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Foreword
Chartered Accountants are in touch
with every aspect of the economy – an
economy that not only has to react to
the market but also to changes in policy
and regulation determined by election
cycles. Chartered Accountants are
not only trusted advisers to businesses
but are advocates for ensuring
governments implement policies
that will help businesses to grow.
Last year the New Zealand Institute of
Chartered Accountants and the Institute
of Chartered Accountants Australia
voted in favour of a proposal to become
a new organisation Chartered
Accountants Australia and New Zealand.

As New Zealand prepares to vote in
the general election, this paper was
developed to examine the strengths,
weaknesses, opportunities and
threats of the current economy
and maps out some key strategies.
We’d like to thank the New Zealand
Institute of Economic Research for
their expert economic research
and contribution to this discussion.
Chartered Accountants Australia and
New Zealand would also like to thank
everyone involved in the development
of this paper.
Welcome to the conversation.

We are pleased to present future[inc],
a thought leadership series that
provides a perspective on Australia
and New Zealand’s current public
policy arenas and what can be done
to meet the challenges ahead.

Murray Jack
Board Chair designate

Mel Ashton FCA
President designate

charteredaccountantsanz.com/futureinc
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executive
summary
In a rapidly changing world, agile policy
making and a flexible economy are critical
ingredients to the success. New Zealand
has some measure of each – but we can
do better. Success is about the economy
and importantly about maintaining the
environment, equity and a well-functioning
social infrastructure. Success is for both
current and future generations, which means
that economies need to be sustainable and
resilient to shocks.

Chartered Accountants play active roles in
understanding business and leading in the
wider business community.
future[inc] contributes to this leadership role
by providing a perspective on Australia’s and
New Zealand’s current public policy arenas
and what can be done to meet the challenges
ahead. This paper, Developing a plan for New
Zealand’s continued prosperity, analyses the
strengths, weaknesses, opportunities and
threats that will collectively shape how New
Zealand approaches the future. It also brings
together Chartered Accountants Australia
and New Zealand’s key perspectives on what
the next New Zealand government should be
focusing on in the coming term.
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Governments will always play a
huge part in solving big problems.
They set public policy and are uniquely
able to provide the resources to make
sure solutions reach everyone who needs
them. They also fund basic research, which
is a crucial component of the innovation
that improves life for everyone.
BILL GATES, THE DAILY BEAST, JANUARY 24, 2010
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A SWOT analysis for New Zealand

New Zealand is a great place to live. The economy is in good stead and
the country is politically stable. However, a small, open economy at the far end of the
world needs to be ahead of the game to create shared prosperity and opportunity
for its people.

strengths

01

Page 16

Robust institutions
and independence
Easy place to do business
Flexible economy;
independent policy making
Sound fiscal position

02

Page 17

Natural capital
Abundant in globally scarce
resources: fresh water,
temperate climate and land
Sustainable fishing and
aquaculture management
regime
Emerging framework for
water regulation

03

Page 18

Agility
Nimble policy making a
long-standing feature
Independent central bank
and floating exchange rate
act as shock absorbers
Mobile labour force with
global experience

opportunities

01

Page 24

Geography

02

Page 26

Convergence

03

Page 28

Large open spaces

Rise of Asia and technology
bring markets closer

Room to adopt best practice
business methods

High quality of life:
a great place to live

Emerging economies want
what we produce

Chance to use more foreign
direct investment to integrate
better into supply chains

Room for a larger population
over time

Isolation reduces biosecurity
and terrorism risks

Chance to use of technology
to lift productivity growth

Untapped natural resources
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The current societal backdrop is one of high-speed
change. Technological change, urbanisation, globalisation and
ageing will not stop; to the contrary, their effect on economies,
politics and policies will become more pronounced.

weaknesses

01

Page 20

Capability
Persistent skill shortages
Thin markets make matching
labour demand with skills
harder
Management, marketing
and distribution challenges

02

Page 21

Slipping policy
innovation
Pace of policy reform
has slowed
Tendency to adopt,
not adapt, overseas
policy issues

03

Page 22

External reliance
Dependency on struggling
multilateral institutions
Lack of scale makes getting
to negotiating table difficult

Policy inertia in
important areas

threats

01

Page 30

Hazards

02

Page 31

Demographics

03

Page 34

Global

Major earthquakes occur
fairly regularly

Fiscal pressures of
ageing population

High international
indebtedness

Tsunamis a risk, albeit
low probability

Who’s left to take over the
farm or firm and pay tax?

Increased concentration of
export products and markets

Vulnerability to rising
sea levels

Regional income inequality
likely to rise

Cyber security threats
a growing worry

10

The policy platform

Developing a plan for New Zealand’s continued prosperity

This section of the paper brings together Chartered Accountants Australia and
New Zealand’s key perspectives on what New Zealand’s next government
should focus on in order to advance the nation’s economic prosperity.
Contributing to a robust debate about public policy
has always been a focus for both the Institute of
Chartered Accountants Australia and the New
Zealand Institute of Chartered Accountants and will
continue to be a priority for Chartered Accountants
Australia and New Zealand. The policy proposals
draw upon the key strengths, weaknesses,
opportunities and threats highlighted in the SWOT
analysis. They also come from our work developing
and analysing policy proposals for our leadership
papers and submissions to government and
regulators on a wide variety of areas affecting
the Australian and New Zealand economies.

01

Page 37

Fiscal Sustainability
A broad review of New Zealand’s retirement
incomes system is needed
If the fiscal challenge posed by the ageing
population is not addressed and the size
of government is not reduced, tax base
broadening will be required in the medium
to long term
Government should reaffirm its commitment
to the Generic Tax Policy Process and
consider institutional arrangements to
protect the integrity of the tax system.

03

Page 45

INCREASED productivity
and growth
Continued support for the National Strategy
for Financial Literacy is needed, particularly
at the school level
The Government should be open to bold
ideas and fresh thinking as to how to simplify
tax, especially for SMEs.

Chartered Accountants Australia and New Zealand
has produced this paper to assist New Zealand’s
political leaders in shaping their agenda over the
next term of government. The following four key
criteria have been identified as drivers for strong
economic policy design. Chartered Accountants
Australia and New Zealand considers these areas
to be fundamental to lifting overall business and
consumer confidence. Increased business and
consumer confidence leads to more jobs and
investment and more research and development,
which encourages technological change and
higher productivity.

02

Page 43

International regulation
and cooperation
Every effort should be directed towards
ensuring that business activities conducted
between Australia and New Zealand are as
‘seamless’ as possible
Government should engage fully in the
international debate and negotiation about
tax policy settings but exercise caution when
considering the adoption of new rules.

04

Page 48

Effectiveness and stability
of financial markets
New Zealand needs a new civil liability system,
ideally one with proportionate liability and
statutory capping of professional liability
Changes to audit regulations overseas should
not be adopted for New Zealand without careful
consideration of the local market ’s needs.
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A SWOT
analysis

of the New Zealand
economy
There are grounds for much optimism. New Zealand has come through
the Global Financial Crisis well, and is entering into a period of strong growth.
The outlook, with rapidly-growing Asia on our doorstep, is bright. But policy
changes are required to make sure New Zealanders’ living standards improve
in a world of demographic and technological changes and ongoing globalisation.
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The need for change
In a world of rapid change, agile
policy making and a flexible economy
are critical ingredients for success.
New Zealand has some measure of
each – but we can do better.
New Zealand consistently ranks very highly in
surveys of the top places to live. The economy
is in good stead and the country is politically
stable. However, a small, open economy at
the far end of the world needs to be ahead
of the game to create shared prosperity
and opportunity.

The same forces of technological improvement
and urbanisation are driving globalisation.
The fastest economic shift has been in China,
which has grown at a rapid pace for a number
of decades. This story will repeat across Asia
over the coming decades. The opportunities
to trade are clear. Exports and tourism will
increasingly refocus to these newly emerging
economic powerhouses. These countries
will also want to invest in businesses and
opportunities. New Zealand needs to
strengthen its offering and its ability to do
business with new partners in new places.

Getting older is a fact of life. But a much
higher proportion of the population is going
to age in the coming years. The baby-boomer
generation is greying and nearing retirement.
The current societal backdrop is one of
An ageing population matters for a number
high-speed change. Technological change,
of reasons, including the fiscal burden of
urbanisation, globalisation and ageing will
healthcare and superannuation, a reduced
not stop; to the contrary, their effects on
number of workers and entrepreneurs, the
economies, politics and policies will become
problem of succession for existing businesses,
more pronounced.
changing demand for goods and services
Technological improvements have
and a growing number of people who are
successfully contributed to New Zealand’s
asset-rich but income-poor. New Zealand
economic prosperity. In our early history,
needs to tackle the fiscal costs of ageing.
refrigerated shipping unlocked our potential
Immigration is a possible lever to slow its
as the food basket for the United Kingdom
effects. While immigration is in the very
(UK). Technological change has both costs and fabric of New Zealand’s history, it is still a
benefits. Some industries and jobs are rendered sensitive subject. We need a transparent
obsolete, but new jobs and businesses are
and grown-up discussion on this topic.
spawned. The transition can be painful
These forces of technological change,
and requires good welfare, education and
urbanisation, globalisation and ageing are
retraining policies. This becomes ever more
rapidly changing New Zealand’s economic,
crucial as technological change speeds up.
political and social landscape. A fast-changing
Urbanisation is a long-standing international environment requires flexible and agile
trend. New Zealand’s own history is no
communities and policies. Economic progress
different. The rural population has barely
means understanding and responding to
grown over the past century, while the urban
risks and opportunities, by building on
population has grown by over three million
strengths and mitigating weaknesses.
(Figure 1 ). Cities and urban centres are
increasingly important – new policies need
to take account of and nurture this shift.

A small, open economy at the far end of the world needs to be ahead of the game
to create shared prosperity and opportunity.
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Figure 1: Long trend of urbanisation
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What success looks like

Figure 2: The Living Standards Framework

Success is about the economy and importantly
about maintaining the environment, equity
and a well-functioning social infrastructure.
Success is for both current and future
generations, meaning economies need to
be sustainable and resilient to shocks.
Economic success is not easily defined. While
business and economists may reach for hard
measures like profitability and Gross Domestic
Product (GDP), for a nation and its people,
success is defined much more broadly.
There is increasing acceptance in local and
global scenes that there is more to life than
just economic growth. A holistic approach
encourages not just economic success, but also
happiness, a clean and diverse environment
and social and generational equity.
The New Zealand Treasury’s Living Standards
Framework provides a helpful perspective on
economic well-being. It looks beyond GDP to
broader issues of equity, social justice, resilience
and sustainability.
This broad framework includes GDP as economic
growth. Despite its weaknesses, GDP remains
internationally comparable and a good proxy
for aggregate economic prosperity.

Economic
growth

Managing
risks

Economic
wellbeing

Social
infrastructure

Sustainability
for the
future

Increasing
equity
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However, economic growth on its own is not
enough. We need to understand the causes
of growth. The economy can be seen through
two lenses.1 First, the proximate measures:
labour, capital and technology. Second, the
fundamental measures: institutions, geography
and culture. This is a helpful way to visualise
the economy. The proximate measures are the
visible parts of the economy. The fundamental
measures are unseen, but they drive economic
growth. Policies are often about reducing
the disadvantages of geography, promoting
a culture of innovation and making better
laws and regulations that allow people and
businesses to thrive.

Success is about the economy and
importantly about the environment, equity
and a well-functioning social infrastructure.
Aggregate measures of the economy,
however, neglect wealth distribution. A
country might be rich, but the wealth may
be unequally shared. Economic growth
and policies should not therefore be seen
in isolation. It is important to ensure
they create opportunities for all and reduce
the gap between the haves and have-nots.

In any society, there will be differences.
There will be poverty, and people who
need a helping hand. It is critical to have
a well-functioning and empathetic social
infrastructure or safety net to help the most
vulnerable in society.
The natural environment is a critical aspect of
any nation. New Zealand is lucky to have large
open spaces, great scenic landscapes and
access to water and land. Dairy farming has
been a star for the New Zealand economy
over recent decades. It has benefitted from
many advantages, including access to water
and land. However, intensive farming has had
environmental consequences. New Zealand
is currently taking a much harder look at
the environmental cost of dairying and how
best to manage it. Damage to the natural
environment can linger for many generations,
so getting the balance right is very important.
National policies need to consider risks,
to ensure the economy is sustainable and
resilient to shocks. Sustainability is about
stewardship – leaving behind an environment
and economy that is the same or better for
future generations. Resilience is about risk
management – making sure the nation is
able to absorb shocks, should they arise.
An example of risk management would
be prudent fiscal settings, which allow the
government to intervene during a crisis.

Figure 3: The economic growth model

Growth

labour

capital

technology

Institutions

geography

culture

Proximate

Fundamental

15

future[inc]

Strengths
01

Robust
institutions and
independence

02

Natural
Capital

strength / strɛŋθ / (say strength) noun
1. the quality or state of being strong.
2.	p ower by reason of influence, authority,
resources, numbers, etc.

03

Agility
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01

Robust institutions
and independence

Robust institutions are the bedrock
of New Zealand’s economic success –
maintaining excellent institutions
will support economic prosperity.
New Zealand is one of the easiest places
in the world to do business2 and has
one of the least corrupt public services.3
These accolades are a reflection of robust
institutions. ‘Institutions’ is used here to refer
to the soft infrastructure of the economy: the
system of government, laws and regulations,
property rights, the judiciary, the democratic
system and the public service to name a few.
Together they form the flexible structure
of the economy, within which people work.
New Zealand systems are among the world’s
best. Its welfare system provides a safety
net for the unemployed, low income earners,
single parents and people who are unwell
or who have disabilities.
Everyone has access to hospital care and
subsidised primary healthcare. Universal
superannuation (aged pension) is pegged
at two-thirds of average incomes.
New Zealand’s welfare and health systems
have been funded by a strong fiscal position
and discipline. While spending on health,
education and welfare have increased over
the past century, fiscal settings are sound.
The operating balance will be in surplus

soon, after deficits in recent years caused
by the recession and the costs of the rebuild
following the Canterbury earthquakes.
Government borrowing is relatively low
compared to what it has been in the past
and what it is in other advanced economies.
Another strength of New Zealand is it’s
independent streak in policy making. This has
been particularly true of its foreign policy.
Examples include New Zealand’s non-nuclear
position, despite the risk of friction with the
United States (US), and its unwillingness to
endorse the war in Iraq. New Zealand and
the US have strong economic and political
linkages despite differences in foreign policy.
Despite its small population, New Zealand
is also an important voice on various supranational bodies, including the World Trade
Organisation (WTO) and United Nations (UN).
It is active in the trade arena, committed to
securing Free Trade Agreements to expand
its sphere of markets and its economic
engagement with the world.

New Zealand is the least corrupt COUNTRY
in the world and the third easiest in which to
do business.

An improving fiscal position, low debt, good
institutions and independent policy making
give New Zealand a very strong competitive
global position. We need to keep nurturing
these strengths – good institutions are the
foundation of a strong economy.
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02

Natural capital

New Zealand is blessed with
abundant natural resources.
New Zealand has an abundance of land
and water and a temperate climate. It is well
suited to a comfortable lifestyle and a range
of industries. The world is short of land and
fresh water, meaning New Zealand has a
strong competitive advantage. In managing
these natural resources, we need to balance
economic imperative with sustainability.
New Zealand’s Exclusive Economic Zone
covers not just the country’s landmass,
but also a large area of the surrounding
water. The Exclusive Economic Zone and
Continental Shelf (Environmental Effects)
Act 20124 establishes a broad environmental
management regime in New Zealand’s
territorial waters. It applies to seismic
surveying, cable laying, seabed mining,
the construction and installation of oil and
gas rigs and such possible future uses as
deep sea aquaculture.
The Quota Management System is another
regulatory effort to manage water resources
sustainably. New Zealand exports over
$1.3 billion of seafood per year – sustainable
fishing through good regulation is an integral
part of managing a precious resource
responsibly.

Dairy, New Zealand’s largest export
commodity (earning over $15 billion a year), is
also dependent on abundant land and water.
There are 4.8 million cows in New Zealand on
1.7 million hectares of land. More and more
land is being devoted to dairy farming. At
the same time, farms are becoming more
productive. For each hectare of land, dairy
farmers produce 23% more milk than a
decade ago. The story of natural capital in
New Zealand is not just about using it, but
using it smarter and more productively.

In one way or another, nearly 70% of
New Zealand’s $51 billion annual goods
exports have some recent connection
with the land (including milk, wine,
wool, timber and manufactured food).
Good management of land and water is
crucial. Industrialised farming can lead to
environmental degradation. Finding a balance
between protecting the environment and
utilising natural resources will be an important
part of New Zealand’s future.

New Zealand has an abundance of land
and water; resources the world is short of.

More information online at
charteredaccountantsanz.com/futureinc

+
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03
Agility

Small is agile and flexible.
New Zealand, with a population of 4.5 million
people or around 0.06% of the global
population, is a small economy. While lack
of scale can be a weakness, it can also be
a strength. New Zealand uses its size to its
advantage by being flexible in its policies
and its economy.
The relative flexibility of policy making in
New Zealand is due to both domestic and
international factors. Domestically, policy
making can be agile because bureaucracies
are smaller and the hierarchy is flatter,
allowing better communication. Internationally,
our actions tend to have limited effects
and are less likely to draw attention.

The people of New Zealand are
significantly mobile both within and
outside New Zealand. The drivers
of domestic migration include study,
employment and retirement. New
Zealanders also tend to travel, work
and live overseas (particularly in
Australia and the UK), often returning
with new skills and networks.
New Zealand also has relatively open
immigration policies. We welcome skilled
migrants and international students. While
current immigration policies are generally
working well, an ageing population might
call for increased immigration to bolster the
shrinking labour force. This will necessitate

a clear stance on the role of immigration
policy in meeting broader population,
social and economic objectives, and proactive mitigation of risks (such as impacts
on infrastructure).
The economy is also flexible and nimble.
New Zealand did not escape the Global
Financial Crisis (GFC), but the impact was
less significant than that of the previous
comparable recession – the Great Depression.
Economic records from the Great Depression
are patchy, but unemployment is likely to
have peaked at over 10%, compared to
around 7% during the GFC.
Economic policy, too, is adaptable, for
example around product and labour market
regulation. Various surveys and studies have
shown New Zealand to be an easy place to do
business (New Zealand currently ranks third in
the World Bank ease of doing business index,
behind Singapore and Hong Kong).
Independent monetary policy and a floating
exchange rate provide additional flexibility.
The Reserve Bank of New Zealand (RBNZ)
is independent of the political process and
has a broad mandate for economic and
financial stability. Coupled with a floating
exchange rate, this means New Zealand has
two ready shock absorbers – important in
managing risks for a small, open economy.
During the GFC the RBNZ reduced interest
rates sharply and the New Zealand Dollar
(NZD) depreciated, reducing the effects of
the recession.
New Zealand has a linguistic advantage in
being English speaking. English is the global
business language and is becoming more
commonly used over time.5 It is spoken on
every continent, is learned as a second
language by schoolchildren all over the world
and is the vehicle of science, global business
and popular culture. Despite changes in the
global economic landscape, including the
emerging opportunities in Asia, New Zealand
remains well placed to connect with the world.
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weaknesses
01

Capability

02

Slipping policy
innovation

weakness / ˈwi:knis / (say ‘weeknuhs) noun
1. the state or quality of being weak.
2.	a weak point, as in a person’s character;
slight fault or defect.

03

External
reliance
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01
Capability

A changing world needs more
capable people.
New Zealand suffers from a lack of skills and
capabilities. This is visible in a number of
arenas, including management, technical
skills and policy making. Our markets are
not ‘thick’ or ‘deep’ enough to ensure
smooth matching of needs and offerings.
In large markets, both employers and
employees have many options to choose
from, but New Zealand sometimes suffers
from a lack of scale. For example, an IT outfit
in Auckland may be world class, but may
still find it hard to attract skilled engineers
without an ecosystem of related and
competing firms. Many New Zealand IT
firms find it difficult to attract staff, despite
New Zealand being a great place to live.
What an IT engineer can access in terms of
opportunities and income is very different
between Auckland and the Silicon Valley.

Whatever the reason, New Zealand is short
of scientists, engineers, and other technical
professionals.6 Demand for these skills is
increasing not just in New Zealand, but across
the world. New Zealand’s economy is shifting
towards industries that require a more
highly skilled workforce (compared to, say,
agriculture and manufacturing a century ago).
Shortages of necessary skills and capability
will shackle economic growth.
New Zealand also suffers from a relative lack
of management, marketing and distribution
capability.7 It has low productivity, considering
the strength of its institutions and other
fundamental growth drivers. Because skilled
managers put strategies into action and
create profits and jobs, lack of management
capability will also hamper economic growth.

There are shortages of the skills
necessary for a modern economy.
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02

Slipping policy
innovation

Policy innovation is not keeping
up with economic change.
New Zealand has been held up in recent
decades as an exemplar for what many
people consider to be ‘continuous reform’.
While New Zealand was considered to be
at the frontier of policy making in the 1990s
and 2000s, there are signs that policy
innovation has slowed. In a fast-changing
global economy, slow policy innovation
can amount to stagnation.
Issues and policies are increasingly adopted,
but not necessarily adapted, from larger
advanced countries such as the UK, the US,
Canada and Australia. Some of these issues
and policies may not be appropriate for
a small and sparsely populated country.
A recent example would be the New Zealand
Green Party’s adoption of the ‘Green
Investment Bank’ concept8 from the UK,
which is designed to increase investment
in green energy technology. While there is
always room for improvement, New Zealand
already generates 84% of its electricity from
renewable sources, and much of the recent
expansion in energy capacity has been in
the renewables segment.9

There is a commendable purity in the
policy making approach, but this may
be a weakness. The OECD10 described a
motivated and skilled government and
public administration in making public policy
based on strict discipline of solid economic
foundations. But this strictness has also
reduced the pragmatism necessary for
successful policy outcomes, weakened
the role of learning from monitoring and
evaluation, and reduced the scope for
co-operation in implementing policy.

Policy innovation has slowed.
One example is in tax reform. New Zealand’s
tax base could be viewed as narrow, with
around 10% of households paying around
70% of all income taxes net of transfers
(but excluding superannuation)11. Brackets for
personal income tax are not automatically
adjusted for inflation, meaning fiscal drag
results in real costs for taxpayers.
There are a number of options for broadening
the tax base including a capital gains tax, land
tax, wealth tax, financial transactions tax and
measures targeting specific sectors such as
rental properties. However, while these options
could all increase tax revenue and broaden
the base, they all pose a variety of economic,
administrative and political challenges.

More information online at
charteredaccountantsanz.com/futureinc

+
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New Zealand needs to be innovative and
robust in its thinking about whether any
of the options are sensible and likely to
be effective. Base broadening options
that introduce undue complexity, produce
relatively low levels of revenue or discourage
growth and innovation will not survive the
rigorous analysis required.
This analysis starts with being clear about
which problem we are trying to fix, and
what options we have available. If fiscal
sustainability is the prime concern, then
reducing the size of government via culling
low-quality spending initiatives would be a
sensible start. If addressing the demographic
‘bubble’ is the focus, then more effort could
go into implementing sensible policies on
superannuation, health and immigration.

Good policy that both meets global
best practice and that is fit for purpose
for New Zealand is essential for
economic success. Slipping policy
innovation is a weakness and an
opportunity for improvement.

03

External reliance

A shift in international relations from
multilateral to bilateral could sideline
New Zealand.
New Zealand has aligned itself to several
multilateral institutions and processes.
So far, this approach has served New Zealand
well, resulting in strong representation in
supra-national agencies like the WTO and
UN. New Zealand remains committed to
various multilateral approaches to trade and
to economic and environmental co-operation.
However, some multilateral institutions are
weakening. Large and complex agreements
(such as WTO rounds) are nearly impossible
to conclude and implement due to the
diversity of members’ economic and
political interests. Bilateral agreements
and smaller groups of negotiating parties
are increasingly prevalent.
As a result, New Zealand may, over time,
need to give a lower priority to multilateral
institutions and ensure that we have
something useful to bring to the negotiating
table in smaller group situations.
New Zealand needs to take a nimble and
pragmatic approach to international
relations to ensure that we can access
future opportunities on an equal footing
with competitor countries.

+

More information online at
charteredaccountantsanz.com/futureinc
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opportunities
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02
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opportunity / ɒpəˈtju:niti / (say opuh’tyoohnuhtee)
noun (plural opportunities)
1.	
a n appropriate or favourable time or occasion:
an opportunity to make good; an opportunity for
gaining a place; an opportunity of testing a discovery.
2. a chance or a prospect.

Large
open spaces
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01
Geography

Tyranny of distance could turn
into a boon.
New Zealand has traditionally been thought
of as a small country at the far end of the
world. Geography describes the tyranny
of distance. But that view is increasingly
outdated. The rise of Asia means that the
distance to markets is shrinking rapidly. Over
the past 50 years, the distance travelled by
New Zealand’s top 10 exports has halved.12

The McKinsey Global Institute has published
a map of the world tracking the journey
of the centre of the global economy since
1AD. This central point started on the silk
route in Persia, when a lot of the economic
wealth was concentrated in the ancient
civilisations. By 1980 the centre had shifted
west to the Atlantic, as western economies
in Europe and America industrialised.
According to the McKinsey map, the centre
of the global economy has been shifting
east in recent years and will be just over
China by 2025.

Figure 4: The re-emergence of Asia
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An eastward shift in the global centre of
economic activity reflects the re-emergence
of Asia. Asian economies are developing fast
as they industrialise, urbanise and become
well educated. Places like South Korea and
Taiwan, known in recent times for low cost
manufacturing, are now star innovators in
their own right.

The fastest economic shift has been
in China, which has grown rapidly
for a number of decades, rising from
just 2.6% of the global economy in
1983 to 15% in 2013. China’s real
GDP has risen 21-fold over this period.
New Zealand has benefited from this
growth. Exports to China have surged from
$0.4 billion in 1993 to $10 billion in 2013 –
a 25-fold increase in 20 years.
This story will repeat across Asia over the
coming decades. Even if the pace isn’t as
fast in some countries as it has been in
China, the same processes of industrialisation,
urbanisation and up-skilling will present many
opportunities and threats. India and China,
with the largest populations, are the obvious
examples, but other economies are also
growing rapidly – Indonesia, Vietnam and
Thailand are just three of the countries on
the cusp of huge change.

The opportunities to trade in Asia are
clear. Exports and tourism will increasingly
focus on these newly emerging economic
powerhouses. They are hungry for
commodities and experiences. They
will also want to invest in businesses
and opportunities.
There are risks. Historically, New Zealand’s
policies on trade and diplomacy have
faced the west rather than the east. Asian
cultures are different, as are their rules
and regulations. To take advantage of a
re-emerging Asia, New Zealand has to
reposition itself and learn to do business
in new places with new partners.
Another advantage of New Zealand’s
geographical location is the protection
afforded by isolation. New Zealand is
relatively well insulated from biosecurity
threats and has a fairly low exposure to
health threats; it jealously guards its borders
against pests and diseases, because it is
free from many problems common in other
countries. Isolation and the lack of disputed
borders also means economic, political
and terrorist threats are less likely.

The Asian century is a massive opportunity
– if we grab it.

More information online at
charteredaccountantsanz.com/futureinc

+
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02

Convergence

Glass half empty: NZ’s income per
capita is 30% less than Australia.
Glass half full: there is an opportunity
to increase earnings by 30%.
New Zealand’s income per capita was among
the highest in the world in the mid-1880s.
It was comparable to Australia and higher
than in the US, and broadly kept pace until
the early 1900s (see Figure 5). But over the
past century economic growth in other parts
of the world has been faster. New Zealand
now ranks 30th in income per capita and
lags behind Australia by around 30%.

The relative decline in New Zealand’s
economic performance compared to
Australia’s can be traced to relatively slow
improvement in productivity, or output per
unit of input. The gap that has opened up is
not simply the result of too little capital, but is
caused by a number of factors, particularly
Australia’s use of best practices in technology,
management, marketing and distribution.

The gap between New Zealand and
Australia is a source of opportunity.
We have similar institutions, education
systems and cultures. There is an
opportunity to catch up, or converge,
by adopting best practices and
adapting them for local conditions.

Figure 5: Income per capita has not kept pace
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One of the key channels of economic
convergence is the adoption and diffusion of
best practice. This is often described through
the lens of technology, although it is wider
and includes the capacity to fund and use
the technology. Even in technology there is
low hanging fruit – more than half of New
Zealand firms report that they are not using
the best commonly available technology.13
A working paper released by the OECD
this year14 found that New Zealand should
be earning 20% more per capita than the
OECD average, given its economic and policy
fundamentals. Instead, we earn 20% less.
The paper highlights the need for greater
investment in ‘knowledge-based capital’
(assets that have no physical embodiment,
such as computerised information, innovative
property and economic competencies15)
and better international connections.

New Zealand has the opportunity to
close the income gap with Australia.
Now is the time to act.
The New Zealand economy is growing
strongly, while the economies of many
of its peer countries, including Australia,
are not. This period of relative economic
outperformance is an opportunity to
invest in policies that encourage the
flow of knowledge-based capital and
improve international connections.

We can replicate others’ successes.

Knowledge-based capital is particularly
important in an increasingly digital
world, where technology is a key input
and source of competitive advantage.
Global connections are difficult for New
Zealand, because our physical location often
puts us at the very end of the supply chain,
while the value is shared across a multitude
of preceding stages. Connecting better with
the different stages of the supply chain,
be it through technology or outward direct
investment, will be increasingly important.

More information online at
charteredaccountantsanz.com/futureinc

+
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03

Large open spaces

Opportunities to expand
domestic markets.
In a 2012 survey, 80% of New Zealanders said
they had a good quality of life (19% extremely
good and 61% good).16 This sense of well-being
is supported by a great lifestyle, a sense of
security and access to necessary services
like healthcare and welfare.

benefits. With the right selection parameters,
more liberal immigration policies could also
assist New Zealand with the looming fiscal
challenges of an ageing population.
The question of how the population might
be grown through government policy –
by promoting higher fertility rates and
encouraging migration – is important.
Higher fertility rates would increase the
young (dependant) population initially,
while migration would directly increase
the working age population.

New Zealand has a small population in a
large land mass (around 17 people per km2,
compared to a global average of 48). This
relatively low rate of land use means New
Zealand can carefully grow its population
and use more land while still preserving a
high quality of life.

The issues likely to arise from a larger
population include increased demand on
public and environmental services, some of
which cannot be expanded easily. Labour
markets would need to be flexible and
infrastructure investment mechanisms
would need to be responsive to allow the
economy to grow without adverse effects.

New Zealand struggles to grow its
economy in part due to its small
population and remote location.
There is little that can be done to
change location, but the population
can be increased over time.17

New Zealand has untapped natural resources
(e.g. oil, gas, coal), some of which are in
ecologically sensitive places. The Ministry
of Business, Innovation and Employment
(MBIE) identified many of the opportunities
in a 2012 report, in which it noted that:

A larger population would allow for several
large cities, fostering competition within
New Zealand and allowing Auckland to
become more internationally competitive.
The benefits would come from increasing
scale, where high fixed costs, including
infrastructure, are spread across a larger
population. Network effects provide other

Successfully managing the interaction
between the economy and the
environment is of critical importance to
the well-being of New Zealanders. It is
not about stopping growth, but ‘greening
growth’, effectively optimising resource
use to provide permanent and enduring
economic and environmental advantage.18

+

More information online at
charteredaccountantsanz.com/futureinc
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THREAT / θrɛt / (say thret)
1.	a person or thing which is deemed to have
a negative impact on one’s fortunes.
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Global
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01
Hazards

Canterbury earthquake is continuing three
years on, with large amounts of repair and
much of the rebuild yet to be done. High levels
of insurance, private investors and central
government are funding these efforts.

Geo-hazards are low probability
but can have a massive impact.
New Zealand’s geology and geography
expose it to events that may be low in
probability but that have the potential to cause
massive damage. The main threats are from
earthquakes, volcanic eruptions and tsunamis.
Many of New Zealand’s cities are in lowlying coastal areas, which are vulnerable to
tsunamis and climate-related sea level rises.
New Zealand is in a seismically active zone.
There have been several large earthquakes in
the past; the two most devastating by loss of
life were in Napier in 1931 and in Canterbury
in 2011. Both events caused major human
and economic loss. The recovery from the

New Zealand is also at risk from tsunamis.
Archaeological records suggest that very large
tsunamis in the mid-15th century prompted
Maori to move their settlements to higher
ground.20 More recent events occurred in
Gisborne in 1947 and, following a tsunami
from Chile, across New Zealand in 1960
(although the effects were minor).
Low-lying coastal areas are also vulnerable
to any rises in sea level. While this effect is
slow, the implications are still huge. Existing
infrastructure, housing and other invested
capital cannot be easily shifted and in the
event of sea level rise would have to be
recreated elsewhere at great expense.

Figure 6: New Zealand is located in a geologically active place
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8.4
8.2

Wairarapa 8.2

8.0
7.8

Murchison 7.8

7.6 Marlborough 7.5

7.2
7.0
6.8

Cape Farewell 7.5
Hawke’s Bay 7.5
North Canterbury 7.3

Hawke’s Bay 7.3
Wairarapa 7.2

Arthur’s Pass 7.1
Nelson 6.9

Dusky Sound 7.8

Pahiatua 7.6

Wairarapa 7

Inangahua 7.1

Fiordland 7.1

Puysegur Trench 7.2
Darfield 7.1

East Cape 7
Gisborne 6.8

6.6
6.4
6.2
6.0
5.8

Grassmere 6.6
Cook Strait 6.5

Edgecumbe 6.5

Christchurch 6.3
Christchurch 6
New Brighton 6

1840 1850 1860 1870 1880 1890 1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010
Year

Source: GNS19

Magnitude

7.4

Hawke’s Bay 7.8

31

future[inc]

02

Demographics

Greying risks; widening gaps.
Getting older is a fact of life. But a much
higher proportion of the population is going
to age in the coming years. The baby-boomer
generation – a large cohort – is greying and
nearing retirement. We are also living longer
and having fewer children. Ageing will be
an issue for the provinces earlier. They are
ageing faster because young people are
moving away and some regions are actively
attracting retirees.
An ageing population matters for a number
of reasons, including the fiscal burden of
healthcare and superannuation, a reduced
number of workers and entrepreneurs, the
problem of succession for existing businesses,
changing demand for goods and services
and a growing number of people who are
asset-rich but income-poor.

The fiscal costs will be enormous. Spending
on health and superannuation will rise,
funded by taxes from a dwindling number
of young workers. The current policies are
unsustainable. Future politicians will have
to make bold decisions about increasing
the superannuation age (or resiling from
universal access) and making healthcare
more affordable. It will be necessary to
consider unpopular policies on asset testing
and rationing elective procedures, and
explore ways to leverage private insurance
more effectively.

Health is a thorny issue. It is expensive,
yet as a society we do not want people
to be deprived of access due to fiscal
constraints.

Figure 7: We are already ageing
Population growth by age
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Because of ageing, there will be fewer
workers, entrepreneurs and taxpayers
relative to the population. This could slow
economic growth and compromise the
country’s ability to pay for the standards
of living and the tax-funded government
services we have become accustomed to.
But there is hope. Even with slow to declining
population growth, Japan remains a
prosperous nation with high standard of
living where the economy is growing, albeit
slowly. The end of population growth need
not mean the end of economic growth.
More and more people are working beyond
the superannuation entitlement age of 65.
Some need to keep working, because they
have not saved enough for retirement or
they are trying to pay off their mortgage.
Others continue working out of choice. After
all, they have valuable skills and experience
to contribute. But not everyone can keep
working. Many, especially those in physical
jobs, simply cannot go on.
As business owners age, they face the
difficult question of what to do about
succession. Long service by baby-boomers
has created shortfalls in medium-level
management capability and succession
capacity. Many business owners’ children
do not want to go into the family business.
As a large cohort of baby-boomers nears
retirement, there will be a clamouring for
skilled managers and a thriving market for
business sales, which may drive down the
price of businesses (assets).
One group facing the problem of succession
is farmers. The average age of farmers has
increased by four months a year since the
early 1990s, compared to three months a
year for the whole population. The average
age of sheep and beef farmers is 54,
according to a survey by Beef + Lamb
New Zealand, an industry body.

+

The ageing of the population could also
affect entrepreneurship. New entrants to
entrepreneurship tend to be in their 30s and
40s. If there are fewer around, we may have
a smaller number of business start-ups,
less innovation and fewer new jobs. Just as
people are working longer into old age, the
age of entrepreneurship is also likely to stretch
out. We will see more mature entrepreneurs.
The number of people working and starting
businesses later in life will increase as the
population ages. We can make this process
easier and more efficient by improving
hiring and talent management practices –
recognising that the older cohort has plenty
to offer, and ensuring that innovation is
encouraged throughout a worker’s career,
not just at the start.
Ageing will magnify the inequalities already
present in our economy; for example,
inequalities in incomes and job opportunities
differ from region to region. Figure 8 explores
some of the regional differences in incomes.

One of the effects of inequality is
a loss of trust and social cohesion.
International surveys rate New Zealand as
a great place to live and do business. They
describe a high degree of trust within the
community. On this foundation of integrity we
have built our property rights and our legal,
welfare and economic systems. For the most
part these systems do an admirable job.
If economic prosperity and opportunities are
unevenly distributed, trust in the community
can diminish, followed by jealousy and envy.
There is a risk that this is happening already
in our provinces. Any associated loss of trust
could undermine a critical and valuable
foundation of our nation.

More information online at
charteredaccountantsanz.com/futureinc
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Inequality in regional incomes21
Where you live matters
A member of the middle class in Auckland and
Wellington can earn $75,000 to $130,000 a
year, but only $20,000 to $80,000 in other
parts of New Zealand. The incomes and
economic prospects between cities, small
towns and rural areas are vastly unequal.

Figure 8: Median household income
by territorial authority, 2013

In Kawerau, half of families live on less than
$40,000 a year. In Orakei, the richest local board
in Auckland, more than half of families earn more
than $100,000 a year. In Kawerau, a third of the
population were dependent on some kind of
social welfare, in Orakei less than 10% These two
places are at opposite ends of the spectrum.
New Zealand’s income per person ranks about
30th in an international setting, according to
data published by the International Monetary
Fund. New Zealand’s peers are Korea and Italy.
If we rank our regions, they look very different.
Kawerau looks more like an emerging economy
such as Hungary or Argentina. Orakei looks
more like Switzerland or Canada, which
are in the top ten.
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03
Global

A cork bobbing in the ocean.
New Zealand is a small economy operating in
a large and interconnected world. There are
a multitude of connections, through trade,
capital and migration. What happens in the
global economy matters for New Zealand,
but we have little control over it. International
threats are magnified by high levels of foreign
debt (that is, high leverage risk) and declining
export diversification in the commodities
we trade and the countries we trade with
(that is, high concentration risk).
New Zealand has high leverage risk. New
Zealand has long spent more than its
national income. The shortfall is funded
by borrowing from overseas (the current
account deficit), which has accumulated
over many decades to a net external liability
position of $148 billion, or 67% of GDP.
This is equivalent to $32,500 of external
liabilities for each New Zealander.
Many of the liabilities are through the banking
system, which borrows offshore to plug the
domestic savings-investment gap. There is
a risk that too much of the foreign borrowing
has been directed to housing, rather than
increasing the productive capacity of New
Zealand businesses. The latter helps to
increase future incomes and the ability to
repay debt.
New Zealand’s foreign liabilities are unlikely
to be redeemed all at once, like the sudden
capital flight of the 1997 Asian Financial
Crisis. This is because the liabilities are largely
denominated in NZD and are medium- to
long-term in nature.

The risk from external liabilities is less about
a sudden stop and more about a slow and
lingering credit rationing. If global investors
reassess New Zealand’s risk profile and
refuse to lend, or lend at a much higher price,
it will have inevitable economic costs, namely
an inability to fund the investments necessary
for economic growth. There are no easy fixes,
but investing in income-enhancing projects
and improving domestic savings are two
key levers.
New Zealand is also exposed to risk through
concentration in its global trade. Exports
are increasingly concentrated in a few
commodities and a few countries. Over the
past five years, total goods exports have
risen by $5 billion, but much of the increase
has been in exports to China (which has
seen an increase of $7 billion, $4 billion
of which was dairy products). Increasing
concentration exposes the economy to
risks relating to shifts in demand, fluctuating
prices or weather events.
New Zealand’s geographic isolation is
reduced by the internet, which connects
us to the world. But this also means that
New Zealand is just as vulnerable as other
countries to cyber threats. These threats can
originate from any location and can affect
organisations anywhere in the world. There
have been recent high-profile examples,
including virus attacks on key infrastructure,
client data being held to ransom, hacking of
personal client data for fraudulent use and
spying on competitors. The average cost of
a data breach is around US$3.5 million and
rising, according to one study.22 Reducing
the risk of cyber security breaches is a
critical issue for any organisation in the
modern global economy.
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This section of the paper brings together Chartered Accountants Australia
and New Zealand’s key perspectives on what New Zealand’s next
government should focus on in order to advance the nation’s
economic well-being.

Acting on the
SWOT analysis
Contributing to a robust debate about public
policy is a priority for Chartered Accountants
Australia and New Zealand. The policy
proposals in this document draw upon the
key strengths, weaknesses, opportunities
and threats highlighted in the preceding
SWOT analysis. They also arise from our
work developing and analysing policy
proposals for our leadership papers and
submissions to government and regulators.
These cover a wide range of issues affecting
the Australian and New Zealand economies.

During FY 2013–14, between them
the Institute of Chartered Accountants
Australia and the New Zealand Institute
of Chartered Accountants made 233
separate submissions to government
and regulators (including international
bodies), and released 14 leadership
papers covering topics as diverse as child
care and the financial system inquiry.23

Chartered Accountants act in the public
interest as dictated by the ethical standards
that apply to the profession right around
the world. Upholding the public interest
should feature most prominently in public
policy development in New Zealand. Policies
should be fair to both current and future
stakeholders. Key sustainability principles
should be embedded into the frameworks
used by policy makers.24 This will ensure that
decisions taken on key components of the
economy, such as energy and infrastructure,
take account of the broader and longer term
implications to society and the environment.
A key opportunity for New Zealand is around
quality of life. Growing inequality is a threat
which needs to be managed.
While New Zealand has strengths in its robust
institutions, policy settings and independent
foreign policy, it has weaknesses in its
tendency for policy overshoot, resistance
to change and copycat approach to issues.
Good public policy making means that
current ‘elephants in the room’, like the ageing
population and compulsory saving, need to
be acknowledged. If New Zealand is to set
itself up for future growth and prosperity,
it is critical that these and other issues are
properly discussed, debated and consulted
on by government.
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The following sections of the paper have
been prepared to assist New Zealand’s
leaders in shaping their agenda for the next
term of government. Chartered Accountants
Australia and New Zealand has identified four
key criteria for good economic policy design:

•
•
•
•

Fiscal sustainability
International regulation and co-operation
Increased productivity and growth
Effectiveness and stability of
financial markets.

Chartered Accountants Australia and
New Zealand considers these areas to
be fundamental to lifting business and
consumer confidence, which in turn will
help New Zealand as a whole to meet the
challenges confronting us in the future. Each
of the four dimensions is explored further
below, with recommendations drawn from
Chartered Accountants Australia and New
Zealand’s recent submissions and leadership
papers, as well as expert advice, including
the SWOT analysis.

Chartered Accountants Australia and
New Zealand is determined to work
alongside policy makers, influencing
legislative and regulatory reform that
will ultimately result in a more robust
and efficient economic framework.

01

Fiscal sustainability

Fiscal sustainability has been defined by
NZIER as ‘the ability of government to
fund current and future obligations, that is,
whether revenue will be sufficient to meet
planned expenditure’.25 New Zealand is
currently in a good fiscal position, having
navigated successfully out of the GFC.
However, in order to maintain this position,
decisions need to be taken about broadening
the tax base, particularly in the context of
an ageing population and given that the size
of government is not reducing significantly.

Budget surplus and
debt levels
Recent efforts to return the budget to surplus
have paid off, with the Budget 2014 showing
a small operating balance surplus. This shows
significant fiscal restraint, especially given
the impact of the Canterbury earthquakes
during the recovery period. It is important,
however, that future steps to reduce the
national debt should not be to the detriment
of key capital expenditure requirements.
New Zealand needs to invest the benefits
from the current agriculture boom in setting
itself up for future challenges and threats.
In government, as in business, there is
no reason why capital expenditures and
certain long term policy programmes cannot
be partly funded through government
borrowing (or, in this instance, not reducing
the debt levels so quickly). This could include
expenditure on large-scale infrastructure
projects, such as roads and airport
development, or policy programmes which
require investment now for future savings,
such as programmes to help increase the
literacy and numeracy levels.
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Superannuation
In the landscape of an ageing population, and
the increasing burden on the public purse of
providing incomes to retirees, the government
needs to review the ways in which support is
provided for New Zealanders. The time has
come for a broad, long term review of New
Zealand’s retirement incomes system.
A long term plan for the creation of a flexible,
sustainable system is encouraged. It will be
important to allow for an ageing population,
increasing life expectancy and changes
in work patterns, and to manage public
expectations and promote self-sufficiency.
New Zealand can learn from the lessons
of other countries, including Australia.
Australia has seen significant benefits
from the introduction of a compulsory
superannuation system in which a percentage
of workers’ incomes is directed to a super
fund of their choice (currently 9.5% and
eventually increasing to 12% by FY 202223). Assets held in Australia’s personal
superannuation funds now amount to
$1.84 trillion26 and are expected to grow
to $7.6 trillion by 2033.27 These personal
savings will significantly alleviate the burden
on the public purse through the provision
of government-funded superannuation.28
Further lessons can be learned with regard
to government assistance in retirement,
particularly around ages of eligibility that
have not kept pace with life expectancies.
Australia currently pays some form of
government-funded superannuation to
80% of its population above 65 years of age.

In New Zealand, that figure is 96%.29 Australia
is still to achieve a mature super system and
the deliberations over the balance between
adequate super savings and governmentfunded superannuation continues.
It will be important to determine how the New
Zealand superannuation system will interact
with Kiwi Saver and individual retirement
savings over the long term, including how
savings will affect eligibility for government
support. Any compulsory savings would
need to be accompanied by appropriate
tax incentives to ‘compensate’ for the
requirement to save for retirement. New
Zealanders may need similar tax incentives
to agree to additional voluntary savings.
In the context of an overall review of the
retirement incomes system, consideration
may also be given to the range of super
fund options, including self-directed savings
vehicles (known as self-managed super funds
in Australia) as well as retail, government and
not for profit (NFP) super funds. Each option
has both advantages and disadvantages.
A sustainable retirement incomes system
that promotes and encourages savings
throughout a person’s working life will
enable New Zealanders to look forward
to a comfortable retirement and reduce
the required government spending in the
long term.

Recommendation
A broad review of New Zealand’s entire
retirement incomes system is needed.
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Sustainability of the tax base
Successive New Zealand governments have
sought to maintain a broad-base low rate
(BBLR) approach to the tax base. They have
done so in the belief that such an approach
promotes fairness, economic efficiency and
revenue integrity and keeps administration
and compliance costs low. It is hard to
argue with such an approach or to ignore
its success. However, governments also
need to focus on the medium to long term
sustainability of the tax base, particularly
in the context of an ageing population and
the size of government.

Tax (GST) rate from 12.5% to 15% and reducing
personal marginal tax rates. However, the
extent of the country’s continued reliance on
the essentially mobile personal income tax
and corporate tax bases raises questions
about the sustainability of the system for the
long term. This is particularly so given New
Zealand’s ageing demographic profile, the
globalisation of trade, the digitalisation of the
economy and the increasing mobility of both
labour and capital.

Pressure on the tax base will increase
as the number of retirees grows and
as government spending increases. An
Tax accounts for a relatively large proportion
ageing population places more demands
of New Zealand’s GDP. In 2012, personal
on the tax base and greater pressure on
income tax was 12.4% of GDP (considerably
a smaller proportion of the population to
higher than the OECD average of 8.7% and
fund retirement incomes. If these issues
the Australian figure of 10.4%). In the same
year corporate tax was 4.4% of New Zealand’s are not addressed it is inevitable that the
GDP, nearly one and a half times the OECD
tax base will need to be broadened or
average of 3%.
the rates increased.
New Zealand still relies relatively heavily
on tax bases that are essentially mobile
(personal income tax and corporate
tax). In the 2014-2015 year, nearly 60%
of New Zealand’s tax base is forecast
to come from personal income tax and
corporate tax. In our view New Zealand
needs to rely less heavily on personal
income tax and corporate tax in the
medium to longer term.
The 2010 tax reform package shifted the New
Zealand tax base further toward consumption
(a less mobile base) and away from income. It
did so by increasing the Goods and Services

Base broadening options that have been
mooted at different times include the
introduction of a capital gains tax (CGT), a
low-rate land tax or property tax, a wealth
tax, financial transactions tax, and measures
targeted at specific activities such as
residential rental property.
The OECD has called for the implementation
of a CGT and an increase in property or
land taxes to facilitate a more efficient and
equitable tax structure. It believes that taxing
immovable property is the mechanism that
is least harmful to long term growth. It also
suggests that the lack of a CGT exacerbates
inequality in New Zealand (by reducing the
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redistributive power of taxation), reinforces a
bias toward speculative housing investments
and undermines housing affordability.
In our view, a CGT is unlikely to be the answer
and is certainly not the panacea that some
are suggesting. The Tax Working Group did
not recommend the introduction of a CGT
because of the complexity and practical
challenges it would bring. We share the
Group’s view that a comprehensive CGT
that included the family home in the base
would be very complex and would give rise
to significant practical challenges, and in any
case is unlikely to be politically viable. A partial
CGT (excluding the family home and levied on
realised gains only) would create distortions
and inefficiencies.
Although estimates vary, the projected
revenue from a partial CGT would be
relatively inconsequential as a percentage
of the total tax base. It seems unlikely that
the fiscal return would justify the complexity,
compliance costs and administrative burden
such a tax would bring with it.
Another significant point that seems to be
ignored in the debate about CGT is that most
of the burden of a New Zealand CGT is likely
to be borne by the small group of taxpayers
(individuals and companies) who are already
paying a very sizeable portion of the income
tax and corporate tax.
Land is immobile and therefore, potentially,
a more sustainable tax base than personal
and corporate taxes. A low-rate land tax
has some appeal but also raises many
challenges – notably the likelihood that
it would reduce the value of land on
introduction, to the detriment of existing

landowners. Although a land tax would
be relatively simple to administer, the
design of such a tax would need to address
significant equity concerns in relation to,
for example, communally owned land,
farmland and land owned by people in
retirement. Some landowners are already
struggling to pay local authority rates and
would not be able to afford an additional
tax on real property.
Base broadening measures targeted at
specific sectors (e.g. the ring-fencing of
losses from certain activities) have not been
successful in the past, and governments
should be cautious in implementing them.
The removal of depreciation on buildings
several years ago is an example of a specific
measure that, while presumably achieving
the desired fiscal outcome and reducing the
tax benefits of residential rental investment,
has had adverse effects on productive
enterprises and building owners generally.

New Zealand has a highly efficient GST
(consumption is a relatively immobile
base). The GST base is broader than
in other countries and successive
governments have wisely resisted calls
to narrow it. The end result is that New
Zealand’s GST is the envy of many other
countries. It is no surprise that in New
Zealand GST is 10% of GDP compared
to 3.3% in Australia and an OECD
average of 6.4%. However, further rate
increases would be a significant political
challenge given the perceived regressive
nature of consumption taxes.
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The GST base is at some risk as the digital
trading of goods and services increases
exponentially. Governments worldwide
appear to be struggling to find appropriate
responses to protect their consumption
tax bases. New Zealand needs to address
the challenge and implement a strategy
to protect the GST base in an efficient and
effective way.
New Zealand’s reliance on personal tax is
exacerbated by its reliance on a small number
of individuals to pay the most significant
portion.30 Two per cent of New Zealand’s
adult population pay 22% of the ‘gross’
income tax collected (i.e. income tax before
Working for Families and certain other
transfers are made) and 12% of the adult
population pay over 50% of the ‘gross’ total.
Conversely, 10% of the total income tax
collected is contributed by just over 50%
of the adult population. The numbers are
in even starker relief when the ‘net’ position
(i.e. after the payment of Working for
Families assistance) is used as the measure.
New Zealanders support a progressive tax
system but need to be aware of the risks of
relying on a relatively small group of individual
taxpayers to pay such a significant proportion
of the total income tax. The emigration of
even 10% of the highest earning group would
have a material effect on the total income
tax collected.
The medium and long term sustainability
of New Zealand’s tax base will depend on
informed debate and decisions about base
broadening options and about appropriate
degrees of flexibility.

Certainty in the tax system
Providing taxpayers with a reasonable
degree of certainty is critical to maintaining
the integrity of the tax system.
The success and sustainability of the New
Zealand tax system is based on taxpayer
trust and voluntary compliance. There needs
to be widely held confidence in the integrity of
policy and the law making process and in tax
administration. That confidence depends on
certainty, or at least predictability, of tax law,
tax policy outcomes and tax administration
practices and decisions.
Since 1994 successive New Zealand
governments have followed the Generic Tax
Policy Process (GTPP) in developing, enacting,
implementing and reviewing tax policy. The
GTPP is much admired internationally as
a process for reforming tax law. It enables
government to develop tax law in close
consultation with business, tax advisers
and other stakeholders and encourages
early and explicit consideration of key policy
elements and trade-offs. The GTPP has led
to significantly improved tax policy outcomes.
However, the degree to which the GTPP is
followed varies. On occasion the process
is ignored, or key parts of it are. A recent
example is the introduction of the lookthrough company rules via a Supplementary
Order Paper to a Bill that was almost through
Parliament. The bypassing or short-circuiting
of the process is understandable in cases
of real and immediate risk to the tax base,
but those cases are rare. There have been
occasions in recent years in which reforms
that do not pose an immediate risk to the tax
base have been introduced in a way that calls
into question the government’s commitment
to the GTPP. Political expediency appears
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to have prevailed over due process in these
situations. Divergence from the GTPP has
resulted in uncertainty for taxpayers and, in
some cases, the need for ongoing remedial
amendments to legislation.
New Zealand’s single house parliamentary
system and three-year electoral cycle have
many positive implications and are likely
to stay. However, they do mean that New
Zealand’s law is susceptible to short term,
ad hoc, politically driven reforms, which is
not ideal when it comes to tax. According
to the Tax Working Group’s 2010 report,
piecemeal changes to the tax system have
undermined the integrity, acceptability and
political sustainability of the tax system.
Chartered Accountants Australia and New
Zealand agrees with the Group’s view that
tax reform should be viewed as a long term
or quasi-constitutional exercise, and with its
recommendation that government should
introduce institutional arrangements to
protect the coherence, efficiency, fairness
and integrity of the tax system. The Group’s
report cited Australia’s Board of Taxation
as one example of such an institutional
arrangement and there are other models
that could usefully be evaluated.

Recommendation
Government should reaffirm its commitment to the
Generic Tax Policy Process and consider institutional
arrangements to protect the integrity of the tax system.
Just as important as predictability of tax
law is the ability for taxpayers to rely on the
Commissioner’s interpretations of that law
and on the administration decisions that flow
from tax law and policy. Inevitably, as the law

changes, the Commissioner’s interpretations
of that law also need to change. It is critical
that changes in policy interpretation are fully
consulted on so they do not create undue
uncertainty, particularly in the period between
when they are issued and finalisation.
Taxpayers must not be left hanging.
Taxpayers also need the Commissioner’s
administrative responses and operational
practices to be consistent and predictable.
Most often they are – but not always.
Absence of consistency and predictability in
administrative practice undermines taxpayer
confidence in the accuracy and fairness of
the system.

Fiscal Literacy
The low level of fiscal literacy in New Zealand
is a potential risk to the tax base. For a
number of years, many New Zealanders have
not been required to file income tax returns.
This is because their income is fully taxed at
source and the ability to deduct expenditure
incurred in deriving their mainly salary and
wage income is very limited. On the plus side,
this system reduces tax compliance costs
and is very efficient. A downside is people’s
limited engagement with the tax system.
Their knowledge of the tax system and their
understanding of even the most fundamental
aspects of the government’s fiscal position and
fiscal risks are likely to be limited as a result.
The New Zealand tax system relies on
voluntary compliance. People are more
likely to comply with rules if they understand
those rules and why they exist. One way of
broadening support for the tax system is to
educate the community about how it works,
how it can be improved and how risks can
be mitigated.
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02
Although concerted efforts are being
made to improve the level of financial
literacy in New Zealand, there is little
evidence of efforts being made to
improve New Zealanders’ ‘fiscal literacy’
– their understanding of the tax and
transfer system and of the tax base
and their contribution to it.
Furthermore, as technology changes how,
when and by whom tax is paid and collected,
there is a real risk that communicating and
educating people about tax and their tax
obligations is seen as less and less important.
Any such trend needs to be resisted. Instead,
tax communication and education needs to
be stepped up.
The black economy is one of the New Zealand
system’s Achilles heels. Little has come of
past initiatives to address it. The best way
of tackling the black economy might be an
ongoing public education campaign which
explains that tax not paid by one person
or business will ultimately be paid by other
taxpayers and the wider community. The
campaign to reduce the road toll could be
a useful benchmark, given that it appears
to be achieving its objective.

Recommendation
Increase communication and education about tax
to achieve a more widespread understanding of
the tax system and tax base, thereby encouraging
compliance and reducing the size of the black economy.

International
regulation and
co-operation

New Zealand has prided itself on its
independent foreign policy, but it is a
small and distant nation in the world
economy. As the SWOT analysis
has shown, the rise of Asia and the
possibility of convergence with
Australia provide key opportunities.
The merger between the New Zealand
Institute of Chartered Accountants and
the Institute of Chartered Accountants
Australia demonstrates on a smaller scale
the potential benefit of greater trans-Tasman
co-operation.

Closer Economic
Relations with Australia
Last year saw the 30th anniversary of the
Closer Economic Relations Trade Agreement
(CER) between Australia and New Zealand,
and indications are that ‘CER has produced
benefits overall for Australia and New
Zealand ...’ 31
In the past three decades, much progress
has been made in boosting alignment
and symmetry between financial markets,
competition and tax policy and the broader
regulatory settings that impact on businesses
operating across the two jurisdictions.
However, progress is slowing on some of the
remaining issues on the Single Economic
Market programme, and there are challenging
hurdles to further integration.
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Mutual recognition of imputation and
franking credits is one long-standing issue.
It is commonly acknowledged that the lack
of mutual recognition of imputation and
franking credits is a form of tariff on transTasman investment flows. As a result,
resources are not allocated efficiently
because of the incidence of double taxation
on the same income flow, which leads to the
distortion of investment decisions. It is the
view of Chartered Accountants Australia
and New Zealand that if double taxation of
investment flows were reduced, the amount
of mutual investment from both sides of the
Tasman would increase, as investors would
be neutral about whether the proposed
investment was in Australia or New Zealand.

Recommendation
There is now a high degree of integration and
commonality between the New Zealand and
Australian economies, but there is still more
to be done:
• Every effort should be directed towards ensuring
that business activities conducted between the
two jurisdictions are as ‘seamless’ as possible.
• The mutual recognition of imputation and
franking credits should be progressed to
adoption, initially via Australia’s Tax Reform
White Paper,32 with a degree of urgency.
• New Zealand needs to continue its involvement
in Australia’s Competition Inquiry and Financial
System Inquiry to ensure that the impacts on
New Zealand’s economy are properly considered.

International
tax law changes
Business is becoming more globalised every
day. Changes in business models warrant
a review of the existing international tax
rules to determine whether they are still
appropriate. This poses a significant challenge
for the global tax system as countries try to
develop more effective rules for allocating
profits from cross-border transactions
and for determining taxing rights between
jurisdictions. New Zealand is susceptible to
international tax law changes that may deliver
inappropriate outcomes for our country.
The G20 and OECD are committed to
addressing Base Erosion and Profit Shifting
(BEPS). The outcome of this work is critical for
New Zealand as a whole and for businesses
operating from, and in, New Zealand.

The New Zealand Government needs
to be fully engaged in the multilateral
discussions and negotiations. It would
be a mistake for New Zealand to act
unilaterally.
However, it would also be a mistake for New
Zealand not to exercise a degree of caution
and self-protection (while still being a good
global citizen).

Recommendation
Government should engage fully in the international
debate and negotiation about tax policy settings
but exercise caution when considering the adoption
of new rules.
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Anti-money laundering
The first phase of New Zealand’s Anti-Money
Laundering and Countering Financing
of Terrorism (AML/CFT) Act came into
force in June 2013. The AML/CFT Act
imposes obligations on various ‘reporting
entities’ including financial institutions,
casinos, and certain financial advisers.
The policy objectives of the new AML/CFT
regime are supported by many businesses
and professions.
Other non-finance businesses and
professions such as accounting, law,
conveyancing and real estate currently have
an ‘ordinary course of business’ exemption,
which is due to expire in 2016. Current
expectations are that AML/CFT obligations
will be imposed on these businesses and
professions as part of the second phase
of the regime. Australia has taken a similarly
phased approach.

Recommendation
There needs to be close consultation during the
development of the regime’s second phase, to
ensure that the compliance burden is proportionate
and the system is efficient. Where possible the
scope of coverage in Australia and New Zealand
should be aligned.

03

Increase productivity
and growth

Increasing productivity represents a key
challenge for New Zealand’s medium-term
economic prosperity. As the SWOT analysis
notes, there is a key opportunity for New
Zealand to close the gap in income per capita
with Australia. While there are many ways
to increase productivity, the majority lie with
business. Policy plays only a limited role,
but it can be used to encourage and assist
certain outcomes. The following key areas
of focus have been identified in this paper:

• Skills and education
• Small and medium enterprises
• Workforce participation.

Skills and education
The core building blocks for ensuring a
strong New Zealand economy are skills and
education. It is vital that the government
continues to invest in the development of
skills and education to support innovation
and business growth which will benefit
the economy now and into the future. In
addition to formal skills and education, the
government needs to encourage research
and development both in the university and
private sectors. The 2014 Budget reduced
tertiary tuition fees for certain courses,
including science, to improve innovation
and productivity. This is a welcome initiative.
In addition to these changes, the National
Strategy for Financial Literacy 2014 sets a
series of goals to achieve by 2025. One of the
outcomes is, ‘all learners to achieve financial
literacy outcomes as part of their educational
pathway’. It is important that the government
continues to provide the support required
for these outcomes to be achieved.
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Embedding appropriate levels of basic
financial literacy in the school curriculum is
an important ingredient in equipping future
generations of New Zealanders with the
information they need to make personal,
employment and business decisions over
time. Under-investment of resources in this
vitally important area could ultimately have
a damaging effect on the capacity of future
generations to navigate their way through
the complex business environment.

Recommendation
Continued support for the National Strategy
for Financial Literacy is needed, particularly
at school level.

Small and medium sized
enterprises
Small and medium sized enterprises (SMEs)
play a significant role in the New Zealand
economy and are critical to achieving
the growth and productivity goals set by
successive governments.
The complex nature of the tax obligations
imposed on small business in New Zealand
needs to be addressed. Many small
businesses are compelled to spend time on
tax compliance that they could otherwise
spend on growing their businesses, and
to seek tax advice for relatively simple
commercial transactions. Tax complexity
leads to high compliance costs, inefficiencies
and loss of productivity. Compliance costs
do not add value to businesses. Instead
they impose deadweight costs.
Government, business and tax advisers need
to work together to develop fresh approaches
to taxing SMEs, so that these businesses

are able to focus their efforts on growth.
This will require an open-minded approach
to new ideas and models that have proven
successful overseas. There also needs to
be a level of comfort with compromises,
as solutions are likely to involve trade-offs
between accuracy and simplicity. The current
rules generally require 100% accuracy; the
concept of materiality barely plays a part,
and the opportunity to correct errors in a
subsequent period is limited.
Key questions include whether a ‘one size
fits all’ tax system is essential and whether
‘near enough’ should be ‘good enough’ for
small businesses. Should a ‘micro business’
(e.g. a business with no employees and a low
turnover) or a small business be required
to meet the same standards as a large
corporate? We should aim for a system that
imposes income tax and GST compliance
costs in proportion to the size of the business.
A micro or small business should bear a
commensurately small compliance burden.
In considering any tax and social assistance
simplification options, the Government will
be concerned with protecting the tax base
– a legitimate concern. However, reducing
tax compliance costs should be achievable
without compromising tax neutrality
significantly. Furthermore, if SMEs spend
less time and money on tax compliance
their businesses should grow, as should
the economy as a whole and the tax base.
Bold thinking and a degree of risk-taking
are needed here.
Tax simplification should be an integral part of
the Inland Revenue’s Business Transformation
project, which seeks to achieve a New Zealand
tax administration that is fit for the 21st
century and the global benchmark.
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Recommendation
The Government should be open to bold ideas and
fresh thinking as to how to simplify tax, especially
for SMEs.

Complexity in family
scheme income
An area of real complexity in New Zealand tax
law is the concept of ‘family scheme income’,
which determines entitlement to certain types
of social assistance. The definition has become
so complex that families are told to seek
professional advice to determine their eligibility
and entitlements. This is counter-intuitive –
families that need Government assistance
are not in a position to pay for that advice.
A simpler solution is required.

Workforce participation

adopt a diversity policy, but those that do
must disclose their board’s evaluation of
the issuer’s performance with respect to
that policy.35
Australia goes further than this. The
Australian Stock Exchange (ASX) Corporate
Governance Principles recommend that
listed entities:

• Have a diversity policy which includes
requirements to set measurable objectives
for achieving gender diversity and to
assess annually both the objectives and
the entity’s progress in achieving them
• Disclose that policy and progress made
towards achieving the targets.36
Under the ASX’s ‘if not, why not’ approach,
those entities that choose not to adopt these
recommendations must explain their reasons.

Pay equity also needs to be addressed
in gender diversity policies.

This year, 58% of the candidates in the
Chartered Accountants Program are
women.33 Chartered Accountants Australia
and New Zealand is committed to supporting
these members to either remain in work
or return to work following career breaks.
Increasing the workforce participation of
financially literate women will enable more
of them to reach senior positions; it will also
assist in achieving broader goals such as
increasing the number of women on New
Zealand boards. It is well documented
that New Zealand needs to improve its
representation of women at senior executive
and board level.

Taking the accounting profession as an
example, male Chartered Accountants with
five or fewer years’ experience earn $3,605
more than female Chartered Accountants at
the same stage in their careers. This difference
in remuneration continues throughout their
careers, with the gap in average remuneration
becoming as large as $47,315 in the group
with 16 to 20 years of experience.37 The ASX
also encourages listed entities to undertake
gender pay equity audits.38

The New Zealand Stock Exchange (NZX)
has introduced a rule which requires listed
issuers to include annual report information
about the gender composition of directors
and officers.34 Issuers are not required to

The government should fund further research into
the type of interventions needed to increase the
number of women in senior positions and reduce
the gender pay gap.

Recommendation
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Effectiveness and
stability of financial
markets

Over the last few years, many global
economies have experienced significant
and damaging effects from the GFC.
Millions of investors have lost money in
capital markets and secondary markets
due to over-leveraging of debt facilities
and opaque corporate structures.

The Act’s objectives include the creation
of fair, efficient and transparent financial
markets and the creation of confident and
informed investors. Measures to reduce
the length and complexity of the material
provided to retail investors are one of the
key reforms introduced by the Act.

The Act also contains measures to free
up capital raising and reduce compliance
costs. For example, there are exemptions for
employee share purchase schemes, small
personalised offers, same class listed offers,
and licensed intermediaries providing crowd
funding platforms. Professional advisers
While New Zealand has emerged from the
have a big role to play in steering participants
crisis and confidence is building, there remains
through the new regulatory landscape.
a high leverage risk. Maintaining effective and
stable financial markets is critical to the future
Recommendation
sustainability and resilience of the economy.
Work to strengthen New Zealand’s capital markets
is ongoing. Areas Chartered Accountants Australia
Capital markets
and New Zealand would like to see the government
A recent survey by the Financial Markets
focus on include:
Authority indicates that confidence in New
• Addressing differences in the taxation treatment
39
Zealand’s financial markets is growing.
of different forms of savings vehicles, with a view
The Financial Markets Conduct Act (‘the
to equalising treatment over time, as highlighted
Act’), a ‘once in a generation’ rewrite of
in MBIE’s recent Business Growth Agenda
New Zealand’s securities laws, is being
publication Future Direction 2014
progressively implemented. It is the final
• An ongoing focus on financial literacy
stage of a series of financial sector reforms
(as indicated in section 3)
in the aftermath of the GFC and the failure of
• Increasing the amount of independent analysis
numerous New Zealand finance companies.
and research available on NZX-listed companies.
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Liability reform
An issue close to the heart of many
professionals in the business community
is the introduction of sensible limits to their
civil liability. In New Zealand, when multiple
defendants are involved, liability is joint and
several – meaning a plaintiff can recover
their full loss from any defendant regardless
of the extent of that person’s fault. Those
defendants with deep pockets, including
accountants and other professional advisers,
can end up paying out far more than their
share. The amounts involved can be large,
even catastrophic, for a particular business.
Other countries, notably Australia, have
moved away from joint and several liability.
Australia has both proportionate liability
and a statutory liability cap for certain
professions. Under proportionate liability,
each defendant is only liable to the extent
of their fault and is not responsible for the
liability of any other defendant. Under a
liability cap, each defendant is only liable
to the extent of that cap.
Chartered Accountants Australia and New
Zealand’s view is that New Zealand’s civil
liability system needs reform. The ongoing
impacts of the GFC, as well as New Zealand’s
own leaky building crisis, demonstrate that
joint and several liability is inequitable, as is, in
the current legal and economic environment.
Certain professional service providers face
increasing exposure to civil liability claims and
must have access to professional indemnity
insurance that provides adequate cover at
a reasonable price.

A well-functioning insurance industry
is essential to provide protection for
wronged investors and consumers.
The New Zealand Law Commission has
been considering the issue and in June
made a series of recommendations to
government.40 Chartered Accountants
Australia and New Zealand is particularly
pleased to see these recommendations
include adjustments for particular sectors,
including the audit profession. Broadly in
line with our submission, the Commission
has come out in favour of a liability capping
scheme for auditors and audit firms
conducting large or complex audits in
New Zealand. The government is
due to respond to the Commission’s
recommendations in early 2015.

Recommendation
New Zealand needs a new civil liability system,
ideally one with proportionate liability and statutory
capping of professional liability.

More information online at
charteredaccountantsanz.com/futureinc

+
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Role of assurance
Audit and assurance play an important
role in maintaining the strength of New
Zealand’s financial and business markets,
while supporting financial integrity in society.
The recent changes in the external audit
regulatory and standard-setting frameworks
demonstrate how external audit is integral
to capital market confidence. It is also vital
for the strength of the NFP sector, which is
a cornerstone of the New Zealand economy.

Businesses flourish when they are
supported by clear, simple but
effective regulatory environments.
Regulatory change has moved New Zealand
closer to global convergence while keeping
the environment relevant. Over the next few
years there will be many overseas proposals
and ideas relating to audit regulation to
consider, such as those recently proposed
in Europe.41
It should be recognised that economic
conditions in other countries may be driving
certain changes. As the SWOT indicates,
New Zealand should not automatically adopt
international solutions. Any proposals need
to be considered in light of New Zealand
business and market needs. A recent
World Bank Survey42 ranks New Zealand
number three for ease of doing business,
and number one for both investor protection
and starting a business. These vital
components of New Zealand’s strength
must not be lost.

Outside of capital markets, New Zealand
business and competitiveness can be
enhanced by the provision of independent
assurance. Demand for increased
accountability and transparency in the NFP
sector is strong. This demand has prompted
the introduction of proposed statutory
assurance requirements,43 which would
provide a strong basis for decision making
and ultimately a stronger economy.
However, unnecessary cost arises when
the various regulations have differing
assurance criteria or regimes. Having
different regulations, using different wording
for assurance or attempting to prescribe
assurance procedures brings conflict, cost
and confusion. Business needs clarity and
certainty to flourish.
The New Zealand Auditing and Assurance
Standards Board (NZAuASB) has the
authority and ability to determine standards
and these standards should be the reference
for any regulation. The NZAuASB is part
of the External Reporting Board (XRB)44
structure, which is a robust vehicle for setting
appropriate standards and guidance. It also
limits costs to business by providing consistent
criteria and regimes for providing assurance
services. The government should, with
appropriate advice from key stakeholder
groups, continue to support and promote
the role of assurance in driving effective and
efficient markets for New Zealand businesses.

Recommendation
Changes to audit regulations overseas should
not be adopted for New Zealand without careful
consideration of the local market needs.
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Financial reporting
New Zealand has recently undergone major
reform in the financial reporting area, with
significant changes being made to both the
financial and statutory reporting frameworks:

• Under the XRB’s new Accounting
Standards Framework, New Zealand has
moved from a single set of sector-neutral
accounting standards to a multi-sector
approach. The new two-sector framework
(for-profit and public benefit entities) has
been rolled out progressively since 2012
and is expected to be fully introduced by
the end of 2016
• A new Financial Reporting Act came
into force on 1 April 2014. This Act alters
the financial statement and assurance
requirements for many New Zealand
entities. For example, many SMEs no longer
have general-purpose financial reporting
obligations; instead, they are required to
prepare simplified statements.
The changes are intended to align and
simplify the financial reporting requirements
for companies and partnerships, and
increase the transparency of financial
reporting for charities.
Chartered Accountants Australia and New
Zealand is supportive of these changes.
Recent work undertaken by Chartered
Accountants Australia and New Zealand in
this area includes: a series of seminars on
changes to financial reporting for SMEs,
conducted with the XRB and Inland Revenue;
the release of an optional Special Purpose
Financial Reporting framework for SMEs;
and the development of an online financial
reporting tool.

It will be important to assess the impact of
ongoing financial reporting requirements
for key growth areas, including start-up
entities utilising the new capital raising tool
of crowd funding. Compliance costs need
to be proportionate to ensure the benefits
of these low cost capital raising initiatives
are recognised.

Integrated reporting
Chartered Accountants Australia and New
Zealand have long advocated for reporting
that is more meaningful for a broad range
of stakeholders and that demonstrates the
links between strategy and the business
model. The GFC, globalisation, societal
expectations and increased regulatory
requirements have added layers of
complexity to current corporate reporting
models. Integrated reporting seeks to provide
a more complete picture of an organisation’s
performance in areas beyond financial
metrics, and is becoming increasingly
necessary as investors demand greater
transparency of business strategies.
Last year, the International Integrated
Reporting Council (IIRC)45 released its
International Framework to establish a set
of globally accepted guiding principles that
govern the content of an integrated report.
The Framework is designed to support a
more resilient business environment and help
organisations to report on their strategy,
governance, performance and prospects
in a clear, concise and comparable format.
State-owned enterprise New Zealand
Post Group (NZ Post) is at the forefront
of integrated reporting in New Zealand.
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NZ Post is participating in a worldwide
pilot programme being run by the IIRC and
used the integrated reporting approach
when preparing their latest annual
report. Larger New Zealand companies
may increasingly find they need to adopt
integrated reporting in order to access
capital through global markets.

Recommendation
Government needs to monitor the progress of IIRC’s
pilot programme and global adoption of integrated
reporting to determine its strategic importance to
the New Zealand environment.

Emerging technology
Cyber security
Cyber security is frequently cited as a
key issue for business. Cyber attacks are
increasing globally, in particular attacks by
ransomware. In these attacks, an individual
or organisation’s files are encrypted or locked
and then released when a ransom is paid.
Victims vary from large multinationals and
public sector agencies to SMEs or individuals
with their own hardware linked to their work
email account.
While this is a business issue, government can
play a role in helping to strengthen resilience
by facilitating the sharing of information about
cyber security issues and emerging risks.
Government should continue to invest in the
National Cyber Policy Office and encourage
greater sharing of information by businesses,
to highlight new attacks and scams and
promote preventative action. The recent
‘Connect Smart for Business: SME Toolkit’
is a great initiative and we encourage other
similar projects.

XBRL
A number of governments around the world
have adopted eXtensible Business Reporting
Language (XBRL), as a way of reducing the
reporting burden for businesses. XBRL is a
global reporting format designed to make
financial information easier to access and
use. The underlying idea is that businesses
should be able to use the same information
and report in the same way to a range of
government agencies and investors. XBRL is
used by the world’s leading capital markets,
including Germany, Japan, Singapore, the UK
and the US. Indeed, these countries require
financial reports to be lodged in XBRL format.
One of the greatest benefits of using XBRL,
along with international comparability and
competitiveness, is that it makes better
information available for investors in capital
markets, on the basis that data will be
easily accessed, compared and analysed.
Ultimately, XBRL allows for more informed
decision-making across capital markets.
Australia implemented its Standard Business
Reporting (SBR) programme, in which
organisations use XBRL to report to a number
of government agencies, in 2010. However,
adoption of a similar programme in New
Zealand has stalled due to financial
constraints.46 Chartered Accountants
Australia and New Zealand recommends
that implementation of an XBRL-based online
reporting tool in New Zealand be prioritised.

New Zealand is in a good position,
but will need to take action now to ensure
a strong, sustainable and resilient future.

Conclusion
Politicians should take advantage of the
current fiscal stability to invest in critical
preventative initiatives for the future.
When spent wisely, a dollar invested
now on preventative measures can save
multiple dollars spent on reactive measures
in the future.
Investment in infrastructure to mitigate the
potential effects of natural disasters will
cost less than recovery efforts. Likewise,
investment to support disadvantaged children
will reduce potential future expenditure on
social assistance and increase social inclusion.
Early investment to address issues is money
well spent.
There are also tough decisions to be made
about compulsory saving and how to manage
the ageing population – decisions that will
help to create a sustainable and resilient
economy. Strong leadership will be needed
to see New Zealand through.

charteredaccountantsanz.com/futureinc
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