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Overview

■ What is an investment approach?
■ Disentangling: the MSD ‘Investment Approach’ vs ‘Social 

Investment’
■ MSD ‘Investment Approach’ – strengths and weaknesses
■ ‘Social Investment’ – strengths and weaknesses
■ Taking the good and making it work for people
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What is an “investment approach”?

■ Investment analogy: spending now for a stream of future benefits

■ An “investment approach” to the provision of public services is 
attractive if it means taking a long term view of the costs and benefits 
of provision of services in order to reduce future costs or increase 
future wellbeing while maintaining or improving current services and 
benefits

■ But requires balanced consideration of costs and benefits in widest 
sense or it becomes simply a cost reduction exercise with insufficient 
consideration of the impacts
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Disentangling: the MSD ‘Investment 
Approach’ vs ‘Social Investment’

Actually two developments going on: 
■ MSD ‘Investment Approach’ has distinct features

– Also to be used for ‘vulnerable children’ reforms
■ ‘Social Investment’ includes MSD IA, but much broader
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What is the MSD ‘Investment Approach’? 

Difficult to define. Includes:

1. The use of actuarial techniques to calculate a measure of future 
fiscal liability – the estimated future cost to MSD - which is then used 
for evaluation of “success” and for policy purposes

2. The use of a large longitudinal dataset to prioritise policy and actions. 
a. Choosing which clients to focus case management on 
b. Choosing the interventions to use. This includes the use of external 
contractors
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Future fiscal liability
■ “Future welfare liability” of beneficiaries estimated from MSD records 

using various (actuarial) modelling assumptions 

■ The size of the fiscal liability is used for policy to prioritise 
interventions 
– E.g. stricter employment requirements; more intensive supervision

■ Fundamental flaw: it looks only at costs to the government and at 
nothing else 
– No economic or social benefits (e.g. caring for children, stable 

families, better jobs, productivity)
– No economic or social costs (e.g. greater poverty/inequality, poor 

skill matching, cost of training/time off work)
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Future fiscal liability
■ Reduction of future fiscal liability is assumed to be a proxy for 

better outcomes.

■ This rests on three assumptions:
1. that the great majority of beneficiaries leaving the welfare 

system find work; 
2. that the work they find is better for their welfare than 

remaining on a welfare benefit;
3. that work is the only benefit that should be weighed 

against cost. 

■ However…



Do almost all exiting beneficiaries find work? 
No
■ 42% of benefit cancellations for the reason 

“obtained work” (MSD, Sept 2016)
■ Others may be in work - MSD doesn’t know
■ Some not in work may be in acceptable 

circumstances, others not (e.g. prison, died or 
homeless): but all counted as ‘success’

LEED data (Stats NZ) show:
■ in 2014 (latest), one month after leaving a 

welfare benefit only 54% were employed
■ Of them, 29% were not in work after six 

months. 
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Is the work they find better for their welfare?
■ Being employed is not always “strongly correlated with better social 

outcomes” as e.g. Productivity Commission asserts

■ Insecure, low income work with poor prospects for career development may 
have worse outcomes – e.g. Brewerton, 2004;  Burchell, 2011; Johri, 2005; 
Marmot, 2010

■ Both MSD and LEED data suggest that many only find poor quality work

■ MSD 2014 report finds 40% of ‘jobseeker work-ready’ exits have returned to a 
welfare benefit 12 months later over four years (Raubal and Judd, 2015, 
p.23). 

– 2013 report suggests the high ‘churn’ rate could have been due to 
insecure work or 90-day trials (Raubal and Judd, 2014, p.33).



Is the work they find better for their welfare?
■ LEED data finds that only 32%-33% of those exiting a benefit were in work 

and off welfare benefit for all of their first six months 2012-14 
■ Of those, fewer than half were employed and off welfare benefit for the 

following two years
■ This suggests that for many it was insecure work, if it was found
■ Exits de facto being used as measure of outcomes – but poor measure

– Card, Kluve and Weber (2010) meta-analysis of evaluations of active labour market 
policies: welfare exit rates are poor predictors of the quality of employment 
outcomes
■ Neglects longer-term benefits of more time on a welfare benefit, raising skills and more 

effective job search 

– Engbom, Detragiache and Raei (2015) found reduced time on unemployment 
benefits in Germany led to 10% lower subsequent earnings



Is the work they find better for their welfare?

■ In any case, being employed is not always the best outcome

■ Consider a sole parent
– just out of a traumatic relationship breakup, pressured to put her children into 

care and take a job. Are there no benefits to her staying at home? 
– e.g. allowing her to care for her children, enabling her family to recover from the 

trauma of the breakup, better health outcomes for her and her children
– May be costs from forcing her to work, such as poorer educational outcomes for 

her children, deterioration in their behaviour due to lack of parental contact 

■ Yet MSD apparently doesn’t know whether people leaving a welfare benefit got a 
good or poor job, stayed in work or remained unemployed outside the welfare 
system, let alone whether their lives improved or worsened as a result of either 
exiting or staying in the system.



Is work the only benefit that should be weighed 
against cost?
■ Many possible benefits from a well-functioning social welfare system
■ Purpose of the Social Security Act 1964 expresses some: e.g.

– Helping people to support themselves and their dependents
– Helping people find or retain employment

■ There are others: e.g.
– maintaining the dignity of beneficiaries and their participation in 

society
■ Including benefits to others: e.g.

– Preventing poverty, especially among children
– Employers and society benefit from the productivity of people finding 

work



Is work the only benefit that should be weighed 
against cost?
■ Latest valuation in discussing the 20% increase in the number 

of Youth Payment clients (contrary to almost all other main 
benefit categories) comments (p.56):

“Ultimately effectiveness should be measured by improved: 
§ Educational outcomes (reliable data not yet available to 

us for the valuation) 
§ Benefit outcomes after aging out of the Youth service 
§ Social outcomes”

■ In other words it acknowledges that fiscal liability does not 
reflect ultimate objectives



Future fiscal liability
■ Fundamental problem: not a cost-benefit analysis

■ Damaging effects – e.g. poor support for people who have been laid 
off work

■ Higher expenditure such as for job search or retraining may be more 
than justified by the benefits to welfare beneficiaries and society of 
the work that they find as a result
– Higher income earned in the job found
– Benefits to employer and society (and disbenefits/costs). 

■ Future fiscal liability measure looks only at fiscal costs, so appears 
that “effectiveness” has been reduced rather than increased by the 
cost of the job search or retraining 



Future fiscal liability
■ MSD reduced spending on “short-term Jobseekers” because lowest 

average liability for main benefits (Edwards and Judd, 2014, p.10)

■ Consider a skilled tradesperson – a printer, made redundant because of 
changing technology. 

– Specific skills redundant but host of “soft skills” – highly employable 
– Left alone finds another job – may never go onto a benefit – but at lower income 

and productivity 
– Individualised support from MSD in income maintenance, retraining, job 

applications, relocation are beneficial for both worker and economy
– But the Future Fiscal Liability says not a high priority

■ Poor framework for social cohesion, active labour market policies

■ MSD may be beginning to look past this – but FFL failure, not success
– Incentives are to get people off benefit as quickly as possible



Using data to prioritise policy, actions
■ Use of rich data set to understand clients, evaluate services and outcomes can be 

very worthwhile

■ However its use as demonstrated by MSD warns caution required

Correlation is not causation

■ We should consider whether this is just describing a system that has become 
judgmental, impoverishing, stigmatising, and therefore used only by a small, 
desperate segment of society; whether the system needs fixing, not its clients. 

■ But the methodology is incapable of telling us that.

A rooster’s crow 
does not cause 
the sun to rise

Many long-term beneficiaries come from families which were reliant 
on welfare benefits. Does that mean we should reduce the 
availability of welfare benefits generally or that we should reduce 
poverty (tightly associated with being reliant on a welfare benefit) –
or something else? 
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Using data to prioritise policy, actions
To a man with a hammer, everything looks like a nail

■ Strong tendency for too much weight to be attributed to data because it is available. Heavy 
weight put on past welfare benefit history where there are many other factors.

■ Many relevant factors are not in the database or model 

■ Being partly addressed by linking in other databases such as Housing New Zealand, IRD, but 
these have own risks

■ Fails to reflect reality that social effects have social causes, not only individual causes
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e.g. economic conditions; the full financial situation of families; the 
relationships, health and skills in a household; broader community 
and whanau support (or not); housing situation; history before coming 
onto a welfare benefit; social attitudes; access to transport…

“Inability of the 
valuation to reflect 
real-world complexity”
- MSD Valuation, year to 
June 2015, p. 129 



Using data to prioritise policy, actions
How accurate are the Future Fiscal Liability valuations?
■ Most of the use of data requires modelling based on a host of assumptions 
■ Based on data back to early 1990s despite many changes in policy (e.g. 

priority given to the unemployed) and social behaviours (e.g. women working, 
smaller families)

■ Modelling errors are not provided – or possible: “There is a real risk that future 
results may deviate materially from projections due to factors excluded from 
the models.” (Valuation, year to June 2015, p. 148) 

■ Modelling errors could be material given that the estimate that the annual 
reduction of $2.2 billion in forward liability due to policy change is only 3% of 
the total estimated liability and is a residual after modelled factors have been 
accounted for. But quoted as “fact”.
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Targeting, choosing interventions

■ Choosing which clients to focus on is valid given robust information

■ If it encourages tightly targeted and directive interventions, without full 
consideration of costs and benefits, it may be damaging 

■ Choosing and evaluating interventions and outcomes is sensible

■ All need to consider wider costs and benefits, social values - not just fiscal

■ Has been tied to contracting out of services – unnecessary connection

More on these later
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MSD’s Investment Approach: what’s good, what’s not
What’s good

■ Does have an element of 
considering future impacts

■ Use of data to evaluate, make 
decisions
– Don’t need ‘fiscal liability’ 

to use the data in useful 
ways
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But…
■ Does not weigh full costs and 

benefits, values

■ Focus on individuals, largely omitting 
wider social and economic context

■ Faulty use of data

■ Embeds limited view of a welfare 
system

■ Unnecessary, potentially harmful tie 
to contracting out

On balance, not fit for purpose, harmful
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‘Social Investment’
■ Launched by Bill English
■ Uses some of the MSD Investment Approach rhetoric – with reservations

“These new data tools are not just about measuring fiscal costs and future 
fiscal savings as a measure of the effectiveness of a particular intervention.” -
17 Sept 2015

■ But actually much broader: 
– Applies to all social services (e.g. Health, Education, Corrections…)
– Considers incorporating Productivity Commission’s recommendations on 

social services – public services as “commissioners” of services rather 
than providers 

■ So a plan for large scale changes to our social services, with an Investment 
Approach only a small part of it

■ Still being defined, still contested in Cabinet according to OIAs
■ Social Investment Unit located in Treasury, part Social Development funded; 

function still being debated; has some excellent researchers 
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Social Investment
Quote: (http://www.treasury.govt.nz/statesector/socialinvestment) 

“Social Investment is about improving the lives of New Zealanders by 
applying rigorous and evidence-based investment practices to social 
services.
It means using information and technology to better understand the 
people who need public services and what works, and then adjusting 
services accordingly. What is learnt through this process informs the 
next set of investment decisions.
Much of the focus is on early investment to achieve better long-term 
results for people and helping them to become more independent. This 
reduces the number of New Zealanders relying on social services and 
the overall costs for taxpayers.”
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http://www.treasury.govt.nz/statesector/socialinvestment


Social Investment
Continued quote: (http://www.treasury.govt.nz/statesector/socialinvestment) 

“Social Investment puts the needs of people who rely on public services at the 
centre of decisions on planning, programmes and resourcing, by:

■ Setting clear, measurable goals for helping those people;

■ Using information and technology to better understand the needs of people 
who rely on social services and what services they are currently receiving;

■ Systematically measuring the effectiveness of services, so we know what 
works well and what doesn’t;

■ Purchasing results rather than specific inputs, and moving funding to the 
most effective services irrespective of whether they are provided by 
government or non-government agencies.”
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Social Investment

■ Notice that it does not include any assurance that the action to be taken 
will actually work
– e.g. the Budget 2016 decision to apply increases in school operating 

grants only to schools with high benefit dependency
– Could be argued to leave room for ‘innovation’ – but shouldn’t we get 

the best idea we can of the likelihood it will succeed?

■ Appears to be very transactional in nature 
– What are our values, view of a ‘good society’, bottom lines?
– How do policies relate to each other?
– Is it ‘investment’?

■ In more detail…
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Social Investment
“Setting clear, measurable goals for helping those people”

■ Unmeasurables, values, social entitlements vital here; often multiple goals 

■ Danger if tends to focus on individuals rather than social or systemic issues

■ New tools e.g. CBAx
– Contains detailed data on cost of government services 
– Useful pointers to thinking beyond that - but will data dominate?
– Inconsistent – e.g. only 25% of additional income earned regarded as a benefit

■ Half goes as opportunity cost of leisure (what about opportunity cost of e.g. raising 
family?)

■ A further half goes because it assumes employment displaces other workers (if 
so, need to rethink pushing beneficiaries into work; immigration…). Unsuitable for 
evaluating counter-cyclical effects.
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Social Investment
“Using information and technology to better understand the needs of people 
who rely on social services and what services they are currently receiving”
■ Integrated Data Infrastructure (IDI) links many services (e.g. welfare, 

health, housing, IRD…) – good to consider wider impacts on public 
services

■ But - still only administrative data: need to carefully consider its 
limitations when applying it (e.g. missing variables, causality); big privacy 
issues in use and provision of information by private as well as public 
agencies

“Systematically measuring the effectiveness of services, so we know what 
works well and what doesn’t”

■ Good if done well, but will politicians listen? (90 day trials, Charter 
schools…)
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Social Investment
“Purchasing results rather than specific inputs, and moving funding to the most effective services 
irrespective of whether they are provided by government or non-government  agencies”
1. Purchasing results
■ The ideal if it means “outcomes” – but not easy: many are long term and unpredictable
■ In some cases wrong – e.g. in workplace health and safety, focus on “results” (lag indicators) 

gives poor indicator of current state – need lead indicators (often “inputs”)
2. Commissioning rather than providing – contracting out
■ Can it be done safely with complex social services? Lessons from prisons (Serco) and social 

sector. 
– ‘Nobel’ prize in economics 2016 – Hart and Holmström – “The desirability of 

privatisation … depends on the trade-off between cost reduction and quality” but private 
contractor incentives for cost reduction are typically too strong. Therefore public 
provision preferred. 

■ Raises many concerns about impact on community organisations
■ Very political decision; not a necessary part of an ‘investment approach’
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Quote: (http://www.treasury.govt.nz/statesector/socialinvestment) 

“The way in which these principles are implemented will vary, and may include:
- a particular focus on vulnerable or high-risk groups; [Targeting]
- investing up-front to support people most at risk of poor outcomes later on in 

life; [Investment approach?]
- greater input from outside the public sector in analysis, innovation and service 

provision [Contracting out]
- working with local organisations to commission services within communities;
- new citizen-centred services that cut across existing departmental service 

channels; and
- interacting with each household through a single trusted relationship.”
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Social Investment

http://www.treasury.govt.nz/statesector/socialinvestment


Targeting

■ Makes sense to prioritise, but targeting small groups is problematic

■ In welfare context, may lead to loss of dignity, self-respect and autonomy, 
poverty traps and high effective marginal tax rates

■ Can create ‘charity state’ rather than one everyone gets value from

■ With fiscal stringency reducing real expenditure, the targeted services gradually 
become the service rather than being an aspect of it

■ Depends on view of the purpose of a social welfare system – values
– Safety-net or wellbeing? Fix it or prevent it? Exception or inclusion?
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Is this ‘investment’?

■ This looks more like ‘a guide to improving decision-making’ rather than 
investment as “spending now for a stream of future benefits” (long-term)

■ Method could be applied to buying best baked beans (perhaps overkill!)

■ Deloitte/NZIER viewpoint is that a “business case” is usually enough.

■ Ministers routinely talking of expenditure as “investing” not “spending”
■ And frequently no new money goes into the “investment” – just reshuffling existing 

funding (school operating grants again)

■ Losing meaning of the term

■ Methodology has its own merits – but only sometimes “investment”
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Social Investment: what’s good, what’s not
What’s good
■ Much better expertise – e.g. 

social science researchers
■ Integrated Data Infrastructure 

(IDI) leaves less room for omitting 
important factors

■ Possibility of broader investment 
approach

■ Could be some serious 
evaluation of 
programmes/interventions
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But…
■ Heavy political baggage – much bigger 

public services change programme 
■ Beyond this, just a set of policy tools 
■ What values underlie this – what do we 

want our social services to look like?
■ Investment just one strand – and will it be 

funded?
■ Heavy reliance on “measurables”; dangers 

of individualisation, targeting
■ IDI still can be misused (e.g. causality, still 

big data gaps); other data issues

On balance, some good features, some dangers, and a long way to go
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Taking the good and making it work for people
■ Still mystifying just what is in this definition of “social investment” that has 

lasting significance beyond a particular Government’s platform. 

■ Jonathan Boston (Victoria University) and Derek Gill (NZIER) have a project to 
discuss “What is the social investment approach (and what is it not)? How
should it be applied? and Where would it be most productively applied?”

■ They identify at least three approaches to Social Investment within the OECD in 
recent decades, all with social democratic roots, more recently captured by 
“Third Way” theorists.
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Taking the good and making it work for people
■ Treasury Long Term Fiscal Statement background paper published yesterday 

says:
Explicit reference to “investment” originated with economists Alva and Gunnar Myrdal in 
the 1930s. Their argument for the Swedish welfare state was intended to justify “a wide 
range of policies that would invest in the nation’s human capital [including] quality day 
care education, health care, economic support to families, and policies to support 
women’s labour force participation”.

■ In that sense, social investment in New Zealand dates back at least to the first 
Labour Government in the 1930s. It was dealt a severe blow by the 
transformation of social policies to a “safety net” and focus on fiscal 
expenditure reductions in the 1990s.
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Taking the good and making it work for people
■ Interested in what Boston and Gill come up with - but some thoughts:

1. Citizens need assurance of the principles underpinning our social services
– Otherwise under continuous threat from fiscal stringency, targeting, erosion
– Prioritising of services should be for the purposes of effectiveness, not primarily to 

cut current costs – difficult without underpinning principles
– Must ensure the system remains relevant to middle New Zealand who are entitled 

to its benefits and must support it for it to survive

Proposal: a rights-based approach to define what we want our social services to do, 
and what citizens have a right to expect in their lives
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e.g. International Covenant on Economic, Social and Cultural Rights (ratified by NZ)
Art 11:1. The States Parties to the present Covenant recognize the right of everyone to an 
adequate standard of living for himself and his family, including adequate food, clothing and 
housing, and to the continuous improvement of living conditions.



Taking the good and making it work for people
2. An ‘Investment approach’ implies
■ Some confidence that the ‘investment’ will lead to future benefits

– Can model long term effects with longitudinal multivariate data
– Reliable data, robust methods for analysing it are vital

■ Also requires strong standards for privacy and use
– But not just data and analysis: many immeasurables in social services

■ Cost-benefit analyses will frequently hinge on value judgements
– Taking into account all factors

■ Welfare is not only affected by welfare spending: health, housing, 
education, employment, community networks…

■ Needs joined up data – not just administrative
– Systems thinking – not only focused on individuals or households
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Taking the good and making it work for people 

2. ‘Investment approach’ implies (continued)
■ Funding up front

– Currently often not happening 
– e.g. benefit priorities, school operational funds, funding for special educ

– Instead effectively making other people with evident needs pay an unproved 
“dividend” from the investment up front

– If serious, could borrow
What about MSD’s investment approach?
■ Data useful as long as used properly in conjunction with other factors

– Put proper social science researchers in charge of it

■ But future fiscal liability is just a method of estimating partial costs and should be used 
for nothing more than that
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Taking the good and making it work for people 

Conclusions
■ MSD’s ‘Investment Approach’ should be abandoned and integrated with a robust 

government-wide one

■ Future fiscal liability should be used only for what it is: a partial costing 

■ ‘Social Investment’ has some good features, some dangers and a long way to go

■ A robust investment approach does not yet appear to be part of it

■ Most importantly citizens need assurance of the principles underpinning our social 
services

■ Contracting out/‘commissioning’ should be treated as a separate political programme 
full of dangers
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Questions? Comments?
Bill Rosenberg (billr@nzctu.org.nz)
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