. For Figure 3, the average is an unweighted average of 34 OECD countries.
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Household wealth
October 2011

Gross national savings rate Latest =17.7% 2015 target = 22%

as percent of GDP:

Grade:@ O0More saving and reall ocat.i
needed for productive inves

Trend: Improving Rank: 24™ out of 34 OECD countries
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HOUSEHOLD FINAL CONSUMPTION, 2009, % OF GDP
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Figure 1
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GROSS NATIONAL SAVINGS RATE, % OF GDP
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PRIVATE WEALTH PER HOUSEHOLD, NZ$000s
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Figure 3
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GOVERNMENT WEALTH PER HOUSEHOLD, NZ$000s
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Figure 4

Why household wealth matters

Wealth is the net worth of a person, household, or country, calculated as the value of all assets
owned less all liabilities owed at a point in time. Income, consumption, savings and wealth are closely
related because income is the flow that, when not consumed, is saved and accumulates to form
wealth.

Savings can be converted into forms of wealth such as assets like houses or valuable art, or it can be
invested in productive assets such as businesses. Wealth changes when the value of assets change,
and it can be consumed by spending in excess of income.

The average household wealth of a country represents the share that the average household has in
the total capital in that country. It is calculated as total national wealth divided by the number of
households.

Total assets and liabilities are made up of private and public components. Private assets are in the
form of housing value, financial assets and other non-financial assets, and public assets include
property, plant and equipment (PPE), and financial assets, and are largely funded from tax. Private
and public liabilities are in the form of debt which incurs interest, and other obligations such as
creditors.

The total wealth of a country represents the capability of that country to invest in infrastructure and
productive assets, and it also indicates the reserve that can be drawn on in adverse times to provide
economic resilience. However not all wealth is available for drawing from immediately, for example
wealth in the form of housing would need to be sold or borrowed against before being accessible.

Savings invested productively now will have a greater value in the future. One of the benefits from

building wealth today is to provide higher incomes in the future and an increased ability to generate
further wealth.
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New Zealandés performance

The net income an individual receives is the funds they can choose to consume or save. The amount
of that income is affected by the rate of public consumption which is largely funded through tax. New
Zealand is ranked 6" lowest of 31 OECD countries with 35% total public expenditure as a percentage
of GDP for 2008 (OECD, 2011, p.59).

As discussed further in the NZahead measure GDP per ¢
lower than for most other OECD countries. Figure 1 shows the rate of consumption is slightly above

the OECD average. That means New Zealanders have less to save and invest. Low capital intensity

reduces New Zealandés capacity for investhiwhi@dini n pr odu
turn contributes to lower incomes, less savings and low investment.

Figure 2 shows New Zealandds public and private secto
OECD average since 2004. In 2009 the gap between New Zealand and the OECD halved from the
previous year, due to both an increase in New Zeal anc

savings. The latest data, for 2010, s hows t hat New Zeal andGdusthesiavi ng r at e
line with an increase in the OECD average.

Changes in the value of assets already owned also affect wealth. Figure 3 shows the household
value of housing, financial assets and financial liabilities since 1991. There was a marked increase in
the net value of these components from 2002 to 2007, mainly from an increase in housing value.

Most commentary on household wealth says that New Zealand holds about 75% of its household
assets in non-financial assets such as housing, compared to the unweighted average for the OECD of
50%. However this is disputed by some due to the exclusion of significant components such as
investments in overseas assets, unincorporated businesses and unlisted incorporated businesses.

We have not been able to find any definitive data on these components for New Zealand or
international comparisons, so are unable to determine if the importance of the excluded components
varies materially between New Zealand and other OECD countries.

Holding a high portion of household wealth in housing is not as effective in generating future income

for the country as investments in business or infrastructure. In their final report, the Savings Working

Group concluded that low saving and wealth accumulation through property investment have diverted

resources from productive investment and resulted inunder-d evel opment of New Zeal and
markets.

The New Zeal and Government 6s net wealth per househol ¢
in Figure 4. Although total assets have been increasing, liabilities have been added at a faster rate by
Government 6s responses to the recent gl obal recessi on

I n September 2011 New Zealandds credit rating was dow
Standard & Poor NesZealand's high level ®ftnet éxtemhal debt is an outlier among

rated peers - a key vulnerability that is likely to persist as the current account deficit is projected to

widen againo .

The Savings Working Group stated that New Zealand has borrowed too much overseas, and that Net

Foreign Liabilities are 85% of GDP, a similar level to the debt-troubled countries of Europe. However,

New Zeal andés debt is mainly private and New Zeal and?
percentage of GDP was ranked 6" lowest out of 34 OECD countries for 2010 (World Economic

Forum, 2011, Global Competitiveness Report, p.426).

What is being done?
There are several efforts underway to lift productivity and income, discussed in more detail in the

NZahead measure Labour productivity. If these efforts are successful, New Zealanders will have
more income, which they can choose to spend, pay down debt or save to accumulate wealth.
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Unlike many other countries, New Zealand policy does not include tax incentives for savings, and
saving is not compulsory. Australia has 9% compulsory retirement savings which is gradually
increasing to reach 12% by 2020. This is creating a pool of capital and changing attitudes so that
Australians are now much more engaged in wealth creation decisions and activities.

In 2007 KiwiSaver was introduced in New Zealand. KiwiSaver is a voluntary work-based savings
scheme made up of contributions from individuals, their employers and Government. The New
Zealand Institute has been a supporter of KiwiSaver since before its implementation, advocating for
its introduction. The initial take-up rate of KiwiSaver was higher than expected. By August 2011
there were 1.8 million members and payments to providers reached $1.2 billion for the year. In
October 2011 Government announced that a one-off automatic KiwiSaver enrolment campaign, with
the ability to opt-out, will take place in 2014/15 subject to a budget surplus. From April 2013 the
minimum individual contribution and the employer contribution will rise from 2% to 3%.

The Savings Working Group considered how New Zealand can improve its national savings. As New

Zeal andds de b tWoikisg Gsoop rdatomgnanded tirpeat action to further increase national
savingsby2-3% of GDP. I ncreasing national savings wil!/| re
economy and contribute to sustainable economic growth.

The theme of Budget 2011 was building savings and investment. Government acknowledged New
Zealand needs to save more, spend a bit less, and reduce the heavy reliance on foreign debt. It is
considering the recommendations from the Savings Working Group.

Rationale for the grade of D

New Zeal andds househol d c®@DPsshighprthanohe OBCD awrageeandc ent o f
gross national savings have been below the OECD average from 2004 to 2010. Viewing this in

conjunction with a relatively low GDP per capita indicates New Zealand has less ability to save and

invest in productive assets to grow wealth than countries we compete with.

New Zealanddés total net foreign liabilities are high
declined for the last three years. Furthermore, New Zealand has not yet adopted strong policies to
encourage more investment in productive assets to further increase wealth accumulation.

Although savings issues are now being identified and discussed, it is too soon to tell if enough is
being done to |ift New Zeal andds household wealth so

Target for 2015 of 22%
Thetargeti s t o increase New Zealandds gross national savi

The target is higher t ha nrecommenddbian voilifhtlgesatiokal sakingsn g Gr oup 6 s
rateby2-3% of GDP. Al though that is a worthwhile i mmedi :
lower than the OECD average national savings rate seen over the five years to 2010 of 21.2% of

GDP.

AsNewZeal andés gross national savings rate has consiste
likely less wealth has been accumulated than in other OECD countries. To improve wealth relative to

the average for OECD countries New Zealand should therefore aim to lift the gross national savings

rate above the OECD average to build stocks at a faster rate.

Assuming no material increase in the OECD avera
gross national savings to 22% of GDP would indicate an improvement i n t he country
its relative wealth position.

ge sav
60s cary

The target should be achieved by increasing GDP per capita and raising the percentage saved.
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Analytical description and sources

NZahead figures from earlier releases showed international comparisons of household wealth

components. These have been removed due to a lack of complete and reliable data. We will

continue to try to get comparative data to provide a
household wealth position, and welcome contact from anyone who can assist with information.

Aggregate national savings as defined in the Global Competitiveness Report is the public and private
sector savings as a percentage of nominal GDP. National savings equals gross domestic investment
plus the current account balance.

Figure 1: OECD (2010). National Accounts at a Glance: Figure 10.1. Household final and actual
individual consumption, retrieved 24 August 2011 from http://www.oecd.org/document/25/0,3746,
en_2649 34259 44200345 1 1 1 1,00.html.

Household final consumption expenditure covers all purchases made by resident households (home
or abroad) to meet their everyday needs: food, clothing, housing services (rents), energy, transport,
durable goods (notably cars), spending on health, on leisure and on miscellaneous services.

Figure 2: World Economic Forum (2005, 2006, 2007, 2008, 2009, 2010, 2011) The Global
Competitiveness Report, retrieved 11 October 2011 from http://www.weforum.org/issues/global-

competitiveness.

Figure 3: Reserve Bank of New Zealand (2011). Household financial assets and liabilities, housing
value and net wealth: 1978 to 2010, retrieved 8 August 2011 from http://www.rbnz.govt.nz; Statistics
New Zealand (2011). Infoshare database, Estimated Households in Private Occupied Dwellings, as at
December quarter, retrieved 6 October 2011 from http://www.stats.govt.nz/.

Figure 4: The Treasury (2011). Financial Statements of the Government of New Zealand for the Year
Ended 30 June 2010, retrieved 11 October 2011 from http://treasury.govt.nz/government/financial
statements/yearend/junll.

Further information links for household wealth

OECD (2011) Education at a Glance 2011: Highlights available at
http://www.oecd.org/document/2/0,3746,en 2649 39263238 48634114 1 1 1 1,00.html.

Discussion papers produced by The New Zealand Institute for the Ownership Society project that
promote the importance of asset ownership for enhancing the ability of people to access opportunities
and investment in the future: http://www.nzinstitute.org/index.php/ownershipsociety/.

Final Report to the Minister of Finance from the Savings Working Group, January 2011:
http://www.treasury.govt.nz/publications/reviews-consultation/savingsworkinggroup.

Numerous documents on wealth including arguments against the common belief that New Zealand
holds too much wealth in housing: http://www.pensionreforms.com/Sort.aspx.
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Labour productivity
October 2011

Labour productivity GDP per hour: Latest =$49 2015 target = $59
Grade:@ O0Not i mproving fast enough
Trend: Improving Rank: 24™ out of 34 OECD countries
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REAL GDP PER HOUR WORKED, 1990-2010, NZ$
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Figure 1
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REAL GDP PER HOUR WORKED, 2010, NZ$
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Figure 2
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REAL LABOUR PRODUCTIVITY AND OUTPUT GROWTH, EXPORT
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Figure 3
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GROWTH IN LABOUR PRODUCTIVITY, NUMBER EMPLOYED AND
ANNUAL HOURS WORKED PER WORKER, 2007-2010, CAGR

Annual hours

Labour productivity Number employed worked per worker

USA 2.04%
Ireland 1.89% -4,38% -1.31%
Australia
New Zealand -0.65%
Israel
Source: The Conference Board (2011) Total Economy Database. 4

Figure 4

Why labour productivity matters

Labour productivity measures the value of output produced per worker; usually either per year or per
hour worked. Labour productivity is an important measure because when combined with the number
of hours worked per capita, it determines GDP per capita (see Figure 2 of the GDP per capita
measure). New Zealand performs in the middle of the OECD countries for annual hours worked per
employee but is well behind in labour productivity. Higher labour productivity would directly lift
economic prosperity.

Labour productivity can be raised by lifting the value of goods and services produced or by lifting
efficiency to increase the volume of goods and services per hour worked.

A relatively simple way to think about how labour productivity can be improved in an economy is to
focus on innovation, capital and talent. Innovation contributes by making changes that lift value,
thereby increasing the price of goods and services or by improving efficiency and lifting output per
hour. Increasing capital intensity contributes by providing the worker with more advanced equipment
and other facilities so workers can make higher value outputs or make more per hour. Talent
contributes by allowing managers and workers to make better choices about what to do, and by
developing skills to work more effectively so workers can produce more per hour worked. There are
opportunities to improve all three in New Zealand.

Increasing labour productivity and workforce participation is crucial to increasing the value of
competitivenessofout put, | i fting New Zeal andébés standard of
Australia and other better performing competing countries.

New Zealandés performance

From 1990 to 2010 labour productivity increased steadily in New Zealand. That may seem good
news but, as Figure 1 shows the increase has been greater in other OECD countries, including
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Australia. So despite the improving trend, the higher rate of improvement in Australia and other
OECD countries is resulting in a widening gap.

Figure 2 shows that New 4sdnaHe battamittsrd dmany OEOD cqumtriesd uct i vi ty
Since 1990, New Zealand has not achieved a rank higher than 20" in the OECD. Luxembourg is the

highest ranked OECD country with its workers producing $66 more per hour than New Zealand

workers, meaning they are about 2.3 times more productive than New Zealand workers.

Figure 3 shows the contlraibbwtri om otdaucNewi Zegalgamdvdh r at ¢
three main export sectors, the labour productivity of those sectors, and the share of all workers each

sector employs. As separate data is not available, export and domestic productivity are combined.

None of the three export sectors attains Australiabds a
worked. Increasing the size of any or all of these sectors, while maintaining the current average

sector productivity, will not close the labour productivity gap. Productivity is limited by competitive

advantage (or lack thereof) and improvements by all businesses competing in a sector can lead to

price reductions. Productivity is improved only if value gains or efficiency improvements are greater

than those achieved by competitors.

It is important not to look at labour productivity in isolation. For example, increases in labour
productivity can result when the number employed drops, as low paying jobs are often the first to be
lost in response to hard economic times. The size of an industry, total jobs, hours worked and labour
productivity determine the overall contribution to the economy, so the contribution of each needs to be
considered.

Figure 4 shows how a selection of economies have responded in different ways to the recent
recession, with different patterns of change in the factors making up overall output growth 7 labour
productivity, number employed, and annual hours worked per worker. Over 2007-2010 the USA and
Ireland achieved labour productivity growth rates more than double those of New Zealand. The gains
in the USA and Ireland were due in part to decreased numbers of people employed and a decrease in

the annual hours worked in those countri espartialyNew Zeal
the result of a decrease in workforce hours while mai
productivity growth was similar to New Zealandd s . Aalss éxpeddndeca decrease in the

annual hours worked (less than in New Zealand) but the total number employed increased slightly.
What is being done

There is widespread recognition that New Zealand needs to improve labour productivity. In a paper

published by the New Zealand Treasury in April 2008, Putting Productivity First, five factors were

suggested as drivers of productivity. As identified in the 6Why |l abour p
three drivers were considered innovation, skills or talent, investment or capital, along with two others;

natural resources and enterprise or entrepreneurship. The Government is seeking to extract more

natural resources and is encouraging greater exploration for minerals and hydrocarbons.

Entrepreneurship is important because entrepreneurs identify and deliver the innovations that provide
productivity improvements. Institutions and initiatives to encourage entrepreneurship have been
established and Government provides funding support.

In March 2010 government announced it would establish a Productivity Commission with the purpose
of providing independent advice on ways to boost productivity levels in both the public and private
sectors. The Commission is modelled closely on the Australian Productivity Commission and its
functions are to:

A Hold inquiries into and report to the referring Ministers about productivity-related matters that are
referred to it;

Conduct reviews of existing regulations and regulatory agencies, including their efficiency and
effectiveness;

Undertake regulatory impact analyses of specified regulatory proposals;

On its own initiative, undertake and publish research about productivity-related matters in order to
develop its institutional knowledge and support its inquiry and review functions; and

Promote public understanding of productivity-related matters.

o oo I
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The referring Ministers for the Commission requested on 30 March 2011 that the first two inquiries be
into housing affordability and international freight transport services 1 two topics the Minister of
Finance identified as having a beamissng on New Zeal anc

For proposalstol i ft | abour producti vit Wgoaléseotadirategy:nst i t ut eds
Focusing efforts to i mpr awiablebethe wtlesitel andés prosperity,
http://www.nzinstitute.org/.

Rationale for Grade of D

Starting below the OECD average and lacking a convincing plan to improve relative labour
productivity performance is a poor position to be in. Much attention has been given to labour
productivity over the last decade but there has been little result so far. An improvement in the grade
of D would require evidence that New Zealand is improving in the OECD rankings.

Target for 2015 of $59

The 2015 target of $59 is based on Govecapimmnt 6s goal
2025.

To match Australiab6s projected GDP per capitlime in 2025
growth of 4.5% per annum. Steadily growing hours worked per capita to return to the average for the

five years to 2008 by 2015 will give growth in GDP per capita of 1% per annum. Labour productivity

therefore needs to grow by 3.5% per annum. These improvements would result in GDP per hour

worked of $59 at 2010 prices.

Analytical description and sources

Figures 1, 2 and 4: The Conference Board (2011, January). Total Economy Database, retrieved 28
February 2011 from http://www.conference-board.org/data/economydatabase/.

Note: Data was reported in 2010 USD for which 2005 EKS purchasing power parities were used, and
converted to NZD based on the 2010 average exchange rate reported by the Reserve Bank of New
Zealand of 0.7215.

Figure 3: As per Figure 1 and: OECD dataset: Employment by activities and status (ALFS), retrieved
19 April 2011 from http://stats.oecd.org/index.aspx. OECD dataset: Average annual hours actually
worked per worker, retrieved 27 April 2011 from http://stats.oecd.org/index.aspx. Statistics New
Zealand: Tourism Satellite Account: 2010, Tables 4 and 9, retrieved 27 April 2011 from
http://stats.govt.nz/. Statistics New Zealand: Tourism Satellite Account: 2003, Table 6, retrieved 27
April 2011 from http://stats.govt.nz/. Statistics New Zealand: Quarterly Employment Survey i
December 2009 quarter, Table 2. Retrieved 27 April 2011 from http://stats.govt.nz/. Statistics New
Zealand: Gross Domestic Product i December 2010 quarter and December 2005 quarter, Table 2.2,
retrieved 27 April 2011 from http://stats.govt.nz/.

Note: As specific data is not available, annual hours worked for Tourism and Agriculture, Forestry,

Fishing and Mining have been assumed as New Zeal andos
employee. Tourism is based on FTEs but manufacturing, agriculture, forestry, fishing and mining are

based on number of employees. As separate data is not available, export and domestic productivity

are combined.

Note: Data was converted to real 2009 values with deflators from Statistics New Zealand, Gross
Domestic Product i December quarter 2004 and 2010, Table 5.1, Index of Implicit Price deflators
retrieved 28 April 2011 from http://stats.govt.nz/.

Note: Overall labour productivity figures for New Zealand, Australia and the OECD average use 2010
data to reflect current values, as shown in Figure 1.
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INNOVATION AND BUSINESS SOPHISTICATION INDEX VALUE, 2011-12
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Source: World Economic Forum, The Global Competitiveness Report 2011-12

Figure 1
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INNOVATION AND BUSINESS SOPHISTICATION INDEX VS
OECD COUNTRIES GDP PER CAPITA, NZ$ PPP, 2010
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GLOBAL COMPETITIVENESS INNOVATION INDEX AND SUB-INDEXES
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Figure 3
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NEW ZEALAND’S RANK AMONG 142 COUNTRIES FOR INNOVATION AND
BUSINESS SOPHISTICATION FACTORS
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Source: World Economic Forum, The Global Competitiveness Report 2011-12. 4

Figure 4

Why innovation matters

The World Economic Forum (WEF) has identified Innovation and Business Sophistication as the most

important drivers of the incomes of advanced economies. Countries are only able to sustain higher

incomes and the associated standard of living if their businesses are able to compete by offering new

and advantaged products and services. -diMemw Zeal andos
performance places it in the category of an advanced economy so New Zealand must compete using

innovation and sophisticated production processes.

Innovation increases the market value or reduces the costs of the products and services used
domestically or exported. Higher value or lower costs mean New Zealanders can earn more and sell
more. Business sophistication improves the ability to make use of inventions to lift productivity and
profit.

New Zeal andbs economic performance can be i mproved by
sophistication of New Zealand businesses. New Zealand needs to grow successful businesses that
sell into international markets to lift exports, productivity and incomes.

Many countries are focusing on lifting innovation and business sophistication as an economic
strategy. If New Zealand does not do better as an innovator it will not keep up economically with
other advanced nations.

New Zeal andés performance

New Zeal andbds per f dnderaftnoogatian and busieess\Adpliistication is below the
average for the OECD, as shown in Figure 1. That is concerning given how important innovation and
business sophistication are as determinants of productivity and GDP per capita. Significant attention
and efforts have been made in this area, with formation of the new Ministry of Science and Innovation,
a Crown Research Institute (CRI) Taskforce review and Budget 2010 allocation for new science and
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innovation initiatives over four years. Benefits from these recent initiatives will take time to be
realised.

Figure 2 demonstrates the importance of innovation and business sophistication as a driver of GDP

per capita. The OECD countries with the highest scores on innovation and business sophistication

have incomes around twice as high as those with the lowest scores. OECD and WEF research

concludes the relationship is causal; iitonevation infl
Figure 2 shows that low innovation and business sophistication performance is an important reason

for low GDP per capita.

Figure 3 shows there has been a persistent gap in innovation performance between New Zealand and

the average of 34 OECDcount r i es i n recent years. Whil e New Zeal a
performance on basic requirements and efficiency enhancers is better than the OECD average, it is

much weaker in relation to innovation factors. New Zealand has held steady at 94% of the OECD

average value. Itis important to note that there are other countries like Singapore (not in the OECD)

that have stronger and improving performances.

To better understand where New Zealand is disadvant ag
rankings among 142 countries on the components of the innovation and business sophistication
measure.

Performance is worst on the components that are most influenced by government actions such as
state of cluster development, availability of scientists and engineers and government procurement of
advanced technology products.

Performance is better but still poor on factors that are more in the control of businesses including
presence across the value chain, competitive advantage through unique products and processes,
company spending on R&D, control of international distribution, production process sophistication and
capacity for innovation.

New Zealand performs best on factors that reflect the quality of suppliers and research capability:
university-industry collaboration in R&D; quality of scientific research institutions; number of utility
patents.

In March 2011 the Ministry of Economic Development, Treasury and Statistics New Zealand reported
on key indicators of innovation and entrepreneurship comparing New Zealand with 29 other OECD
countries. A mixed picture of performance emerged. New Zealand has less expenditure on R&D
than other OECD countries and much less R&D focused on creating the commercial applications
important for economic growth. New Zealand has the lowest share of high- and medium-high-tech
manufactured exports and the sophi st i msstentwitmitsof New Ze
per capita income i.e. good for a resource-based exporter but well below the most sophisticated
exporters. Innovation linkages between CRIs and business are relatively strong but otherwise
innovation linkages (e.g. with universities) are quite weak. Firm entry and exit rates give an indication
of the availability and uptake of business opportunities. New Zealand is at the top end of a range of
OECD countries for firm start-up and closure rates. However the proportion of high-growth
enterprises in New Zealand declined between 2004 and 2009.

The Research and Development Survey 2010 (Statistics New Zealand and Ministry of Science and
Innovation, May 2011) revealed that total R&D expenditure for the 2010 reference period was almost
$2.5 billion, up 13% from the $2.2 billion reported in 2008. In 2010, the business sector was
responsible for 41% of all R&D expenditure in New Zealand, the government sector contributed 26%
and the university sector 33%. Spending on R&D in the business sector grew 10% to $1,013 million
over the past two years, the government sector grew 8% to $629 million and the university sector
grew 23% to $802 million. R&D shifted away from basic research toward applied research in 2010
compared with 2008. As a percentage of GDP, R&D spending was 1.3% in 2010 compared to 1.19%
in 2008, still low compared to other OECD countries where the average in 2008 was 2.33% and the
best performers are targeting 3 or 4%.
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What is being done

Over the last decade New Zealand has established many of the institutions required to nurture the
innovation ecosystem such as incubators, venture funds and commercialisation units. There have
been efforts to develop entrepreneurs and there is increasing recognition of entrepreneurship and its
importance, particularly in the technology sector.

Innovation has been identified by Government as one of the six priority sources of economic
improvement. The Ministry of Science and Innovation (MSI) was established on 1 February 2011.
The Ministry merged the former Foundation for Science, Research and Technology and the Ministry
of Science, Research and Technology. MSI6 solesincludeadvi si ng Gover nment
science and innovation system, overseeing science and innovation investment and supporting
infrastructure, fostering commercialisation, enhancing productivity and achieving wider benefits for the
country through the application of research results.

The restructure occurred in parallel with several other Government innovation initiatives including the
introduction of technology development grants and vouchers, other business assistance changes and
additional funding over four years announced in Budget 2010. Two rounds of technology grants have
now been announced. The first round in December 2010 allocated $92.6 million to 26 businesses.
The second round in August 2011 allocated $50 million to 19 businesses over a three year period.

No new money was allocated in Budget 2011 but $36 million was reprioritised for business R&D,
commercialisation and earthquake research. From 1 July 2011 businesses with limited R&D have
been able to redeem a Technology Transfer Voucher with fourteen R&D scientific research

on New

organisations. The voucher matches dollar-for-d ol | ar a busi nt#ssR&Bprageotnt r i but i on

In June 2011 the National eScience Infrastructure (NeSl) network of linked supercomputers and
associated services was launched. It uses the high capacity Kiwi Advanced Research and Education
Network (KAREN) to support research into complex science problems.

Government is funding up to 50 internships for post-graduate students to undertake R&D in
businesses for at least six months in the 2011/12 financial year. Over the 2011/12 university summer
holidays the government is investing $1.28 million so about 200 scientific, engineering and technology
undergraduates will be able to undertake research and development projects for high-tech
businesses.

Over the past three years Government increased the Marsden Fund for research by $42 million, an
increase of 31% on the three years prior. This enables post-graduate students, post-doctoral
researchers and the most eminent scientists in New Zealand to further cutting edge research.

The Kiwi Innovation Network was launched in July 2011. KiwiNet is a consortium of Universities and
Crown Research Institutes dedicated to taking a national approach to research commercialisation. It

will act as a focal point for all participants

share knowledge, expertise and networks. The aim is to overcome fragmentation of effort and
leverage best practice to ensure investments made are high quality and contribute to building wealth
for the country.

In August 2011 the government announced it will invest $2.8 million over four years to support up to
20 entrepreneurs to grow high-value, globally-focused high-tech businesses. It will also invest
US$300,000 to set up the Kiwi Landing Pad, a hub for New Zealand high-tech businesses in San
Francisco, supported by leading entrepreneurs. The Kiwi Landing Pad will enable businesses to
physically be together, tap into each otheros
market.

A national health innovation hub to help grow the health technology sector is to be established within
four District Health Boards. The hub will assist in developing health technology ideas generated by
clinicians and companies into business propositions, products and services. The government
committed $3 million in September 2011 to the $24 million project with the balance to come from a
mix of public and private sources over five years.
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It is now recognised that performance at producing research and inventions is stronger than
performance at converting those inventions into international business success. The most important
challenge is to lift the innovation and business performance of new and established businesses.
Improving needed skills and talent for internationalising businesses and providing greater access to
expansion capital are an important part of lifting innovation. Three discussion papers by the New
Zealand Institute canvass these issues more fully: Standing on the shoulders of science, A goal is not
a strategy, Plugging the gap (available at
http://www.nzinstitute.org/index.php/publications/view/discussion_papers/).

Rationale for the grade of D

New Zealand is a relatively weak performer on innovation and business sophistication (21* out of 34
OECD countries) but the economic importance of innovation and internationalisation of high value
differentiated goods and services is now more widely recognised, improvement plans are being
developed and investment is increasing.

The March 2010 NZahead report card noted that if sufficient resources are committed through current
activities in ways that will make a positive difference, the grade could increase to a C. While there is
now increased attention and focus on innovation, results will not be immediate and it is uncertain
whether sufficient resources are being applied. While actions being taken are positive, stronger
policies or improved results are needed for a change in grade from D.

Target for 2015 of 5.0

New Zealandds position on the curve in Figure 2 indidc
and business sophistication would contribute to improved economic performance. A score of 5.0
would Iift New Zeal andds per fhingretuanalegin.t o t he | evel wh €

Analytical description and sources

Each year the World Economic Forum conducts an Executive Opinion Survey. In the 2010-11 year

13,600 business leaders across 139 economies were included. The report is comprised of 12 pillars

grouped into three sub-indices. Soft data gathered through the survey provides a qualitative, timely

snapshot of each nationds economic, business and regtu
collected from various international and national sources and forms part of the report.

The importance of each pillar depends on the development level of the country: factor-driven,

efficiency-driven, or innovation driven. As countries move into the innovation-driven stage, they are

only able to sustain higher wages and the associated standard of living if their businesses are able to
compete with new and unique products. -diNenw Zeal andds
performance places it in this category, so it must use innovation and the most sophisticated business

production processes in order to compete effectively. For innovation-driven economies, these items

determine 30% of the overall competitiveness score.

Note the information in the opinion survey can be skewed by perception and by small samples (e.qg.
New Zealand has a sample size less than 50) and therefore can have substantial error ranges, so
analysis should be confirmed with supporting logic and evidence.

Figure 1: World Economic Forum: The Global Competitiveness Report 2011-12, from
http://www.weforum.org/en/initiatives/gcp/Global%20Competitiveness%20Report/index.htm, 11™ and
12" pillar data, p.22, retrieved 7 September 2011.

Figure 2: World Economic Forum: The Global Competitiveness Report 2011-12, from
http://www.weforum.org/en/initiatives/gcp/Global%20Competitiveness%20Report/index.htm, 11" and
12" pillar data, p.22, retrieved 7 September 2011. Luxembourg not included.
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GDP per capita data from The Conference Board Total Economy Database (September, 2011),
retrieved 27 September 2011 from http://www.conference-board.org/data/economydatabase/. $US
data converted to 2010 $NZ using the exchange rate of 0.7215 from Reserve Bank New Zealand
historical series, last updated 27 September 2011, retrieved from
http://www.rbnz.govt.nz/statistics/exandint/b1/.

Figure 3: World Economic Forum: The Global Competitiveness Report, Innovation and sophistication
index from 2007-08 hardcopy report, Table 8 and 2011-12 report, Table 7. Sub-indexes from 2011-12
report, Table 4, retrieved 7 September 2011 from http://www.weforum.org/en/initiatives/gcp/Global
%20Competitiveness%20Report/index.htm.

Figure 4: World Economic Forum: The Global Competitiveness Report 2011-12, from
http://www.weforum.org/en/initiatives/gcp/Global%20Competitiveness%20Report/index.htm, 11" and
12" pillar data, p.277, retrieved 7 September 2011.

Further information links for innovation and business sophistication

Ministry of Economic Development, The Treasury & Statistics New Zealand (2011, March) Economic
Development Indicators 2011, Chapter 4, section 4.1 Innovation and Entrepreneurship, available at
http://www.med.govt.nz/templates/ContentTopicSummary 45708.aspx.

Statistics New Zealand (2011, May) Research and Development Survey 2010. Report is available at
http://www.stats.govt.nz/browse for stats/businesses/research _and development/research-
development-in-new-zealand-2010.aspx.
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MEAN PERCENTAGE OF STUDENTS AT EACH PISA PROFICIENCY LEVEL
ACROSS READING, MATHEMATICS AND SCIENCE, 2009
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Source: OECD Programme for International Student Assessment (PISA) 2009 Results.

Figure 1
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MEAN PISA RESULTS ACROSS READING, MATHEMATICS AND SCIENCE
BY ETHNICITY
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Figure 2
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Figure 3
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PERCENTAGE OF POPULATION AGED 25-64 WITH TERTIARY
QUALIFICATIONS, 2009

50
40
Certificates
or Diplomas
OECD average
30
20
<€—Degrees
10
0
Q @0 PP A PSSR DD 2 AT XD 2.8 5 0 0
‘99 ef&&@ & & & @"S\é‘o o & F &'{’\QO"&((‘S R 6&&'7}\{9& LTELL &
FYCP 6 FEEFFTEFTE O FETH Y 7F
&® © & Q@ .8 RIS
<& N cooew

Source: OECD (2011) Education at a Glance: To what level have adults studied? 4

Figure 4

Why educational achievement matters

The skill level of the working populationisani mpor t ant deter mi nant of New Zeal
Educational achievement indicates the extent to which the population has the literacy and numeracy

skills required in the modern workplace. Education delivers a wide range of benefits to a society but

is included among economic measures to focus on the economic benefits of an educated and skilled

population.

Research shows that success in education is highly correlated with improved economic outcomes
including lower unemployment rates and poverty, higher productivity, and higher GDP per capita.

Further it is widely acknowledged that success in education contributes positively to improved social
outcomes, including lower rates of incarceration and social disharmony, better health, improved
equity, lower dependency on the state, higher life expectancy and improved quality of life.

Education is a critical i nvest ment in New Zeal andods f
society as a whole.

New Zealandés performance

Educational achievement at the primary level (Year 5 or 10 year olds) as assessed by the Trends in
International Mathematics and Science Study (TIMSS) shows New Zealand has poorer performance
levels than the average of the 15 other OECD countries included, with a large group of students
achieving at the lowest level.

However by age 15, performance is strong across all levels relative to the OECD, as Figure 1 shows.

In 2009 New Zealand was ranked 5th out of 34 OECD countries for mean PISA scores across
reading, mathematics and science.
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