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This 2021 Budget Report has been prepared by Wolters Kluwer in-house analysts with the assistance of 
specialist practitioners from Bell Gully. It covers announcements of interest to tax practitioners and the 
business community.

About Wolters Kluwer
Wolters Kluwer (WKL) is a global leader in professional 
information, software solutions, and services for the health, 
tax & accounting, governance, risk & compliance, and legal 
& regulatory sectors. We help our customers make critical 
decisions every day by providing expert solutions that 
combine deep domain knowledge with specialised technology 
and services..

Bell Gully
Bell Gully is a leading New Zealand corporate law firm with 
extensive commercial, corporate, taxation, finance, banking, 
litigation and commercial property experience. 

We are consistently recognised as the market leading 
legal tax team in New Zealand. From general corporate tax 
advice, including corporate restructuring, acquisitions and 
divestments, securitisation and financing to helping clients 
resolve tax disputes at all levels, customs and excise matters 
and set up trusts, our clients rely on our tax specialists for 
their technical excellence, commercial sense and ease of 
doing business.
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Budget 2021 highlights
All quiet on the tax front

Finance Minister Grant Robertson’s 2021 Budget is a cautious balancing act between incurring further 
debt and increasing spending on measures designed to reduce child poverty.

After the dramatic March tax announcements that caused a tailspin among property investors, Budget 
2021 is silent on any significant new tax proposals. 

However, the Government’s Budget 2021 document refers to an initiative to “collect information on the 
level of tax paid by high-wealth individuals and their related entities. This information will be used to 
develop basic research to understand the overall distribution of income and wealth.” 

Specific announcements that affect the business community are:

 � Industry Transformation Plans across 7 areas of the economy — advanced manufacturing, agritech, 
food and beverage, digital, construction, tourism, forestry and wood processing

 � infrastructure spending of $57.3 billion from 2021 to 2025 (including $10 billion for roads and public 
transport projects and $810 million on rail)

 � extending the Training Incentive Allowance for employment-related training

 � funding for a digital skills training programme for up to 60,000 small businesses, with supporting 
advisory services to help 30,000 businesses create digital business action plans

 � $200 million to drive recovery in the tourism sector, with particular focus on Kaikoura, Mackenzie 
District, Queenstown Lakes, Fiordland and South Westland 

 � $15 million to support Māori tourism operators.

As part of the Government’s plan to reduce child poverty, there will be increases to benefits:

 � All benefit rates will increase by $20 a week from 1 July 2021.

 � A second increase will occur on 1 April 2022, with main benefits lifted in line with Welfare Expert 
Advisory Group (WEAG) recommendations.

 � Families and whānau with children will also receive a further $15 per adult per week from 
1 April 2022.

The Government will increase the Minimum Family Tax Credit threshold from 1 July 2021 as a 
consequence of those increases to benefits. 

Budget initiatives: social policies
Budget 2021 includes a number of social policy initiatives 

Ministerial statement — Health
“Securing our recovery also requires substantial investment so that the basic wellbeing needs 
of New Zealanders are met, and that we have world-class public services. At the centre of this 
in Budget 2021 is a record $4.7 billion increase in operating investment into Health over the 
forecast period. The total expenditure on health in the next financial year is $24 billion…”
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Editorial comment

Budget 2021 includes $4.7 billion in new health operating funding across the period 2021/22 to 2024/25. 
Of this, $2.7 billion is assigned to “Cost and Volume Pressures” of District Health Boards. Also included 
in Budget 2021 is $968 million in capital investment in health, a large proportion of which is allocated 
to capital investment in facilities, infrastructure and technology of District Health Boards.

Ministerial statement — Education
“Budget 2021 makes significant investment in Education…”

Editorial comment

Just over $1 billion of new operating funding is committed to education in Budget 2021, of which just 
under $200 million is committed to a reform of the existing “Tomorrow’s Schools” model. Budget 2021 
also includes just under $730 million of capital funding over 10 years.

Ministerial statement — Social welfare
“On this 30th anniversary of [the “Mother of All Budgets”], our Government is undoing some 
of the damage done all those decades ago… Today, we address the most inequitable of the 
changes… We will restore dignity and hope for some of the lowest income New Zealanders by 
righting the wrong of those benefit cuts…”

Editorial comment

The main social welfare initiative contained in Budget 2021 is an increase of weekly benefit rates by 
between $32 and $55 per adult. The increases will be implemented in 2 stages, with an immediate $20 
per adult per week increase on 1 July 2021 and the second increase occurring on 1 April 2022. Delving 
into the Budget papers, the total cost of this change is approximately $1.77 billion across 2021/22 to 
2024/25. Another significant commitment of revenue to social welfare in Budget 2021 is $527 million 
for an extension of the “Ka Ora, Ka Ako Healthy School Lunches Programme” to more than 200,000 
students.

Ministerial statement — Housing
“It is the Government’s goal that all New Zealanders have warm, dry, safe and affordable 
housing to live in. We have invested significantly towards this goal over recent Budgets.”

Editorial comment

Budget 2021 includes the following housing initiatives:

 � The centrepiece of Budget 2021’s housing initiatives is a new “Housing Acceleration Fund” to which 
$3.8 billion will be committed ($354 million in 2021/22, $608 million in 2022/23, $585.5 million in 
2023/24 and $570.5 million in 2024/25). The fund will provide funding for infrastructure projects and 
delivery of large-scale projects, which provide a mix of public, affordable and market housing.

 � $380 million for Māori housing solutions, including building new houses in areas with high rates of 
Māori housing deprivation and repairs to existing stock.

 � A number of initiatives relating to tenancies, including $16 million for enforcement of Healthy 
Homes Standards, $41 million for tenancy related services (eg dispute resolution services), $18 
million in operating funding and $20 million in capital funding to support the IT system for 
administering rental bonds, and $5 million to support the work of the Tenancy Tribunal.
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Social Unemployment Insurance Scheme
Ministerial statement

“At the urging of Business NZ and the Council of Trade Unions we have committed to the 
development of a Social Unemployment Insurance scheme.”

Editorial comment

Budget 2021 proposes a “Social Unemployment Insurance Scheme”, in line with a commitment in 
Labour’s election manifesto. The proposed scheme shares some similarities to the ACC system but 
in this case for unemployment. The Budget papers indicate that such a scheme will provide a worker 
who loses their job with 80% of their income for a fixed period of time, with minimum and maximum 
caps. The scheme will be jointly designed by a Social Insurance Tripartite Working Group comprising 
the Government, Business NZ and the New Zealand Council of Trade Unions, who will be consulting 
stakeholders in the first instance, with wider public consultation to occur later in 2021.

Industry Transformation Plans
Ministerial statement

“[W]e are developing Industry Transformation Plans across seven areas of our economy where 
we believe we can get a global competitive advantage or where an industry sector needs to 
undergo transformation to significantly increase its level of productivity.”

Editorial comment

The Minister of Finance’s Budget speech notes the Government’s “Industry Transformation Plans” 
initiative. The initiative is being run through the Ministry of Business, Innovation and Employment. 
The apparent objective is to set up long-term plans for particular business sectors to increase 
their productivity. So far, Industry Transformation Plans have been developed for the agritech and 
construction sectors, and are currently in the process of being developed for the digital technologies, 
advanced manufacturing, food and beverage and forestry and wood processing sectors.

Digital skills training programme
Ministerial statement

“Budget 2021 builds on [prior initiatives to support SMEs] with funding for a digital skills training 
programme for up to 60,000 small businesses. One of the main messages from small business 
in the wake of COVID-19 was the importance of having the knowledge and tools to compete in a 
digital world.”

Editorial comment

Delving into the detail of the Budget papers reveals that $44 million ($22 million in each of 2021/22 and 
2022/23) will be pledged to a “digital skills programme”. The programme will be a 2 year nationwide 
programme that helps provide core digital skills training to up to 60,000 small businesses, as well as a 
digital business advisory service to assess small businesses’ digital needs and help them create digital 
business action plans.
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Regional Strategic Partnership Fund
Ministerial statement

“Budget 2021 also establishes the new Regional Strategic Partnership Fund as committed to in 
Labour’s manifesto.”

Editorial comment

Budget 2021 commits $66.11 million to a Regional Strategic Partnership Fund. The Provincial 
Development Unit is responsible for its strategy, implementation, delivery and administration and the 
new fund will be funded through the Provincial Growth Fund. The Budget papers reveal that the $66.11 
million committed to the new fund will be sourced from a reprioritisation of existing commitments.

Water infrastructure
Ministerial statement

“Budget 2021 allocates a further $296 million to fund the costs of the creation of new entities to 
effectively, equitably and efficiently manage water infrastructure and provide New Zealanders 
with safe supply wherever they live. The Government is committed to water remaining in public 
ownership, with local authorities, communities, iwi and others playing a central role.”

Editorial comment

Budget 2021 commits $296 million ($114 million in 2021/22, and $182 million in 2022/23) to give effect to 
the Three Waters Reform programme (which comprises an overhaul of New Zealand’s arrangements for 
the “three waters” — drinking water, wastewater and stormwater). The Budget papers note that the $296 
million commitment will be applied to multi-regional water services entities and the transfer of assets, 
liabilities, staff and services from local authorities to those entities.

Climate change
Ministerial statement

“In this Budget we have allocated significant resources to help shift the dial on our emissions 
reductions. $300 million has been allocated to NZ Green Investment Finance Limited (NZGIF), the 
investment vehicle established in the Labour/Greens Confidence and Supply Agreement in our 
last term of government.

[…]

Budget 2021 also establishes a $302 million tagged contingency to implement a regime to 
incentivise the uptake of low-emissions vehicles.

[…]

Other initiatives in Budget 2021 that contribute to our climate change programme include $67.4 
million to implement the Carbon Neutral Government programme, the extension of the Warmer 
Kiwi Homes programme for another 47,700 homes, more support for the Low Emission Vehicle 
Fund and more support for businesses to transition to low-emissions energy.”
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Editorial comment

Budget 2021 provides New Zealand Green Investment Finance Limited (NZGIF) with a $300 million 
injection of capital. NZGIF is described as a “green investment bank” and has provided equity 
investments, mezzanine debt investments and credit facilities to low carbon initiatives. The Budget 
papers note that NZGIF is undercapitalised and will not be in a position to continue investing unless it 
receives further capital. 

Just under $302 million is also included in Budget 2021 as a tagged contingency for Waka Kotahi/NZ 
Transport Agency to implement a programme with a view to building demand for buyers of zero and 
low-emission vehicles. The Budget papers reveal that the funding is a tagged contingency while design 
work for the programme is being completed.

Resource Management Act 1991
Ministerial statement

Reform of our planning system is long overdue. It has become confused, inconsistent and 
unclear for almost all participants. Led by Environment Minister David Parker, the Government 
has embarked on a once-in-a-generation project to establish a resource management system 
that is fit for purpose. This Budget invests $131.8 million to see this reform through all its stages.

Editorial comment

The Budget papers add the comment that Budget 2021 provides significant funding for the 
comprehensive reform of the resource management system to ensure it enhances housing supply and 
boosts economic development while protecting the environment. The Government is investing $131.8 
million in the design, enactment, transition, and initial implementation of the reforms through to 
mid-2024. This strong commitment to funding the reforms will allow them to be effectively delivered, 
something that did not happen when the Resource Management Act 1991 was originally implemented.

The Budget papers further comment that, once enacted, the new Natural and Built Environments Act 
and Spatial Planning Act are expected to protect and restore the natural environment, while better 
enabling development and respecting environmental constraints. This would result in a more efficient 
and effective resource management system that gives effect to the principles of Te Tiriti o Waitangi and 
provides greater recognition of te ao Māori. The new Climate Adaptation Act will focus on managed 
retreat and work towards reducing the risk posed by climate change to communities and assets by 
strategically moving them away from at-risk areas.

Taxation principles
Budget 2021 comments on taxation principles. Under the Public Finance Act 1989, the Government is 
required to publish its revenue strategy. As part of that requirement, Wellbeing Budget 2021 states  
(at p 46) the Government’s fairness objectives for the tax system as follows:

 y Progressivity: individuals with a higher income, and therefore ability to pay, should pay a 
greater proportion of their income in tax.

 y Reducing inequality: the tax system should help in limiting excessive wealth inequality over the 
longer term.

 y Horizontal equity: the principle that people that are in the same position should pay the same 
amount of tax. 
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The Wellbeing Budget 2021 papers add the following 3 comments:

 � the efficiency objective is to minimise the economic costs of raising revenue, subject to the 
Government’s revenue and fairness objectives

 � the tax framework is based on the principles of a broad base – low rates and neutrality. This 
enables tax rates to be set at rates lower than otherwise

 � neutrality in the tax treatment of different investments promotes economic efficiency and 
productivity.

The importance of neutrality is qualified by the comment that in some cases, revenue policy will 
be used to influence behaviour. This is appropriate only where there is clear evidence of net social 
benefits, tax policy is the most appropriate instrument and fiscal risks can be managed. As an example, 
the R&D tax incentives promote business innovation. 

The Budget papers go on to say that people and businesses must pay their fair share of tax, including 
multinational companies. The international tax framework needs to adapt to shifts in the global 
economy, including increased cross-border activity and digitalisation. New Zealand is continuing to 
work with the OECD to find a multilateral solution to the challenges that the digital economy poses for 
international taxation.

A final observation on Government revenue strategy is that the tax system must remain fit for purpose 
in a changing world. Ongoing work will focus on implementing Government policy, maintaining the 
integrity of existing revenue bases and monitoring the sustainability and fairness of the tax system. 
The Generic Tax Policy Process will be used to develop and consult on tax policy where practicable.  

Other comments in the Budget papers touch on the matters outlined in the revenue strategy.

In relation to the principle mentioned above concerning progressivity, the allocations of Government 
spending state that funding of $2.47 million (for 2021/22) and $2.53 million (for 2022/23) will be made 
available to collect information on the level of tax paid by high-wealth individuals and their related 
entities. It is added that this information will be used to develop basic research to understand the 
overall distribution of income and wealth.

Although these comments do not specifically identify the central focus of the research, it is reasonable 
to suppose that they are directed to reviewing the implications of the current misalignment of the 
top rate of tax for individuals of 39% (on an annual income exceeding $180,000) and the rate of tax 
for trustees of 33%. It has previously been well-signalled that the misalignment is an area of real 
sensitivity and one that could be addressed if the problem became one of significant dimensions.

In the interim, the approach seems to make it clear that any practices perceived to be of an abusive 
nature will be challenged by administrative action through Inland Revenue.

This approach is set out in RA 21/01 in relation to endeavours to divert personal services income 
through a related entity such as a trading trust or a company. The revenue alert signals that such 
endeavours may, in the appropriate case, be challenged as constituting a tax avoidance arrangement.

More generally, in relation to tax policy, the Budget papers add the observation that the Government 
is in the process of refreshing the tax policy work programme. No additional information on areas of 
interest was provided. 

It may be speculated, however, that any tax policy work programme will not be looking at major policy 
matters. The Budget papers signal that tax in dispute under current legal proceedings is $189 million 
as at 31 March 2021. This is suggestive of the notion that tax controversies are more in the nature of 
small-scale interpretative issues rather than addressing major gaps in the legislation.

The reference to the neutrality of the tax treatment of different investments in the revenue strategy 
may strike a discordant note with some investors.
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Criticism has been levelled at the proposals announced in March 2021 to extend the bright-line test 
for land from 5 years to 10 years and to remove interest deductibility for property investors, other than 
for new builds. This abandonment of neutrality was said to be justified on the ground that the current 
settings were “too much in favour of speculators and investors and away from first home buyers”.

It remains to be seen to what extent these measures will be immune from the law of unintended 
consequences. For example, it may be supposed that taxation is an expense factored into the 
calculation of a return on an investment. If the tax expense of a property investor is increased 
substantially, it can be anticipated that there will be upward pressure on the return on investment in 
the form of rents that the property investor seeks. If that scenario plays out on a large scale, the issue 
of housing affordability may become transformed into one of rental affordability.

The comments in the revenue strategy on departures from neutrality refer to the R&D tax credit. In 
that connection it may be of interest to note that the Budget papers quantify the R&D tax credit as 
having a value of $40 million for 2018/19, $213 million for 2019/20 and $313 million for 2020/21. These 
expenditures represent taxation foregone upon grant of the tax credit. 

In relation to that part of the revenue strategy referring to international taxation and the digital 
economy, the Budget papers confirm the present policy of continuing to work with the OECD to find a 
multilaterally agreed solution to the challenges posed by digitisation and globalisation.

If sufficient progress is not made on a multilateral solution the Government may consider a digital 
services tax.

Free trade agreements
Ministerial statement

The Government is continuing to prioritise the negotiation of Free Trade Agreements with the 
European Union and the United Kingdom. Trade Minister Damien O’Connor will soon travel to the 
Northern Hemisphere to further advance our case with both jurisdictions. 

Editorial comment

It seems unusual for the Budget statement to be taken as an opportunity to announce a forthcoming 
overseas trip by a government minister. The curiosity of the statement is underlined by the absence of 
any prediction of imminent success for the minister’s trip. The Budget papers make no comment on 
any anticipated favourable consequences of a free trade agreement with the European Union and the 
United Kingdom, once concluded.

Fiscal outlook
The Budget papers strike an optimistic note with the prediction that for the year ending 30 June 2021 
there will be an annual average real GDP growth of 2.9%.

Significantly, recession is not forecast.

The GDP growth supports a projected growth in core Crown revenue from just under $100 billion for 
2020/21 to $121.3 billion for 2024/25.

At the same time, the Budget papers project rising but eventually stabilising levels of government debt. 
The net core Crown debt is projected to be 34% of GDP for 2020/21, rising to a peak of 46.9% of GDP for 
2023/24, and then falling to 43.6% for 2024/25.
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By contrast, general government net debt for Australia is projected to be 55.2% of GDP for 2023/24. The 
same figure for that year is 80.5% for the Euro area, 101.5% for the United Kingdom and 111% for the 
United States.

Core Crown expenses are expected to follow the same profile as core Crown debt. Core Crown expenses 
are projected to be 33.1% of GDP for 2020/21, falling to 29.2% of GDP for 2024/25. The decline will reflect 
the diminishing wind down of COVID-19 fiscal support.

Making a small contribution to core Crown expenses is the $5 million allocated to support a better 
understanding of Matariki as a public holiday. The funding is said to support the early development of 
resources and engagement events that acknowledge and support understanding of Matariki as a public 
holiday beginning in 2022. The resources and engagement are to enable iwi Māori to develop and lead 
regionally diverse recognition of Matariki.

Emissions Trading Scheme
Ministerial Statement

I am announcing today that it is my intention that from Budget 2022 onwards we will 
hypothecate (or recycle) the revenue generated from the Emissions Trading Scheme into 
emissions reductions programmes. 

Editorial comment

The Budget papers provide further information on the Emissions Trading Scheme (ETS). This was in the 
context of explaining a provision in the accounts of the Government of $3.804 million for ETS credits.

It is noted that the ETS was established to assist New Zealand in meeting its domestic and 
international climate change targets. The scheme puts a price on greenhouse gas (GHG) emissions to 
create a financial incentive for businesses to reduce their emissions, and landowners to plant forests 
to absorb carbon.

The ETS creates tradable New Zealand Units (NZUs) which the Government can allocate for free to 
certain businesses to recognise the impact that the additional costs imposed by the ETS could have 
on their international competitiveness. The Government also allocates New Zealand Units (NZUs) to 
participants for GHG emissions removals.

The allocation of NZUs creates a provision if allocated for free; the provision is reduced, and revenue 
recognised, as NZUs are surrendered to the Crown by emitters. From 2020/21 the Government will begin 
to sell a limited volume of NZUs directly to the market via auction. The ETS provision represents the 
tradeable NZUs outstanding that will be accepted as emitters honour the emissions obligations under 
the ETS.

Emitters can meet their emissions obligations by either surrendering NZUs they hold, or by purchasing 
units from the Government directly at a fixed price of $35 per unit (known as the fixed price option, or 
FPO) before immediately surrendering them. NZUs purchased through government auctions or FPO 
result in cash receipts for the Crown. NZUs purchased at government auctions result in an increase to 
the ETS provision as new units are created, but not immediately surrendered. 

At 31 March 2021, the market price of NZUs ($36.90 per unit) is higher than the FPO. Therefore, for 
obligations that are due to be met in the 2020/21 fiscal year, it is assumed that the majority will be 
met through use of the FPO (as opposed to surrendering NZUs they already hold and reducing the 
ETS provision).  After 2020/21, the FPO will no longer be available for use for emitting activities that 
are carried out from the start of 2021, and so emissions obligations will have to be satisfied through 
surrendering units. Decisions on the cap on emissions are due to be made towards the end of 2021 and 
the outcome of these decisions may have a significant impact on the Government’s fiscal forecasts in 
this area.
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