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5
CHAPTER  5

P R O T E C T I N G  A G A I N S T  M I S F O R T U N E

5.1 Introduction

While economic growth is necessary to ensure the well-being of all New

Zealanders, it will not do so on its own.  Some individuals will still suffer

continuing personal disadvantage or adverse events.  Thus, in addition to

general economic strategy, there are a range of government policies,

particularly in the social welfare, education and health areas, which are

intended to raise the quality and length of life for such individuals.  More

generally, the effectiveness of social policies can have a significant impact on

people�s lives and economic performance.

Over 70% of government expenditure, or nearly $24 billion, is currently

spent annually in the areas of health, welfare, employment and education.

The justice sector spends a further $1.2 billion.  Ensuring that value for

money is obtained from existing expenditure and from proposals for additional

resources is important for both fiscal policy reasons and wider economic

performance.  For these reasons, the Minister of Finance has a major interest

in the design and implementation of these policies.

To be effective, social policy interventions and institutions need not only to

create a sense of security, but also to encourage self-reliance, through leaving

people able and willing to take up the opportunities open to them.  In this

way people are more likely to be able to cope with any future misfortune

better.

5.2 The current situation

5.2.1 Progress made

In terms of improving people�s security and their opportunities to take greater

responsibility for their lives, considerable progress has been made in a number

of areas in recent years:

� Employment has grown strongly over the last five years.  Compared with

June 1991, over 220,000 more people are in employment, and the number

of people working full-time has increased by 159,000.

The government currently

spends $24 billion a year

on health, welfare,

employment and

education.
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� As the growth in employment has continued, the drop in long-term

unemployed has been marked.  Long-term unemployment (i.e. those

unemployed for longer than six months, as measured by the Household

Labour Force Survey) has dropped by over 40% in the last two years.

Thus, with a growing economy and appropriate assistance and incentives,

loss of employment for a period need not rule out subsequent

re-employment.

� Some households do struggle to make ends meet on low incomes, and

concern has been expressed that the number of such households has been

growing.  Assessing the extent of hardship, however, is controversial and

constrained by the difficulty in obtaining highly reliable data.  All measures

inherently involve value judgements and are inevitably arbitrary.  Using

methods and data commonly employed, the following trends appear to

emerge.1

Using a relative standard for defining hardship,2 or a standard which is

related to what is being earned by middle New Zealanders at any point in

time, the available data suggest that although the percentage of households

living in hardship increased during the late 1980s to the early 1990s, it

subsequently fell to be below, or almost at the same level as it was in the

1980s. (See Fig. 5.1).

Fig. 5.1 Hardship measured relative to median household income

Source: Household Economic Survey and TAXMOD

1 Where household income is estimated using the Household Economic Survey and the

Treasury microsimulation model TAXMOD, and further adjusted (equivalised) for household

size using the Revised Jensen scale.
2 Two relative standards are used in Fig. 5.1.  These are respectively 50% and 60% of the

median household income adjusted for household size.

Assessing the extent of

hardship is controversial.
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Alternatively, using fixed real income levels as the basis of comparison,3

then the percentage of households in hardship seems to have increased

from the late 1980s to the early 1990s.  However, it started falling from

1992/93 (see Fig. 5.2).

Fig. 5.2  Hardship measured using percentage of households below

fixed real income levels

Source: Household Economic Survey and TAXMOD

These movements in the extent of hardship appear to be inversely related

to the trends in economic and employment growth observed over the period.

The results then are consistent with the view that economic and

employment growth are key drivers of reducing hardship.  An important

final point is that because of the nature of the data, the evidence effectively

captures only the period up to March 1994.

� Recent policy changes have sought to improve work incentives for some

groups of beneficiaries.  While it is too early to measure the impact on

employment decisions, reduced benefit abatement rates for sole parent and

invalid beneficiaries, along with higher levels of assistance for people moving

into full-time work, are intended to increase the rewards from working.

3 The two rates used in Fig. 5.2 are simply the 1994 Invalids and Unemployment Benefit rates for

couples, respectively price adjusted for other years.

0

2

4

6

8

10

12

14

16

18

20

1987/88 1988/89 1989/90 1990/91 1991/92 1992/93 1993/94 1994/95

%
 o

f h
ou

se
ho

ld
s

UB '94   Rate Inval ids '94 Rate



78   BRIEFING TO THE INCOMING GOVERNMENT

PROTECT ING AGA INST  M I S FORTUNE

� Participation in tertiary education among the key 18 to 24-year-old age

group has risen strongly over the past decade (Fig. 5.3).  This has been

facilitated by a 69% increase in the number of subsidised full-time

equivalent student places over the period 1987-1996.  Although it is

difficult to say definitively what would have happened in the absence of

the introduction of tertiary fees and changes to student allowances, higher

fees, in conjunction with the Student Loans Scheme, do not appear to

have had a significant adverse impact on tertiary participation.

Importantly, from the perspective of improving opportunity, Maori and

Pacific Island people, who tend to be disproportionately represented in

lower socio-economic groups, have made greater use of student loans than

other students have done.

Fig 5.3  18 to 24-year-old tertiary participation 1980-1995 (includes

ACCESS and Training Opportunities Programme)

Source: Ministry of Education

� The numbers of Maori and Pacific Island people in education have

continued to rise in recent years.  For instance, the number of Maori

children enrolled in early childhood education increased by 33% between

1990 and 1995.  Over 40% of Maori school leavers now leave with a sixth

or seventh form qualification, compared to half that percentage in 1986,

and enrolments of Maori students in tertiary education nearly doubled

between 1991 and 1995.  A similar pattern is evident for Pacific Island

students.

Participation in tertiary

education by 18-24 year

olds has risen strongly over

the past decade.
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� In the health sector, public hospitals have increased the number of

operations conducted each year.  In terms of primary health care, child

immunisation rates have increased from around 65% total coverage in

1992 to 80% in 1995.  Numbers of pharmaceutical prescriptions and

laboratory tests have also increased markedly.

5.2.2 Challenges remain

Although progress has been made in advancing security, opportunity and

individual responsibility, more needs to be done.  Significant issues which

need to be considered include:

� The total number of people receiving a welfare benefit has decreased only

slightly, despite the strong growth in employment in recent years.  As the

number of unemployment beneficiaries has dropped, the numbers of

domestic purposes, sickness and invalids beneficiaries have continued to

rise.  While there are clear benefits in having a safety net available, there

are also significant risks for those for whom benefit receipt is a lasting

experience, and for their families.  These risks arise from the potential for

adverse effects of prolonged benefit receipt on labour market attachment

and a household�s resources.  In addition, a high level of welfare dependency

could have adverse effects on how well the economy performs in the coming

years, insofar as it contributes to higher tax burdens and slower growth in

the labour force.  Similar concerns are raised by the growth in numbers of

long-term ACC claimants.

Fig. 5.4  Total numbers receiving major income-tested benefits

(unemployment, invalids, sickness, domestic purposes,

widows), 1940-1996

Source: Department of Social Welfare Statistical Reports, New Zealand Yearbooks
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� A significant number of young people continue to leave school without

qualifications.  This reflects poor progress through school of our low

achieving students.  An International Education Association study, for

instance, shows that, in comparison to many other countries, New Zealand

has a wider spread in the scores attained by students.4  Our low achieving

students are likely to find it particularly difficult to maintain a footing in

the modern labour market.  They are therefore at risk of either sustained

unemployment or low-paid work with little opportunity for advancement.

A disproportionately high number of these young people are Maori or

Pacific Islanders.

� Clear indications of disadvantage remain for Maori.  In addition to

continuing to experience worse outcomes in the education system, Maori

are over-represented in the benefit system, in criminal offending and in

statistics for poor health.  The Maori rate of unemployment, despite having

dropped by over 40% since June 1991, remains well above the rate for the

population as a whole.

� The range of health care treatments continues to expand, and health

consumer expectations have increased as well.  Despite the increase in the

number of operations performed by our hospitals since the health reforms

were introduced, waiting times have not diminished.  Concern at the

performance of the health system continues to undermine overall

perceptions of security within the community.

Because individual behaviour and institutional decision-making are central

to the problems identified above, additional expenditure on its own is unlikely

to remedy them.

Rather, the design and implementation of existing policies is likely to need

modification, if progress is to be made in addressing these problems.

4 W. B. Elley, �How in the World do Students Read�, IEA Study of Reading Literacy, July 1992.  In

comparison to other countries New Zealand ranked highly on average scores.  However, its

ranking slipped significantly for low achieving students, while it rose even higher for high achieving

students.
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There is considerable overlap between many of the problems outlined.

Welfare-dependent families are lower income families.  Such families are

also likely to have lower skill levels, which may lead to other signs of

disadvantage.  Low incomes and benefit receipt in families are correlated

with lower educational attainment for children.  An ongoing Christchurch

study suggests that around 5% of families (approximately 20,000-30,000

families nationally) exhibit signs of serious multiple disadvantage, such as

low family income, behavioural problems, substance abuse, criminal offending

and poor health.5  The study suggests that 22% of the children in these

families go on to experience serious multiple problems themselves in later

life.  Indeed, approximately 40% of multiple problem teenagers come from

these families.  Policies which attempt to address one set of problems may

therefore produce benefits in other areas, as well as inter-generational effects.

There is likely to be considerable benefit from the coordination of policies in

the health, welfare, employment, education and justice areas.

The following sections discuss further each of the issues outlined above.

5.3 Income support issues

5.3.1 Costs and benefits

Income support is intended to be a key contributor to security within society.

It is the safety net that provides the means by which people can sustain

themselves and their families in times of adversity � as they look for a new

job, exit a dysfunctional or dangerous relationship, or recover their health.

In this way it is intended to provide a cover when people cannot provide for

themselves in transition from one state to another.  Some (particularly those

with significant disabilities) may need to be long-term recipients of income

support, but many others should have the capacity to move off such support

after a limited period.

5 D. M. Fergusson, L.J. Horwood and M. Lynskey, �The Childhoods of Multiple Problem Adolescents:

A Fifteen Year Longitudinal Study�, Journal of Child Psychology and Psychiatry, 35(6), 1994,

pp. 1123-1140.

There is likely to be

considerable benefit in

coordinating policies in

health, welfare,

employment, education

and justice.
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However, the system appears not to be working like this for at least some of

its recipients.  Even with the growth in employment opportunities in recent

years, for a significant number of beneficiaries a lengthy period of benefit

receipt appears to be the norm.  The Department of Social Welfare estimates

that as at June 1996, 54% of working age beneficiaries had been in receipt of

a benefit for more than a year.  For some groups of beneficiaries, length of

time on benefit has been growing.  For instance, between 1982 and 1996,

the average length of time in receipt of a benefit increased for DPB recipients

from three years to three and three-quarter years.

As more people receive benefits for longer, the probability that the negatives

of benefit receipt outweigh the positives, at least for some individuals and

families, also grows for a number of reasons:

� Having little or no income from employment inevitably reduces the

resources available to an individual or household over time.

� Having been on benefit for a length of time may make it more difficult to

move eventually into employment.  In addition, it may reduce the level of

initial earnings when, and if, a person does move into the labour market.

One overseas study estimated that women who are sole parents, and who

have recently been on benefit, experience a 20% drop in potential earnings

(compared with other women of the same age and the same education) on

entering the workforce, and that this effect can take six to ten years to

disappear completely after being on benefit.6

� There are nearly 270,000 children living in benefit dependent households.

As at March 1996, 109,000 of these children were living in a household

which had been continuously in receipt of a benefit for two or more years.

The lifetime prospects of some of these children are at risk, as overseas

research suggests that living in such long-term benefit dependent

households, associated as it is with reduced incomes and lessened labour

market attachment, can be detrimental to outcomes in later life.7

6 R. A. Moffitt and A. Rangarajan, �The Effect of Transfer Programmes on Work Effort and Human

Capital Formation: Evidence from the US�, in A. Dilnot and I. Walker (eds), The Economics of

Social Security, pp. 116-136, 1989.
7 M. Corcoran and S. Boggess, �The Intergenerational Transmission of Poverty and Inequality: A

Review of the Literature�, report prepared for the Treasury, 1995.

As the period of benefit

receipt increases so do the

chances of the negative

effects outweighing

the positive.
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These factors suggest that the reasons for long-term benefit dependency need

to be examined further.  Aside from the potential adverse effects for individuals

arising out of such influences, there are economy-wide effects. A significant

group of people not participating in employment means that the total

resources available to the economy are reduced, with implied consequences

for growth over the longer term.

5.3.2 Potential policy options

If the adequacy of resources available to benefit dependent households were

the sole concern associated with prolonged benefit receipt, then one way to

address this problem would be to increase the level of benefits.  However,

policy needs to take account of the fact that people are likely to become

better off in the long run if they move back into paid employment when they

are able to do so.

If there were to be an increase in benefits, it would narrow what is already,

for some families, a rather small margin between the income a household

receives when it is on benefit and what it might receive at the point of entry

into full-time employment, particularly when the additional costs of

employment are taken into account.  This could discourage a movement off

benefit into employment.  Research suggests that, although these incentive

effects can vary in size, they are real.  For instance, it has been estimated,

using data from the beginning of 1987 to the end of 1995, that the widening

of the gap between income from employment and benefit that occurred in

1991 with the reduction in benefits increased labour force participation by

two percentage points, increased employment by 2.5 percentage points,

reduced the unemployment rate (as defined in the Household Labour Force

Survey) by 0.7 of a percentage point and increased the participation of young

adults in education and training over the levels that would have occurred

without the change.8

The most beneficial approach, then, is one that will provide adequate support

for people in times of need, but keep them oriented to employment and

training so as to maintain and enhance their long-term prospects through

labour market participation.  To achieve this, the benefit system needs to:

8 T. Maloney, �An Analysis of the Effects of 1990/91 Benefit Reforms on the New Zealand

Labour Market,� report prepared for the Treasury, 1996.

The most beneficial

approach provides

adequate support in times

of need, but keeps people

oriented to employment

and training.
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� Maintain a margin between benefit levels and the incomes beneficiaries

can potentially earn from paid employment, so as to ensure there is

sufficient reward for remaining in or taking up employment.  Tax cuts

and family assistance measures for those in work, such as the Independent

Family Tax Credit introduced in July this year, can assist in this.

� Require people to look for employment or participate in training, where

their circumstances allow, and reinforce this with fair, but explicit, sanctions

where they do not comply with the obligation to help themselves.  Benefit

design should avoid allowing people to remain on benefit for longer than

is needed to work their way out of their own particular adverse

circumstances.

� Assist people to move into employment, when they are unlikely to be able

to do so of their own accord, by providing advice or help to deal with

specific problems, such as childcare responsibilities, that otherwise provide

a barrier to employment.

� Inform people about the options available to them other than benefit

receipt, and educate them about the potential long-term implications of

prolonged benefit receipt.

Currently, supplementary assistance, such as the special benefit or special

needs grant, is available where the base benefit is not sufficient to meet the

needs of an individual or family in a particular circumstance.  It is better to

have a significant role for supplementary assistance than to try to handle all

concerns about the adequacy of benefits by increases in the base benefit.  The

adequacy of a benefit is likely to vary across households, depending on a

range of factors such as length of time on benefit, where the household is,

and the debts and assets with which it entered the benefit system.  It is difficult

to cater for all these factors through a uniform rate of benefit.  Rather,

supplementary assistance targets help where it is most needed.

In practice, reported cases of hardship often do appear to be driven by specific

circumstances, such as high accommodation costs or debt levels.

Supplementary assistance, including the Accommodation Supplement, is

intended to cope with such situations. The risk in relying on it to do so,

however, is that some may not be fully aware of their ability to obtain

supplementary assistance when needed.  For instance, this particularly appears

to be currently the case for non-beneficiaries, with respect to the take-up of

the Accommodation Supplement.  If such an approach is to function well, it

also requires effective administrative discretion.

Supplementary assistance is

available where the base

benefit is not sufficient

to meet family or

individual needs.
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Concern has been expressed that the current usage levels of supplementary

assistance are a symptom of the inadequacy of base benefit levels.  It is difficult

to form an overall judgment on the adequacy of current base benefit levels,

because what is adequate is so subjective and because the needs of households

vary so much depending on their circumstances.  However, as argued above,

the use of supplementary assistance can be an appropriate response to adequacy

concerns for a particular household, rather than a sign that adequacy concerns

are not being addressed.

While concerns have been raised that accommodation costs may be a particular

source of hardship for some beneficiary families, it may be that the number

of people for whom this is a lasting problem is not large.  For example, one

study by the Ministry of Housing of Accommodation Supplement recipients

as at December 1995 suggests that around 8% spent more than half their

income on accommodation costs.  However, fewer than one-fifth of these

people had been in this position for more than one year.  Moreover, figures

on Accommodation Supplement assistance suggest that, with the recent

increases in Accommodation Supplement maxima, only a small percentage

of current recipients will be receiving the maximum levels of assistance.

Additional assistance is, therefore, still available for most households if their

housing costs rise.  However, further increases in the uptake of assistance

could help ease remaining concerns.

The sections below provide further discussion of the specific issues relating

to major beneficiary groups.

5.3.3 Unemployment

While unemployment, as measured by the Household Labour Force Survey

(HLFS), has fallen by around 35% since June 1991, as at the end of September

1996, around 136,000 people were still in receipt of an unemployment benefit.

In addition, unemployment is higher among the unqualified and unskilled,

who are likely to have the most difficulty moving into employment.  This

suggests that a continued focus on the unemployed group is required, in

order to ensure that the number of unemployment beneficiaries continues to

fall in line with improvements in the labour market.

As discussed above, the recent movement of some long-term unemployed

into employment shows that, with the right focus, a sustained period of

benefit receipt need not be an impenetrable barrier to returning to the labour

force.  However, it does make it more difficult.
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Experience in OECD countries9 suggests that for most unemployed people,

active facilitation assistance should be focused more towards employment

than towards training activities.  Relatively low-cost interventions, such as

job search assistance, job clubs and counselling, may be the most cost-effective

interventions.  Other types of assistance need to be carefully targeted to ensure

that they match the real needs of the people concerned.

In New Zealand, measures such as Job Action have focused assistance on

longer-term unemployed, and appear to have had some effect in aiding the

movement of this group into work.

In general, as suggested by the Employment Task Force, the longer-term

unemployed, and young people without skills, should continue to be the

focus of activity for assistance and measures which require more active job

search or training activities.  In particular, there are risks to be managed for

this group, because of the open-ended and non-time dependent level of

New Zealand benefits.  Additional measures to maintain incentives on, and

active job search by, the long-term unemployed may be required.

5.3.4 Sole parenthood

The Domestic Purposes Benefit (DPB) was created to provide for children

and their parents � primarily mothers � who were otherwise financially

unsupported.  Among other things, it provides people with a chance to escape

a relationship which is potentially or actually harmful, either to themselves

or to their children.  It also gives sole parents greater opportunity to continue

parenting their children when there is no other means of financial support.

Since the DPB was introduced, some significant developments have occurred

among the recipient population.  Overall, the annual growth in the number

of DPB recipients has averaged around 7% since 1977.

The number of sole parents in the population increased by 132% between

the 1976 and 1991 censuses.  This compares with an increase of 37% in

females in the 25-44 age group, from which the greatest number of sole

parents are drawn.  The proportion of sole parents receiving either the DPB

or widows benefit has also risen, from around 60% in 1976 to nearly 90% in

1991.

9 OECD, The OECD Jobs Strategy: Enhancing the Effectiveness of Labour Market Policies, OECD

(GD(96)80), 1996.

The longer-term
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remain the focus

for assistance.
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Fig 5.5  Number of domestic purposes beneficiaries, February 1977

to present

Source: Department of Social Welfare Statistical Reports

Never-married sole parents (including those formerly in de facto relationships)

increased in number by over 700% between 1976 and 1991.  This group

now makes up half of DPB recipients and had the biggest proportional impact

on trends in the number of DPB recipients.

A key question is the extent to which the DPB, at least as currently designed,

has encouraged some of the trends noted above.

As measured in the 1991 census, sole parents as a group have, on average,

lower levels of educational attainment than partnered parents.  Only a third

of all DPB recipients declare any additional earnings.  Although around 40%

of benefit recipients move off benefit within 12 months of entry, many of

these do not stay off.  Nearly 60% of DPB recipients who exited the benefit

in the second half of 1992 returned at least once within the three years to

June 1995.  As at June 1996, nearly a quarter of the total DPB population

had continuously received the DPB for at least six years.

These facts highlight the significant risk of poor life outcomes for DPB

recipients, particularly as employment is the surest way to raise individual

and family incomes over time.

As at June 1996, about 20% of New Zealand children were living in DPB-

dependent families.  The combination of sole parent status, low levels of

income and low levels of parental education has been shown to be associated

with poorer outcomes for children.10

10 Corcoran and Boggess, op.cit.
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The growth in the number of DPB recipients should therefore give rise to

concern about the implications for the welfare of children, as well as that of

the adults. For example, there are indications that children in DPB-dependent

families are becoming disproportionately involved in Children and Young

Persons Service care and protection notifications and in youth justice

notifications.11

The DPB has been available on an open-ended basis, with no limits or

additional obligations imposed on the recipients as length of time increases.

Moreover, to date, limited employment expectations have been imposed,

although a part-time work test will apply for DPB recipients with older

children from April 1997.

However, the trends outlined above suggest that there is room for considerable

concern about the long-term effects of open-ended and loosely obligated

access to the DPB.

There are certain groups of recipients for whom the situation may be of

particular concern.  For instance, of a sample of beneficiaries who took up

the DPB in the September quarter 1992, the 8% who entered benefit receipt

as teenagers were less likely than other recipients to leave the benefit over the

following three-and-a-half years.  This perhaps reflected their skill levels and

lack of labour market experience, as well as their age and the age of their

children.  Additional focus is needed on those groups for whom prolonged

benefit receipt is likely.  Attention should be given to the options for helping

individuals to avoid being in the position where they need to move onto

benefit in the first instance, and where receipt of a benefit is necessary,

facilitating exit as quickly as is feasible.

Generally there are significant potential barriers to labour force participation

for sole parents, because of their child care responsibilities.  The government

currently subsidises child care for low-income employed parents.  It is also

piloting development assistance for after-school care.  The effectiveness of

such measures to help sole parents move into employment would need to be

reviewed, as part of more general analysis of the factors contributing to the

growth of sole parenting and to the weak labour market attachment of sole

parents.

11 42% of a sample of CYPS care and protection notifications received in December 1995

concerned dependants of DPB recipients, though only 19% of the children in the relevant age

group came from DPB-dependent families; the figures for youth justice notifications and DPB

recipient dependants in the relevant age group are 35% and 12%, respectively.

Options should be

considered to help

individuals to avoid being

in the position where they

need to move onto the

benefit, and to facilitate

exit as quickly as feasible.
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It is also important that liable parents, who are mostly men, meet their

responsibilities to the fullest extent that they can.  Currently, over 60% of

liable parents who are assessed under the Child Support Act make only a

minimal contribution to the support of their children, in part reflecting the

fact that two-thirds  of this group are beneficiaries.  Greater employment

attachment for this group would increase their capacity to contribute to the

welfare of their dependent families.

5.3.5 Invalidity and sickness

Fig 5.6  Numbers of invalids and sickness beneficiaries, 1940-1996

Source: DSW Statistical  Reports, New Zealand Yearbooks

The number of invalids and sickness beneficiaries has grown by 25,000, or

around 50%, since 1991, despite the strong growth in employment.  Although

there has been a slight fall in the number of sickness beneficiaries in the last

year, partly as a result of 1995 Budget measures, numbers receiving both

benefits are forecast to continue to grow in coming years.  This is not a new

trend, as can be seen in Fig 5.6.  Over the last 20 years, annual growth in the

numbers receiving these benefits has averaged around 7%.  As a result, real

expenditure on these benefits is now nearly four times what it was in the

mid-1970s.  A number of factors could be contributing to this trend, and

warrant further investigation:

� the adequacy of the medical criteria used to determine eligibility, given

the changing nature of employment practices and medical technology

� deinstitutionalisation of those with psychiatric problems

Real expenditure on these

benefits is nearly four

times what it was in

the mid-1970s.
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� the increase in the age of eligibility for national superannuation, leading

those who are unable to continue in employment to register for these

benefits instead.

It is also possible that sustained periods of unemployment have contributed

to mental illness and hence reduced capacity to find or sustain employment.

Over the last 18 months, around 35% of those moving on to sickness benefit

were previously in receipt of an unemployment benefit.

As these benefits are paid at a higher level than the unemployment benefit,

and do not have any employment or activity test applied to them, there will

always be some pressure on the gate between the different types of benefit, as

some beneficiaries seek to increase their income or avoid work testing by

transferring from one benefit to another.  The extent to which this happens

in practice will depend on the effectiveness of gatekeeping procedures.

There will always be people coming onto these benefits, and the condition of

some will be such that they will need to stay on indefinitely.  If their

employment capacity is limited, there are likely to be few avoidable adverse

consequences associated with this.

However, given that the growth in incapacity beneficiary numbers over a

sustained period has exceeded the growth in the working age population, it

would seem likely that the benefits are not functioning as originally intended.

There are several potential avenues of investigation, including the definition

of incapacity, which could be pursued, in order to determine whether the

growth in receipt of these benefits can be slowed and potentially reversed.

5.3.6 Accident compensation

Accident compensation, as a stand-alone contributory scheme, is not part of

the welfare system.  However, it faces similar issues.  For many it is easy to

get on the scheme, and difficult to get off it, given that the levels of income

support provided are more generous than welfare benefits and are not time-

limited.

Around 30,000 ACC recipients have been on the scheme for a year or more.

Many of the people in this �tail� of claimants, with the right assistance,

could potentially return to work.  The continued existence of a tail of this

size therefore poses significant, avoidable costs for premium payers.  It means

that less assistance is available to those with the greatest needs, as the assistance

has to be spread more thinly.  Being in the tail also imposes costs on the

recipients themselves, by eroding their attachment to employment and society.

In this way, many accident victims have become trapped on ACC payments.

Around 30,000 ACC

recipients have been on the

scheme for a year or more.
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Such problems are not new � they have built up over a long period.  They

are related in part to the organisational structure adopted for the ACC scheme.

As a statutory monopoly, the Accident Compensation Corporation has lacked

the pressure to perform and to be responsive to all of its customers� needs �

including both claimant and premium-payer groups.

The move to give the Department of Labour responsibility for ACC policy

advice, management initiatives (such as case management), and the recent

legislation (which will enable ACC to purchase elective services and to assess

people more rigorously for employment readiness), should give the

Corporation more focus, the scope to tailor treatment and rehabilitation

packages to meet individual needs, and greater ability to ensure that those

who are ready to enter employment move off the scheme.

Such moves should have some positive effects.  However, further major

changes will be required if significant risks are to be successfully managed

and improved results for all stake-holders are to be achieved.

Stabilising and improving the overall financial position of the scheme:

As at 30 June 1996, the ACC had outstanding claims obligations estimated

at $8.3 billion, of which $7.1 billion is unfunded, an increase of just over

$1 billion on a year earlier.  The cost-drivers behind the increase are not well

understood.  However, it is clear that the lack of improvement in the rate of

exit of claimants from the tail is a major impediment to the achievement of

financial stability.

The challenges are to finance this liability, to reduce it and to account for it

correctly and transparently.  The challenge also is to deal with the problems

of the past in a way that does not prevent new approaches being developed

for the future.  At present, the scheme is pay-as-you-go rather than fully

funded, and the ownership interest of the Crown in the Corporation, and of

the Corporation in the scheme, is unclear.  Further, at present the ACC does

not recognise the outstanding claims obligations in its accounts.

Unless the funding basis and the accountability for the scheme are resolved,

its financial viability will remain an issue.  Moreover, the Crown�s own

financial results could be significantly and adversely affected by the

performance of the ACC and by any major change in accounting practice.
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Improving the basic efficiency, fairness and customer focus of the

scheme:  Given the growing unfunded liability, it is likely that current

generations are being subsidised by future generations.  Even for current

premium payers, there is cross-subsidisation between accounts (e.g. employers

partly subsidise earners), within accounts (e.g. low-risk earners subsidise the

high-risk and low-income motor vehicle owners can subsidise the high-

income), and between premium payers and taxpayers (e.g. taxpayers partly

subsidise earners).

Improving and extending the risk rating of different groups is important,

not only to create incentives for people to minimise the likelihood of

accidents, but also to ensure that the scheme is fair.  The establishment of

various groups actively lobbying for changes to the scheme, and the influence

of the courts in ACC decisions, suggest that the scheme as it stands is under

challenge and may not be durable in its current form.

ACC does not have a strong customer focus.  It is unclear to many

New Zealanders exactly what their premiums buy them in terms of cover

and services, and what their premiums will be from year to year, given the

frequency of premium changes.  Lack of information, unmet expectations,

and a lack of alternative choice are all criticisms of the scheme.  They will

need to be addressed seriously if the scheme is to be capable of meeting

people�s needs into the future.

5.4 Reducing educational failure

As discussed above, a significant number of young New Zealanders are not

achieving at school.  Failure to acquire basic literacy and numeracy when

young will sow the seeds of disadvantage in later life.  Socio-economic

background, along with innate ability, is a significant influence on

educational outcomes for young people.

Improving the ACC�s

performance should help to

meet social, fiscal and

economic objectives.
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Many of the students who fail in our school system have specific contributory

factors in their background.  For example, students from �English as a second

language� homes may struggle to make progress.  In the 1990 International

Education Association literacy study,12 New Zealand ranked highly overall,

but its ranking amongst the 31 participating countries slipped to 21st for

students whose home language was not the language of instruction.  Low

parental education may also be associated with poor student performance.

But not all failing students come from such backgrounds, suggesting that

there may be other factors contributing to poor outcomes for such students.

Fig. 5.7  School success in achieving B grades or better in School

Certificate by socio-economic status of catchment area

Source:  Ministry of Education Report on New Zealand Schools, 1994

Fig. 5.7 shows the distribution of schools achieving success in School

Certificate, by the socio-economic status (SES) of the school�s catchment.

The graph shows that success in achieving School Certificate B grades or

better rises with the socio-economic catchment of the school, reflecting the

importance of that factor�s influence.  However, within groups of schools of

the same socio-economic catchment, there is wide variation in success,

suggesting that the contribution of the school may also have a bearing on

results.  More detailed studies13 show that, after the effects of individual ability,

socio-economic background, gender and ethnicity are taken into account,

New Zealand schools differ from one another to a small, but statistically

significant, extent in raising achievement.

12 W. B. Elley, op.cit.
13 R. Harker and R. Nash, Progress at School Project: Phase 2: Volume 2: �Analysis of School Effects

in School Certificate Results through the use of Hierarchical Linear Models�, Department of

Policy Studies in Education, Massey University, 1996.
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Regardless of the precise causes of educational disadvantage, schooling is a

major investment and opportunity for making a difference to life outcomes

for students at risk.  With the proposed rise in the school leaving age to 17

years by 1998, and therefore students staying even longer in school, the

importance of ensuring that every student maximises the benefits to be

achieved from the time spent in school becomes even greater.

Many of the features which are likely to raise educational outcomes generally

will also deliver enhanced learning for students at risk.  Stronger professional

leadership, improved monitoring of and reporting on attainment, and

increased flexibility at the local level to tailor learning programmes to meet

local needs are all likely to encourage improved outcomes.  In particular, for

the at-risk student, a number of factors appear to be important:

� the maintenance of clear and ambitious academic performance expectations

for which students should aim

� the ability to try different forms of teaching and different class and school

structures which suit the different circumstances of students at risk

� the possible need for additional measures to strengthen the management

and leadership of some schools, particularly those in low SES areas, where

the pool of management ability and experience among parents may be

more limited

� the ability for new providers to supply alternative schooling to that provided

by the state.  The needs of students at risk may best be met by a range of

approaches to schooling.  For instance, the Catholic integrated schools

appear on some indicators to achieve better outcomes for Pacific Island

students than do state schools.  In the United States, innovation in

schooling provision, such as the community based charter school

movement, has included schools for low SES groups, reflecting a view

that students from poorer backgrounds needed greater choice and improved

quality in their schooling.

Alternative approaches for the Maori and Pacific Island students who are in

the group of at-risk students are also potentially important, and are discussed

further in the next section.

Schooling is a major

opportunity for

making a difference

to life outcomes for

students at risk.
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Without initiatives in some of these areas, additional resources on their own

are unlikely to achieve a significant change from the current situation.  But

if changes are made in response to the factors outlined above, some additional

resources may prove effective.  This problem is one of the highest priorities

for additional funding in the education system.  Additional resources could,

for instance, be used to increase the assistance given to students with

behavioural problems, or with English as a second language, or those whose

progress has fallen behind expectations.  Additional resources could also be

used to recognise that schools dealing with significant numbers of at-risk

students are often faced with a greater demand to engage with social services

outside the school.

If additional resources were supplied, it would be important, however, that a

full evaluation of their effectiveness was carried out � not only to ensure

accountability, but also to ensure that over time, greater understanding is

developed of what works and what does not work for at-risk students.

5.5 Advancing the position of Maori

Increasing numbers of Maori are achieving in terms of education, employment

and incomes.  However, as highlighted above, and despite the success of

many individual Maori, on average the life outcomes of Maori still do not

match those of other New Zealanders.  Because the Maori population is

younger than the population as a whole, ongoing low achievement by young

Maori will present a growing risk for the New Zealand economy and society.

In addition, the persistence of historical grievances could serve to undermine

cohesion within society.

Settlement of historical grievances is desirable in its own right.  Provided

such settlements are handled in a manner which maintains confidence in

overall economic performance, all New Zealanders will benefit.

The resources transferred to Maori as part of the settlement process can also

serve to strengthen the economic base of individual iwi.  However, it would

be wrong to see the settlement process as capable of resolving concerns about

Maori achievement by itself.

If appropriate changes are

made, some additional

resources may prove

effective in assisting at-risk

students.
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The relative importance of the various factors causing the continuation of

poorer outcomes for Maori is open to debate.  Labour market disadvantage,

lower health status and the more recent rise in sole parenthood are all likely

to have an impact.  Cycles of disadvantage have been sustained by low levels

of education and income among older generations being transmitted to

younger generations.

As Maori are heavily represented among the beneficiary population and among

school students at risk, many of the issues discussed above relating to these

populations are relevant to the particular situation of Maori.  For Maori, as

for others in such situations, better economic outcomes are likely to be found

through increased skill acquisition and increased labour market participation.

Alternative forms of service delivery for Maori could also assist in improving

outcomes. The Kohanga Reo and Kura Kaupapa Maori initiatives are

educational examples of an approach which attempts to reflect this.  While it

is too early to assess the effectiveness of such initiatives on outcomes for

Maori, Kohanga Reo does appear to have been associated with a significant

increase in Maori participation in early childhood education.  Further analysis

is required to understand better the cultural factors which may impede the

effectiveness of current service delivery, and the ways in which such problems

can best be overcome.

5.6 Health

Much of the discussion above has focused on policies aimed at improving

security and opportunity for those groups in society who are most at risk of

poor outcomes.  Adequate access to health care is also vital in promoting

security and opportunity, as health status affects individuals� ability to

participate in society.

It is generally accepted that no one should be denied access to basic health

care because they cannot afford it.  To this end, the government has taken on

the major role in funding health care.  This means that for the most part

those directly providing health services, and those using the services, do not

directly face the major costs.

Better lifetime outcomes for

Maori are likely to come

via increased skill

acquisition and labour

market participation.
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As a result, there is a tension between a potentially unlimited demand for

health care and the government�s finite resources.  This resource constraint

means that publicly funded health care will always have to be rationed.  Such

rationing will always be difficult to manage as it can involve life and death

decisions.  Good systems are therefore necessary to ensure that the available

health resources are spent to best effect.

The rationing decisions required � what services, in which cases, and the

mix and quality of interventions from which location � are too complex to

be made by a central bureaucratic process. Improving health outcomes for

the community, and making the most of the health dollar, are crucially

dependent on good decision-making at all levels of the health system.  Critical

success factors here include: accurate information; focused accountability

structures (including rewards and sanctions); effective budgeting; and clinician

cooperation.

5.6.1 New Zealand�s recent performance

In terms of what resources have been committed to health and what results

have been achieved, the major trends and observations are that:

� New Zealand�s real per capita public health spending has been maintained

over time (see Fig. 5.8)14.

Fig. 5.8  New Zealand�s real per capita spending on

health, 1980-1995

Fig. 5.9  OECD countries: public health spending

relative to GDP

Source: Health Expenditure Trends in New Zealand 1980-1995, Ministry of

Health, Wellington, 1996

Source:  OECD Health Data 96, OECD, Paris, 1996 (1994 data)

Improving health outcomes

and making the most

of the health dollar

crucially depend on good

decision-making.

14 Note that the per capita spending shown in Fig. 5.8 is in $NZ.  It is not directly comparable

with the per capita spending shown in Figs. 5.9, 5.12 and 5.13 which are in purchasing power

parities ($PPP).  These Figures use $PPP in order to eliminate the differences in price levels

between countries and thus provide a comparable basis for showing the relative position of

countries.
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Fig. 5.11  Infant mortality, 1960-1993Fig. 5.10  Life expectancy at birth, 1960-1992

Source: OECD Health Data 96, OECD, Paris, 1996

Fig. 5.13 Total health spending and infant mortality,

OECD countries

Source: OECD Health Data 96, OECD, Paris, 1996 (1993 data)

Fig 5.12 Total health spending and life expectancy,

OECD countries

Source: OECD Health Data 96, OECD, Paris, 1996 (1992 data)

� The proportion of New Zealand�s income spent on health by the

government is close to the average in other OECD countries (see Fig.

5.9).  (While international comparisons are useful for illustrative purposes,

care must be exercised in interpreting them as data are not reported in a

standard format).

� Improvements have been made over time in such key outcome measures

as total life expectancy and infant mortality rates, but while New Zealand�s

current rates are close to the OECD average, the rate of New Zealand�s

improvement has been less rapid than in comparable countries (see Figs.

5.10 and 5.11).

� There does not appear to be a close relationship internationally between

total spending per capita and health outcomes such as life expectancy and

infant mortality, as similar outcomes have been achieved with different

levels of spending (see Figs. 5.12 and 5.13).

Source: OECD Health Data 96, OECD, Paris, 1996
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Underlying these trends in New Zealand have been changes in services.  For

example, in the 1992/93-1994/95 period:

� hospital throughput increased by 4% per annum

� prescribing rates rose by 9.1% between 1992/93 and 1993/94 and a further

4.3% between 1993/94 and 1994/95

� immunisation rates increased from around 65% to around 80%

� pharmaceutical spending grew by 10% between 1992/93 and 1993/94,

and 5.2% between 1993/94 and 1994/95.  The number of pharmaceutical

items prescribed in 1994/95 was 5.5% more than in the previous year.

There is also some evidence of improved innovation in the purchase and

delivery of health services:

� Purchasing strategies have focused on improving access to groups which

have traditionally been under-serviced, such as Maori.  For example, the

Northern Regional Health Authority has established formal contracting

relationships with Maori co-purchasing partners, and the Southern

Regional Health Authority has purchased a Maori mobile service for the

West Coast.

� The number of capitated and budget-holding services has increased, with

positive results.  For example, with no increase in spending on urological

services by Midland Regional Health Authority, and within nine months

of entering a budget holding contract, �Venturo� (a group of urological

specialists) reduced waiting times for urological surgery from more than

two years down to six months.

While progress has been made, areas of concern clearly remain.  For example,

despite the increases in inpatient discharges and outpatient attendances, rapid

growth in acute admissions has put pressure on waiting lists.  Aggregate waiting

lists have increased over recent years and aggregate waiting times (considered

to be a better indicator of access to services) have not diminished, whereas

some reductions might have been expected.

There also continue to be disparities in health outcomes among different

groups in New Zealand society.  These disparities particularly reflect the

poorer health status of Maori and Pacific Island people across a range of

indicators, including infant mortality, immunisation rates, and lifestyle-related

medical conditions.

While progress has been

made, areas of concern

clearly remain.
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Questions might also be asked about whether  improvements in life expectancy

should have been more rapid, given the rate of improvement in comparable

countries.

5.6.2 Health spending decisions

The pressure to spend more on health will continue.  As in other countries,

there are a number of cost drivers.

The high rate of technological change in the health sector (for example, the

introduction of new drugs and surgical techniques) means that a greater

range of people can be treated for a greater range of conditions than previously.

As more services and better services become available, it is natural for

expectations to increase accordingly, putting pressure on costs.  Such service

changes often require new capital equipment and more highly specialised

staff, again pushing up costs.

In addition, New Zealand�s increasing and aging population will increase the

demand for health care services.  Together with rising expectations, associated

with more informed consumers and improved economic performance, these

factors can be expected to result in further pressure for additional spending

on health.

In responding to these pressures, there are some important factors to weigh

up.  The first is that health gains do not depend on health spending alone, as

health status depends upon more than medical care � it has a socio-economic

dimension.  Good health outcomes are strongly related to opportunities for

higher incomes and education levels. Thus, better economic performance

and more effective social policies have a key role to play in promoting good

health outcomes.

Secondly, there is much people can do to improve their health through positive

lifestyle choices.  The  choices people make about exercise, smoking, diet,

drinking, driving and leisure activities have a major impact on health

outcomes.  The government can indirectly influence some of these decisions,

through, for example, taxation of alcohol and tobacco, and other measures

to encourage positive health choices.

A third consideration in managing the pressure for additional spending is the

expected health gain. Extra spending on medical care does not necessarily

improve health outcomes for the community.  As noted earlier,  the

relationship between spending and outcomes does not appear to be close.

Figs. 5.12 and 5.13 show that similar life expectancy and infant mortality

outcomes have been achieved with different levels of spending.

Better economic

performance and more

effective social policies have

a key role in promoting

good health outcomes.
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Taken together, the above factors suggest that how health dollars are spent is

just as important as how much is spent.  The key to managing the pressures

for additional health spending is to ensure that decisions taken at all levels of

the system ensure the best value for money.  The challenge for the government

therefore is to operate a system which:

� acknowledges that public health resources are limited and must be rationed

(in particular, government spending on health has to take account of other

priority spending and other priority initiatives)

� ensures that those who make decisions which influence volume and cost

accept that doing �too much� for some means doing �too little� for others,

and provides incentives for decision-makers to use resources in a way that

does the most good.

5.6.3 Making progress

In common with many other OECD countries, our current health system

separates the roles of those purchasing health care services on behalf of the

community, and those providing those services.  This approach aims to:

� improve the effectiveness of purchase decisions by integrating responsibility

for purchasing primary, secondary and tertiary care and disability support.

This should lead to better coordination and reduced cost shifting, and

better management of previously demand-driven primary care expenditure.

� improve the efficiency of service provision, by giving providers clear

objectives, sufficient managerial flexibility at all levels, and clear

accountability for their performance in the delivery of the services they

provide.

It has been suggested that the kinds of change introduced into the New

Zealand health system could well be expected to take 4 to 8 years to work

through.  A recent OECD study14 of the health reforms in the UK, which

undertook similar reforms earlier than those in New Zealand, has concluded

that it is still too early to draw conclusions about the results.  This is because

high-level structural changes take time to filter down and affect the way

things are done on the ground.  Yet these grass roots changes are critical to

achieving gains.

There should be

incentives for

decision-makers to use

resources in a way that

does the most good.  How

health dollars are spent is

just as important as how

much is spent.

15 OECD, Internal Markets in the Making, 1995, p.22.
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Initial observations, however, indicate that in practice the current health

structures are operating as a kind of �half-way house�.  Budgets have been

overspent by those charged with controlling them, and central government

as become involved in detailed decision-making.  Moreover, the expected

efficiency gains have been slow in coming.  While Pharmac, for example, has

made significant savings in the drugs bill, the anticipated efficiency gains by

the Crown Health Enterprises (CHEs) are yet to be fully realised.  This has

contributed to persistent CHE deficits, totalling approximately $170 million

in 1995/96.

There are major challenges ahead in making progress while managing

pressures.  Suggestions on how improvements can be made from current

arrangements include the following:

� Improve accountabilities within existing structures (including reward

structures).

� Let structures evolve over time in response to bottom-up innovations.

There may be a role for the government to play to encourage the pace of

innovation.

� Hold to budgets and allow more devolved decision-making to occur.

Special attention needs to be paid to controlling CHE deficits and the

frequent ad hoc increases in purchase budgets (which often have a short-

term focus only).

� Strive for clinician cooperation.  Clinicians have significant influence in

promoting best cost-effective practice.  The government needs to ensure

consultation with clinicians; information dissemination on best practice

and successful innovation; and alignment of incentives, so that clinicians�

day-to-day decisions are made within budget and reflect value for money.

5.7 Conclusion

By helping those experiencing misfortune, the government can complement

a growing economy to raise the well-being of New Zealanders.  The

government currently spends a very significant proportion of its tax take in

areas such as welfare, education and health.  Given the resources committed

in these areas, it is very important that the policies implemented are effective.

While progress has been made in recent years in a number of areas, significant

challenges remain to be addressed in the welfare, health, employment and

education areas.  Ongoing improvements in the management and design of

existing policies are likely to be needed to address these problems.

There are major

challenges ahead in

making progress while

managing pressures.


