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Preface

The social investment approach burst onto New Zealand’s policy scene after
2010, championed by the then Minister of Finance, Bill English. It was more a
practitioner-led ‘movement’ than a coherent, rigorously researched or well-devel-
oped policy framework. Yet it was precisely the ill-defined and evolving nature
of the new approach that triggered the collaborative research project that has cul-
minated in this edited volume. Our aim in launching the project in September
2016 — involving the School of Government at Victoria University of Wellington
and the New Zealand Institute for Economic Research (NZIER) — was to develop
a deeper understanding of social investment: what exactly is it, what is it not,
what are its merits, and how might it evolve in the future? The chapters in this
volume endeavour to answer these questions.

This book would not have been possible without the generous assistance and
support of a wide range of people. We are particularly grateful to our colleagues
in the School of Government and NZIER for their many and varied contributions
— as authors, commentators and peer reviewers. We were also greatly assisted,
especially during the early stages of the project, by a steering group comprising
senior officials from the Ministry of Social Development, Treasury and the Social
Investment Unit. Many other researchers and public servants, as well as con-
sultants and representatives of voluntary agencies, contributed in various ways,
providing constructive feedback and advice on draft chapters and highlighting ad-
ditional issues in need of analysis.

Most of the chapters were originally presented as papers at a series of three
workshops held in Wellington in late 2016 and early 2017. These workshops
were attended by a wide range of policy-makers, academics and practitioners
from across the social sector. The ensuing discussions undoubtedly contributed
to a better understanding of the social investment approach and the quality of the
final versions of the papers.

We are particularly grateful to the Directors of the Institute for Governance
and Policy Studies — Michael Macaulay and Simon Chapple — for their advice
and encouragement, and the administrative staff of the School of Government,
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Preface

especially Lynn Barlow, Maggy Hope and Lyne Todd, for their assistance with
various organisational matters. Likewise, we much appreciate the support of
NZIER through its public good fund.

Finally, we would like to thank all those involved in the latter stages of the
book’s production. Denis Welch showed great skill, perseverance and dedication
in copy-editing the many and varied contributions. Similarly, we are most grate-
ful to our publisher, Bridget Williams, and her highly capable and efficient team,
especially Tom Rennie, Tina Delceg, Neil Pardington, Nancy Swarbrick and Julia
Wells.

Jonathan Boston and Derek Gill
September 2017
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Chapter 1
Overview — key 1ssues and themes

Jonathan Boston and Derek Gill

During 2011-12, the New Zealand government led by the National Party em-
barked upon what it called a ‘social investment approach’.l Investment, put
simply, is about employing resources today to generate future returns, somehow
defined. Essentially, social investment involves applying an investment logic to a
government’s social interventions.

Treating public policies as investments is not, of course, unusual; nor is a
focus on early intervention, prevention or precaution: they have a very long his-
tory in multiple policy domains. Nevertheless, New Zealand’s social investment
approach has provoked many questions — philosophical, conceptual, methodolog-
ical, evidential, organisational and administrative. It has also generated markedly
different responses and assessments. First, there is debate about whether the ap-
proach involves a genuinely new and distinctive effort to address long-standing
social challenges. Second, regardless of its novelty, views differ on its overall
merits and likely social and economic impacts. We begin by briefly summarising
the rival positions.

WHAT’S NEW?

For some, New Zealand’s social investment approach constitutes a ‘big idea’ —a
radical new departure with significant lessons for other countries. For others, it
represents no more than a little idea ‘masquerading as a big one’ — to quote Sir
Michael Cullen in his contribution to this volume. Yet others endorse a middle
path: while much of the rhetoric is simply ‘new wine in old bottles’, the approach
incorporates some genuinely innovative elements.

Indicative of the first view, Michael Mintrom, in his contribution, regards the
new approach as a ‘paradigm shift’ marking the welcome birth of a more rigor-
ous, more evidence-informed governmental attempt to improve social outcomes,
especially for New Zealand’s most vulnerable and needy citizens. From this
perspective, then, the approach — with its greater reliance on integrated data, in-



formation sharing, risk profiling, actuarial analyses, outcomes-based contracting
and joined-up services, together with new institutional arrangements, a stronger
focus on prevention rather than cure, and a drive for enhanced accountability
— heralds a distinctive — and superior — way to tackle deeply entrenched social
problems and deliver more cost-effective and better-targeted social services. It is
perhaps no accident, from this standpoint, that governments and researchers in
other jurisdictions, such as Australia, have taken a keen interest in this experi-
ment.2

But what exactly is new? Killian Destremau and Peter Wilson in their contri-
bution point to at least three innovative features. The first is client segmentation:
identifying groups and individuals with very specific needs. This is an example
of using data, including administrative data, more effectively.

The second is intervention innovation: tailoring interventions to better ad-
dress the specific needs identified through market segmentation, setting very
clear expectations about the returns sought from the intervention and measuring
those returns. There is a clear shift in focus away from broad programmes cover-
ing large groups of people (e.g., the unemployed, sole parents, teenage mothers,
the injured, the disabled etc.) to designing interventions focused on specific
clients with specific characteristics.

The final, and perhaps the most novel, feature is a new mode of governance.
The social investment approach involves improved cross-agency working — or
better horizontal governance — and harnessing the capacity of non-government
providers of social programmes for hard-to-reach clients. This requires new ways
of commissioning and working with providers, including more collaboratively.
Exactly how that will work is still being developed.

WHAT’S GOOD ... AND NOT SO GOOD?

Few people doubt the logic of investing for a better future. The only question is
what constitutes a sound investment. Conceptually, therefore, the idea of social
investment has obvious intuitive appeal. But is the new approach robust? Is it
built on sound philosophical principles and robust analytical foundations? Will it
deliver better outcomes? The former National-led government certainly thought
the answers to such questions were all affirmative. Indeed, it regarded the new
approach as one of its flagship policies and believed that it had great potential.
Some informed commentators, however, have been much less confident.
Critiques have taken various forms. One particular concern was the former gov-
ernment’s initial emphasis on minimising the long-term fiscal liability of the
welfare system (based on actuarial analyses of the long-term costs of different
categories of welfare beneficiaries). Economists Simon Chapple and Bill Rosen-
berg,3 drawing on the tools of mainstream public economics, argue that this
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approach is neither efficient nor equitable. They question the idea that a single
monetary metric, namely the Crown’s long-term fiscal liability, constitutes a
valid or reliable performance measure. They also dispute the related assumptions,
first, that such a metric is a useful proxy for improved welfare outcomes, and
second, that exits from the benefit system equate to employment gains. Graham
Scott in his contribution, while emphasising the need for solid fiscal analyses of
all investments, also voices caution about an improper reliance on narrow fiscal
measures of performance.4

From a different angle, other social scientists — including Amanda Wolf in
this volume — have expressed deep scepticism about the extent to which more
and improved data can be used to ‘prescribe’ interventions, given the complex-
ity of social problems. Others have questioned the value of specific analytical
tools, such as predictive risk assessment.5 Many not-for-profit social service
providers have also recorded significant reservations, not least about the risk to
their clients’ confidentiality and privacy,6 the higher compliance and transaction
costs, and the greater contractual complexity and funding uncertainty. For most
critics, the likely benefits of the strategy appear to be limited, if not negligible,
while the drawbacks and limitations loom large. Impartial observers therefore
need to look beyond the former government’s confident and beguiling rhetoric
and focus instead on the many obstacles and constraints — evidential, technical,
administrative and, in some cases, constitutional.

Can these conflicting assessments be reconciled? To what extent, for in-
stance, do the differing views reflect a lack of clarity about the precise nature
of the social investment approach? After all, the approach has evolved since
2011-12 — and continued to do so during the preparation of this volume. In ad-
dition, there have been difficulties distinguishing the model (however broadly
or narrowly conceived) and its various components from other significant and
cotemporaneous changes to New Zealand’s welfare state under the National-led
government. Alternatively, perhaps the conflicting assessments are less about the
definition and delineation of the new approach and more about the use of di-
vergent evaluative frameworks — philosophical, analytical and ethical. If so, is it
possible to reach any common ground on whether the approach is mostly a ‘good
idea’, a ‘good idea’ (at least in principle) that has yet to be appropriately imple-
mented, or mostly a ‘bad idea’? And to the extent that it has merit, in what policy
domains and with respect to what types of issues might it add most value?

A key goal of this edited collection is to address these and related questions.
But first let us clear the decks, so to speak, and clarify the nature and scope of the
matters under discussion.

This introductory essay outlines the contours of the research project on
which this volume is based, discusses the policy context in New Zealand in which
the social investment approach emerged and evolved, summarises the core ele-
ments of the new approach, reviews the major issues generated by it, explores



briefly the changing policy landscape, and considers possible future policy direc-
tions. We close by summarising the book’s structure and contents.

OUR RESEARCH PROJECT — A BRIEF OUTLINE

In mid-2016, the Institute for Governance and Policy Studies (IGPS) in the
School of Government at Victoria University of Wellington and the New Zealand
Institute for Economic Research (NZIER) agreed to launch a project to explore
New Zealand’s social investment approach. The project was designed in con-
sultation with senior staff from several government departments and agencies,
including the Ministry of Social Development (MSD), Treasury and the Social
Investment Unit (which at the time was an autonomous unit linked to MSD). To
oversee the project, a small steering group was formed comprising researchers
and senior officials. The primary aim of the project was to answer three specific
questions:

1. What exactly is the social investment approach and what is it not?

2. How has it been applied and how should it be applied?

3. Where is such an approach most likely to be productively applied (i.e., in
which specific policy domains)?

In order to investigate these and related matters, a series of papers was commis-
sioned from academics in the School of Government at Victoria University of
Wellington and other universities, NZIER staff and associates, departmental and
agency officials, staff employed by non-governmental agencies, and several con-
sultants. In some cases, academics and officials collaborated in the preparation of
papers. The draft papers were then presented at a series of three roundtables held
in Wellington between late November 2016 and early May 2017. A wide range of
participants from both the public and private sectors was invited to each round-
table, with the aim of securing a diversity of views and insights. Following the
roundtables, the papers were revised and peer-reviewed. Several additional pa-
pers were sought from a number of participants for inclusion in this volume.

Altogether, this edited collection contains 21 separate contributions from 28
authors. As will be evident to readers, the perspectives of these authors differ,
sometimes markedly. Our aim during the project was not to reach a consensus on
the many issues under discussion. Rather, it was to facilitate a respectful and in-
formed exchange of views, enhance understanding of ‘what’, ‘how’ and ‘where’,
and enable a diversity of thoughtful voices to be heard. The contributions to this
edited volume reflect that goal.

THE BACKGROUND TO THE SOCIAL
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INVESTMENT APPROACH AND THE WIDER
POLICY CONTEXT

New policy initiatives are always influenced by their economic, social, political
and technological contexts. The social investment approach is no exception.
Various chapters in this volume outline and discuss aspects of the contextual en-
vironment, including the former National-led government’s wider social reform
agenda.7 These commentaries will not be duplicated here, but in order to un-
derstand the development of the approach, several matters require emphasis. In
particular, the emergence, and subsequent evolution, of the new approach was
the product of at least five cotemporaneous trends: heightened fiscal pressures,
driven partly by the global financial crisis (GFC) and damaging natural disas-
ters; an ongoing quest for more efficient and effective social services and better
outcomes; a particular concern about the economic and social costs of long-
term welfare dependency; a related concern about the country’s large number of
vulnerable children; and significant improvements in technology, not least the
greater availability of, and the capacity to analyse, large quantities of policy-rel-
evant data. Let us explore each of these factors briefly.

1. The fiscal context: New Zealand’s economy was already in a mild recession
when the GFC struck during 20089 and the National-led government took
office in November 2008. While the GFC affected New Zealand less than
many other developed countries, there was nonetheless a moderate upswing
in the level of unemployment and a deterioration in the government’s ac-
counts. Matters were exacerbated by a series of very damaging earthquakes
in Canterbury during 2010—11. These events put additional pressure on the
government to find cost savings and enhance the efficiency and effective-
ness of its policy interventions, not least in the broad — and fiscally expensive
— area of social policy. In response, it tightened the degree to which some
forms of social assistance (especially tax credits) are targeted. It also made
changes to the eligibility criteria for welfare benefits, and introduced more
demanding work expectations for beneficiaries with children and more ex-
acting penalties for those failing to meet their obligations.

2. The public management system and the drive for better social services:
While New Zealand’s public service is generally viewed as competent, hon-
est and effective, there has been a long-standing concern about the often
disjointed, fragmented and siloed nature of service delivery. As a result,
citizens with multiple and complex needs may end up interacting with nu-
merous service providers, whether public or private. The former National-led
government made concerted efforts to encourage a more client-focused, co-
ordinated and whole-of-government approach. To this end, it commissioned
a series of reports (e.g., the Productivity Commission’s More Effective Social



Services published in August 2015) and implemented measures to incentivise
cross-agency collaboration (e.g., the Better Public Service programme, with
its emphasis on whole-of-government performance targets and the creation
of functional leadership roles in areas like ICT, procurement and property
management). It also raised the idea of moving towards more outcome-
based purchasing, and supported efforts to develop new kinds of contracting,
including experiments with social impact bonds (e.g., in mental health).8 Ad-
ditionally, it undertook initiatives to enhance innovation and experimentation
in the design and delivery of social services. These included Whanau Ora
(a government-sponsored programme designed to provide more flexible and
client-focused services to struggling families), multi-agency social sector tri-
als in 16 communities during 2011-16, cross-agency Children’s Teams to
help at-risk children and their families, and new partnership arrangements
with iwi. Aside from this, there have been on-going efforts to improve the
contracting for services from non-governmental providers.

Long-term welfare dependency: The National-led government was particu-
larly concerned by the gradual increase over several decades in the number
of people of working age on long-term welfare benefits and growing evi-
dence of intergenerational welfare dependency, especially among the Maori
and Pasifika communities. To this end, it established a Welfare Working
Group (WWG) in April 2010, chaired by Dame Paula Rebstock, to inves-
tigate ways of tackling long-term welfare dependency. The group’s final
report in early 2011 was instrumental in the development of the social in-
vestment approach. Among other important recommendations, the report
proposed (drawing partly on recent developments in the area of accident
compensation) that the performance of the welfare system should be assessed
and managed via a regular estimation of the Crown’s long-term fiscal liabil-
ity based on an ‘actuarial assessment of the future costs of benefit receipt’.9
It also recommended a stronger focus on prevention, with greater public in-
vestment in measures to avoid welfare dependency. To this end, it proposed
that active labour market policies (e.g., assistance for education and training)
should be targeted towards ‘those most at risk of avoidable long-term welfare
dependence, in order to minimise the long-term costs of welfare’.10 From
the perspective of the WWG, therefore, a core aim of social policy should be
the early identification of people who are likely to experience extended, yet
avoidable, periods on welfare benefits, and the deployment of cost-effective
early intervention programmes. These ideas formed the basis of the social in-
vestment approach, at least in its early stages (2011-15).

Vulnerable children: Related to the issue of welfare dependency, the
National-led government was also concerned by the high incidence of child
abuse and neglect. Since 2009 this concern has prompted a variety of policy
initiatives, culminating in early 2015 in the establishment of an Expert Advi-
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sory Panel to review the system of care and protection for children, including
youth justice. The panel’s final report released in December 2015 — Investing
in New Zealand’s Children and Their Families — recommended substantial
legislative and institutional changes, as well as significant new investment
in publicly funded services for vulnerable children and young people. The
former government implemented many of the recommended reforms, includ-
ing the establishment of a new Ministry for Vulnerable Children/Oranga
Tamariki, a modified service and practice model, and a new connection and
advocacy service.

5. Big data and more advanced data analytics: Technological innovation has
long been a powerful driver of policy reform. Of particular relevance to the
introduction of the social investment approach in New Zealand has been
the emergence over the past few decades of ‘big data’. This includes the
development and refinement of large and often complex data sets (e.g., ad-
ministrative data), together with a much improved capacity to share, match
and analyse such data (e.g., the use of predictive analytics to develop risk
profiles).11 These developments have given government agencies and re-
searchers a greater ability to explore the patterns underlying social problems
and evaluate the impact of current policy settings and potential future op-
tions. Statistics New Zealand, for instance, has developed an Integrated Data
Infrastructure (IDI). This is a large research database containing microdata
from a wide range of sources (both governmental and non-governmental)
about people and households. Recognising the value of big data for im-
proving social outcomes, the National-led government established a Social
Investment Unit (SIU) in early 2016 with the aim of upgrading administra-
tive data and increasing the use of data analytics by social sector agencies.
The SIU was replaced with a new and expanded Social Investment Agency
(STA) on 1 July 2017. The agency’s overall aim is to improve the lives of
New Zealanders, and especially vulnerable people, through the application
of rigorous, evidence-informed investment strategies. To quote the then Min-
ister Responsible for Social Investment, Amy Adams: ‘Greater use of data
and evidence, and a focus on measuring outcomes, means we can create a
system that looks for more opportunities to intervene sooner and more effec-
tively.’12

DELINEATING THE BOUNDARIES

The defining features of New Zealand’s social investment approach — including
its precise definition, purpose and scope — remain the subject of debate. As will
be clear from the preceding account, one reason for the controversy is that the
approach has evolved in a number of ways since its original conception. This is



evident from any careful and dispassionate analysis of official documents since
2011, including ministerial speeches and statements, Cabinet papers, departmen-
tal reports and material produced by the SIU and SIA. In what follows, we briefly
distinguish between what can be called ‘Model 1’ and ‘Model 2, and reflect on
how the social investment approach might evolve further.

But before turning to such matters, several points require emphasis. First, in
any democratic governmental system with a plethora of ministers and agencies
there will always be numerous voices and competing perspectives on complex
policy matters. Absolute consistency, uniformity of purpose and conceptual
rigour are rare. Instead, differences of emphasis and interpretation are the norm.
This was undoubtedly the case with respect to the National-led government’s
social investment approach. Second, governments invariably have multiple ob-
jectives and often prefer, in the interests of managing political risks, for some of
these to remain vague. Again, the social investment approach exhibits such ten-
dencies: some objectives have been stated in clear and measurable ways; others
have been left more opaque or open-ended. Third, while various relevant distinc-
tions can be made between Models 1 and 2, there is no suggestion that either
has been fully formed, let alone rigorously implemented. Indeed, Model 2 re-
mains emergent and somewhat ill-defined. Further modifications are highly likely
in response to changing political priorities, governmental reshuffles, new evi-
dence, continuing debate, institutional pressures and disruptive events. Finally,
the distinction between policy intentions and subsequent delivery must never be
ignored. Large implementation gaps are commonplace. The domain of social in-
vestment is unlikely to be an exception.

MODELS 1 AND 2

As indicated earlier, the original social investment approach —Model 1 — emerged

from the WWG in early 2011 and was the dominant (but not the only) conception

for several years. Table 1.1 captures the main features of this initial approach,

drawing on a wide range of evaluative criteria. It then compares Model 1 with a

modified version — Model 2 — which gradually emerged during 2015-16. At the

time of writing (August 2017), the latter model constituted the official approach.
The core elements of Model 1 included:

1. A primary focus, in policy terms, on the welfare system, and especially
working-age beneficiaries;

2. A strong focus on reducing the long-term fiscal liability of the benefit
system, with such a reduction viewed as a useful proxy for an overall im-
provement in societal outcomes;

3. The use of actuarial analyses to calculate the long-term fiscal liability of
different categories of welfare beneficiaries (e.g., unemployed people, sole

10
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parents, those with significant health and disability issues etc.);

4. The use of active labour market policies and better service delivery to assist
working-age beneficiaries off benefits, with a prioritisation of assistance to
long-term beneficiaries;

5. An assumption that benefit exits equate, at least broadly, to employment
gains; and

6. A commitment to a performance management system for Work and In-
comel3 in which the target of reducing the Crown’s long-term fiscal liability
is prioritised.

It would, of course, be wrong to suggest that the former government and its policy
advisers all came to the view during 2010-11 and in the years immediately fol-
lowing that the Crown’s long-term fiscal liability constitutes the only relevant
measure of the performance of the welfare system. But nor can there be any doubt
about the extent to which this particular metric rapidly acquired political salience
and bureaucratic significance. As a result, considerable effort was expended on
actuarial analyses — indeed, analyses of a kind that had previously never been un-
dertaken with respect to the benefit system, whether in New Zealand or it seems
elsewhere.14 At the same time, the government also set a target in July 2012,
as one of its ten Better Public Service targets, of reducing the number of people
continuously receiving Jobseeker Support (in effect, the new name for what was
previously the unemployment benefit) for more than a year by 30 per cent by June
2017 (i.e., from around 78,000 to 55,000).

As highlighted in Table 1.1, the gradual emergence of Model 2 during
2015-16 involved a series of modifications to Model 1. There is room for legiti-
mate debate about the extent and significance of these changes. Nevertheless, the
main modifications include:

1. A broadening of the target population for the social investment approach
beyond working-age beneficiaries to include other vulnerable or at-risk pop-
ulations (e.g., children within, or at risk of being placed within, the care and
protection system);

2. A broadening of the goals beyond reducing the Crown’s long-term fiscal li-
ability and the number of long-term welfare beneficiaries to include: (a) a
reduction in the total number of people receiving a main benefit (by 25 per
cent between June 2014 and June 2018); and (b) improved outcomes for
other vulnerable groups;

3. A broadening in the range of analytical tools from a primary focus on ac-
tuarial analyses to a greater concentration on the use of big data and data
analytics, together with the more consistent application of cost-benefit analy-
sis during annual budget rounds to better inform policy decisions on the
funding, design and delivery of a wide range of social services; and

4. The creation of a new ministerial portfolio for social investment in December

11



2016, new agencies (initially the SIU in early 2016 and later the SIA in
mid-2017) and a new Social Investment Board in mid-2017 (replacing the
previous Social Sector Board) to bring stronger political and administrative
leadership to, and oversight of, the social investment approach.

Model 2 is still emergent. It remains undeveloped. For instance, while it osten-
sibly involves a broader range of objectives and targets, the required specificity
is largely lacking. Significantly, too, although it theoretically extends the social
investment approach to all social services, the focus has thus far remained on
services to vulnerable citizens. Moreover, the application of an investment lens
in other areas of public policy (e.g. the transfer system (including tax credits),
the provision of education, health care or social housing, and the design and
operation of the criminal justice system), has been variable. Some government
agencies, such as ACC, Pharmac (see Chapter 11) and the Tertiary Education
Commission, have well-developed investment models, but many others do not.

Perhaps the best description of the social investment approach in its most re-
cent iteration is contained in a Cabinet paper — Implementing Social Investment —
in December 2015:

Social investment is about improving the lives of New Zealanders by ap-
plying rigorous and evidence-based investment practices to social services.
It means using information and technology to identify those people for
whom additional early investment will improve long term outcomes, better
understanding their needs and what works for them, and then adjusting ser-
vices accordingly. What is learnt through this process informs the next set
of investment decisions.

The then minister, Amy Adams, offered a similar description in April 2017:

The social investment focus is fundamentally about changing the lives of
the most vulnerable New Zealanders by focusing on individuals and fami-
lies, understanding their needs better and doing more of what we know is
most likely to give the best results ... We’re pivoting the system around to
help social sector agencies shift away from just focusing on their specific
areas into better understanding and being able to assess the impact of their
interventions across an individual’s life course. Greater use of data and ev-
idence, and a focus on measuring outcomes, means we can create a system
that looks for more opportunities to intervene sooner and more effectively.

According to the Cabinet paper in December 2015, the approach has five levels:

1. Enablers or foundation tools and infrastructure — including a data
infrastructure, investment tools and methods, evaluation tools and

12
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standard-setting;

2. Direction-setting — to enable the social sector to contribute to con-
sistent outcomes for vulnerable populations — including performance
indicators, the use of risk profiling to identify at-risk groups, and the
prioritisation of spending;

3. Service delivery — that is informed by the available evidence and is
appropriately client-focused, thereby enabling the better design and
targeting of services, and more innovative, adaptive and flexible deliv-
ery;

4. Accountability and incentives — to ensure the systematic tracking of
outcomes, to encourage joined-up services, and to ensure the proper
monitoring and reporting of progress; and

5. Feedback loops — to ensure that policy-makers use the available data
to reprioritise expenditure.

Significantly, New Zealand’s approach, whether in terms of Model 1 or Model
2, differs from overseas approaches with the same name.15 This is highlighted
by several contributors to this volume (see Chapters 2 and 3). In Scandinavia,
and more recently across the European Union, social investment is fundamentally
about investment in human capital — it is about targeted spending on education
and training with the aim of boosting skills and reducing unemployment. In New
Zealand, thus far, enhancing human capital has not been the primary objective —
although, of course, it was one of the former government’s social and economic
objectives and a major concern of various government agencies, such as the
Tertiary Education Commission. In some ways, as Gary Hawke’s contribution in-
dicates (Chapter 15), the limited application of the social investment approach to
education is surprising, especially given the extensive literature in the economics
of education on rates of return.

How the New Zealand approach develops over the coming years remains
uncertain. In one scenario it could stay confined to particular social services,
especially those for vulnerable people. But there are other options. Potentially,
Model 2 could embrace a wider range of policy domains and types of expenditure
(and also, perhaps, various important regulatory instruments). Some of the possi-
bilities are explored by the contributors to Part 3 of this volume.

Evaluative = Model 1 Model 2 Emergent from Possible future

criteria 2011-14 2015 directions
Philosophy and purpose

Philosophical Fiscal accoun- A mixture of fiscal ac- Public economics;

underpinnings tancy; centre-  countancy and public preference for bet-

right preference economics; centre-right ter returns on
for a smaller, preference for smaller, but social policy inter-

13



Overall pur-
pose

Primary pol-
icy focus

Population
target group

Analytical

but more effec-
tive, state;
‘social’ defined
narrowly — pri-
marily welfare

more effective, state; ‘so-
cial’ defined primarily to
mean ‘social services’

transfers

Reduce long- A sustained improvement
term welfare in economic and social
dependency outcomes, especially for
among vulnerable people, with a
working-age particular focus on reduc-
beneficiaries,  ing the long-term fiscal

with a strong
focus on reduc-
ing the long-
term fiscal
liability of the
benefit payment
system — which
is seen as a use-
ful proxy for an
overall im-
provement in
societal out-
comes
Policy focus and target groups

Working-age  Extending from working-
welfare benefits age welfare benefits to

publicly funded social ser-

vices

liability of the overall sys-
tem; and more cost-
effective social services

Individuals and families
with multiple and complex
needs, including vulnera-
ble and at-risk children;
use of risk profiling to
fits for more identify populations of in-
than a year terest

Analytical features Analytical tools
Actuarial analy- Multiple analytical tools,

Working-age
welfare benefi-
ciaries,
especially those
receiving bene-

14

ventions and im-
proved collective
intergenerational
well-being; broad
conception of ‘so-
cial’

Better overall soci-
etal outcomes,
with sustained im-
provement in the
cost-effectiveness
of public resources
and regulatory
measures across
the broad sweep of
social policy inter-
ventions, including
cash and non-cash
provision

A wide range of
social policies
(e.g., education,
housing, health
care etc.), as well
as different forms
of intervention

All current and po-
tential recipients of
governmental as-
sistance and/or
those subject to
regulatory mea-
sures

Multiple analytical



tools

Types of
costs assessed

Types of ben-
efits assessed

Policy instru-
ments

Policy targets
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ses of the long-
term fiscal costs
of different cat-
egories of
working-age
welfare benefi-
ciaries

Fiscal costs

Fiscal benefits

Active case
management of
long-term
working-age
welfare benefi-
ciaries, with the
objective of en-
couraging
benefit exits
and ideally bet-
ter employment
outcomes
Reducing the
long-term fiscal
liability of the
benefit system;
reducing the
number of peo-
ple
continuously re-
ceiving
Jobseeker Sup-
port for more
than a year by
30% by June
2017 (i.e., from
around 78,000

including actuarial analy-
ses, risk profiling, cost-
benefit analysis, CBAx
etc. Overall, a heavier re-
liance on big data, data
matching and data analyt-
ics

Both fiscal costs and wider
social costs

Fiscal benefits, but some
attention to wider social
benefits

Active case management
of working-age welfare
beneficiaries; outcomes-
based contracting and pay-
for-performance contracts
(e.g., social impact bonds);
adaptive contracting;
building a strong data in-
frastructure

Multiple targets, including
reducing the long-term fis-
cal liability of the benefit
system (by $13 billion by
June 2018); reducing the
total number of people re-
ceiving a main benefit by
25% from 295,000 in June
2014 to 220,000 by June
2018; improving outcomes
for vulnerable people, in-
cluding children. A
commitment to much
greater specificity and a
greater reliance on perfor-
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tools, but with an
emphasis on social
cost-benefit analy-
sis drawing on a
wide range of
quantitative data
and qualitative as-
sessments
Opportunity costs,
including tax dead-
weight
Intertemporal dis-
counting to a
present value of all
relevant benefits
Multiple instru-
ments depending
on policy domain
and ‘what works’

Better economic
and social out-
comes, including
educational, em-
ployment, health
outcomes and
other measures of
objective and sub-
jective well-being



Distributional
implications

Political lead-
ership

Institutional
arrangements
and fiscal
mechanisms

Monitoring,
evaluation
and learning

in mid-2012 to
55,000)
Intertemporal

mance indicators at all lev-

els of the system
Multiple distributional

redistribution of shifts

income from
net beneficia-
ries to net
taxpayers

Multiple distribu-
tional shifts

Leadership, institutional and fiscal mechanisms

Provided by
Deputy PM and
Minister of Fi-
nance, Bill
English

New inter-
agency
collaborative
arrangements
for policy de-
sign and
implementation

Provided by Bill English
(PM December
2016—October 2017), and
a new Minister Responsi-
ble for Social Investment,
Amy Adams, December
2016—October 2017
Establishment of the So-
cial Investment Unit (early
2016), transmuted into the
Social Investment Agency
with a new Social Invest-
ment Board (July 2017);
creation of a new un-
capped channel of
government funding
(known as Track One) ear-
marked for high-quality
social investment propos-
als

Monitoring, evaluation and critiques

Limited need
and modest em-
phasis, except
regarding actu-
arial analyses

Strong emphasis on using
big data to identify pat-
terns where groups and
individuals have very spe-
cific needs
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Cross-party sup-
port; development
of a ‘partnership
state’ model

Functional leader-
ship
commissioning to
enable new ways
of working with
private service
providers; an un-
capped fiscal
allocation as part
of each Budget
round for high-
quality social
investments, with
bidding open to
both governmental
and non-govern-
mental agencies

Strong emphasis
extending to a sys-
tematic tracking of
outcomes and re-
porting of
progress; willing-
ness to redirect
resources from



What would
constitute
‘success’?

Main criti-
cisms

Chapter 1 Overview — key issues and themes

A large and sus- A large and sustained re-

tained reduction
(e.g., 30%) in
the Crown’s
long-term fiscal
liability

overall, inef-
ficient and
inequitable

 lack of atten-
tion to wider
fiscal and
non-fiscal
costs and
benefits

+ the Crown’s
direct long-
term fiscal
liability is a
poor mea-
sure of long-
term welfare
dependency,
a poor proxy
for welfare
outcomes,
and an inap-
propriate

duction in: a) the Crown’s
long-term fiscal liability;
b) the number of welfare
beneficiaries; and c) the
number of vulnerable and
at-risk children. Develop-
ment work completed to
extend the approach to
other policy domains. Ex-
tending the analysis to
capture spillover effects
between portfolios

* inadequately specified
policy goals

 undue focus on (direct
long-term) fiscal aggre-
gates

* limitations of, and risks
associated with, big
data, predictive risk
modelling etc.

* increased compliance
costs and less certainty
for service providers

* data privacy issues aris-
ing from the integration
and reuse of client-level
data
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low-return to high-
return programmes
Sustained focus on
individuals’ life-
courses leading to
improvements in
economic and so-
cial outcomes in a
number of policy
domains across a
range of relevant
measures; sus-
tained cross-party
support; ongoing
backing from civil
society organisa-
tions; a widespread
‘social licence’ to
operate

* the inherent
challenges
(methodological
and ethical) of
assessing the
costs and bene-
fits of social
programmes
(including regu-
latory
measures) and
determining re-
liable and
meaningful
rates of return



way to mon-
itor and
evaluate the
performance
of the wel-
fare system

*+ exits from
the benefit
system
equate
poorly to
employment
gains

* data privacy
issues aris-
ing from the
integration
and reuse of
client-level
data

Table 1.1: The social investment approach in New Zealand — an evolving con-
cept. Source: The authors.

KEY THEMES AND ISSUES

As indicated earlier, New Zealand’s social investment approach has brought to
the fore numerous governance, administrative, conceptual, methodological, ana-
lytical and ethical issues. The roundtables conducted during late 2016 and 2017
provided an opportunity for many of these to be canvassed and debated. Much of
the relevant discussion is captured by the contributors to this volume. While not
repeating their analyses here, it is useful to summarise the main themes and con-
cerns.

Definitional issues

We outlined earlier how the social investment approach might be best described
and delineated, and how it has evolved. Nevertheless, the roundtable series high-
lighted continuing disagreements about such matters, with different perspectives
on the nature, scope and objectives of the approach, as well as the extent to which
it has been modified. Philosophical disagreements were also in evidence, espe-
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cially about how social investment should be designed and implemented. These
debates reflect, among other things, various underlying ethical and ideological
differences. But they also beg basic questions of terminology. What is meant, for
instance, by ‘social’, ‘investment’, ‘return’ and ‘outcome’? When is it meaningful
and valid to use the language of ‘investment’ in relation to social expenditures?
How does an investment ‘framing’ of policy issues and options affect mindsets,
priorities and decision-making? Does an investment lens, for example, alter time
horizons and intertemporal preferences, and does it affect the political acceptabil-
ity of what is proposed or implemented? These and related questions are taken up
by several contributors to this volume. But they are not easy to resolve.

Moreover, it must be readily acknowledged that language can be slippery.
Some words have multiple meanings. Their connotations also matter. Words like
‘investment’ generally evoke positive connotations while others, like ‘spending’,
may not. Hence, ‘investment’ can readily be invoked to provide an apparently
plausible justification for government expenditure, even though there may be lit-
tle evidence that the spending in question will generate a net gain. Alternatively,
the expected gains may be hard to specify or quantify, let alone monetise. Sir
Michael Cullen makes the following observation in his chapter:

... the investment approach should be seen as no more than a useful way to
organise thinking about government spending. It is not, or at least cannot
be, a fundamental change in the whole Budget process ... simply substi-
tuting the word ‘spending’ for the word ‘investment’ in much of what has
been written does not change the meaning in any significant way. Rather,
the use of the term investment simply serves to emphasise that the spending
is being undertaken in the expectation of actually achieving some desirable
ends ...

Ideally, all government spending should be designed to produce benefits. But to
invoke the language of investment surely implies an expectation of net gains over
time.

Conceptual and analytical issues

The merits of both Models 1 and 2 remain strongly contested. Table 1.1 sum-
marises some of the main criticisms of each model. At the heart of these concerns
is the failure, at least thus far, of ministers and their advisers to incorporate an
appropriately broad range of costs and benefits into their evaluation of specific
policy interventions. While fiscal objectives are unquestionably important, they
are not a sufficient measure of overall performance.16 And while the former gov-
ernment talked repeatedly about the importance of social, as well as economic,
objectives, it made little effort to clarify precisely what these social objectives
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are, how they should be measured and how success will be monitored and re-
ported. Understandably, therefore, some critics of its policies regard the social
investment approach as yet another instrument for fiscal restraint and cost-cut-
ting. Likewise, as Simon Chapple argues in his chapter, the approach (especially
Model 1) runs the risk of exhibiting a ‘bean-counting’ mentality: in his view, it is
best characterised as a ‘fiscal redistribution model’ rather than a genuine invest-
ment model. In the absence of more comprehensive performance measures and a
rigorous assessment of rates of return (i.e., drawing on the full range of costs and
benefits), such criticisms cannot be lightly dismissed.

Reallocating existing expenditure versus new and
additional expenditure

A related issue, in this context, is whether any government is willing to increase
public expenditure or is primarily seeking an authoritative mechanism for re-
allocating expenditure within existing baselines. A proper ongoing investment
approach would require an openness to spending more in aggregate (as well as
redirecting existing investments), albeit on condition that the additional (or redi-
rected) spending is justified on the basis of the best available evidence. Publicly,
various parties have indicated their willingness to increase overall expenditure on
social services, and there was some evidence of this in the 2017 Budget round
and with regard to the recent reforms of the country’s care and protection system
for children — referred to as the ‘Investing in Children Programme’.17 Never-
theless, concerns remain — especially among social service providers — about
whether most of the changes in spending patterns arising from the social invest-
ment approach will be reallocations rather than new spending. This, in turn, raises
questions about where the cutbacks are likely to fall, who will lose, who will win,
and what the overall social consequences might be.

Methodological issues, uncertainty and complexity

While Model 2 rightly moves away from a primary focus on the long-term fiscal
liability of the welfare system, it also raises many new and pressing methodologi-
cal issues — especially regarding the extent to which the social scientists equipped
with big data and new analytical techniques can provide reliable guidance as to
‘what works’. Various chapters in this volume discuss the limits to policy analy-
sis and the constraints on effective social engineering. Among other things, they
highlight that:

1. Even the most comprehensive databases contain only partial and fragmentary
information about the characteristics of the individuals and households who
use social services;

2. Much of the historical information available about specific individuals is im-
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precise and error-prone and tells us little about their immediate families or
wider social contexts;

3. There is often only limited information available about how and to what ex-
tent particular social service interventions actually work;

4. Our understanding of some things (e.g., risk factors and ‘deficits’ in people’s
lives) is often greater than our knowledge of other things that matter (e.g.,
resilience factors);

5. Our understanding of causality in the social sciences (i.e., the relationship
between specific inputs, outputs and outcomes) is at best modest and incom-
plete;

6. Our capacity to predict future states, events and behaviours is similarly lim-
ited;

7. Many of the costs and benefits of particular policy interventions are hard to
quantify, let alone monetise;

8. Robust evaluations are often costly and require considerable time and ana-
lytical capacity, both of which are typically in short supply; and hence

9. Our capacity to assess accurately and reliably the relative cost-effectiveness
of different policy interventions is severely constrained.

Implications for service providers and their clients

As noted earlier, the social investment approach has been part of a wider set
of social policy reforms since 200910, including changes to the benefit system
(tighter eligibility criteria and more extensive sanctions), changes in commis-
sioning and contracting, changes to spending priorities, changes to institutional
arrangements and public management systems, and a massive overhaul of the
care and protection system for children. It has also occurred during a period of
relative fiscal stringency and significant (and often complex) social needs, with
increasing demand for many social and health-related services.

Collectively, these policy changes and demand pressures have generated
multiple challenges for non-governmental providers. Particular concerns have
included: a) the government’s desire to increase the use of outcomes-based con-
tracting, and the added risks and uncertainty associated with such developments;
b) the requirement for providers to supply additional information to the Ministry
of Social Development, including individual client-level data, and the implica-
tions of this for client confidentiality and trust; ¢) the expectation that providers
will undertake more systematic data collection, monitoring, reporting and eval-
uation of their services, and the additional costs associated with these activities;
and d) the recognition that a social investment approach which seeks to redirect
funding to areas of greater net returns will inevitably impact negatively on some
providers.

Bear in mind that governments in democracies ultimately require the consent
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of the governed — or what is often called a ‘social licence’ to operate. Without
adequate support from the public and relevant civil society organisations, they
will struggle to gather the data they need or the wherewithal to intervene effec-
tively. As Jo Cribb and Sir Michael Cullen argue in their respective contributions,
to undertake social investment well requires cross-agency and cross-sectoral co-
operation and collaboration — or a ‘partnership state’. Building the necessary
foundations will take time. It may well require a concerted strategy of community
engagement by ministers and government agencies. Thus far, any such engage-
ment has been modest.

Management changes

New Zealand’s decentralised public management system already has most of the
flexibility and tools required to enable the social investment approach to be rolled
out. To date, a number of small, important changes have been made, such as es-
tablishing the Social Investment Agency and the Social Investment Board. What
is needed is the sustained commitment to use these tools to full effect.

Fundamentally, embedding the social investment approach is a change man-
agement challenge to break established patterns and enable new ways of working
and governing to emerge. Using the framework developed by the Institute for
Government in London, 18 the approach is still at the ‘rising salience’ phase with
‘putting in place the building blocks’ under way while ‘embedding the change’
has yet to occur.

Political constraints

Embedding the social investment approach, like any long-term policy change, is
a long march. Still in its early phases, the approach is evolving as it is gradually
applied in different domains. The basic building blocks are still being constructed
and the approach is not yet embedded in administrative practices. As such, it
remains at risk from political shifts, such as the recent change of government,
ministerial turnover leading to a loss of political leadership, and shifting goals in
response to competing priorities.

It is particularly vulnerable because of the potential disconnect between the
different ways the political and technocratic worlds handle risk, as John Yeabsley
highlights in his contribution. The public accountability process favours low risk
and an aversion to experimentation and acknowledgment of failure. The techno-
cratic process is based on data-driven experimentation in order to search for what
works. From a technocratic perspective, failures are often the most insightful ex-
periments. But in the political world ‘failure is not an option’.

In some sectors the disconnect is marked. Warren Young in his contribution
documents how in the justice sector independent decision-makers (judges, parole
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boards and police) make decisions on individual cases which drive allocation
across the sector without facing the resource consequences. Until there is an
alignment between decision-making and resource allocation, the social invest-
ment approach is doomed to be restricted to influencing peripheral matters in that
sector.

IMPLICATIONS

In short, a social investment approach faces formidable challenges and con-
straints. These apply irrespective of the model’s conceptual logic, methodological
rigour, governance arrangements, administrative elegance or level of political
commitment. For instance, while prevention may often be better than cure,
decision-makers frequently lack reliable evidence about which particular early in-
terventions deliver net benefits (somehow defined), let alone about which are the
most cost-effective. Take the issue of criminal offending: successful prevention,
as Warren Young notes, can avoid large fiscal and social costs. But predictive
tools are far less than 100 per cent accurate in identifying future offenders and
non-offenders. To be effective, therefore, early interventions must cast their net
wide. Yet this inevitably increases their costs, thereby reducing their efficiency.
Meanwhile, later interventions to reduce the likelihood of reoffending may be
less effective than preventative measures; but they may also be cheaper. Aside
from issues of efficiency and effectiveness, some early interventions may not be
acceptable, perhaps because they infringe fundamental rights and are unduly co-
ercive.

Such conclusions are not a counsel for despair. Nor must they be allowed to
foster policy paralysis — which is an undoubted risk. Nevertheless, they certainly
point to the need for caution and humility rather than ill-founded confidence.
They also suggest the desirability, as Amanda Wolf argues in her chapter, of re-
lying on a mix of analytical and non-analytical methods, together with a mix of
data, insight and judgment.

Acknowledging the limits to our understanding and analytical capacity has
other policy implications.19 First, it points to the desirability of experimentation,
flexibility and devolved decision-making. This, in turn, puts a premium on pro-
fessionalism, trust and goodwill. It also suggests the need for long-term relational
contracting between the funders and providers of social services rather than an
undue emphasis on tightly specified classical contracts.

Second, assuming relative ignorance rather than omniscience casts doubt on
the wisdom of a social investment strategy reliant almost exclusively on small-
scale ‘surgical’ interventions involving limited numbers of vulnerable people —
interventions which, in turn, depend for their selection and successful imple-
mentation on vast amounts of data and analysis, as well as copious supplies of
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high-calibre staff. While such interventions have a place, there will likely be
merit in balancing them with ‘broad-spectrum treatments’ of larger population
groups, whether in the form of cash transfers, vouchers or in-kind provision. Put
differently, a prudent strategy for enhancing social outcomes in cost-effective
ways will almost certainly require a mix of instruments, with both broad-spec-
trum and narrow-spectrum interventions and a combination of universality and
targeting (e.g., some version of ‘targeted universalism”). A core part of the policy
challenge, of course, is determining the appropriate mix.

WHAT REMAINS TO BE DONE?

As noted earlier, Destremau and Wilson identify three pillars of the social in-
vestment approach: client segmentation, intervention innovation and governance
innovation. The first, using data to identify and segment the targets, is the most
advanced: we know with some granularity that there is a group of people with
particular characteristics in certain areas. With the third, the main barriers relate
to ‘how’ the formal public management system is operated rather than ‘what’
the formal design requires. The challenge involves adding to a focus on efficient
service delivery an extra focus on people-centred goals involving multiple, cross-
cutting outcomes.

The middle pillar is the least developed. This requires interventions that will
work at the individual level to overcome some pretty severe, often intergener-
ational, social pathologies. While the analytical tools are being developed, the
system currently lacks the capability to address the ‘where to best invest’, ‘what
to invest in (intervention selection)’ and ‘how to invest” questions.

Embedding the social investment approach will ultimately require cross-
party backing and continued political leadership, sustained high-level bureau-
cratic support and a willingness to innovate, and the resources for investing in
new and enhanced technical capabilities. Equally, it will need buy-in and support
from the private service providers and local communities necessary to co-produce
the required changes. ‘Holy grail’ or ‘worthy quest’ — this volume leaves that to
the reader to decide.

THE STRUCTURE AND CONTENTS OF THE BOOK

The following twenty-one chapters are grouped into five categories. Part 1 deals
with the nature, origins and evolution of the social investment approach. There
are five chapters (in addition to this overview). The first, by Killian Destremau
and Peter Wilson, explores the concept of investment, discusses the idea of
social investment historically and comparatively, and outlines the development
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of the social investment approach in New Zealand since 2010-11. Next, Michael
Mintrom places recent policy developments in New Zealand within the wider in-
ternational movement to view public policies as investments. Giving particular
attention to approaches in the United States in various policy domains, he outlines
a ‘policy investment checklist” — a five-step guide to prudent decision-making.

Following this, Jonathan Boston considers social investment through a tem-
poral lens. In so doing, he explores the claim that democratic policy-making
exhibits a presentist bias and discusses whether applying an investment framing
to social policy will extend the temporal horizons of policy-makers and encour-
age a greater focus on long-term goals and intertemporal fairness. Next, Sarah
Hogan explores the case for early intervention and the exacting conditions un-
der which prevention is likely to be more effective than cure. Derek Gill then
reviews the recent changes in the public management system and the significant
challenges which remain, above all that of change management. He argues that
the barriers to progress relate less to what the system requires and more to ‘how’
the formal public management system is operated.

Part 2 focuses on the design and application of the social investment ap-
proach. There are seven chapters. Tim Hughes highlights the potential of im-
proved predictive accuracy to increase the consistency of decision-making, but
also the ethical problems raised if only limited predictive accuracy can be
achieved. Gail Kelly and Isabelle Collins discuss how the social investment ap-
proach requires knowing as much as we can about what works, for whom and
under what circumstances. This calls for better evidence about effectiveness at
the individual intervention level as well as developing a system-wide collective
infrastructure. Following this, Amanda Wolf examines why the necessary in-
formation for effective social investment decisions will always be partial and
incomplete. For one thing, individuals’ life-courses are unique and the infor-
mation available to policy-makers about them is historical, often imprecise, and
subject to errors. For another, the future is uncertain and there can be no guaran-
tee that information — including about ‘what works’ — drawn from previous social
interventions will be equally relevant for future interventions.

Next, Simon Wakeman and Diane Garrett explore what is needed to im-
plement an investment approach, including the capabilities for managing more
complex data architectures and infrastructure, analytics and insights, investment
advice, evaluation and learning. Following this, Peter Alsop and Steffan Crausaz
offer some lessons for the design and implementation of social investment based
on the approach developed over several decades by New Zealand’s Pharmaceuti-
cal Management Agency (better known as Pharmac). The mandate of this agency
is to decide, on behalf of district health boards, which medicines and pharma-
ceutical devices ought to be subsidised. Pharmac’s experience underscores the
exacting conditions which must be satisfied to ensure wise investment decision-
making.
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Jo Cribb, in her contribution, explores the challenges posed by the social in-
vestment approach for the relationship between the funding agencies and those
charged with service delivery, be they public or private organisations. Effective
social investment, she argues, will require more sophisticated commissioning and
greater expertise on the part of service providers. Greater investment in human
capability will thus be essential. John Yeabsley builds on Tim Hughes’s chap-
ter to explore the technical and political risks posed by social investment. In so
doing, he draws attention to the political asymmetries that operate in modern
democracies: policy mistakes, however minor, often count far more than policy
successes.

Part 3 assesses how the social investment approach could and should develop
in various policy arenas. Warren Young considers the opportunities and chal-
lenges of applying it in the justice sector; Gary Hawke explores the implications
for education; and Verna Smith and her colleagues, drawing on an Australian
case study, examine the relevance of social investment to the allocation of re-
search funding. In each case the authors underscore the potential strengths and
limitations of using an investment lens or framework to decide important matters
of public policy.

Each of the four chapters in Part 4 offers a critical, yet very different, per-
spective. Sir Michael Cullen challenges the social investment approach from a
social democratic standpoint, drawing attention to its questionable assumptions
and practical limitations. He suggests the need for an alternative model, one based
on good evidence and sound values which seeks to develop a genuine partnership
between citizens and the state. Simon Chapple’s critique takes a different tack.
In his view, a fundamental problem with the social investment approach is the
failure to anchor it firmly in mainstream economic models of rational resource al-
location. For him, it is better viewed as an instrument for redistributing long-term
income from net working-age beneficiaries to net taxpayers, conditional on the
existing level of benefit payments. Moreover, he argues that, based on an analysis
of the available data, the new approach has not achieved its intended results, at
least in relation to welfare beneficiaries.

A rather different critique is offered by Elizabeth Eppel and Girol Kara-
caoglu. Drawing on two recent case studies — one dealing with family violence
prevention and the other with improving school effectiveness in south Auckland —
they argue that to address policy problems effectively in a context of substantive
complexity and radical uncertainty government agencies must engage in depth
with the relevant communities and affected people. Without such engagement,
any understanding of the problems will be deficient. Equally, there will be in-
adequate scope for learning and experimentation. Yet, as it stands, community
engagement is an unfunded and unrecognised part of social investment thinking.

David Hanna offers a critique from the perspective of a social service
provider, namely, Wesley Community Action in Wellington. He starts by iden-
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tifying and challenging the key assumptions underpinning the social investment
approach. He then discusses the implementation and implications of the evolving
approach and concludes that, unfortunately, it has reinforced and intensified some
of the worst features of the existing public management system. In his view, the
former government prescribed the same medicine but at a higher dosage. Instead,
what is needed is a different kind of medicine.

Finally, Part 5 contains concluding reflections on the social investment ap-
proach from Graham Scott, who has contributed significantly in recent years to
its evolution. He emphasises that the approach is still in its early stages and repre-
sents more of a movement than a tidy, discrete government initiative. It lacks, he
argues, clearly defined edges and incorporates many separate but related concepts
and work streams. Moreover, it has been layered over the top of existing pub-
lic management structures, thus adding to administrative complexity. Like many
other contributors, Scott emphasises the additional capabilities that will be re-
quired to make the best use of the new data-rich environment for policy analysis,
programme evaluation and fiscal management. According to him, for the new ap-
proach to achieve its full potential, particularly in tackling the long tails of social
disadvantage, it will need to adhere to enduring principles and practices of sound
governance, policy-making and service delivery.

CONCLUSION

Plainly, this book contains many contrasting voices on the merits of New
Zealand’s evolving approach to social investment. We trust, however, that these
voices adequately reflect both its strengths and weaknesses, as well as its risks
and opportunities. In our view, the new approach constitutes an important exper-
iment in social policy. It thus deserves ongoing, rigorous, independent scrutiny.
This book is but a beginning — but, we hope, a constructive and informative one.
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Chapter 2

Defining social investment, Kiwi-
style

Killian Destremau and Peter Wilson

INTRODUCTION

The former National-led government named its approach to social policy ‘social
investment’.1 A name is a label that identifies something. When that thing is a
social policy, what it does and how it affects peoples’ lives, rather than what it
is called, is what matters. However, especially at the early stage of a change in
policy approach, being clear about what a proposal means is important, if we are
to avoid confusion and, worse, not proceed with a worthwhile change because of
a misunderstanding about the meaning of words. Knowing whether a new name
has simply been attached to old policies will provide insights into the likelihood
of success of that policy.

Theories, actions and rhetoric

Government is hard, and there are rarely clear-cut, simple solutions to easy-to-
identify problems. The craft of public policy has evolved to help governments
make good decisions, first by defining what ‘good’ means and then developing
techniques to test alternatives.

Having a clear analytical framework — a way of thinking about the world — is
part of good policy analysis. Theories built on a solid analytical base that seek to
articulate an approach to thinking about and solving policy problems are but one
part of the political process of policy- and law-making. While it is often possible
to point to linkages between policies, laws and practices and ideas from the aca-
demic literature, in many cases those linkages can be tenuous and might be the
result of ex post rationalisation.

While governments often have preferences for certain modes of thinking
about issues and actions, claims that any government is always consistently
applying a clear analytical framework that was carefully and systematically de-
veloped and rigorously applied across a wide range of activities are likely to be
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overblown. Even in small countries like New Zealand, with a single layer of sov-
ereign government and a unicameral parliament traditionally dominated by the
executive, policy consistency is never absolute.

Governments do, however, frequently apply broad labels to their approaches
as a way of both communicating with voters and justifying what they are doing by
appealing to objective science and rational analysis. While ideas like ‘protecting
property rights’, ‘respecting the rule of law’, ‘a hand-up, not a hand-out’, ‘broad-
base, low-rate tax systems’ and the ever popular ‘what works’ are very useful
guides to narrowing the range of options to be considered, they are not a complete
policy solution in their own right.

The National-led government’s social investment
approach

In a series of speeches in 2015, the then Minister of Finance2, Bill English, and
his then Associate Minister, Paula Bennett, said that the government was apply-
ing a ‘social investment’ approach to welfare: ‘Our goal is to shift from social
spending to social investment’.3 In his first press conference on being elected
leader of the National Party, English explicitly stated that the government he led
would give priority to advancing the new approach, and Amy Adams was ap-
pointed Minister Responsible for Social Investment. The Social Investment Unit
of the State Services Commission was subsequently converted into a stand-alone
Social Investment Agency, a website launched4 and staff appointed. Treasury’s
website also has a section on social investment5 and its latest Statement on the
Long-term Fiscal Position6 was accompanied by the release of a paper on so-
cial investment.7 In her previous role as Minister of Social Development, Bennett
launched an Investing in Services for Outcomes programme in June 2012, and
that was carried on by her successor and renamed the Community Investment
Strategy.8

In a speech delivered in September 2000, the then Minister of Social Services
and Employment, Steve Maharey, also laid claim to using a social investment
approach: ‘Ours is a social investment model. It involves community, strong
institutions and a dynamic market economy. It is about extending economic op-
portunity. And it is built on security not fear.”9

Despite the former Cabinet specifically stating what it considered the ap-
proach to be,10 there is no shared understanding within the New Zealand policy
community about what the current version of social investment involves (as we
note below, there is also a limited consensus in the literature about what precisely
the term means11). After interviewing stakeholders from politics, the public ser-
vice, social service delivery, academia and business, in 2016 NZIER and Deloitte
observed: ‘Over the course of this research we found there was no consensus on
the definition of a social investment approach’.12
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In part, this lack of a clear understanding comes from the very diverse set of
goals that ministers have said that they are seeking to achieve through a ‘social
investment’ approach. For example, in a speech in Melbourne in 2015, English
said that the government was seeking: greater ‘social mobility’, more ‘resilience’
for ‘vulnerable people’, ‘fewer customers’ and less ‘demand for public services’,
‘fewer dysfunctional families’, ‘fewer people who commit crime’ and ‘reductions
in recidivism’, less welfare dependence, a greater ability for those on benefits ‘to
make choices’, a broader ‘range of organisations and providers’, a more account-
able welfare state and ‘smaller government’.13

For some, an investment approach that genuinely involves applying re-
sources now to achieve a return in the future is new and innovative and has much
to recommend it:

[Social investment involves] a shift in policy-makers’ mentality. ‘Spend-
ing’ is palliative and in the moment. It eases the symptoms and both
physician and patient get remission. ‘Investment’ is constructive and for the
future. The investor gets a return and the person invested in gets the durable
asset of a more nearly whole life.14

Others are less complimentary:

The ‘Investment Approach’ being taken by the Ministry of Social Devel-
opment (MSD) is a narrow and flawed one. It fails to take a balanced
investment view. It is better viewed as a one-dimensional performance in-
dicator rather than a systemic approach to policy and evaluation.15

Our motivation is to describe what the former National-led government proposed
in New Zealand and then compare it with the sorts of policies usually called a
‘social investment approach’ in the literature and with the ‘social investment’ ap-
proaches other countries are following to see if there is anything new in what that
government was proposing. If it isn’t new, then it is unlikely to be any more ef-
fective than the status quo.

Outline

We begin by defining some terms, like ‘investment’, ‘social’ and ‘return on in-
vestment’, and discussing how the rate of return thus defined can be measured,
using the lens of economics.

We then review the theory and concept of social investment contained in the
literature and locate the New Zealand approach within this theory. New Zealand
is not the only country to say that it is using such an approach to social welfare.
We examine the approaches used in other countries and compare them to both the
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developing New Zealand approach and the traditional New Zealand welfare state.

Next, we briefly scan the development of social policy in New Zealand, to
put the current discussion in context. We then outline what the former govern-
ment said represents a ‘social investment’ approach and its core components. We
conclude with an initial assessment of whether social investment, as proposed,
really does represent a new approach.

DEFINING SOME TERMS

In this section, we discuss and define some terms that will appear frequently in
the rest of this chapter.

Investment

‘Investment is capital formation — acquisition or creation of resources to be used
in production’.16

While capital was originally restricted to the idea of physical capital — ma-
chines — this label is now applied to a wide range of concepts: for example, intan-
gible capital (ideas, knowledge, patents); human capital (the skills and attributes
people possess); social capital (trust, reciprocity, information and cooperation
associated with social networks); and natural capital (renewable resources like
water and fish and ecosystem services — the ability of the environment to support
life). These types of capital share the same core functions: they can be used (often
in combination with labour, other intermediate inputs and each other) to produce
goods and services of value.

Capital is enduring: it lasts more than a single period of time and its use
does not lead to its disappearance.17 Here, the contradistinction is with a con-
sumption good, something that provides benefits in a single period and is fully
consumed during use. Using some goods involves a mixture of both consumption
and investment. This is especially the case with many social policy interventions.
Receiving counselling is an example: it can provide immediate benefits, as well
as help people to live better after they have left the counsellor’s office. Even food
can be a mixed good: being well nourished can lead to other experiences, like
education, providing more enduring benefits. Consumption can also be enduring
from the point of view of gratification: fond memories can linger for years.

Capital can be formed through investment: putting resources that could be
used today towards future benefits. Investment is costly — resources that could
otherwise be consumed have to be directed into building capital.
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Interventions as investments

As we will see in the section on the history of social policy in New Zealand,
many early government social interventions were designed to address immediate
needs and were in the nature of consumption goods, reflecting Colin James’s
observation, cited above, that ‘spending is palliative and in the moment’. They
were designed to give people the material wherewithal to carry out their daily
lives by curing some defect in the market (insufficient employment, low wages,
poor-quality housing, expensive education), rather than correcting a deficiency in
human or social capital.18 The focus was very much on now: addressing a press-
ing need for immediate assistance, often in the form of transfer payments (cash).
Implicit in this is the belief that people could lead a life of value if only they had
sufficient financial means.

The shift from seeing social policy interventions as solely addressing imme-
diate needs to providing enduring benefits that would offset long-term costs was a
progressive one, and it is beyond the scope of this essay to trace it fully, although
we note some of the key developments in New Zealand below.

Social

The dictionary says that ‘social’ is an adjective meaning ‘of or relating to society
or its organisation’.19

Social investment

The ‘social’ in ‘social investment’ describes investments in people that are fi-
nanced or implemented or coordinated by government agencies. It also expresses
the idea that the investments, while beneficial to those being invested in, also
benefit ‘society as a whole’. As Weber noted in 1922, it is common, but in his
view wrong, to talk about ‘social collectives, such as states, associations, busi-
ness corporations, foundations, as if they were individual persons’.20 Thus, in
this context, the collective — all of us — are said to benefit from social investments
in an individual.

This is not, however, an approach that meets with widespread acceptance in
economics. The focus of modern mainstream economics is on the consequences
of outcomes for individuals, as opposed to groups.21 ‘Social’ is often used in
contradistinction to ‘private’, with distinctions made between private costs and
benefits and social costs and benefits, especially in discussions about market fail-
ures like externalities. Here, ‘social’ means the sum of all private costs or benefits
and does not connote the idea that there are some costs or benefits additional to
those incurred or received or incurred by individuals. Thus, ‘society as a whole’
does not receive or spend anything additional to that received or spent by individ-
uals. Rather, the idea is that not all of the costs or benefits of a transaction accrue
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fully to the parties to the transaction. Some fall to others.22

Social welfare, social security, social services and the welfare
state

The above terms appear frequently in the literature and in popular discourse and
are often used interchangeably, especially when describing government organi-
sations.23 Margaret McClure, in her history of income support in New Zealand,
states that by focusing on cash-based income support, the domain of her history
is ‘social security rather than the wider field of social welfare or the welfare
state’.24 Article 22 of the Universal Declaration of Human Rights guarantees
everyone ‘the right to social security’, which, while not defined, seems to reflect
McClure’s idea of cash transfers.25 Social welfare and social services normally
include the direct provision of goods and services, like health, education, coun-
selling and child protection by state agencies. The Productivity Commission
defines ‘social services’ as ‘services dedicated to enhancing people’s economic
and social well-being by helping them lead more stable, healthy, self-sufficient
and fulfilling lives’; notes that a mix of government and for-profit and not-for-
profit providers delivers the services in New Zealand; and estimates government
expenditure on them (excluding benefits and transfer payments) at $34 billion in
2014—15.26 Benefits and transfer payments were an additional $18 billion.27

Corporate social responsibility and social impact investment

Concern about social outcomes is not just the province of government. Inter-
nationally, there is a large and active corporate social responsibility movement,
where companies seek to focus on more than their profits. This use of ‘social’ is
outside the scope of this essay.

Social impact investment, sometimes termed social investment, is ‘the pro-
vision of finance to organisations with the explicit expectation of a social, as well
as financial, return’.28 This type of financing has been championed by the UK
government (especially under the premiership of David Cameron)29, the G730
and the OECD.31 This variant of social investment is also outside the scope of
this essay.

What the ‘social’ in social investment means in New Zealand

Some aspects of the former government’s approach involved much more than re-
form of cash transfers and were focused on social services, and not necessarily
those it provided. Thus, in the context of the New Zealand ‘social investment
approach’, we take ‘social’ to mean any policy intervention that is funded by a
government.
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Returns and measuring returns

Investments — using resources to increase capital — is, as we noted above, costly,
because the resources thus used have alternative uses. The purpose of the invest-
ment is to put aside resources today in order to produce more in the future. But
how do we know that the investment is worth doing?

The answer lies in the idea of return. The return on an investment is simply
the resulting future production above what would have happened without the in-
vestment.32 If the return is greater than the cost (the opportunity given up by
undertaking the investment), then it is worthwhile.

This idea of comparing the total gains and losses from a policy change as
a way of deciding whether to proceed is a key element of cost-benefit analysis
(CBA) and is frequently used in social policy.33 Dreze and Stern define the pur-
pose of CBA as being to ‘provide a consistent procedure for evaluating decisions
in terms of their consequences’.34

Conceptually, CBA involves three separate steps: converting the costs and
benefits of a project into monetary values that can be compared; converting
streams of costs and benefits that accrue through time into a single value (dis-
counting); and then comparing the costs and benefits thus converted to find the
‘best’ project, which is the one with the highest ratio of benefits to costs. Each of
these steps is not without controversy and difficulty; we will discuss each in turn.

Monetary values

CBA uses money as the sole measure of both costs and benefits.

On the cost side, the approach initially looked at the financial resources used
in the project under review, measured in market prices. Today, these are referred
to as ‘accounting prices’ and involve what the person or organisation undertaking
the project would need to spend to buy the inputs into the project. Accounting
prices have the great advantage of being relatively easy to calculate: you simply
look to the relevant market and find the going rate for what you will need.

Working in the late 1960s, the economist Ian Little made significant ad-
vances in the method of cost-benefit analysis, in particular on the cost side, when
he introduced the idea of using what have become known as ‘shadow prices’,
which reflect the full economic costs of all the resources used in a project.35 Im-
portantly, shadow prices can also include non-market costs like environmental
impacts and the effects of projects on income distribution.36 The efficiency costs
of taxes can also be included.37 While shadow prices are important conceptually,
they have the disadvantage of often not being directly observable: the analyst of-
ten has to estimate non-markets costs, which can be a source of uncertainty and
controversy. That said, provided the cost estimates are made transparent and ap-
plied consistently, they will significantly enrich the analysis.

Another controversial aspect of CBA, especially on the benefit side, is the
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need to put into monetary terms things that many people regard as unquantifiable.
The most obvious is that of a human life. The philosophical issues involved in the
valuation of human lives for cost-benefit analysis are well beyond the scope of
this chapter. For now, we will simply observe that it is possible, by references to
things like lifetime earnings and surveys of how much people would be willing
to pay for roadworks that reduce the road toll, to calculate the ‘value of statistical
life’.38 Treasury’s current Guide to Social Cost Benefit Analysis (2015) puts the
statistical value of a life at $3.85 million.

From whose perspective?

In many instances, the costs and benefits measured in a CBA accrue to the same
person or group of people, at least to a first approximation. For example, in
analysing whether to build a road, the benefits go to ‘representative user’, who
can also be assumed with not too much of a stretch to be the ‘representative tax-
payer’ who will meet the costs.

With social spending, the two groups — those who benefit and those who
meet the costs — are different and may have different perspectives. Consider a
long-term welfare recipient who has lost confidence in her work skills, lost work
habits, and is scared about redundancy and loss of access to emergency benefits
if she takes a job. She might regard a shift to work as a negative benefit. But what
if the person doing the CBA takes the more paternalistic view, from the point of
view of the funder, that once she has made a successful transition to paid employ-
ment she will change her view — and uses that optimistic valuation in the CBA?
Or is the concept that of a disinterested observer who weighs up the donor’s and
the recipient’s views and somehow balances them out?

Again, these are difficult questions to answer. In the context of social invest-
ment, what matters is transparency: the perspectives used in measuring costs and
benefits should be made clear.

Discounting

As the old saying goes, time is money. Many projects involve expenditure and
benefits that occur over many years. While it is possible to simply add up all the
costs on one side and all the benefits on the other, and compare the results, this
would give a misleading picture, since things that happen in the future are less
valuable than things that happen today. Discounting is the technique used to ad-
dress this problem. There are, however, many different types of discounting, and
common terms can unfortunately be used to mean different things.39

The simplest example is the ‘net present value’ or NVP method used in fi-
nancial analysis — often by business to test whether an investment that involves
expenditures and revenues over multiple periods should proceed.40 NVP com-
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pares the present value of cash flows received over time to the initial costs of an
investment. If the NVP is positive, then the project is worthwhile.41 The discount
rate used in NVP calculations at the firm level is often either the firm’s cost of
funds42 or a target rate of return on investments set internally. For our purposes,
the important point is that the discount rate is being used solely to reflect the fi-
nancial opportunity cost of the investment. Thus, market rates are an appropriate
benchmark, which will include an element of compensation for risk.

In welfare economics, discounting is different. Welfare economics is con-
cerned with comparing different social outcomes and deciding which is the
best.43 What is being compared is not financial opportunity costs, but the weight
to be given to different actors, including those separated by time, usually in the
form of utility. Climate change gives a clear example. In his report to the UK
government, Nicholas Stern concluded that early and significant action to address
climate change was justified.44 To come to this conclusion, he used a sophisti-
cated form of cost-benefit analysis (called an integrated assessment model) which
gave very similar weight to the welfare of current and future generations, but
more weight to the welfare of the poor over the rich.45

The rate at which future benefits are discounted and the period over which
that discounting is applied are critical in the assessment of whether a proposal
should proceed. Figure 2.1 shows the effects of discounting at three rates of in-
terest: 2 per cent (the current official cash rate), 5 per cent (the bank deposit rate)
and 10 per cent (the small business lending rate). One key point to note is that
over lifetimes (60 years plus), discounting at even moderate rates means that fu-
ture benefits have a very low current value (at 10 per cent, the current value of a
future benefit received in 60 years’ time is essentially zero).

In the context of social investment, it is important to be clear what discount-
ing is trying to do. If it is simply an exercise of financial analysis, then a financial
rate of return used in an NVP test is appropriate, and since we are using ‘so-
cial’ to mean government-funded, then the government’s cost of funds would be
the appropriate rate.46 However, if discounting is being used to compare wel-
fare between different groups separated by time, then financial rates might not be
appropriate. Whatever the motivation, the effects of discount rates on the assess-
ment should be transparent.

Alternative to cost-benefit analysis

An alternative that does not reduce all values to a single monetary unit is multi-
criteria decision-analysis (MCDA), which is sometimes called multiple criteria
decision-making. In MCDA, options are compared on a range of criteria and a
weighting is applied to each criterion, which are scored, often on a 1-10 scale.
The option with the highest weighted score is then selected. While this approach
avoids the difficulty of converting all relevant factors into monetary units, the cri-
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teria, the scoring and the weighting of score all have a subjective element that can
vary considerably depending on who makes the decision.47
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Figure 2.1: The effect of different discount rates. Source: The authors.

A less demanding decision tool than cost-benefit analysis that still uses money
metrics on the cost side is cost-effectiveness analysis, which seeks to determine
the least-cost approach to achieving a given target. An example would be finding
the least-cost way of reducing heart attacks. This approach still requires investi-
gation of the links between the intervention being analysed and welfare, since it
asks what level of intervention will lead to the required outcome. Its drawback is
that it often assumes what the appropriate target should be and there is no guar-
antee that any one selected target will result in the highest available improvement
in welfare.

An even simpler approach is cost-utility analysis, which seeks to find the
least-cost way of achieving a given input, rather than being based on outcome.
Extending the heart treatment analogy, such an analysis could be used to deter-
mine the least-cost way of undertaking a particular type of heart surgery. As well
as all the risks involved in cost-effectiveness analysis, cost-utility analysis carries
the risk that the chosen input being investigated is not the best way of achieving
any increase in welfare.

Actuarial valuation

A key part of the early applications of the social investment approach in New
Zealand has been the use of actuarial valuations and periodic revaluations. The
actuarial method, in relation to financial management, can be expressed very sim-
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ply as projecting future cash flows and relating them to the assets held to finance
them. Projecting cash flows consists of assessing the probability of payments
being made in each relevant future period, projecting the amount of the corre-
sponding payment, and combining the two to produce a cash flow over time. The
resultant figure may then be converted into a present value by discounting using
an appropriate risk-free discount rate, for comparison with the value of the asset.
Box 2.1 illustrates the application of these methods for valuing an annuity fund
and for the costs of various categories of welfare beneficiaries.

Box 2.1: Application of actuarial methods to annuities and
to social welfare

A relatively straightforward example of the use of the actuarial method is
in valuing an annuity fund. The assets are the amounts paid by the annu-
itants, together with shareholder capital, plus investment earnings to date,
and less payments of annuities and expenses to date. The cash flow at a
point in time is calculated by assessing the probability of the future survi-
val of the existing annuitants, along with the amount payable on survival,
and combining these. Completing the cash flow projection with anticipated
expenses and discounting gives the liability to compare with the assets.

The cash flow calculation carried out by Taylor Fry for MSD is a con-
siderably more difficult and complex exercise than that required for an
annuity fund — see the discussion in Chapple for more detail.48 For an an-
nuity fund there are just two states to consider: alive or dead. For social
welfare, six states have to be managed: being (predominantly) on one of
the four main benefits, being in receipt not of a main benefit but of an-
other benefit, and not being on benefit (including having died). Benefit
amounts are variable, since payments are CPI-indexed annually and may
not be uniform over the assessment period (quarters were used by Taylor
Fry). Assumptions as to rates of CPI and unemployment rates for future pe-
riods are needed.

Source: Geoff Rashbrooke and Derek Gill

One of the controversial features of the application of the social investment ap-
proach to social welfare has been the calculation of the forward liability. While
the principles for valuing welfare benefits are still the same as for an annuity
fund, there is one important point of difference — the lack of clarity about the as-
sets against which these welfare payments are being made.

To illustrate this with the annuity fund example again, the fund manager can
reduce the liabilities by buying out a part of the annuities (assuming regulatory
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conditions are met). If this is done in an actuarially equivalent manner, then liabil-
ities will broadly fall — but so will assets, and there is no direct economic benefit.

With a valuation that focuses on the value of the liability but ignores po-
tential changes in the asset, there is a risk of generating responses that hit the
target (reduction in the forward liability) while missing the mark. Let us say an
attempt is made to reduce the value of the forward welfare liability by introducing
work-testing for Sole Parent Support recipients in order to make it more diffi-
cult to claim a benefit. This may improve outcomes for some. Others may drop
out and turn to crime, or take up with abusive partners as a matter of necessity.
All of these cases will have long-term consequences that are not caught by an
analysis focused on direct forward fiscal liabilities. Moreover, they raise complex
technical measurement issues about how well transition probability matrices can
capture complex behavioural impacts.

Leaving aside the technical questions, the challenge raised is that without
knowing what the asset is or how to value it, changes in the liabilities may have
limited meaning.

A suggested definition

Pulling this discussion about terms together, we can provide what might be called
a dictionary definition of social investment — what the everyday meaning of the
term involves. Such a definition would be:

Social investment means a government-funded programme that entails ap-
plying resources today in the expectation that a measurable improvement in
a dimension of policy interest will result at some point in the future.

THE POLITICAL ECONOMY OF SOCIAL
INVESTMENT

We now present a brief review of the literature and practice of social investment.
As used in the literature, it is an elastic term and often very country-specific. It is
alternatively described as a:

» conceptual or analytical framework for assessing policy options

» paradigm, orientation or organising principle for the overall design of social
policy

 set of policy interventions

» set of policy tools

 set of funding models or mechanisms

* or as an ideologically or politically driven framing device or mode of dis-
course (e.g., to enhance the political attractiveness of particular policy inter-
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ventions)

Social investment as an idea is not particularly recent, notwithstanding the re-
newed application of its principles to social policy in some OECD nations (to a
greater or lesser degree). The proposition that (some) social spending can be re-
garded as an investment (rather than a cost) is an idea that can be traced back to
the Swedish economist Gunnar Myrdal writing in the 1930s.49

The social investment perspective

To put it simply, the idea underlying social investment commonly found in the
literature is that the state should not merely protect the social positions of partic-
ular ‘at-risk’ groups in a reactive manner (such as by granting cash benefits), but
should rather build ‘human capital’ or ‘social capital’ by investing in individuals.

The three worlds of social policy

In his highly influential book The Three Worlds of Welfare Capitalism, Gosta
Esping-Andersen outlines a typology in which contemporary Western welfare
states are said to belong to one of three ‘worlds’: liberal, conservative/corporatist
and socio-democrat. 50 Before going on to describe these worlds, we note that he
was writing in 1990 and much has happened in the world of social policy since
then. Some of his descriptions and examples seem dated. That said, his taxonomy
is still frequently cited in the literature, especially in the context of discussions of
social investment.

In the liberal welfare state, means-tested benefits, modest universal transfers
and modest social insurance schemes predominate. The focus is on low-income
groups, and incentives to work are given special attention. Work is the main vehi-
cle by which people provide for their needs and there is less focus on rights. This
model is associated with the Anglo-Saxon world.

The conservative/corporatist world51 is associated with western Europe:
France, Germany, Italy and Austria. While social rights are accepted, they are as-
sociated with class and status. Social insurance and pensions are used as vehicles
for protecting rights, but contributions and benefits are income-based and there
is a limited focus on redistribution. Benefit structures tend to favour non-work-
ing mothers. The principle of ‘subsidiarity’ applies: the state will only interfere
where the family does not have the capacity to serve the needs of its members.
The church is a heavy provider of social service, especially in areas like educa-
tion and health. While some of these services are charitable and targeted at the
poor, many middle-class families use church-based providers.

In Esping-Andersen’s socio-democrat world, principles of universalism and
de-commodification of labour prevail.52 Equality, especially between the work-
ing class and the middle class, is the aim (although in practice some social
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programmes are income-based). This model essentially crowds out the market
and, at least according to Esping-Andersen, a ‘universal solidarity in favour of
the welfare state is created’, in which ‘all benefit; all are dependent; and all will
presumably feel obliged to pay’. This socio-democrat world is, naturally, associ-
ated with the Nordic states.53

Social investment in the three worlds

The modern social investment approach does not sit well within Esping-Ander-
sen’s model: we can see it being applied in countries that have based their welfare
system on different objectives and approaches. That said, it has frequently been
advocated either as an alternative to, or as a way to supplement, liberal ap-
proaches to social policy. It seeks to move away from a narrow focus on meeting
minimum standards and build human and social capital to allow people to lead
better lives.

Giddens sees the social investment perspective as part of a separate model
of the state, and he goes so far so to define it as ‘third-way social democracy’.54
He explains that its calls for the restructuring of welfare regimes derive from the
visions and concepts of an ‘activating social policy’.

More recent work by Morel, Palier and Palme focuses on what is needed to
develop a social investment welfare state.55 They compare the social investment
perspective with what they see as two ideas of the welfare state: Keynesian and
neoliberal.56 They see the Keynesian approach as being based on the here and
now:

The here-and-now was the most important time-frame and social citizen-
ship focused on inequalities, inequities and challenges of the present that
would be addressed in the present. The countercyclical economic instru-
ments obviously supported such a notion of time.

Social policy, in this view, was passive and responded to the need to create ag-
gregate demand.

In the neoliberal era since 1974, social policies have come to be portrayed as
a cost rather than a stimulator of economic growth or a promoter of political and
social stability.57 Social policy is increasingly seen through the lens of economic
efficiency. Less emphasis is placed on providing income security and more on in-
centives to return to the labour market.

Morel et al. focus on the three distinctive elements of welfare states:

* responsibility mix of the citizenship regime
 social rights and duties
» governance dimension of social citizenship.
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Responsibility mix of the citizenship regime

The responsibility mix is the fundamental ideology of a welfare state. It sets out
the roles of the different actors and what can reasonably be expected of them.
The social investment perspective’s macro-economic analysis retains some of the
logic that neoliberalism instituted: it acknowledges that the state plays a larger
role than from a neoliberal perspective, but is enthusiastic about the market,
where it is of course natural to speak of investments.

The overarching idea therefore is that activities are organised according to
market principles, and individuals and their families are called on ‘to invest in
their own human capital’ so as to succeed in the labour market. When families or
the market cannot sufficiently provide for all, the state has a role to play under
social investment but within the framework of market principles. The idea that
social investment incorporates market ideology into the welfare state is possibly
strongest in the current UK social impact investment approach.

Keynesian per- Neoliberal Social investment perspective
spective perspective
Responsibility Market, state, ~Market, fam- Market, family, state, commu-
mix princi- family ily, nity
pally involves community
Market Can provide Should pro-  May not provide sufficiently
well-being for  vide well- for all
all, with a few  being for all
exceptions
Family Children are Families need Families have primary respon-
the responsibil- to take re- sibility for children, but the
ity of the sponsibility ~ state has responsibility too
family and make
choices for
themselves
State Should spend  Spending Spending should be invest-

to provide pro- should be lim- ments, such as in human capital
tection against ited, because to support labour market partic-

social risks the state can  ipation in the future as well as
create the risk the present or to confront new
of depen- social risks and poverty
dency
Community  Represents citi- May serve as  Potential partner in the provi-
zens and a cushionto  sion of services, and source of
advocates. Pro- spending cut- local as well as expert knowl-
vides services  backs and edge
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in the shadow  market failure

of the welfare

state
Table 2.1: Three perspectives on the responsibility mix of the citizenship
regime. Source: N. Morel, B. Palier and J. Palme (eds), Towards a Social In-

vestment Welfare State?: Ideas, Policies and Challenges, Policy Press, 2012,
p.68.

Social rights and duties

Social rights and duties implicitly reveal the inherent objectives of different wel-
fare states.

The social investment perspective alters thinking about social citizenship and
social rights in two ways, and these intersect to shape spending patterns. The
first is increasing attention to children. If the young are future citizens, by mid-
dle childhood and the teen years they have gained new rights and have become
a focus of citizenship discourse.58 The second alteration introduces a new risk
analysis into visions of social citizenship.

In other words, the social investment perspective refines the focus of the wel-
fare state to address specific needs, largely at earlier ages, while also refining the
focus towards specific risks to be covered. There is an impetus to increase the
sophistication of the welfare state as it is embedded in the social investment per-
spective and prevention becomes the central idea.

Governance dimension of social citizenship

The governance dimension of the different types of welfare state reveals mostly
how their respective models tend to be implemented. There are three central
themes. The first is the longer time horizon, the second is the idea of devolution
of power to community and social services, and the third is the use of outcomes
or result-based evaluation.

Keynesian perspective Neoliberal per- Social investment per-

spective spective

Social Provide social protection Avoid policy  Invest in prevention

goals instruments and human and social
that foster de-  capital, in order to en-
pendency; sure growth and
promote auton- prosperity
omy

Vision of  Equality of condition and Inequality is in- Equality of opportu-

equality equal opportunities herent in nity
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Risks to be Unemployment, disability
covered by and sickness, extra costs
of children, loss of in-
come due to retirement or
absence of a male bread-
winner

social and
labour
market
policies

markets and is

necessary to
motivate eco-
nomic actors
Disability,

of crime and

ageing

sickness, threat

social disorder,

Family breakdown,
low-wage work or un-
stable work, challenge
of balancing earning
with social care, de-
mography

Table 2.2: Three perspectives on social rights and duties. Source: N. Morel, B.
Palier and J. Palme (eds), Towards a Social Investment Welfare State?: Ideas,
Policies and Challenges, Policy Press, 2012, p.72.

Keynesian per- Neoliberal per-  Social investment per-
spective spective spective
Time horizonin  Present, so as  Present, so as Future, which requires
governance to avoid the not to hobble action in the present
past the future
Preferred forms of Weberian hier- Corporate mod- Networking and partner-
governance archical/ els plus ships
bureaucratic privatisation
Ideal form of in-  State-building Unilateralism  Asymmetrical collabora-
tergovernmental  via condition- and download- tion via results-based
relations ality ing coordination
Focus for evalua- Inputs (spend- Bottom line Outcomes (cost-benefit)
tion of success ing) (costs)

Table 2.3: Three perspectives on the governance dimension of social citizen-
ship. Source: N. Morel, B. Palier and J. Palme (eds), Towards a Social
Investment Welfare State?: Ideas, Policies and Challenges, Policy Press, 2012,

p.75.

Which policies belong to social investment?

What kind of policies, then, can be said to underpin the social investment per-
spective? The focus on investing heavily in human capital is perhaps the one that
gathers the greatest consensus among social investment proponents. It is based on
the observation of a causal structure where education has been shown to be the
central driving variable for GDP growth in Europe.59

Bonoli identifies education and full-time training as the only purely social
investment policies,60 as proposed by Esping-Andersen in 2002. Knijn and Smit
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describe these policies as belonging to the transition labour model;61 to them,
social investment policies are about good-quality public childcare and parental
leave — showing a specific commitment to gender equality.62 A third view is rep-
resented by ‘flexicurity’ policies. Labour market policies inspired by flexicurity
have been oriented towards increasing labour market flexibility, while also guar-
anteeing security of income and employment.

Investment in human capital

Social protection Actualisation

Figure 2.2: The three pillars of the social investment ap-

proach. Source: The authors, based on N. Morel, B. Palier and J.
Palme (eds), What Future for Social Investment?, Research Report, In-
stitute for Future Studies, Stockholm, 2009, p.64

Drawing this discussion together in the framework of Morel et al., we can arrange
policies relevant to describing the social investment perspective into three differ-
ent pillars.

Investment in human capital — the policy recommendation is to invest
heavily in human capital. Skill acquisition during the different stages of education
is realised through policies that promote high enrolment and quality instruction.

Social protection — relates to the relation between the productive and re-
productive spheres, and hinges on policies that help parents combine work and
family life. Here the aim is both to increase labour supply by supporting mothers’
employment in order to foster economic growth and ensure the long-term fiscal
sustainability of welfare systems, but also make families less exposed to the risk
of poverty. Policies put forward typically include benefits, childcare services and
parental leave schemes.

Actualisation — activating political strategies are aimed at integrating the en-
tire population into the labour market, and thus attempt to increase the rate of the
‘productive’ as compared to “‘unproductive’ parts of the population.

INTERNATIONAL APPROACHES TO SOCIAL
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INVESTMENT

European countries, where social investment policies are most visible, face com-
mon challenges related to environmental concerns and the threats of climate
change, deregulated financial markets, mobile global capital, ageing populations
and de-industrialisation.

During the Lisbon Summit in 2000, the European Union (EU) adopted a new
approach to meet the future challenges of ageing populations and the shift to-
wards a knowledge-based and service economy. Those are two very recurrent
themes in the European social investment approach.

It gained further momentum following the global financial crisis (GFC) at
the European Commission’s launch of the Social Investment Package for Growth
and Social Cohesion in early 2013, prompted largely by enduring high structural
unemployment, particularly among younger generations.

The package makes a strong case for social investment no longer being dis-
missed as ‘fair weather’ policy when times get rough. The overall message boils
down to not allowing human capital to go to waste through inactivity, as was the
case in the 1980s and 1990s in many continental European welfare systems.63

Very few countries have enforced a pure social investment perspective to
their welfare state. The clear break between social investment, Keynesian and ne-
oliberal perspectives is really only true in theory.

Different approaches by country

Based on the three pillars of human capital, social protection and work actuali-
sation, we can divide countries into different groups depending on how strongly
their policy settings match the concept of social investment. If the latter is to be
the defining feature of the new welfare state, then one should certainly differenti-
ate between ‘varieties of social investment’.

For each pillar, we have reviewed the member states of the EU to determine
the extent to which social investment ideology forms the basis or has influenced
the pillar based on the three elements of the social investment perspective (re-
sponsibility mix, rights and duties, and governance).

Broadly speaking, neither southern European countries (Italy, Spain, Greece
and Portugal) nor eastern ones have really entered the social investment era. The
continental European countries remain typically ‘traditional compensatory wel-
fare systems’ (Keynesian), with few attempts to activate the social investment
turn. The countries that seem to have gone the furthest are the Nordic countries
and the Netherlands.

Thirteen countries (row 1 in Table 2.4) have a well-established social in-
vestment approach to many social policies. These countries tend to preserve and
further develop good institutional linkages between different policy areas, espe-
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cially when addressing key social challenges. However, many experts comment
that while such an approach is evident, there is often no explicit reference to ‘so-
cial investment’ in national policy strategies.

Nine countries (row 2 in Table 2.4), while still to develop an explicit or pre-
dominant social investment approach, show some increasing awareness of it and
have begun to apply elements of it in a few specific policy areas.

Finally, there are eighteen countries (row 3 in Table 2.4) where a social in-
vestment approach has not so far made many significant inroads into the overall
policy agenda, though some seem to have started moving slightly in that direction
in a few areas.

There are significant differences in country focus. The investment in human
capital pillar is split into two policy sets. If one distinguishes, for instance,
between compensatory social spending (old age, early exit and unemployment
compensation) and investment (expenditures for families, active labour market
policies, education), one sees that only a few countries have taken a social invest-
ment approach.

Cluster Countries

Well-established social investment approach AT, BE, CH, DE, DK, FI, FR,
IS, LI, NL, NO, SE, SI

Still to develop an explicit or predominant so- CY, ES, HU, IE, LU, MT, PL,

cial investment approach with some partial PT, UK

application

Social investment approach is not in the overall BG, CZ, EE, EL, HR, IT, LT,

policy agenda but there are signals of moving LV , MK, RO, RS, SK, TR,

towards social investment EE,HR,LT,LV, RO

Table 2.4: Implementation of the social investment approach is not uni-

form. Source: The authors, based on D. Bouget, H. Frazer, E. Marlier, S. Sabato

and B. Vanhercke, Social Investment in Europe, Publications Olffice of the Euro-

pean Union, Luxembourg, 2015. pp.6-8.

Pillars Policies Countries

Investment in human capital Childcare, early childhood ES, PT,
health and development, RO, SK
and child poverty strate-

gies
Social protection Education and lifelong FIL, FR,
learning MT, PL
Social investment approach is not in the Income support AT, CY,
overall policy agenda but there are sig- LU, MT
nals of moving towards social
investment
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Table 2.5: Features of the social investment approach in Europe. Source: The
authors, based on D. Bouget, H. Frazer, E. Marlier, S. Sabato and B. Vanher-
cke, Social Investment in Europe, Publications Office of the European Union,
Luxembourg, 2015.

While policies geared towards preventing human capital depletion seem to have
gone out of fashion, countries tend to emphasise either training or policies aiming
at removing obstacles to labour market participation.

The main orientation of employment policy today is a mix of negative and
positive incentives for jobless people to enter mostly low-skill employment in the
services sector, so activation makes up the bulk of social investment approaches
or policies observable in welfare states.

THE DEVELOPMENT OF SOCIAL POLICY IN NEW
ZEALAND

The ‘social investment approach’ is but the latest in a long series of social welfare
policies and practices in New Zealand. In this section, we briefly sketch the his-
tory of that policy development.

Colonial times

As with many other outposts of Britain, New Zealand’s early approaches to the
issue of poverty can be traced back to the early poor laws of England, especially
the Elizabethan Act for the Relief of the Poor 1601. Relieving poverty was a local
matter and different treatment was prescribed for different classes of pauper. But
individuals were primarily responsible for supporting themselves and their fam-
ily. The approach was recognisably liberal. As Susan St John puts it:

When the largely young and hardy immigrants from the old country came
to New Zealand they sought to reinforce with even greater vigour the strong
anti-welfare mood becoming apparent in 19th century Britain. The domi-
nant ideology was that individuals should be self-reliant and that families
should care for their own.64

New Zealand’s first foray into what would become social policy, the Destitute
Persons Act 1846, placed the responsibility to care for a destitute person not able
to support himself on their family. If a ‘respectable householder’ laid information
on oath before two justices of the peace that a person was destitute and unable
to support himself by his own labour, but had a father or other near relative in
New Zealand who was of sufficient means to support them, then after a hear-
ing, the justices could make an order requiring the relative to make payment not
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exceeding twenty shillings per week to the person for their support. This was a
continuation of English practice from the 1601 Act.65 While re-enacted a num-
ber of times, the approach in the original Destitute Persons Act remained on the
statute books until 1968.66

The Act also made provision for the care of illegitimate children (the justices
could order the putative father to pay the mother between two and ten shillings
per week). Deserting a wife or child under fourteen and leaving them with no
support was a crime punishable by a fine of up to five pounds for the first offence
and ten pounds for a second or subsequent offence.67

Tellingly, the Act made no provision for the care of destitute people, illegit-
imate children or deserted wives where there was no relative or father to provide
material support.

The first state pensions

In 1898, New Zealand became one of the first countries to introduce a state-
funded age pension. The initial modest pension was subject to a means, assets
and character test. It was non-contributory and paid for entirely out of current
revenues. Health and education were mainly local, private and charitable activ-
ities, with some central government oversight and funding. Housing — often of
low quality — was largely provided by the private market. Slums soon sprang up
in the major settlements.

The beginnings of the welfare state

Progressive moves were made in the early twentieth century to extend the cover-
age of state pensions beyond older people. The idea of the ‘deserving poor’, those
whose straitened circumstances were regarded as no fault of their own, became a
focus of attention.

Widows were clearly a deserving group — at least those with children — and
were provided for under the means-tested Widows Pension Act 1911. A pension
scheme for miners suffering lung damage was established in 1915.68

Early in the First World War, a pension scheme for war widows and soldiers
disabled while serving in the New Zealand Expeditionary Force was estab-
lished.69

The mass unemployment of the 1930s depression led to a rethink of state
support. Poverty was widely experienced and gained public recognition. Long
queues outside charitable aid offices and city mission halls were a visible remin-
der of a failure to adequately support the poor. The Unemployment Act 1930
established an Unemployment Board, charged with making arrangements with
employers for the employment of the unemployed, promoting the growth of pri-
mary and secondary industries, and administering a new contributory scheme of
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sustenance payments to those out of work.70

The first Labour government, elected in 1935 with Michael Joseph Savage as
Prime Minister, took major steps to introduce what would become known as ‘the
welfare state’. The Social Security Act 1938 extended the range and increased the
rate of social assistance as well as introducing a new social security tax of 7.5 per
cent to finance benefits. Aimed at ending poverty in New Zealand, the Act was
based on the principle that every citizen had a right to a reasonable standard of
living and that it was a community responsibility to ensure that its members were
safeguarded against the economic ills from which they could not protect them-
selves. This was a deliberate move away from the family responsibility of the
Poor Laws of England.

The new welfare state was based, in part, on the idea that the state could pro-
vide for the basic needs of families — food, shelter, education and health care —
using uniform approaches. The basic needs were all the same and thus could be
met with universal programmes.

Government provision of housing was a major plank of the new approach.
The government embarked on a programme of building high-quality, comfortable
houses for working people. The photograph of the Prime Minister helping to
move furniture into the first state house in 1937 is an icon of New Zealand poli-
tics.

While this system of benefits was extensive, employment was still seen as
the major cure for social evils. Thus, full employment was the main strategy the
government followed to ensure prosperity. As Belgrave puts it:

The most significant aspect of Labour’s new welfare state was not its social
security system, which to some extent merely consolidated existing bene-
fits with added provision for unemployment and health care and old age, it
was the introduction of economic stabilisation in 1938. This measure cre-
ated a highly protected economy aiming to promote and then preserve full
employment. Although the introduction of stabilisation was prompted by
the demands of the British government and British financiers to tone down
Labour’s social experiments, its impact reinforced the long tradition in New
Zealand’s social policy, of placing employment above pensions. Once in-
troduced, protection would be retained until the 1980s.71

A Royal Commission on Social Security in 1972 proposed that the state should
ensure ‘that everyone is able to enjoy a standard of living much like that of the
rest of the community and thus is able to feel a sense of participation and be-
longing to the community’. This shifted the focus from meeting basic needs to
ensuring that the proceeds of economic growth were shared more evenly. Succes-
sive governments accepted this approach and expanded the range and generosity
of benefits and grants. A domestic purpose (sole parent) benefit was established
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in 1974. Supplementation benefits followed. A universal pension at age 60 at
more than twice the previous level was introduced in 1976 (subsequently the age
went to 65 and the payments were cut). Tertiary student grants and subsidies were
expanded and benefits for special circumstances and special needs were added
over time.

Economic reform

By the early 1980s, the country’s economic situation was deteriorating. The
policies used to promote full employment — heavy tariff protection of industry,
subsidies, major infrastructure projects and extensive state employment — were
no longer working (unemployment, which had stood at less than 1 per cent for
most of the post-war period, reached the unheard-of and alarming level of 5 per
cent in the first quarter of 1984) and were leading to slow economic growth and
rising government debt.

The newly elected Labour government started a wide-scale programme of
economic reforms, directed at removing what it saw as government-imposed
inefficiencies. Its successor continued with reforms, especially in areas of wel-
fare, health and education. Fiscal retrenchment was pursued vigorously. There
followed ten years of little growth in real GDP per head and large-scale redundan-
cies, especially in government trading departments and entities72 and in regional
centres reliant on protected industries. Figure 2.3 shows three broad phases of
economic growth: the long post-war expansion, the ten-year period of limited
growth after 1984,73 and then a resumption of growth at a higher level, with the
dip due to the GFC at the end.

The social welfare system strained under the numbers of newly unemployed
and the effects of the post-Royal Commission increases in entitlements. Social
welfare spending as a proportion of GDP, which had been falling since 1950,
started to climb in 1972, reaching a peak of 16.8 per cent in 1993.

The perception of the state’s role changed over time, with a return, at least at
the official level, of attitudes closer to those of colonial times: individual respon-
sibility became a guiding principle, with the state reduced to helping out during
what were expected to be short periods of need.

The resumption of growth and the persistence of
disadvantage

The economy started to grow in 1993 and the trajectory has been mostly upwards
since, with global economic shocks like the late 1990s Asian financial crisis and
the late 2000s GFC being the major determinants of local economic outcomes.
Between 1993 and 1999, the then Department of Social Welfare imple-
mented a strategic initiative called ‘From Welfare to Well-being’, designed in
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part to address concerns that economic growth (which was starting to appear after
ten years of economic restructuring) would be insufficient to deal with the ob-
served growth in welfare dependency. A long-term scenario developed by the
department’s Social Policy Agency in 1994 (referred to internally as the ‘grim
vision’) painted a picture of New Zealand divided between the beneficiaries of
economic growth and the long-term benefit-dependent if action was not taken
to tackle benefit dependency. As the Director-General of the department, Dame
Margaret Bazley, put it in a speech in 1997:
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Figure 2.3: Three phases of growth. Source: NZIER long-term data set at
https//:datal50.nz/.

Until that time, most New Zealanders, including Department staff, thought
that the economic situation would improve and that people would move
into employment as followed the 1930s recession ... The ten year scenario
indicated ... it was unlikely that beneficiaries would get the jobs ... that
youth, women at home and the recently retired people would be more at-
tractive to employers than beneficiaries.

In a paper delivered at a ‘Beyond Dependency’ conference the department con-
vened in 1997, Rob Brown and Helene Quilter proposed that welfare dependency
should be addressed by a series of interventions seen as ‘investments against
future costs’.74 Dependency was the main problem to be tackled, with the gov-
ernment moving from passive benefit payment (and passive benefit receipt on the
part of beneficiaries) to a more active approach of assisting people into the labour
market. While Brown and Quilter’s paper contains elements of what is now pro-
posed as the social investment approach (including focusing on the long-term
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benefit liability, an area we will return to below), their approach was on what the
ministry could do to improve its services, operating within a framework of uni-
form benefits.

18.00
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Figure 2.4: Spending on social welfare peaked in the early 1990s. Source:
Based on data in chartpack with ‘New Zealand’s Long-term Fiscal Position’,
Treasury, 2006, www.treasury.govt.nz/government/longterm/fiscalposition/2006.

Elements of the ‘grim vision’ came to pass. While average incomes rose, the
gains from economic reform and the resulting economic growth were spread un-
evenly. Discussion of cycles and pockets of disadvantage become common.
Speaking to a National Party conference in May 1997, the then Prime Minis-
ter, Jim Bolger, spoke about his concerns over rising numbers of benefit-depen-
dent families and the impact this was having on social outcomes, and outlined
aspects of a Strengthening Families project the government was working on:

This effort which is in the developmental stage is spread across many de-
partments and is designed to better coordinate the delivery of support and,
in particular, to give people the opportunity to move to greater indepen-
dence.

The Ministers of Welfare, Health and Education are very supportive of
the strategy, and the CEOs of all three departments are working together on
the project.

It makes sense to integrate this work because many of the children and
families that come to one department for help also go to other agencies.

In delivering more relevant help we must lower the barriers between
agencies so that the left hand knows what the right hand is doing.

The approach will be to try and tailor-make support for each individual
family.
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The idea is to ensure better social, health and educational results for
at-risk and dependent families and to break the cycles of disadvantage.

A strength of the new approach is that it will be more community-
based.

In its 1999 Briefing to the Incoming Government, Treasury observed:

Irrespective of broad distributional issues, all governments will be con-
cerned with the most disadvantaged. Disadvantage is statistically associ-
ated with a variety of factors: income, ethnicity, health, disability, age,
family status, gender, educational attainment, work experience, region — it
is not simply a matter of low income. As far as possible, governments need
to focus on the dynamics of persistent disadvantage, rather than tempo-
rary difficulty. The most serious disadvantage is often multi-dimensional,
and often persists through time and across generations. The causes of poor
outcomes are complex and poorly understood, making them difficult to
resolve. There is a need to ensure a focus on effectiveness and to test in-
terventions robustly, modifying them in the light of experience. Examples
include new organisational forms (e.g., ‘wrap-around services’) and pilot
programmes such as Family Start. A more experimental approach will re-
quire discipline and courage on the part of both ministers and officials — to
acknowledge that some programmes have failed and to ditch them.

By 2002, the Treasury staff were saying:

Interventions designed to improve outcomes and to enhance well-being can
be considered as social investments that involve current expenditure to pro-
duce a future benefit. Viewing interventions, from legislation to targeted
assistance, as investments allows the costs to be arrayed against the bene-
fits over time, and permits choices to be made among them. It also allows a
portfolio of interventions to be selected.75

The ability of the welfare state, both in New Zealand and internationally, to ad-
dress this issue was increasingly questioned:

Many states have discovered or rediscovered permanent intergenerational
poverty, which provides a critique of the evolution of welfare policies. If
one of the original objectives of the modern welfare state was to reach
down and provide greater equality of opportunity, freedom from want, and
participation in society, then the design and implementation of welfare sys-
tems have been at least partially unsuccessful.76
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As described in Chapter 1, in 2010 a Welfare Working Group (WWG) chaired by
Paula Rebstock undertook a fundamental review of the welfare system. The Insti-
tute for Governance and Policy Studies at Victoria University hosted the group’s
secretariat.77 The group’s work included examining whether an approach under-
taken by the Accident Compensation Corporation (which Rebstock also chaired
at the time) to measure and manage its long-term liabilities could have wider ap-
plication.
In its final report, the WWG summarised its recommendations as:

We have presented a plan for a large scale and comprehensive reform of
the welfare system to reduce long-term welfare dependency. This reform is
founded on a greater work focus for more people, reciprocal obligations, a
long-term investment view (investing early to reduce the risk of poor long-
term outcomes for many people), commitment to targets, better outcomes
for Maori, better outcomes for children, a cross-government approach and
more effective delivery. Two key elements are the introduction of Job-
seeker Support (replacing all existing benefits), and the establishment of
Employment and Support New Zealand.78

In a report to Cabinet on child poverty in 2013, Treasury said that while the pro-
portion of New Zealand children living in households with low income was close
to the OECD average, ‘there appear to be significant issues with a large group of
children spending the majority of their childhood reliant on benefits and low in-
comes. As a consequence, despite New Zealand having benefit levels close to the
OECD average, we have high rates of material hardship’.79

The Ministry of Social Development’s 2016 Social Report also concluded
that while most New Zealanders are experiencing good and improving outcomes,
the distribution of those outcomes is mixed, with some groups not doing well or
not improving.80

This then was the context of the National-led government’s social investment
approach: a realisation that despite more than eighty years of active policy and
billions in spending, and with real levels of national income 320 per cent higher
in 2013 than in 1937, economic success had not been delivered for part of the
population, and long-term liabilities were increasing.

THE NEW ZEALAND SOCIAL INVESTMENT
APPROACH

Faced with entrenched disadvantage and large forward liabilities, the former
National-led government, rejecting calls for significant increases in social spend-
ing, instead said it would use a social investment approach.
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As Finance Minister, Bill English described the approach as follows:

At core, social investment is a more rigorous and evidence-based feedback
loop linking service delivery to a better understanding of people’s needs
and indicators of the effectiveness of social services. This needs to take ac-
count of the long term — including those benefits that might take years to be
delivered. There will also be more systematic measurement of the effective-
ness of services people are currently receiving. This information can then
be used to do more of what works — and stop things that don’t. Understand-
ing the effectiveness of spending and doing what works are two principles
with relevance to all public spending.81

The New Zealand version of a social investment approach is still developing and
it is thus not surprising that a perfectly clear picture of what it entails has yet to
emerge. We can, however, already see some clear indicators of what the govern-
ment is doing.

As we noted in the introduction, policy consistency is never achieved in
practice and for many governments (at least at the political level) it is never the
aim anyway. The National-led government was noted for its caution, flexibility
and pragmatism. It was not driven by a top-down ideology. Rather, it operated
bottom-up, case-by-case, within some general preferences. If that means an over-
all picture that is hard to place within any known system of government, then so
be it.

Element Definition
Intertemporal Returns on interventions are spread over time
Costs and benefits should be assessed on a long-term basis

Effectiveness Investment is to be justified on the basis of social return
Outcomes matter and best way of achieving those outcomes
should be used, regardless of provider
Outputs should be assessed on the basis of how well they achieve
outcomes

Evidence Doing ‘what works — and stop things that don’t’ based on evi-
dence
Needs are assessed on an individual basis, based on granular data

Table 2.6: Main elements of the New Zealand social investment ap-
proach. Source: The authors.

In this section, we look both at some emerging overarching themes and at some
specific examples of the approach in action. Of these features, the National-led
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government specifically emphasised three differences from previous approaches
to social policy: a much greater reliance on individual data; giving greater at-
tention to evidence about policy effectiveness; and measuring rates of return on
social interventions that are spread over time — potentially very long periods of
time.

Looking across the whole social sector, we have seen some repeated features
in the initial applications of the approach. In Table 2.1 we set out the main ele-
ments to date.

We now turn to specific examples of applications of the approach that help
cast more light on what is proposed.

Welfare forward liability

The most concrete step towards implementing the approach has been the devel-
opment of a welfare forward liability. MSD and ACC have both calculated the fu-
ture welfare liability (i.e., in fiscal terms) of particular categories of people (e.g.,
different classes of beneficiaries or accident victims) via an actuarial analysis and
are using such calculations to guide or inform the selection and targeting of inter-
ventions — such as active labour market policies (e.g., training programmes).

The broad aim has been to encourage agencies to select interventions and pri-
oritise clients based on the expected reduction in the Crown’s forward liability.
To be effective, of course, agencies need reliable evidence not only about the fis-
cal liabilities of their various clients but also about which particular interventions
are likely to be most cost-effective. Without such evidence there can be no as-
surance that the interventions selected will maximise net social returns. Simon
Chapple (Chapter 18) is critical of the forward liability approach. He sees it as
providing a one-sided metric: there are no counterfactual benefits against which
the liability is judged. This means, in particular, that there is a risk that all reduc-
tions in the liability, regardless of the effect on people, will be judged equally.82

The investment approach implemented through a forward liability has re-
ceived some criticism. In 2014 Chapple said:

There are many problematic aspects of the forward liability investment
model which is being applied in the welfare system. The problem of
definition surrounding welfare reform and the performance management
approach of MSD has been poor, the forward liability solution has not been
carefully unpicked, and reasonable alternatives to this model have not been
acknowledged, let alone examined in detail.83

The overall argument is that the welfare system does need much better, indepen-

dent and regularly collected indicators of performance in terms of benefit take-up,
underpayments and overpayments, and compliance with benefit conditions, as
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well as cost-benefit indicators of the effectiveness of programmes in generating
better employment and earnings outcomes.

Policy design

Again in part due to the ongoing development of the social investment approach,
it is not clear at which level of operations it is intended to operate. The underlying
idea is that to implement a social policy based on the principle of social in-
vestment, the government must build an environment that is conducive to an
investment mindset, where success is measured by rates of return.

At the level of programme design, we have seen three themes emerge from
the early application of the approach: demand factors (which we call segmenta-
tion); a supply factor (intervention innovation); and a governance factor. The end
result sought is an institutional change in the market for social development in
New Zealand.

Demand — client segmentation

The demand side is about segmentation. It is built on an increasing understanding
that the needs of individuals can vary significantly and thus what might work to
address those needs is also likely to differ. This is a clear move from the early
approach to social assistance, where needs were seen as uniform and thus could
be relieved by uniform measures.

The objective is to build a strong understanding of the clients of the state, to
divide them into groups with greater or lesser needs on which the expectations of
return on investment are differentiated, thus allowing a targeted mix of interven-
tions that better match unmet needs.

One distinctive element of this approach is the use of individual-level data,
matching of data across social services and administrative datasets, and the use
of evidence and evaluation to understand not just what works but what works for
whom.

Supply - intervention innovation

Client segmentation has far-reaching consequences for the provision of interven-
tions (the supply side). If customers have different needs, then they are likely to
need different interventions to meet those needs. Treasury gives an example from
unemployment assistance:

Traditionally governments have focused on getting newly unemployed peo-

ple back into work, as unemployment is one of the biggest welfare costs.
But analysis of lifetime costs of people who receive a benefit found that
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one of the most expensive groups is people who have recently returned to
work from being on a benefit. This is because they are likely to slip back
onto benefits. In any given month, 70 percent of people who sign up for a
benefit have been on a benefit before. This indicates that the government
needs to do more to help those people stay independent.84

This focus on outcomes (what is achieved), as opposed to outputs (what is done)
or inputs (who does it and for how much), is another element of the social invest-
ment approach in New Zealand. It is, however, not a new approach, at least at
the conceptual level. The Public Finance Act 1989 and the State Sector Act 1988
were part of a suite of reforms intended to shift the focus from inputs to outputs
and outcomes. In a 1989 paper, two of the key architects of the reforms, Graham
Scott and Peter Gorringe,85 wrote:

The distinction between outputs of goods and services an agency produces
and the outcomes the government seeks to achieve is central to the reforms
... Under the new system, the performance of bureaucrats can be judged on
whether they produce the outputs of services agreed to, and whether they
do so efficiently. Politicians can be judged on whether they buy the right
services to achieve social goals like wealth, justice and the relief of suffer-
ing. The distinction also highlights that politicians need not buy the services
they require from the bureaucracy, and that the government need not be the
only customer of the bureaucracy.86

Writing in 2004, Anna-Luis Cook concluded that while the core elements of the
New Zealand model of public administration remained sound, the state sector had
yet to implement an outcomes-based approach.87

The former National-led government’s focus on outcomes as part of its social
investment approach can, therefore, perhaps best be seen as a further attempt to
use the tools given to ministers and managers in the existing public management
system, as opposed to being conceptually new.

Governance

The final piece of the puzzle which ensures that supply responds to demand is
governance structure and regulations. One of the key challenges in driving the in-
stitutional change is building a new incentive structure that leads to allocation of
resources based on the two previous pillars.

All markets suffer from imperfect information, which therefore implies that
when information is scarce, returns on investment (in the social investment
framework) may not perfectly reflect the cost and benefits of a particular in-
tervention.88 New Zealand therefore needs not only the most effective funding
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interventions but also a learning structure which ensures that information is
consistently refined and the state rewards risk-taking in the face of imperfect in-
formation.

The idea is to develop a governance structure and incentives that will gener-
ate the best possible information and ensure the state has enough information to
justify taking risks in undertaking social investments.

Level Features

Programme Target resources within existing programmes (e.g., matching
clients to programmes based on the expected effectiveness)

Portfolio  Allocate resources across a set of programmes within an agency

Whole-of-  Allocate resources across agencies, and encourage cross-portfolio,

government multi-dimensional investment strategies, especially for assisting
citizens with complex and multiple needs

Table 2.7: Level changes of the New Zealand social investment ap-
proach. Source: The authors

Table 2.7 shows the three main levels at which the government operates social
programmes. We have seen suggestions that the governance element of the social
investment approach might operate on all four, although there has been more em-
phasis on the programme and portfolio level to date.

Progressive implementation

The New Zealand social investment approach is still developing. We can, how-
ever, distinguish two separate phases of development. The first focused on ac-
tuarial considerations and the second phase placed greater emphasis on building
individual-data capability.

It is hard to anticipate how the approach will evolve over time, but it will
be shaped by the overarching idea of driving institutional change to foster inter-
vention innovations through the three-pillar combination described above. Table
2.8 summarises the big questions that will need to be answered for this change to
succeed.

NEW ZEALAND’S APPROACH IS UNIQUE

Both at the political economy level, as well as in practical implementation, the
similarities between the New Zealand social investment approach and the Euro-
pean approaches stop at the underlying organising theme (i.e., invest rather than
protect). The New Zealand approach is silent on reforms to the income redis-
tribution system or education (human capital investment), which are central to
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European approaches. It is also not concerned to a great degree with activation
policies, in large measure due to this not being a significant problem here.

New Zealand also differs in its focus on a wider range of beneficiaries (not
just the long-term unemployed, as in Europe). The idea of contracting non-gov-
ernment providers to deliver government social programmes is also not seen in
other welfare states.

The objective of the approach — improving people’s lives — is certainly not
new. The idea that cash-based transfers will address all social ills is also not new.
Nor is the idea that early interventions might lead to better long-term outcomes.
Holding public service managers accountable to outcomes is not new in theory,
but to date there have been few examples of rigorous accountability mechanisms
being applied either consistently or with measurable effect.

Pillar Social policy  Status quo (vastly cari- Social investment ap-
decision catured) proach (overly
optimistic)
Client seg-  Who to spend it Those meeting pro- The individuals for
mentation on? gramme eligibility whom spending offers
criteria (broad proxies the highest net social
for disadvantage) benefit
How to mea-  Greater spending has ~ Aggregation of
sure the greater effect Subjec-  individual-level out-
difference tive or qualitative comes as captured by
made? programme evaluation administrative data
Intervention What to spend Existing programmes  Whatever is demon-
innovation  iton? plus politically deter-  strated to have the most

mined new initiatives  effect relative to its cost
Who delivers ~ Whoever delivered it ~ Whoever does the
the service? previously — generally  ‘best’ job, as measured
a mix of public, not- quantitatively
for-profit and for-profit
Governance How to allocate Baseline is past alloca- Flexible allocation
those funds? tions to administrative  across administrative
silos silos for highest net so-
cial benefit
Who matches  Policy-makers, via eli- Case-worker, navigator
individuals to  gibility criteria, or algorithm?
programme? programme design and
budget allocation
How to feed Advocacy/lobbying Funds should be flexi-
this back into bly allocated across
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public administrative silos for

decision-mak- highest net social bene-
ing? fit

What perfor-  Varies across and Aggregated quantitative
mance within silos Often a data at all levels

measures drive crude count of transac-

organisational  tions

behaviour

How to main-  Appeal to solidarity, Additional appeal based
tain and build  mutual support, and in- on long-term efficiency

taxpayer and  tra- and and effectiveness
voter support?  intergenerational fair-
ness

Table 2.8: The big questions on social policy. Source: Dave Heatley, personal
communication, 25 November 2016.

Using administrative data to identify people at risk of poor outcomes is new, not
least because the data has only recently been made available and used by govern-
ment agencies in policy design.

The three themes of client segmentation, intervention innovation and gover-
nance to drive institutional change are certainly novel, as is forward liability as a
measurement tool — the use of which New Zealand has pioneered.

The only reason to be concerned with whether the social investment ap-
proach is new or not is the concern that the social welfare system is failing a
significant portion of population. Social investment, Kiwi-style, is introducing
promising new ideas to address pressing social problems. However, if it is just a
new name for policies that have not worked, we should not expect much from it.

Social investment, especially as it is understood and practised in the Euro-
pean Union, is a known term in social policy; but it describes something rather
different from what the former New Zealand government was proposing. As
Humpty Dumpty says, you can use a word to mean anything. But it aids under-
standing if everyone uses the same words to describe the same thing.
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1 The authors would like to thank Sarah Spring, Gary Hawke, Dave Heatley,
Jonathan Boston, Bryce Wilkinson and participants at an IGPS/NZIER
workshop on social investment for their thoughtful comments and assistance.
We would also like to thank Geoff Rashbrooke and Derek Gill of the IGPS
for providing the section discussing the actuarial valuations. The opinions
expressed in this chapter are the sole responsibility of the authors and do not
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2 Since we started writing this chapter, Mr English assumed the office of
Prime Minister, with Ms Bennett as his deputy. In his first press conference
on being elected leader of the National Party, however, Mr English explicitly
stated that the government he led would give priority to advancing the social
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Chapter 3
Broader perspectives

Michael Mintrom

INTRODUCTION

Through its social investment approach to working with vulnerable individuals
and families, the National-led government drove changes that could well signal
a paradigm shift in notions of the social function of public policy.1 If sustained,
the approach promises to deliver higher levels of public value, from which all
New Zealanders will benefit. Residents of other countries could similarly benefit
if their governments were to broadly and consistently treat public policies as in-
vestments.

While conceptually similar to social investment approaches in various Euro-
pean countries,2 New Zealand’s approach has some unique operational features.
In the previous chapter Killian Destremau and Peter Wilson have usefully doc-
umented its development and have noted areas of similarity and difference with
European approaches. They have also offered a clear definition: ‘Social in-
vestment means a programme funded by the government that entails applying
resources today in the expectation that a measurable improvement in a dimension
of policy interest will result at some point in the future.” Interventions are de-
livered to selected individuals and families, with the expectation that they will
lead to better social outcomes and reduce future demands on welfare payments.
The approach has required the combination and refinement of several analytical
tools, some of which have long been used by government policy analysts in New
Zealand and elsewhere.

This chapter offers broader perspectives on the approach, placing develop-
ments in New Zealand within an international context. Specifically, it reviews
how analysts in other countries — particularly in the United States — have been us-
ing investment thinking to guide public policy development. Focus is placed on
the deployment of analytical tools. The goal of this ‘nuts and bolts’ contextualisa-
tion is to indicate useful lessons for those asking ‘Where next?’ for the investment
approach in New Zealand.
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Two themes are developed here. First, investment thinking can be applied
more broadly than has been the case so far, and further application would be of
high value for New Zealand. After noting developments elsewhere, this chapter
outlines a general approach to treating public policies as investments. Social in-
vestment as it has been practised to date in New Zealand is consistent with that
approach. However, when we drop the term ‘social’ from a working description
of an investment approach, we see that the analytical work performed so far in
New Zealand could usefully inform future policy analysis across many areas of
government activity, well beyond those typically thought of as comprising the so-
cial policy sector.

This does not curtail notions of ‘the social’. Rather, it expands them. Many
government activities outside the scope of traditional social policy — such as
foreign policy and infrastructure funding — shape opportunities for all people, in-
cluding beneficiaries of traditional welfare services. More effort should be made
to scrutinise how various policy settings — often emerging from different portfo-
lios — interact to affect people’s life chances. Often in the past such scrutiny has
been either cursory or completely lacking.

The second theme in this discussion is that investment thinking can easily
conflict with other ways of thinking about and justifying public policy choices.
Those proposing greater application of investment thinking need to be aware of
both its strengths and its weaknesses. The approach can be undermined by insti-
tutional inertia and well-placed interest groups that benefit from the status quo.
Less obviously, it can be undermined by naive or pedantic application. Those
who promote ‘rationalist’ public policy perspectives and play down issues of so-
cial justice or human dignity can quickly and needlessly make enemies. Further,
the information collection and processing requirements associated with specific
forms of the investment approach can limit its application.

That said, there are subtleties to investment thinking that can be powerfully
utilised by policy analysts. For example, the giving of serious attention to gov-
ernance arrangements or efforts to promote local innovation in service provision
can do much to improve social outcomes, and hence the returns from specific
public policy investments. Such policy design work is not integral to the in-
vestment approach, but it is highly compatible with it. So long as investment
thinking is informed by respect for local conditions and takes adequate account
of the complexity of many social challenges, then it stands a strong chance of be-
ing broadly applied for many years to come. But the challenges of context and
complexity should not be discounted, as Elizabeth Eppel and Girol Karacaoglu
usefully remind us (Chapter 19).

In what follows, I first discuss international examples of the investment ap-
proach. I then note efforts to institutionalise it and expand its application. These
initial discussions open space for outlining a general approach to treating public
policies as investments. In the process, connections are drawn to the New Zealand
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social investment approach. This leads to consideration of several challenges that
could limit its broader application. The chapter concludes with a set of lessons to
guide its further development in New Zealand.

THE RISE OF THE INVESTMENT APPROACH

A centuries-long tradition exists of governments treating public policies as in-
vestments. The building of defence systems, the charting of territories and the
provision of infrastructure have always been undertaken with the expectation that
they would generate significant future gains. The same can be said for the devel-
opment and extension of key features of what came to be called the welfare state
— financial support for the needy, public pension schemes, public health services
and public schooling. During the twentieth century, governments became more
aware of the economic gains to be captured from effective provision of various
policies and programmes.

While the instinct to invest is nothing new, the potential for governments and
those who advise them to rigorously assess the merits of specific investments is
a relatively recent phenomenon. Indeed, it is only within the past forty years that
the necessary analytical approaches have become well known enough to be ef-
fectively deployed for treating public policies as investments. Further, while that
knowledge exists, its uptake and application remain limited. That is why the New
Zealand government’s recent social investment efforts could well signal a para-
digm shift.

The New Zealand approach has been pioneering in its combination of actu-
arial analysis and programme evaluation. As outlined in Chapter 1, the approach
has its origins in the efforts of the Welfare Working Group, chaired by Paula
Rebstock, which reported in 2011. The group’s orientation and methods were in-
formed by insights emerging from evaluations of welfare-to-work programmes in
Canada and the US,3 and equivalent programmes in the United Kingdom targeted
at the long-term unemployed.4

Programme evaluation as an analytical approach has a fairly recent history.
Few rigorous programme evaluations were conducted anywhere before the
1960s. They began to be used in earnest during the late 1960s. It was during this
time that the approach became linked with experimental design, allowing for rig-
orous comparison of the effects of specific policies and programmes.5 Proponents
of good evaluation design have long noted the virtues of integrating cost-benefit
analyses into programme evaluation.6 However, combination of these techniques
remains somewhat rare. While cost-benefit analysis was developed and used for
military purposes starting during the Second World War, it was only during the
1960s and 1970s that it became recognised as a tool of general applicability
across all areas of public policy.7 Even then, it has most often been used for pol-
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icy planning, rather than for assessment of the value derived from policies or
programmes that have been in place for some time.8

In the New Zealand context, cost-benefit analysis has no history of broad ap-
plication. It has certainly been applied to guide selection of roading projects to
fund. It has also guided some other infrastructural projects — for example, water
management schemes. Beyond guiding government purchase of pharmaceuticals,
it has not been broadly applied in the area of health policy or in other areas of
social policy. This is beginning to change. Actuarial analysis is most commonly
used to assess the financial sustainability of insurance and pension schemes. Until
its proposed use by the Welfare Working Group and its implementation by the
Ministry for Social Development in combination with an analytics and actuarial
consulting firm, Taylor Fry, actuarial analysis had not been considered a tool for
policy analysis.

The formal treatment of public policies as investments, entailing the com-
bination of cost-benefit analysis and programme evaluation, is largely still in its
infancy. In a recent survey I explored examples of public policies being treated
as investments across eight broad areas in the US. The areas were: public infra-
structure, defence and homeland security, public education, health care, poverty
alleviation, criminal justice, science funding and environmental protection. In all
cases, good examples exist of rigorous analytical work that sheds significant light
on the value of specific policy initiatives.9 For my purposes, all such examples
needed to have been published in peer-reviewed academic journals. While some
work reviewed had its origins in informing governments of the value of proposed
programmes, mostly it was used to provide insights after programmes had been
established. In that sense, the work reviewed differed from the bulk of policy
analysis, which tends to be future-focused, almost of necessity speculative in na-
ture, and orientated to the needs of specific government audiences. However, this
ex post analysis can offer valuable insights for governments as they consider fu-
ture directions for public policy.

Many studies now exist that have treated specific policy approaches as in-
vestments. In the welfare area, several such studies have been gathered together
by David L. Weimer and Aidan R. Vining.10 A growing body of evidence is
also emerging regarding ways to reduce poor-value spending in the field of
criminal justice and apply an investment approach.11 In the field of education,
James Heckman combined cost-benefit analysis and the results of programme
evaluations incorporating randomised controlled trials to demonstrate the sig-
nificant public gains that can be derived from provision of high-quality early
childhood education.12 That evidence has been highly influential, including in
the New Zealand context.13 In another example, Alan B. Krueger combined cost-
benefit analysis with evidence from Tennessee’s Student Teacher Achievement
Ratio (STAR) project, to explore the lifelong returns from reducing school class
sizes.14 Exploration of the effects of changing class sizes has been controversial,
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yet compelling insights have now emerged from multiple studies applying a range
of analytical methods. They suggest that reduced class sizes can be beneficial to
students when — and only when — they are accompanied by pedagogical changes.

In the field of health care, considerable focus has been placed on how
preventative measures can improve population health, hence reducing overall
health-care costs. To illustrate, Katherine Baicker, David Cutler and Zirui Song
conducted a meta-analysis of the results of 36 workplace wellness programmes
and found that they tend to generate very good returns on investment, in terms of
both reduced health-care costs per employee per year and reduced absenteeism.15
These positive results were found even over the relatively short time horizons in-
volved. This suggests that longer-term, the returns on investment could be even
higher.

Going beyond the social sector, studies in the fields of electricity generation
and subsidisation of green technology have begun to produce important insights
concerning ways to improve the gains from investments. For example, Lucas W.
Davis and Catherine D. Wolfram have shown how privatisation of nuclear power
plants in the US led to significant gains in energy production and improvements
in plant safety.16 Kyle Siler-Evans and colleagues have shown that subsidisation
of wind farms can significantly reduce carbon emissions, but they also note that
careful targeting of such subsidies would likely produce even better returns on
investment.17

As well as recent developments in the US, New Zealand and elsewhere,
investment thinking has also started to inform public policy development in Aus-
tralia.18 Three examples are worth noting. First, policy-makers at the state level,
especially in New South Wales, have been seeking to revise aspects of polic-
ing and criminal justice more broadly, especially where those systems come into
contact with Aboriginal and Torres Strait Islander communities. These efforts
have been closely informed by insights from the US, where advocates of ‘justice
reinvestment’ have taken action in many states to reduce prison populations and
transfer the money saved into improving educational and employment opportuni-
ties in communities where an excessively large proportion of the population have
criminal records.19

Second, at the federal level, efforts have begun to apply an investment
approach to employment services for unemployed youth. These efforts were
prompted by the 2015 report of the Reference Group on Welfare Reform, which
explicitly recommended that the federal government emulate New Zealand’s
social investment approach. In the process, the Department of Social Services
engaged PricewaterhouseCoopers (PWC) to develop actuarial models to identify
clients who are at risk of spending years on government welfare.20 In addition,
new programmes have been established to better enable young people at risk to
transition into stable employment.

Finally, beyond the social sector, the Australian government has recently
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done much to systematise the management of public infrastructure investments.
Among other things, this has resulted in the creation of a stand-alone agency, In-
frastructure Australia, tasked with applying consistent cost-benefit analyses to all
large infrastructure projects, establishing clear funding priorities for the govern-
ment, and ensuring post-completion reviews of all major projects.21

Two key observations emerge from this review. First, over recent decades,
a fair number of efforts have been made to treat public policies as investments.
Second, those efforts have been fragmented, spread thinly across many areas.
This suggests considerable scope for energetic actors in and around government
policy-making communities to promote broad and consistent treatment of poli-
cies as investments. Next, | discuss US efforts to advance investment thinking
within policy communities.

TOWARDS BROAD AND CONSISTENT
TREATMENT OF POLICIES AS INVESTMENTS

In the US, the Washington State Institute for Public Policy (WSIPP) carries out
nonpartisan research to support legislative decision-making. The institute works
closely with legislators and state agency staff to ensure its studies effectively
answer policy questions. In many respects, it is like other non-partisan policy
research organisations, such as the Congressional Budget Office. What makes
WSIPP distinctive is that for decades it has focused on producing comprehensive,
evidence-based reviews of policy strategies that follow a common methodology.
Its overall purpose is to identify ideas that can deliver better outcomes per dol-
lar of taxpayer spending. Towards this end, it has developed a general research
approach that combines cost-benefit analysis with evidence amassed from evalu-
ation studies. By consistently applying this approach, the institute has won a solid
reputation for providing policy-makers with trustworthy estimates of the likely
returns from investing in specific policies. In its words: ‘We identify a number of
evidence-based options that can help policy-makers achieve desired outcomes as
well as offer taxpayers a good return on investment, with low risk of failure.’

WSIPP’s analytical approach offers an excellent example of how to treat
public policies as investments, and how carefully and consistently to estimate
return on those investments. The calculation of risks associated with policies
and programmes also helps to address a key concern of elected decision-makers.
WSIPP staff routinely ask: How would policy change influence statewide out-
comes? By estimating how a ‘portfolio’ of programmes and policies — introduced
and implemented as a group — would affect valued outcomes in Washington
State, they allow elected officials to make policy choices well-informed by esti-
mates of likely impacts and trade-offs among different policy combinations.

In recent years, the Pew Charitable Trusts and the John D. and Catherine T.
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MacArthur Foundation have been collaborating with state governments in the US
to emulate the WSIPP approach and deliver evidence-based advice on policy in-
vestments. The Pew-MacArthur Results First Initiative works with governments
to apply cost-benefit analysis that ‘helps them invest in policies and programmes
that are proven to work’. It is predicated on the view that most states currently
face tough budget choices and lack the resources to support traditional levels of
public services. Increasingly, policy-makers are seeking to develop policies and
programmes that will yield the greatest benefits in the most cost-effective way.
Among other things, this collaborative work is intended to systematically identify
which policies work and which do not; calculate potential returns on investment
in alternative programmes; rank programmes on their projected benefits, costs
and investment risks; and identify ineffective ones that could be targeted for cuts
or elimination. So far, much of the work associated with this initiative has fo-
cused on rethinking aspects of criminal justice and providing support to at-risk
youth.

Another initiative, Results for America, also promotes the importance of
evidence-based policy-making and treating public policies as investments. This
organisation has established networks of like-minded policy-makers across all
levels of government. It also uses its website as a clearing-house for the sharing
of stories about efforts to promote investment thinking in policy-making. In 2013,
Results for America launched a national ‘Moneyball for Government’ campaign
calling upon leaders at all levels of government to:

* Build evidence about the practices, policies and programmes that will achieve
the most effective and efficient results so that policy-makers can make better
decisions;

» Invest limited taxpayer dollars in practices, policies and programmes that use
data, evidence and evaluation to demonstrate how they work; and

» Direct funds away from practices, policies and programmes that consistently
fail to achieve desired outcomes.

The 2014 book Moneyball for Government, edited by Jim Nussle and Peter
Orszag, is a manifesto for treating public policies as investments. Nussle was di-
rector of the US Office of Management and Budget under Republican President
George W. Bush.22 Orszag held the same position under Democratic President
Barack Obama. Contributors to the volume all contend that basing policy choices
on evidence of effectiveness is something of interest to politicians of any ideo-
logical persuasion.

A GENERAL INVESTMENT APPROACH

Since governments must apply coercion to raise taxes and citizens have many
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competing proposals for how the money should be spent, governments inevitably
face resource constraints. A general investment approach should inform them
about the returns that might be expected from specific policy investments. When
broadly applied, such an approach holds the potential to assist governments set
expenditure priorities and identify areas of low-value or even wasteful spending.

Here I present a five-step approach to treating public policies as investments.
The approach is captured in Table 3.1: A Policy Investment Checklist. My in-
tention is to show how both formal (or technical) and informal (or metaphorical)
approaches hold the promise of bringing more rationality to the making of pub-
lic policy. The approach is broadly consistent with both that of WSIPP and the
New Zealand social investment approach. It can be usefully and uniformly ap-
plied across a variety of substantive areas.

Steps Key questions
1. Focus on Ask: Where are existing policies and programmes we can learn
existing from? Policy analysts might need to show how lessons for policy

policies and design can be drawn from across countries with distinctly different

programmes contexts and policy areas.

2. Gather  Ask: What is the best evidence we can work with? The ‘gold stan-

policy evi- dard’ in evidence-based policy development is the randomised

dence controlled trial. But other statistical evidence from quasi-experi-
mental designs can also produce valid insights.

3. Measure Ask: How much difference do policies and programmes of this

desired ef-  kind tend to make? The more precise the answer, the greater the

fects accuracy of the remaining analysis.

4. Assess Ask two questions: First, how much is it likely to cost to produce

costsand  the desired policy or programme effect here? Second, how much

benefits in  value — in dollar terms — is that desired effect likely to produce

context here? Return on investment is estimated by dividing the sum of es-
timated benefits by the sum of estimated costs. (Actuarial work
allows simultaneous testing of return on investment across multi-
ple interventions and can generate long-term aggregated estimates
of their fiscal impacts.)

5. Offer ro- Ask: How much do our conclusions about this policy or pro-

bust advice gramme depend on how we have interpreted the evidence? Good
advice is honest about how much confidence can be placed in the
conclusions drawn from the evidence. (Return on investment esti-
mates derived from either cost-benefit analysis or actuarial
modelling are driven by multiple assumptions; how changing those
assumptions influences outcome estimates should always be ex-
plored.)
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Table 3.1: A policy investment checklist. Source: The author.23

Focus on existing policies and programmes

In popular culture, we accord a lot of value to novelty. However, devising
proposals for policy change that take advantage of existing knowledge is a risk-
reducing strategy. In his argument in favour of comparative institutional analysis,
Harold Demsetz observed that advocates of policy change too often present the
relevant choice as being between an ideal norm and an existing ‘imperfect’
institutional arrangement.24 He called this a ‘nirvana approach’ based on the
assumption that what works well in theory will always be better than current
arrangements. Demsetz proposed that policy analysts should conduct compara-
tive institutional analysis where ‘the relevant choice is between alternative real
institutional arrangements’.

When we consider public policies as investments, focusing on existing poli-
cies and programmes makes a lot of sense. Evidence generated from them can
offer important insights into how much they cost to operate, their actual out-
comes, and how well those outcomes match originally intended goals. Then, we
can readily assess their benefits. The major difficulty with this approach is that it
is explicitly conservative in nature. It cautions against doing anything novel. We
might well ask how, then, innovations can ever start. The key is to think in terms
of recombination.

For example, suppose a government is considering ways to encourage the
emergence of a strong private or not-for-profit sector for the provision of high-
quality early childhood education. Although this might be a new policy direction
for that jurisdiction, its policy analysts could assess how well it might work by
investigating the dynamics of charter schools in New Zealand and the US, or the
success or failure of some private educational voucher arrangements in the US.
Concentrating on already existing policies and programmes gives analysts access
to a great deal of rich evidence that can inform future policy-making. Coupling
this focus with the notion of recombination opens up plenty of opportunities for
policy design work to be highly creative while building on existing knowledge of
what actually works.

Gather policy evidence

A lot of evidence has been generated about the workings of policies and pro-
grammes, how they were implemented, how different groups of people make
sense of them, and so on. All of this evidence can helpfully inform policy design
work. Indeed, routine reports on programmes in the field often supply rich details
that can enjoy a lot of relevance beyond meeting the needs of the original audi-
ence. Assessing the likely return on investment that a jurisdiction would obtain
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by adopting a policy already in place elsewhere demands both specific and high-
quality information. Fortunately, the evidence-based policy movement has raised
awareness among policy analysts and others about the issues they must consider
when gathering such information.25

The ‘gold standard’ often evoked is the randomised controlled trial. In such
experiments, researchers take care during programme implementation to isolate
and measure the effects of a programme on the outcomes of interest to them.
Lacking evidence derived from such experiments, they can seek evidence from
statistical studies where methods such as regression analysis are used to conduct
quasi-experimental assessments of policy impacts. Finding good-quality policy
evidence is highly dependent on the development of good systems for data col-
lection and the use of well-trained analysts to extract useful insights from those
data.

Measure desired effects

When public policies are treated as investments, the fundamental purpose of
gathering policy evidence is to measure whether the policy — or programmes
associated with it — generated the desired effects. In randomised controlled exper-
iments, programme effects are isolated by comparing before-and-after changes in
valued outcomes between those entities (e.g., people, organisations) that, through
randomisation, experienced the programme and those in the experiment that,
again because of randomisation, did not experience the programme. In quasi-ex-
perimental research designs, analysts work with what evidence is available and
seek to gain control over that evidence through application of different kinds of
statistical modelling.

One approach involves meta-analysis — that is, evaluating multiple high-
quality studies of the programmes of interest and determining their average
‘effect size’. John Hattie has employed meta-analytic data methods to measure
the effects of school activities aimed at improving student performance and con-
cluded that most data indicate a hierarchy of educational interventions from those
that appear to make a big difference to student learning to those that make no ap-
parent difference.26

A significant research issue arises when we consider the measurement of
desired policy and programme effects. That is, the paucity of high-quality quanti-
tative research on policy outcomes greatly limits the extent to which researchers
can perform meaningful statistical modelling work. Although meta-analyses are
feasible in the fields of education and health and some areas of criminal justice,
there remain many areas of policy interest for which quantitative studies explor-
ing outcomes are limited. More such studies will hopefully emerge in the future.
Indeed, if public policies are to be routinely assessed as investments, far more ef-
fort will need to go into funding high-quality programme evaluations.
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Assess costs and benefits in context

Cost-benefit analysis lies at the heart of efforts to treat public policies as in-
vestments. Conceptually, the approach is straightforward. First, we define the
scope of an analysis. Second, we identify all the effects of the policy or pro-
gramme, both negative and positive. Once we have established an inventory, we
assign dollar values to the negative impacts (which become dollar costs) and the
positive impacts (which become dollar benefits). We also take into account the
actual costs of running the programme of interest. Here, previous experience can
prove extremely helpful. Third, we allocate these costs and benefits to each year
included in the analysis. Finally, we compute the net present value of the pro-
gramme. The chosen discount rate is usually the inverse of a prevailing interest
rate. Therefore, the net present value is the total amount that comes from sum-
ming up discounted benefits minus costs over the assumed life of the policy or
programme. By dividing the sum of estimated benefits by the sum of estimated
costs, we then calculate return on investment (ROI). This is the expected return,
in dollars, that would be realised for every dollar spent on the policy. Only if the
return on investment is positive and well above zero should we believe that the
policy under assessment represents a good use of public money. The actuarial
modelling central to New Zealand’s social investment approach allows for simul-
taneous assessment of the costs and benefits of multiple programmes.

Offer robust advice

Any advice on public policies as investments must contain evidence that the es-
timated returns from adopting specific policies are trustworthy. Choices made
during the development of the estimation methods can affect the results obtained.
Care must be taken to show how changes in the modelling assumptions would
change the estimated returns. Such work, typically called sensitivity analysis, in-
volves running several alternative scenarios using different assumptions to test
the extent to which the results are robust or, alternately, how much they are being
driven by modelling choices. Offering a range of ROI estimates is possible when
we do this kind of sensitivity analysis.

We might use additional practices to improve the quality of the advice. For
example, taking the kind of approach used by Hattie in his assessments of ed-
ucational interventions can be very instructive in policy design discussions.27
Suppose we report the estimated ROI of a policy option, such as reducing class
sizes in every public school across a specific jurisdiction. We might augment
that estimate with evidence showing which alternative policy packages could be
adopted at the same cost. Such a comparison would create an opportunity to ex-
plain how those alternative packages might improve student outcomes to a greater
extent than the pursuit of smaller class sizes. Advice presented in this way en-
courages a different discussion about the pursuit of smart policy and ways to
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enhance the expected returns on costly policy investments.

CHALLENGES TO THE INVESTMENT APPROACH

The investment approach involves making powerful use of evidence. If a public
policy is not generating positive returns to society, little reason exists to keep it
in place. However, if we say that with reference to policies intended to support
disadvantaged and vulnerable groups, we run the risk of appearing to lack com-
passion. Suppose the goal of a public policy is to ease the final years of life
of people with terminal diseases. A hard-headed rationalist might suggest that
funding such a policy is a waste of money: better to devote scarce resources to
assisting young people become effective, productive citizens rather than assisting
people who have no ability to give anything back to society in terms of contribut-
ing to families, engaging in the community and paying taxes.

This example challenges the investment approach. My response is this. There
are good reasons for societies to be both rational and compassionate. There
will always be debates over when it makes sense to be compassionate and how
governments might demonstrate compassion. The investment perspective cannot
help us resolve those debates. However, it can reveal the costs of different poli-
cies and their likely results, allowing for explicit discussion of social values and
trade-offs. That is a valuable contribution to collective decision-making. Greater
application of the investment perspective opens the possibility of avoiding the
use of scarce resources on wasteful programmes. To the extent that savings occur
through application of the investment perspective, society has the capacity to act
out of compassion — and not rational calculation — to support those who cannot
support themselves. Other challenges suggest limits to the investment perspec-
tive. These include:

* First, interest-group politics can drive policy debates and crowd out room for
discussion of what actions would generate positive returns on investment for
society.

* Second, once government programmes have been in place for a few years,
they become difficult to remove, even if they are performing poorly. This
institutional inertia can sometimes inhibit the making of sound investment de-
cisions. That is because no political appetite may exist to mount the changes
such decisions would necessitate.

* Third, there are times when good information on the performance of existing
policies and programmes simply does not exist. Many policies and pro-
grammes stay in place for years without being subjected to evaluations. Even
then, some of those evaluations might not include cost-benefit analyses of the
investments.
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Each of these challenges is significant. At the same time, the investment approach
promises to raise the quality of public policy-making and, through that, the qual-
ity of people’s lives. For those seeking to advance the approach, it would be
useful to reflect on these challenges and how they might be addressed. Such re-
flection may well be most effective on a case-by-case basis, coupled with careful
consideration of what strategies have previously proven effective in responding
to criticisms of investment thinking.

WHERE NEXT FOR NEW ZEALAND’S APPROACH?

When governments treat public policies as investments, they exhibit a significant
degree of respect for the future state of their jurisdiction and the evolving quality
of life of their citizens.28 The social investment approach implemented so far
in New Zealand has been designed to both reduce future fiscal liabilities and
help vulnerable individuals and families to live independently and productively
through the bulk of their adult lives. Initially, more emphasis was given to re-
ducing future fiscal liabilities. That has been changing, with increasing attention
being given to improving the capabilities of vulnerable individuals and families.
The investment approach is well supported by departmental resources. This has
allowed the development of powerful analytical tools and staffing capacity to
maintain and expand datasets and conduct related research activities. This bud-
getary support has parallels with that of WSIPP, which is recognised as a leader
in the production of investment analyses concerning public policy choices.

Looking to the future, as the investment approach is extended from social
welfare services to other policy areas, state sector leaders will need to decide
whether to replicate the current capability in other departments or to develop
a form of centralised analytical capability. A unified approach to investment
analysis is most likely to come from centralisation of capacity. That has many
advantages. Nonetheless, opportunities for learning from experience and from di-
verse analytical efforts can sometimes be increased when capacity is developed
in more than one location and a degree of collaboration and healthy competition
is encouraged among units. At the same time, little can be gained by spreading
resources thinly across organisations. WSIPP’s strength and reputation grew
through deliberate efforts to make it a single centre of excellence for its jurisdic-
tion.

As portrayed in this chapter, the investment approach has emerged from
the deliberate combination of key analytical tools. The bedrock tools are pro-
gramme evaluation and cost-benefit analysis. These can be usefully augmented
with evidence from comparative institutional analyses, randomised controlled tri-
als and meta-analyses. Investment analysis can also benefit from other qualitative
research methods, case study comparisons and ‘design thinking’ tools.29 When
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high-quality programme evaluations have been completed elsewhere, insight of
relevance locally can often be derived. This avoids the need for local research
replication exercises. Replication has its merits, but when analytical resources
are limited they can usually be put to better uses. Devoting some organisational
capacity to scanning analytical work performed elsewhere and carefully scruti-
nising highly relevant work could reduce unnecessary ‘reinventing the wheel’
locally.

Evidence from policy investment analyses done elsewhere has shown that
returns from past investments can often be enhanced through contemporary in-
cremental adjustments in service delivery. This suggests that there is merit in
designing public policies in ways that allow for a degree of local innovation and
client feedback on service quality and how it could be improved. When policy
design is used to encourage innovation, several actions need to be taken. It is
important to give organisations incentives to innovate, and to reduce the impedi-
ments to innovation. Finally, it can be helpful when mechanisms are put in place
to monitor innovative programmes, collate key insights and make them broadly
known.

Additional evidence has shown that changes in service delivery can some-
times enhance returns on initial investments. Governments everywhere will al-
ways face pressures to provide more and better services to citizens while keeping
taxes as low as possible. Given these dynamics, experiments with the governance
of service provision should be prioritised. It is an area of public management ripe
for further evidence-based investigations of the conditions under which changes
can produce sustained, beneficial outcomes for citizens.

These observations suggest that those seeking to advance the investment ap-
proach in New Zealand should do so in ways that allow for close work with
local service managers, on the one hand, and traditional policy developers, on the
other. It would be unfortunate if the approach came to be a narrow technical or
fiscally focused exercise, operating at arm’s length from other areas of govern-
ment activity.

Finally, public policy decisions never last long without broad public support.
This is the case even when financial analysis justifies specific actions. That
suggests two things. First, those who seek to promote the investment approach
should give serious attention to explaining its practical implications to citizens.
That will require on-going dialogue, and a willingness to hear unwelcome feed-
back. Unless they are informed by the concerns of citizens, policy choices made
in capital cities die in the suburbs. Second, proponents of the investment approach
must appreciate the broader politics of public policy-making, and act accordingly.
In practice, this might involve prioritising a few areas where big gains can be
made by applying the investment approach. Advancing it incrementally and when
the conditions seem right is more likely to result in the longevity of the approach
than rapid scaling-up accompanied by insensitivity to broader public perceptions
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of investment thinking. For example, those who think time in prison should be
used primarily for punishment and retribution are unlikely to be quickly con-
vinced by those who claim rehabilitation and job skills training would be better
investments.

CONCLUSION

Investment thinking can be more broadly applied than has been the case so far,
and broader application would be of value to all New Zealanders. If more public
policies were routinely treated as investments, significant leverage would be at-
tained. For example, dollars spent to ensure good roads, schools and health-care
systems contribute to economic growth. Under such conditions (and assuming
other factors are not promoting greater government activity), the size of govern-
ment would be expected to decrease over time as a proportion of GDP. When
governments maintain their commitment to funding sound public policies that op-
erate as investments, their size relative to GDP should shrink from year to year.
The result is an entirely reasonable form of limited government.

Treating public policies as investments can indeed lead to longer-term reduc-
tions in the relative size of government in the economy, and reduce tax burdens.
For example:

* When individuals receive good schooling, the odds are raised that they will
go on to be productively employed, taxpaying citizens who make limited de-
mands on government services.

» Health-care policies that encourage preventative care make it less likely that
individuals will need expensive, publicly subsidised medical interventions
later in life.

» Effective systems of criminal justice can reduce the risk that juvenile deviants
will fall into lives of crime punctuated by prison time. Keeping people out of
prison can save a lot of taxpayer money.

These are just three examples of how treating public policies as investments can
reduce subsequent demands on government spending. Yet this focus on investing
today to make savings tomorrow represents only the most direct claim for why
an investment perspective matters. More importantly, people who benefit from a
good education, who experience good health and who live within the law have
high-quality lives. Their education, good health and good citizenship allow them
freedoms and opportunities they would otherwise miss. The experience of liv-
ing a good life is impossible to quantify in any simple fashion. Still, everyone
benefits when as many people as possible are enabled to live well. Consistently
treating public policies as investments offers a promising pathway towards that
outcome.
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Chapter 4
The intertemporal dimension

Jonathan Boston

The challenge is to convince a sometimes sceptical or critical

electorate that paying a price now may be in their best interests
in the long-term.

House of Commons Public Administration Select Commit-

teel

. social investment is a more rigorous and evidence-based
feedback loop linking service delivery to a better understand-
ing of people’s needs and indicators of the effectiveness of
social services. This needs to take account of the long term —
including those benefits that might take years to be delivered.

Bill English2

INTRODUCTION

Investments, whether financial or otherwise, necessarily take time to deliver their
primary benefits.3 While many investments, like education and training, gener-
ate immediate consumption benefits, few of the expected and desired returns are
instantaneous. Of course, the speed with which the benefits flow varies greatly,
as does their certainty, regularity, linearity and duration, as well as the point at
which the gains are expected to exceed the costs. This variability applies not
only to investments in physical infrastructure, such as houses, power stations,
roads and water services; it applies equally to social investments, such as public
expenditure on early childhood education, health promotion, prisoner rehabili-
tation and the provision of social services. Similarly, the variability in the flow
and pattern of benefits applies not only to public expenditures with a specific in-
vestment dimension, but also to other governmental interventions that constitute
what can be termed ‘policy investments’.4 The latter include reforms designed to
improve overall economic, social or environmental outcomes. Among these are
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fiscal consolidation programmes, trade liberalisation initiatives, public manage-
ment reforms and efforts to enhance regulatory frameworks.

But how does the dimension of time affect governments’ policy decisions
about when, where and in whom to invest? How do temporal considerations in-
fluence the form and quantity of social investments? For instance, how do they
affect resource allocation priorities and/or which regulatory levers to pull? Fur-
ther, what impact does the dimension of time have on the political economy
of social investment, including investments that may take decades — or even
lifetimes — to deliver their full returns? And what relevance might temporal con-
siderations have for the recent efforts in New Zealand to develop a more explicit,
rigorous and comprehensive approach to social investment (e.g., via a greater re-
liance on integrated data and advanced analytics)?

There is a flipside to such questions. This relates to the impact of relying
more explicitly on an investment lens or framing to guide policy decisions on so-
cial expenditures and regulatory interventions to alter human behaviour.5 There
are many possible (overlapping and competing) framings — for example, social
protection, social insurance, social justice, social security, social development,
social welfare, social participation, social inclusion, social cohesion, and social
resilience and sustainability. How might the adoption of a social investment lens
(and, indeed, different social investment approaches)6 affect the temporal hori-
zons and intertemporal preferences of policy-makers? Would they give more
weight to longer-term goals, including the interests of future generations (and our
‘future selves’), thereby countering what many see as a short-termist tendency
or presentist bias in democratic policy-making?7 Similarly, could an investment
lens contribute to more attention being given to preventative measures and pre-
cautionary interventions — and, more generally, the quest for better anticipatory
governance?8 Also, could it alter the political economy of social policy — perhaps
encouraging more cross-party consensus on what constitutes equitable and cost-
effective interventions, and in so doing enhance policy durability?

This chapter explores such questions. It attempts, in other words, to reflect
on social investments — and, more specifically, the evolving social investment
approach in New Zealand — through a temporal lens. It begins by examining
several analytical issues at the interface of time and social investment. It then
considers how temporal considerations might affect the political economy of so-
cial investment. This includes a brief discussion of a presentist bias in democratic
policy-making and how such a bias might be countered. The issue of generational
biases in fiscal policy and the topic of intergenerational fairness are also touched
upon.9 It should be noted that this chapter endeavours to build on, rather than du-
plicate, related analyses elsewhere in this book. Accordingly, it is selective and
avoids a detailed treatment of issues addressed more fully in other chapters.
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THE NATURE OF SOCIAL INVESTMENT — SOME
BRIEF CLARIFICATIONS

As Killian Destremau and Peter Wilson highlight in Chapter 2, any analysis of
‘social investment’ immediately raises the question of what governmental activ-
ities legitimately fall within this category. What, in other words, constitutes an
‘investment’, what is ‘social’ and what is a ‘return’ on investment? Further, are
there any social policy interventions, whether in the form of resource transfers or
regulations, that are not in some sense social investments?

Suppose, to start with, that a broad definition of investment is adopted. Such
a definition would presumably include all public expenditures and regulatory
measures designed, at least in part, to generate net returns, somehow defined.
Hence, it would go beyond a definition which limited investments solely to public
outlays, and more specifically outlays that entail the postponement of consump-
tion in order to generate better long-term outcomes, such as improved productive
capacity (e.g., by enhancing human capital).10 As such, it would include com-
pensatory social spending (e.g., pensions and job-seeker benefits), as well as
expenditure primarily designed to enhance skills, capabilities and expertise (e.g.,
via active labour market policies). Likewise, it would include both passive and
active social expenditures, not least because such measures tend to overlap and
are interrelated. In short, under a broad definition, a social investment approach
could embrace any social policy interventions that have the potential to enhance
overall societal outcomes.

Having said this, two caveats deserve mention immediately. First, as with
other forms of investment, social investments are likely to deliver markedly dif-
ferent rates of return (however conceptualised); some, no doubt, will produce
negative returns, although not intentionally. Hence, assessing alternative types
and identifying those likely to be the most cost-effective is critically important.
To the extent that the evidence and analytics underpinning a social investment
approach enhance our capacity to assess the relative merits of different kinds of
interventions, they will serve a useful purpose.

Second, the social investment approach, at least as it has evolved in New
Zealand in recent years, has focused primarily on resource allocation rather than
regulatory interventions.11 In practice, however, these two types of policy in-
tervention are often closely related: changes in resource flows are coupled with
alterations to regulatory arrangements (e.g., the eligibility criteria for social as-
sistance, the taxing of negative externalities etc.). And changing the regulatory
environment will sometimes be the best way to deliver better societal outcomes
(however narrowly or broadly defined).

If an investment refers to something that generates a return, this begs the
question of how a return should be conceptualised. In short, what constitutes a
benefit or an improvement? There are no simple answers. Indeed, the question
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raises fundamental philosophical and ethical issues — ones that go to the heart of
how a social investment approach is defined.

Potentially, returns can include many different things — with the parameters
varying according to what is believed to represent a desirable outcome. Typically,
returns are thought to include benefits of an economic nature, such as improved
economic performance, as reflected, for instance, in higher aggregate output,
greater productivity, lower inflation, more employment and better fiscal out-
comes. But returns can also be defined more broadly to embrace desirable social,
cultural or environmental outcomes. These might include gains in objective well-
being, as measured, for example, by improvements in health status, longevity,
educational attainment and housing quality. Additionally, they might include
gains in subjective well-being and/or the achievement of broader and perhaps
more intangible goals. Among the latter might be improvements in social cohe-
sion, social mobility, distributional fairness, societal trust and sustainability, or
changes to deeply entrenched but harmful cultural practices and attitudes (e.g.,
racism, sexism etc.).

Precisely what items should be included in the list of returns and how they
should be valued and prioritised are matters that go beyond the bounds of this
chapter. But three points deserve emphasis.

First, as Destremau and Wilson show, unless the nature and scope of the
desired returns are clarified, there is a risk of a conceptual and policy muddle.
Without clarity about which societal outcomes are being sought or which forms
of capital matter most, a social investment approach could mean absolutely any-
thing. Potentially, any social intervention could be regarded as an investment (i.e.,
because it is designed to produce net returns, however vague or otherwise, that
matter to its advocates). Arguably, a completely open-ended approach would lack
not only analytical rigour but also practical utility. Hence, there is a need to de-
lineate some plausible and realistic boundaries.

Second, based on official documentation (e.g., Cabinet papers and depart-
mental reports) and ministerial speeches, the social investment approach in New
Zealand has thus far embraced a relatively broad range of outcomes.12 Three cat-
egories of outcome figure prominently:

1. fiscal outcomes (e.g., the costs of services and income support, and changes
in tax revenue);

2. outcomes for specific individuals (e.g., changes in income, health status and
educational attainment); and

3. overall societal outcomes (e.g., changes in societal well-being, interconnect-
edness and equity).

Also, the relevant documentation specifies that the aim is to move beyond ‘single
agency outcomes’ to embrace a ‘broader range of joint outcomes’ (i.e., outcomes
of relevance to multiple governmental agencies). Equally, there is an emphasis on
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improving the quality of people’s lives, being ‘person-centred’, taking ‘a broad
“whole-of-life” approach’, looking beyond ‘immediate goals’, giving proper at-
tention to ‘more aspirational outcomes’, and capturing ‘long-term individual and
social benefits’. At the same time, the recent approach has focused primarily
on ‘vulnerable populations’ (especially working-age beneficiaries) and other ‘ex-
pensive customers’ — for example, prisoners.13 While this is understandable,
especially given the National-led government’s initial emphasis on reducing its
long-term fiscal liability,14 there is a strong case for a more systematic and
holistic framework.15 This would include an interest in outcomes related to not
only those individuals defined as ‘vulnerable’ or ‘high-risk’ or classified as ‘cus-
tomers’ and ‘clients’, but also those regarded as citizens (as Michael Cullen
argues in Chapter 17).

Importantly, Bill English — who helped mastermind the social investment
approach in his roles as Finance Minister (2008—16) and then Prime Minister
(2016-17) — included a diverse range of outcomes in his list of policy goals.
They were: greater ‘social mobility’, more ‘resilience’ for ‘vulnerable people’,
‘fewer customers’ and less ‘demand for public services’, ‘fewer dysfunctional
families’, ‘fewer people who commit crime’ and ‘reductions in recidivism’, less
welfare dependence, a greater ability for those on benefits ‘to make choices’, a
broader ‘range of organisations and providers’, a more accountable welfare state
and ‘smaller government’.16 As he put it, ‘reducing misery, rather than servicing
it” is part of the quest.17

Third, and more generally, where the boundary around outcomes is drawn
has profound implications for what is regarded as an investment — as well as
whether particular investments are judged as desirable (i.e., whether they gener-
ate positive outcomes, whether these benefits outweigh the costs and whether the
rate of return is sufficient to warrant additional investment). Clearly, if returns
are limited to fiscal or even economic benefits (e.g., improvements in human cap-
ital or productivity), the range of possible desirable social investments will be
much smaller than if returns also embrace other forms of capital (e.g., social and
natural), not to mention wider societal goals, such as enhancing capabilities and
opportunities, social mobility, democratic legitimacy, political stability or collec-
tive intergenerational well-being.18 Much the same applies to the cost side of the
ledger.

To illustrate: take a policy area like retirement incomes (or pensions). A tax-
funded, universal pension like New Zealand superannuation is not commonly
seen as a social investment, no doubt partly because it occurs late in a person’s
life-cycle. And to the extent that it is perceived as an investment, many people
would probably regard it as a poor one. Yet any assessment of such matters de-
pends fundamentally on the evaluative criteria adopted and how they are applied.
On a broad view, the returns on a retirement income scheme like New Zealand
superannuation might include: a greater sense of financial security for the elderly
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and those approaching retirement; enhanced gender equity; the minimisation of
income poverty and material deprivation; the protection of human dignity; and a
greater sense of social solidarity and inclusion (because everyone beyond a cer-
tain age is treated the same and regarded as equally deserving). Including returns
of this nature in any assessment is likely to generate a different conclusion from
one which excludes these (or similar) criteria. Of course, much will also depend
on how such returns are valued and whether the desired portfolio of outcomes
could be achieved at a lower fiscal (or societal) cost.

Just as the term investment is being broadly defined here, so too is social. Ac-
cordingly, social investments include a wide range of governmental interventions
covering education, health care, housing, income support, elder care, criminal
justice and so forth. They are not limited to a narrow range of social services
(e.g., those provided by carers, district nurses or social workers). Similarly, given
the definition of investment, the discussion which follows covers measures that
involve government expenditure (e.g., on active labour programmes, education,
health care and social housing) and regulatory interventions. The latter include
taxes, levies or charges (e.g., on tobacco or sugar-sweetened beverages) and re-
strictions on certain kinds of production or consumption (e.g., limiting or banning
the sale of sugar-sweetened beverages).

Also, it is important to recognise that few social investments which entail
fiscal costs are pure investments. This is because they may generate private con-
sumption benefits.19 In some cases, such as education and training, these latter
benefits are immediate; in other cases, such as the construction of social housing,
there may be a modest delay before the consumption benefits are fully realised. In
many cases the private consumption benefits associated with a social investment
are likely to be much more important to citizens — and politically salient to vot-
ers — than the investment benefits. This will be due partly to timing (many of the
consumption benefits will occur long before the investment benefits) and partly
to the different nature of the benefits (most consumption benefits are direct and
personal while many of the benefits of social investments are indirect and pub-
lic). Politically, such differences matter. While an investment framing may help
‘sell’ some social policy interventions, it may also need to be supplemented with
other policy framings to achieve the desired electoral resonance.

Bear in mind, in this context, that many aspects of the welfare state are de-
signed not only to enable and encourage greater productive capacity in the future
but also to support current consumption (e.g., of food, clothing, shelter, education
etc.). Indeed, much consumption activity constitutes, at least in part, an invest-
ment in a person’s future productive capacity. After all, if people lack sufficient
nutritious food, for example, their capacity to learn and work productively will be
impaired.
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TIME AND SOCIAL INVESTMENTS

Turning, then, to the dimension of time and its impact on social investment: Bill
English, drawing on the example of social investment, claimed that a ‘hallmark’
of his government’s approach was ‘to think long-term’.20 But this begs many
questions about what it means to ‘think long-term’ and how different temporal
horizons affect policy decisions.

First, presumably, temporal considerations can influence how social prob-
lems and their possible solutions are assessed.21 In particular:

1. the temporal sequence (i.e., the timing, flow and duration) of the costs and
benefits of an investment will affect the estimated returns (i.c., the net pre-
sent value);

2. other things being equal, the longer the time horizons of an investment, the
greater the uncertainty regarding the estimated returns; and

3. the past may provide an unreliable guide to the future.

Potentially, such factors could influence decisions regarding the nature, level and
prioritisation of social investments in various ways. They may also affect so-
cial investments (or particular types of social investment) to a greater extent than
other kinds of investment (because the former typically have long time-frames
and significant levels of causal uncertainty).

Second, from a political economy perspective, temporal considerations may
affect social investments for various reasons:

1. It may be difficult to generate political support for the kinds that entail
large non-simultaneous exchanges (i.e., substantial intergenerational trans-
fers from current to future voters).

2. It may be difficult to generate political support for social investments de-
signed to alleviate creeping, looming or slow-burner problems (i.e., problems
that are on the horizon, growing in scope and scale, but not yet politically
salient) (see below).

3. Governments may be confronted with the risk of dynamic (or time) incon-
sistency.22 For instance, they may be concerned that a future government
will discontinue or substantially alter a particular social investment, thereby
reducing its likely returns. Faced with such risks, they may decide against
certain types of investment even though they are expected to deliver overall
societal benefits.

4. Policy-makers and voters may be influenced by various cognitive biases
(e.g., loss aversion, the endowment effect, system justification, a negativity
bias and an optimism bias) which affect their intertemporal preferences.23

5. The nature, structure, quantum, timing and intertemporal focus of social in-
vestments may be affected by short electoral cycles, brief ministerial tenures
and other institutional and political factors which influence planning hori-
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zons (e.g., budgeting systems, bureaucratic silos, partisan politics, ideologi-
cal conflicts, and the influence of powerful sectoral groups).

Potentially, considerations of this nature may contribute to lower aggregate levels
of social investment than might be desirable. They may also skew the pattern of
social investment towards interventions that are electorally attractive.

Note, too, that the analytical and political economy issues outlined above are
closely connected. For instance, other things being equal, the greater the uncer-
tainty over the net benefits of a proposed investment, the greater the challenges
of mobilising the necessary political support.

Time and the analysis of social investments

Duration and temporal sequence of costs and benefits

Social investments, like most other kinds of investment, differ in the duration
of their effects and the temporal sequencing of their costs and benefits. These
differences matter analytically and may have important policy and political im-
plications.

Some investments are relatively short-lived in the sense that they are de-
signed to address a specific social problem that is expected to be short-term or
transitory. One such example was the government’s provision of temporary sub-
sidies to employers and employees in the immediate aftermath of the February
2011 earthquake in Christchurch. The subsidies — in the form of an earthquake
support subsidy to employers and an earthquake job loss subsidy to employees
— were designed to help keep businesses financially viable and provide for the
needs of workers during the initial recovery phase. In each case, the fiscal costs
were short-term, while the various benefits extended over a longer period. By
enabling many businesses to remain viable, the subsidies had the potential to
maintain employment, thus generating some medium-term fiscal savings (e.g.,
due to lower unemployment than would otherwise have been the case) and fiscal
gains (e.g., from higher tax revenues). Any success in minimising unemployment
and financial insecurity may also have contributed to fewer negative health and
social impacts arising from the earthquakes, with some of the potential benefits
extending over relatively long time-frames (i.e., many years).

By contrast, many — if not most — social investments are semi-permanent
or permanent (albeit in a context where their precise policy specifications may
vary over time). Typically, such investments are designed to combat enduring
problems like crime, chronic illness, serious disability, unemployment or family
dysfunction, meet ongoing and persistent needs (e.g., for food, shelter, clothing,
health care, home help etc.) and/or prevent harm and suffering — for instance,
from domestic violence or substance abuse. The public funding of education (at
all levels), social housing and health care falls into this permanent category.
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Somewhere between temporary investments like post-ecarthquake employ-
ment subsidies and permanent outlays are interventions designed to mitigate, if
not fully solve, major social problems. The hope in such situations is that they
will be effective enough to allow the level of the investment to be dramatically
reduced at some future point, if not terminated altogether. Social investments
in New Zealand falling within this latter category include various public health
initiatives such as campaigns to curb smoking), measures to eradicate or sub-
stantially lower the incidence of seriously debilitating diseases (e.g., meningitis,
poliomyelitis and rheumatic fever), experimental programmes such as the 16 so-
cial sector trials led by the Ministry of Social Development during 2011-16, and
specifically targeted initiatives like Whanau Ora.

While the duration of social investments varies markedly, perhaps the more
important issue from a policy perspective is the incidence (i.e., the speed and
flow) of their costs and benefits. Leaving aside permanent social programmes
with more or less continuous costs and benefits, the benefits of social investments
typically extend over much longer time-frames than the costs. And in some cases,
the benefits may be intergenerational.

Take an effective investment in prisoner rehabilitation and reintegration.24
Aside from the economic and social benefits enjoyed by the individuals directly
affected (i.e., those who do not reoffend), there will be many wider benefits (or
positive externalities): reduced fiscal costs (e.g., from lower imprisonment rates),
various social benefits (e.g., from having fewer victims of crime and a greater
sense of safety) and benefits for the families of those rehabilitated back in the
community (from having a parent and/or partner at home rather than in prison).
For the children of those prisoners who are successfully rehabilitated, such bene-
fits are potentially very long-term — a lower risk of offending, better educational
and employment outcomes, improved health status, greater self-esteem, higher
lifetime incomes, longer life expectancy and so on.

As English emphasised, any assessment of a proposed social investment
‘needs to take account of the long-term — including the benefits that might take
years to be delivered’.25 And as he recognises, ‘long-term’ in this context can
mean many decades or even multiple lifetimes. Yet this immediately raises seri-
ous conceptual and methodological challenges.

First, the nature and magnitude of the long-term benefits may be extremely
difficult to ascertain and quantify, let alone value in monetary terms. Second, the
value placed on them (e.g., those which accrue beyond, say, 10 or 20 years) will
depend heavily on the discount rate applied in the relevant cost-benefit analysis
(as discussed by Destremau and Wilson). Other things being equal, the higher the
discount rate, the lower the value. A high discount rate of, say, 8—10 per cent will
cancel out many of the benefits that accrue over a lifetime, not to mention those
of an intergenerational nature. How the future — and especially the distant future —
is valued, therefore, is critically important for social investments, especially those
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with expected long-term impacts, which is common. Take a social investment to
reduce the problem of ‘glue ear’ in children: a successful intervention early in a
child’s life may dramatically alter their educational and employment trajectory,
bringing substantial lifetime benefits. But if a high discount rate is applied, some
of these gains will count for little or nothing.

Destremau and Wilson discuss discount rates more fully in their chapter. But
several points deserve underscoring. First, there is no agreement among econo-
mists, philosophers, ethicists and others on the ‘correct’ rate for evaluating public
investments. 26 This is reflected in the fact that governments around the world
recommend the use of different rates in cost-benefit analyses. Second, there is
merit in applying a lower rate the further into the future one goes. Hyperbolic
discounting of this nature helps ensure that long-term costs and benefits are not
rendered completely irrelevant. Otherwise, there is a risk of underinvesting in
policy interventions early in a person’s life-cycle because the long-term benefits
are discounted away. Third, there is a good case for undertaking sensitivity analy-
ses — i.e., ascertaining what difference the use of alternative rates make. In this
regard, Treasury’s recent approach is commendable: it recommends using at least
two discount rates when undertaking cost-benefit analyses — with the latest guid-
ance (October 2016) endorsing real discount rates of 6 per cent and 3 per cent
(reduced from the previous rates of 8 and 4 per cent).27

While both the duration of the expected benefits of a social investment and
the speed with which they are generated will affect its perceived utility, the type
of benefits generated and their particular temporal sequence may also matter.
This is because some benefits may well count more than others (i.e., for method-
ological and/or political reasons). After all, some benefits are more direct and
tangible, as well as more readily observable and measurable. Economic, material
and physical benefits are typically easier to quantify and monetise than many cul-
tural, social, psychological, aesthetic or moral benefits. Given this chapter’s focus
on the temporal dimension, one of the questions that arises is whether different
kinds of social investment not only generate different combinations of tangible
(or economic) and intangible (or non-economic) benefits, but also different tem-
poral flows of such benefits. Compare an investment to address a problem in early
childhood (e.g., a subsidy for eye examinations and spectacles) with one later in a
person’s life-course (e.g., a subsidy for training): in all probability the economic
benefits of the former will be slower to arrive than those of the latter, while the
non-economic benefits are likely to flow at roughly the same pace. How such
variations affect the analysis of social investments (and their estimated rates of
return) will depend on the methodologies adopted — not least the extent to which
intangible benefits are properly identified, quantified and valued.
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Time and uncertainty

It is impossible to know for certain what will happen in the future: there is always
much that is incalculable, unpredictable, and uncontrollable — and surprises are
inevitable.28 Even with the best available information and using the most ad-
vanced modelling and other techniques, only limited knowledge of what is in
store can be acquired. Moreover, as a general rule the level of uncertainty about
the future increases as time-frames lengthen. Having said this, some things tend
to be easier to forecast (e.g., demographic patterns and trends) than others (e.g.,
the social and economic impacts of artificial intelligence, advanced robotics, sen-
tient tools and autonomous vehicles).

If uncertainty increases as time-frames lengthen, then, other things being
equal, social investments with extended time horizons are likely to involve
greater risks and uncertainties than those with shorter time-frames.29 Uncertainty
over the probable returns will grow for at least two reasons. First, longer time-
frames implies greater causal uncertainties. Bear in mind, as Amanda Wolf says
eloquently in Chapter 9, that the causal pathways through which social invest-
ments are expected to ‘work’ are often less well understood than those for other
investments (e.g., in physical infrastructure). In many cases, the investments are
likely to yield their benefits through multiple mechanisms, with the presumed
causal chains (or intervention logics) often being long and complex. At each step
in the relevant causal sequence outcomes may diverge from those predicted; and
such differences may be cumulative and/or non-linear. Aside from this, there are
bound to be complex interdependencies between the various investments being
undertaken at any given time, and these in turn may have unpredictable long-term
consequences. Accordingly, the longer the time horizons, the lower our confi-
dence about the relevant causal relationships and likely outcomes.

Second, and related to this, as time horizons lengthen the more the external
environment can be expected to change. This, in turn, will impact on the timing
and magnitude of the benefits of a social investment. In some cases, these wider
exogenous changes may significantly alter its cost-effectiveness. Take a training
programme designed to equip students to undertake highly specific, technology-
dependent tasks for which there is currently strong market demand. Potentially,
the relevance and value of the acquired skills could be seriously affected by the
rapid development of a new and disruptive technology, thereby rendering the pro-
gramme obsolete and substantially reducing its overall returns.

Of course, the outcomes of a social investment might well be better, not
worse, than forecast. But if policy-makers and voters display a negativity bias and
are risk-averse, as some evidence suggests, then they are more likely to expect
things to go wrong.30 Where an investment is expected to take a long time to de-
liver its results, risk-averse policy-makers may be unwilling to proceed.

There is another dimension of the problem: social investments involving
large populations and thus large aggregations of costs and benefits may well gen-
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erate more predictable outcomes than those affecting much smaller sub-groups.
Yet one of the aims of a social investment approach, certainly as applied in New
Zealand, is to enable more selective, targeted or tailored interventions — or ‘sur-
gical procedures’, as one senior official put it. Having better-quality data on the
circumstances and behaviours of these sub-groups may help offset the potentially
greater uncertainties associated with narrow-spectrum treatments and small-scale
interventions. Nevertheless, there is also a risk that more sophisticated data and
analytics will merely intensify the uncertainty about which interventions will
generate the greatest returns.

There is a vast literature on decision-making in the context of risk and un-
certainty.31 All the relevant issues cannot be reviewed here, but several strategies
are widely recommended. One is to spread risk by diversifying the portfolio of
investments. Applied to social policy this would imply investing in a range of in-
terventions to address a complex social problem rather than relying heavily on
any one policy instrument or type of expenditure. Another strategy is to adopt a
so-called ‘no-regrets’ approach. This might entail giving greater attention to the
expected co-benefits of proposed investments and selecting interventions that are
likely to deliver multiple benefits even if they may be somewhat less effective
than an alternative approach in achieving the primary policy goal (if there is such
a goal). Put differently, broad-spectrum treatments may sometimes be preferable
to narrower — and possibly cheaper — ones.

The past as an imperfect guide to the future

Whatever the future may hold, our knowledge of the past and the present is also
incomplete.32 Some of the available data, whether administrative in nature or
based on surveys, is inexact, flimsy, unreliable or unhelpful. Further, the past may
not be a consistent or dependable guide to the future: to the extent that human
behaviour and societal trends over the longer term diverge from those of the past,
then investments with rates of return based on historical evidence may gener-
ate actual results which diverge substantially from those expected. Hence, while
there is no choice but to draw on the past to assess the merits of proposed invest-
ments, unexpected contingencies and unintended outcomes can never be ruled
out. Such considerations are highly relevant when it comes to using predictive
analytics to guide social interventions.33

Time and the political economy of social investments

As noted earlier, there are various reasons why temporal dimensions may affect
policy choices: some investments involve significant non-simultaneous ex-
changes which may be politically unattractive; there may be insufficient political
support to intervene early to mitigate creeping problems; and the risk of dynamic
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inconsistency may deter decision-makers from making a promising intervention.
These problems are closely connected: both individually and collectively they
have the potential to contribute to a presentist bias in policy-making.34

Non-simultaneous exchanges

As previously discussed, the temporal sequence of the costs and benefits of
social investments frequently varies, with some of the benefits accruing over
very lengthy time-frames. Hence, to one degree or another social investments
involve non-simultaneous exchanges (i.e., intertemporal transfers). The magni-
tude of such transfers and the duration of the gap between the occurrence of
the costs and benefits will depend on the type of investment. Some deliver al-
most immediate returns, quite apart from any consumption benefits; others may
take many years before the main benefits accrue. Other things being equal, it
seems reasonable to assume that these differences could affect the electoral ap-
peal of the respective investments and their likely level of political support. In
other words, the greater the temporal gap between ‘pain’ and ‘gain’, the less
politically attractive the investment will be. If this is so, then there is a risk of
governments under-investing in social interventions that involve significant in-
tertemporal transfers — and perhaps especially intergenerational transfers which,
for one reason or another, are politically salient.

Consider, for instance, the political economy of measures to reduce child
poverty in a developed country like New Zealand: almost regardless of the spe-
cific measures adopted, any serious, comprehensive and ambitious anti-poverty
strategy will involve significant fiscal costs.35 For instance, an effective strategy
is likely to require, among other things, an increase in financial support for low-
income families (whether in paid employment or receiving welfare benefits),
greater housing assistance and additional in-kind provision. Most of the fiscal
costs are likely to be relatively enduring; they will also involve various kinds of
politically salient income redistribution — with shifts in disposable income be-
tween different types of households, as well as intertemporal transfers. In effect, a
greater fiscal burden will fall on taxpayers without dependent children and those
on high incomes with children. In the absence of the measures to reduce child
poverty, these taxpayers might well have enjoyed a lower tax liability.

But the intertemporal dimension is equally significant: the costs (including
the opportunity costs) of an anti-poverty strategy will be experienced almost
immediately; by contrast, the main investment benefits (e.g., better lifetime out-
comes for poor children) will accrue only slowly. Moreover, while the fiscal
costs are direct, tangible, relatively certain and transparent, many of the invest-
ment benefits (as opposed to the consumption benefits) are not. Securing political
support for transfers of this nature can be challenging. For philosophical and em-
pirical reasons, there may well be political debate about the causes and scale of
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the policy problem. Equally, even if there is broad cross-party agreement on the
desirability of reducing child poverty, there may be serious disagreement over the
relative merits of the available policy options, including their affordability, effi-
cacy, fairness and cost-effectiveness.

It would, of course, be wrong to conclude that governments invariably
under-invest in social interventions involving significant cross-sectional and/or
intertemporal transfers. Likewise, to the extent that there is under-investment in
children (and particularly young children and/or those who are most vulnerable)
within the developed world, the magnitude varies. For instance, OECD govern-
ments differ markedly in the extent to which they prioritise social investment in
children and low-income families. This is evident from the substantial differences
in both the quantum and proportion of public expenditure (e.g., via education,
health care and family assistance) allocated to children, after taking into account
demographic patterns.36 These differences are in turn reflected in major contrasts
across the OECD in rates of child poverty, participation in early childhood educa-
tion and child morbidity. Some OECD countries have strong pro-natalist policies
(e.g., France) and/or low rates of childhood deprivation (e.g., Scandinavian na-
tions), while others such as Poland display a discernible pro-elder bias.37 No
doubt these contrasts reflect, at least to some extent, differences in political cul-
ture and societal values.

The nature of intergenerational fairness and how it should be conceptualised
and measured is highly complex and cannot be fully explored here.38 Never-
theless, with respect to the issue of whether fiscal policy in New Zealand, and
especially the age incidence of taxes and public expenditure, favours particular
age groups, several points are worth noting.

First, as might be expected, the available evidence indicates that the young
and the elderly are, on average, net recipients of governmental assistance, while
those aged between 25 and 64 are, on average, net contributors.39 Figure 4.1
shows the net fiscal impact by age group in 2010, together with what is expected
in 2060 (based on current policy settings and projected demographic changes).
This shows that with New Zealand’s population ageing over the next four to
five decades, due to increasing longevity and lower fertility, the incidence of net
taxation and government expenditure across age groups is likely to become in-
creasingly skewed towards the elderly.

Second, fiscal policy settings have shifted substantially in favour of different
age groups over recent decades. The introduction in the mid-to-late 1970s of a rel-
atively generous universal pension (New Zealand superannuation) from the age
of 60 resulted in a marked increase in net fiscal transfers to the elderly. Cou-
pled with substantial budget deficits from the mid-1970s to the early 1990s, the
overall distributional impact was to the disadvantage of the young and future tax-
payers. Against this, there was a shift back in the other direction during the early
1990s, with the tightening of eligibility criteria for New Zealand superannuation
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and somewhat less generous levels of assistance, a large increase in expenditure
on tertiary education and a substantial reduction in net public debt — largely dri-
ven by significant fiscal surpluses.
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Figure 4.1: Net fiscal impact by age group: 2010 and 2060. Source: O. Aziz et
al., The Distributional Impact of Population Ageing New Zealand, New Zealand
Treasury Working Paper 13/13, Wellington, July 2013, p.19.

From a fiscal perspective, therefore, and leaving aside wider considerations (e.g.,
changes in stocks of natural capital and the quality of ecosystem services), cur-
rent policy settings are not strongly pro-elderly in per capita terms. At the same
time, the relatively high rates of childhood deprivation — which are around three
times higher than the rates for those over 65 and also higher than in much of west-
ern Europe — suggest that additional investment of various kinds in low-income
families would be advantageous.40

Creeping problems

Some social investments are designed to address a particular class of problems
variously referred to as ‘creeping’, ‘looming’, ‘slow’, ‘slow-burner’, ‘slow-mo-
tion’, ‘slow-moving’ or ‘emerging’.41 As the names suggest, such problems
develop gradually and incrementally, and often lack critical thresholds or abrupt
tipping points. Moreover, there is often a substantial time lag between cause and
effect. Hence, while their capacity to generate long-term harm may be evident, at
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least to the relevant experts, they normally lack vivid, dramatic or unmistakeable
early warning signals that can mobilise public concern, thereby sparking an ap-
propriate governmental response.

To compound matters, creeping problems often exhibit a high degree of
path dependence (i.e., past events severely constrain future options). Accordin-
gly, they become harder and more costly to alleviate with the passage of time.
This means that delays in responding may reduce or even eliminate the possibil-
ity of low-cost solutions. As a result, the burden of managing and mitigating the
problem will be shifted onto future citizens and taxpayers. Worse, the failure to
intervene early may lead to serious and irreversible damage, with major implica-
tions for the well-being of future generations. Examples of contemporary social
problems in New Zealand with ‘creeping’ features include: population ageing;
high obesity rates, including high rates of childhood obesity; increasing levels of
stress and declining mental health; and the spread of antimicrobial resistance.

There are many reasons why governments might fail to address creeping
problems expeditiously or effectively.42 For example, the problem may not be
detected early enough; the nature of the risks may be poorly communicated to
those responsible for taking action; policy-makers may be distracted by more ur-
gent problems; there may be little public pressure to take precautionary measures
or early remedial action; interdepartmental, cross-sectoral or intergovernmental
coordination and cooperation may be hard to secure; or the problem may be in-
herently ‘wicked’ in the sense that it has multiple causes and no complete or
definitive solutions.43

Take the escalating global obesity pandemic and the implications for New
Zealand.44 By way of background, about 50 per cent of people in the developed
world are now overweight or obese. Failure to address this problem will have ma-
jor long-term implications for population health, well-being and mortality; it will
also impose considerable extra health-care costs on future citizens and increase
the cost of mobility and transport (because heavier people are more expensive to
move around). For instance, average annual health expenditures for obese people
are roughly 25 per cent higher than for those of normal weight.

Obesity rates are particularly high in New Zealand. According to the
2014—15 Health Survey, around a third of adults (i.e., those aged 15 and over)
are obese, while a further third are overweight.45 Among Maori adults, obesity
rates are approaching 50 per cent, while 66 per cent of Pasifika adults are obese.
To compound matters, childhood obesity rates are high by international standards
and rising.

Although the long-term risks to population health and public expenditure are
well understood, few governments around the world have been willing to im-
plement comprehensive and integrated prevention strategies. Rather, they have
adopted policy responses at the ‘softer’ or ‘gentler’ end of the available toolkit.
The focus, in other words, has been on better health education (especially in
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schools), health promotion campaigns, and stricter labelling standards to enable
consumers to evaluate how particular foods might affect weight gain. To date,
such measures have had relatively little impact. More significant social invest-
ments will almost certainly be required. These might include a range of regula-
tory and fiscal measures: limiting nutritional choices (e.g., in schools); restricting
the marketing and availability of unhealthy foods; taxing sugar or sugar-sweet-
ened beverages and other unhealthy foods; and re-orienting the global food
industry towards healthier products and away from processed and fast foods.46

But such measures face numerous obstacles. Some are complex to administer
and difficult to enforce; some have regressive distributional effects; some impose
costs or limitations on all citizens indiscriminately; and some are likely to be re-
garded as unduly paternalistic. Moreover, tough regulatory and fiscal measures
are often strenuously opposed by powerful vested interests (e.g., large companies
in the food and beverage industries). For such reasons, most governments have
been cautious about their social investments. Very few, for instance, have im-
posed additional taxes on sugar-sweetened beverages — although in 2016 the
British government announced its intention to do so.

The obesity pandemic is but one of a number of creeping social problems
where early intervention is likely to pay dividends — both financial and non-fi-
nancial — but where mobilising political support is very difficult. There are no
simple policy answers in such cases. Securing political backing for measures
which impose significant costs on powerful interests and/or which require sub-
stantial lifestyle and behavioural changes is never easy. Good evidence helps, but
is often unpersuasive. Moreover, in the case of obesity, there is also the challenge
of sustaining a package of measures over lengthy time-frames (i.e., decades). Af-
ter all, short-term investments are likely to have little enduring impact. Hence, an
anti-obesity programme must have adequate cross-party support to be effective.
This may be difficult to negotiate; yet without it there is a risk of dynamic incon-
sistency.

Dynamic inconsistency

Dynamic (or time) inconsistency refers to situations where individuals’ (or so-
cietal) goals or preferences change over time in a way that undermines the
achievement of the original objectives.47 For instance, the benefits of a person’s
decision to lose weight or cease smoking will not be realised if the actions of
the person’s ‘future self” are inconsistent with those of his or her ‘present self’.
In situations where there is a risk of dynamic inconsistency, a central issue is
whether individuals can successfully bind themselves to a course of action, per-
haps through some kind of ‘commitment device’.48

From a social investment perspective, dynamic inconsistency might be rel-
evant in at least two policy contexts. First, if desirable social outcomes depend
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on individuals taking a series of consistent steps over an extended period of time,
the question arises of how the relevant investment might be designed so as to
encourage consistent behaviour and discourage reneging. Second, there is the
broader issue of whether the social investment might itself be subject to dynamic
inconsistency. That is to say, a future government could reverse, amend or termi-
nate the investment, thereby reducing or even eliminating its expected benefits.
In some situations, the prospect of subsequent policy reversals may deter a gov-
ernment from embarking on certain kinds of investment, thus reducing future
well-being (i.e., below what might otherwise have been the case).

Policy instability or inconsistency is likely to matter most in relation to social
investments in the following situations:

1. the investment must be continued over an extended period (a decade or
longer) in order to deliver an adequate rate of return;

2. the investment requires a significant initial outlay of political capital (e.g.,
because it is expensive fiscally or likely to encounter public opposition, per-
haps because it requires behavioural changes or challenges vested interests);
and

3. the investment is fungible and readily reversible.

As with other kinds of investment, social investments vary in their degree of re-
versibility. Investments in human capital and the physical infrastructure needed
for the delivery of social services (e.g., educational and health-care facilities) are
typically lasting and not readily reversed. But many other social investments are
reversible, at least in technical terms, and do not involve large sunk costs. Of
course, there may be major political hurdles to their reversibility: this will depend
on their electoral salience. The latter, in turn, will be influenced by the nature and
scale of the investments, not least the number of net recipients. Those with wide
coverage, and especially those with many middle-class recipients, are likely to be
more difficult to alter or terminate than those targeted to vulnerable populations.
Similarly, social investments that generate a strong sense of entitlement, perhaps
because the benefits received depend partly on the level of individual contribu-
tions, will be politically harder to amend than those lacking such features.

Also, whereas many investments in physical infrastructure involve ‘lumpy’
goods — where critical thresholds must be crossed in order for the main benefits
to be generated — social investments rarely fall into this category: their benefits,
once they have commenced, tend to flow in a relatively linear and continuous
fashion. Policy changes at some point in the future are therefore less likely to ren-
der the investment totally futile.

Nevertheless, some social investments may involve relatively high stakes,
perhaps because their success, at least politically, depends on meeting specific
and challenging targets. Examples might include the efforts of various OECD
governments in recent decades to achieve substantial and sustained improve-
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ments in educational performance, curb benefit dependency and meet ambitious
child poverty reduction targets. In New Zealand, the recent Better Public Services
initiative has set relatively demanding, high-profile goals with ten explicit, mea-
surable, medium-term targets.49 While it is questionable whether governments
would suffer significant electoral damage if they failed to meet targets of this na-
ture, it would nonetheless be politically embarrassing.

With respect to the social investment initiatives in New Zealand, most of
the projects recently announced or under consideration involve relatively modest
new fiscal outlays or minor shifts in departmental budgets. Electorally, such
changes are unlikely to be particularly salient. They may, however, have a sig-
nificant impact on particular service providers, including external contractors and
non-governmental organisations, and/or specific groups of recipients. Equally,
while there may be a risk of dynamic inconsistency with respect to some of the
new investments, the impact of this on their design, implementation or effective-
ness is unlikely to be marked.

In terms of dynamic inconsistency, there are two main risks. The first is
to the social investment approach as a whole. The risk here is that the new
Labour-led government might conclude, for one reason or another, that the new
methodologies, tools and investment strategies lack value. This might be because
of philosophical and/or methodological concerns. Alternatively, it might stem
from the new government’s desire to develop its own political framing and take a
fresh approach to social policy reform. I will return to this point shortly.

The second risk relates to the pursuit of social investments where sustained
and consistent efforts over extended periods (e.g., decades) may be necessary
to deliver effective outcomes. The design of public pensions falls into this cat-
egory. Repeated and major changes to retirement incomes policies can have
damaging impacts on savings behaviour and distort investment flows. Other ex-
amples where a substantial degree of policy stability is likely to enhance overall
programme effectiveness might include strategies to address chronic health prob-
lems, like obesity and poor mental health, and major policy initiatives to counter
childhood hardship and disadvantage.

To the extent that the risk of dynamic inconsistency poses a problem, what
solutions are available? There are at least two main options. The first is to struc-
ture policies in ways that enhance their public support. In so doing the political
costs of subsequent policy reversals will be increased, thereby reducing their
likelihood. But in many cases this may be neither possible nor desirable. The
second option, particularly in a country with a multi-party parliament like New
Zealand, is to seek explicit cross-party agreement on the overall policy frame-
work. The multi-party accord on pensions in 1993 (between National, Labour and
the Alliance) provides a good example.50 It is perhaps surprising, however, that
there are so few explicit agreements in New Zealand of this kind, despite the in-
troduction of proportional representation in 1996.51 In some democracies (e.g.,
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Scandinavian ones), formal multi-party agreements on major social (and other)
policy issues are relatively common.52

Of course, there are many implicit cross-party agreements on important so-
cial policy issues in New Zealand. Examples include support for a predominantly
publicly funded health care system, a largely publicly funded education system,
and the provision of social housing for disadvantaged families and individuals.

Thus far, the social investment approach appears to enjoy implicit cross-
party support. Such backing may not extend to all aspects of the approach. Nor
is it likely to generate an explicit, formal cross-party agreement. But this may not
matter.

After all, the framing of social interventions (whether fiscal or regulatory)
in the language of investment is politically appealing, and this attractiveness ex-
tends across the ideological spectrum. From both a centre-right and centre-left
perspective, a focus on investment indicates future returns and, at least in the-
ory, enables new social expenditures (possibly even large ones) to be justified
in terms of their cost-effectiveness. It takes the emphasis away from short-term
fiscal costs and redirects it to the expected long-term benefits (including fis-
cal savings). As a framing device, therefore, the language of social investment
— whatever its precise meaning, merits or underpinning analytics — is arguably
politically sustainable. Hence, irrespective of the durability of individual invest-
ments and various shifts in emphasis, the overall project has inherent resilience.

Other factors that may affect the political economy of social
investments

Finally, numerous other factors may affect the political economy of social in-
vestments, including both their temporal focus and the timing of their selection
and implementation. Among these are the electoral cycle and ministerial tenure.
New Zealand has a short parliamentary term by international standards; this often
truncates the planning horizons of governments. The tenure of ministers in in-
dividual portfolios also tends to be brief — typically shorter than the three-year
parliamentary term and of a much less certain duration. Similarly, partisan com-
petition — or what my former colleague Andrew Ladley once described as the
‘iron law of political contest’ — limits the opportunities for explicit and durable
political bargains. Aside from this, decision-making on social investment issues,
including the temporal dimensions, is affected by budgeting systems, bureau-
cratic silos,53 intra-party politics, identity politics (see briefly below) and the
preferences of powerful sectoral groups. Collectively, such factors are likely to
lend more weight to short-term interests and considerations, and favour govern-
mental interventions that generate rapid returns — ideally, visible and measurable
ones.
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PROTECTING LONG-TERM INTERESTS

The preceding discussion suggests that for both analytical and political reasons
governments may under-invest in socially desirable public outlays and regulatory
interventions, especially those designed to enhance long-term societal outcomes.
The analytical reasons concern how future costs and benefits are discounted,
the methodological challenges posed by causal uncertainty and the fact that un-
certainty generally increases with greater temporal distance. From a political
economy perspective, under-investment may be driven by electoral, partisan and
institutional considerations.54 Potentially, such factors could affect both the ag-
gregate level and composition of social investment. Claims that the overall level
of social investment by governments in developed economies like New Zealand
is sub-optimal raise formidable conceptual and philosophical issues. It is not pos-
sible to address these here. But, in brief, it is highly doubtful — especially in
the context of deep uncertainty, conflicting ethical principles, incommensurable
‘goods’ and policy trade-offs — whether it is meaningful to talk about optimal lev-
els of social investment or, indeed, any other kind of investment. Nevertheless,
reasonable people might be persuaded that aggregate investment levels below a
specified threshold are likely to generate unacceptable levels of social harm and
impair a country’s overall development.

Irrespective of whether there is a correct overall quantum of social in-
vestment, a strong case can be made that the political incentive structure in
contemporary democracies is likely to make certain forms of investment less at-
tractive.55 Hence, regardless of the aggregate investment level, the composition
of the portfolio of investments may be neither equitable nor efficient. Policy areas
at the greatest risk of under-investment are likely to include those with one or
more of the following characteristics:

1. there is much greater certainty about the nature, timing and magnitude of the
costs than about the benefits;

2. there are significant non-monetary benefits which are hard to quantify, let
alone monetise;

3. the main monetary benefits are relatively delayed, while the costs are mostly
near-term; and

4. the costs of the investment fall disproportionately on powerful organised
groups while the benefits are spread more evenly across the population.

To the extent that social investments may be skewed towards interventions that
generate near-term gains at the expense of those with larger longer-term pay-
backs, what, if anything, might be done to protect long-term societal interests?
Arguably, a presentist bias of this nature constitutes a wicked governance prob-
lem, and there are no simple or easy answers.56 But perhaps the first response
should be to recognise that such a risk exists. Efforts can then be made to design
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policy tools, frameworks and systems which increase the attention that analysts
and decision-makers devote to longer-term risks and opportunities. Consideration
can also be given to the deployment of commitment devices — whether procedural
or substantive in nature — to help ensure that long-term interests are regularly
brought into focus. I have considered such devices in detail elsewhere.57

It is too early to make a full assessment of how, and to what extent, the
social investment approach in New Zealand has impacted on the nature, compo-
sition and time horizon of policy investments overall; nor can we be confident
about what changes will occur in the future. In theory, more and better data on
the merits of current and prospective interventions should shift the temporal fo-
cus of policy-makers somewhat towards the future. In other words, it should
have an attention-focusing effect, with more emphasis being given to the goals
of reducing long-term social harm and minimising future fiscal liabilities. This,
in turn, should encourage earlier intervention to mitigate existing and looming
social problems, notwithstanding some additional short-to-medium term fiscal
costs. If so, investments earlier in an individual’s life-course should be expected
to increase, thereby (hopefully) relieving some of the pressures in the future for
remedial interventions (see the next chapter, by Sarah Hogan).

Such expectations appear to be at least partially consistent with what has
happened thus far in New Zealand. For instance, the evidence generated via the
social investment approach, including the findings and recommendations of the
Welfare Working Group (2011), has underscored the high lifetime welfare costs
of particular categories of beneficiary (e.g., teen sole parents). This has already
prompted various changes in policy and practice (e.g., increased work obligations
and penalties, greater investment in the education of teen parents, more intensive
financial oversight and wrap-around services for young people on benefits etc.),
with a number of positive results.58

Likewise, the Child Hardship Package (CHP) in the 2015 Budget represented
a governmental response to evidence of significant childhood hardship, together
with evidence that extra upfront expenditure would not only alleviate deprivation
but also contribute to better long-term economic and social outcomes.59 Interest-
ingly, however, the CHP was not treated by the government as a core component
of its social investment approach. Nor, subsequently, was the Family Incomes
Package announced in the 2017 Budget.

Instead, the focus of the social investment approach has been on ‘vulnerable’
populations, especially those with multiple and complex needs. It has not been
extended significantly into the heartlands of education, housing or health care,
which involve far larger fiscal expenditures. Nor does it appear to have led to
a much stronger emphasis on creeping problems like obesity or mental illness
— or a greater focus on regulatory interventions. Conceptually, of course, there
is nothing to prevent such extensions. Nevertheless, as discussed earlier, an in-
vestment lens is not necessarily equally applicable or illuminating across the full
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range of social policy instruments. Also, ideological factors or vested interests
may dissuade governments from embracing some social investments with appar-
ently good rates of return, perhaps because they are regarded as too coercive,
paternalistic or commercially damaging. Note, for instance, the decision early in
the term of the National-led government to halt the previous Labour-led govern-
ment’s initiatives to discourage the sale of unhealthy foods in school tuck shops:
the policy shift was motivated primarily by a concern that the interventions were
paternalistic rather than ineffective. They represented what many saw, rightly or
wrongly, as the actions of an overweening nanny state.

To the extent that the Integrated Data Infrastructure (IDI) and other policy
tools under development generate more reliable and compelling evidence of
‘what works’, governments may be willing to make larger intertemporal transfers
than hitherto to enhance long-term societal outcomes. Better evidence, after all,
should make it politically easier to justify such transfers. If so, it might also boost
cross-party support for addressing wicked long-term problems like substance
abuse, educational disadvantage, intergenerational poverty and entrenched social
inequalities. Yet there are many ifs and buts. Policy priorities and investment pat-
terns — including their intertemporal dimensions — may not change significantly
for a variety of reasons.

While more evidence will be available in the future, in some cases it may
not contribute greatly to our understanding of how best to alleviate serious and
long-standing social problems. Determining what works — or what works best —
is likely to be an ongoing challenge, as other contributors to this volume discuss.
Above all, our knowledge of complex causal pathways seems destined to remain
partial and incomplete.60 In fact, in some cases more evidence may make us more
uncertain, rather than less. Moreover, within any given time horizon only a lim-
ited number of social investments can be expertly evaluated.

There is another possible problem too — a heightened risk of identity politics
affecting policy decisions. More and better evidence may not only illuminate the
nature of the intertemporal transfers implied by current or proposed investments,
but also shed greater light on other aspects of their distributional impacts — such
as their effect on the transfer of public resources between different social groups
based on age, ethnicity, gender, family size, household type and region. Greater
transparency regarding fiscal transfers may pose political challenges as well as
opportunities. For instance, the way in which a proposed social investment is
framed could sharpen public debate in relation to ethnic differences and intensify
race-based discourse, potentially in ways that undermine public support — perhaps
because those likely to be net contributors to the cost of the investment ques-
tion whether the net recipients are sufficiently deserving. In short, to the extent
that more transparency exacerbates an ‘us versus them’ mentality and reinforces
or intensifies social cleavages, it may lessen the prospects of governments mak-
ing desirable social investments (at least of certain kinds). The topic of identity
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politics and its interface with a social investment approach warrants separate con-
sideration.

Aside from this, evidence is only one ingredient in the policy-making
process. And good data are not valued equally by decision-makers. Without an
ongoing commitment to policy learning and evidence-informed policy-making,
the results of research and evaluation may carry little weight. Additionally, there
is the issue of agenda-setting and attention spans. In policy-making environments
characterised by intense political pressures and rapidly moving events, getting
longer-term, emerging and creeping issues onto the political agenda — and then
getting them taken seriously — is challenging. A social investment lens may thus
have only a modest impact on a government’s policy priorities and intertemporal
preferences. The risk of a presentist bias may be little diminished.

It is, of course, early days. New Zealand’s social investment approach is still
evolving. It would be unwise to prejudge or underestimate its potential impact.
Yet, for multiple reasons, it seems highly likely that ethical judgments, ideologi-
cal convictions, political considerations and entrenched interests will continue to
influence social interventions, including both expenditures and regulatory instru-
ments, and probably carry more weight than recommendations based on relative
rates of return, however well-founded these may be.

CONCLUSION

One of the critical attributes of an investment framing in the domain of social
policy is that it focuses the attention of policy analysts, decision-makers and the
wider public on the future — and especially the potential for future net benefits. In-
vestments, after all, are about future returns: they are forward-looking; they point
to a horizon beyond the present. But how distant and all-encompassing will this
horizon be?

Ideally, a social investment perspective should shift the temporal focus of
a country’s policy community into the future and bring intergenerational issues
and those of long-term stewardship more firmly into the spotlight. In so doing,
it should help counter the strong incentives in democratic modes of governance
to prioritise near-term interests and outcomes, not least short-term electoral con-
siderations. Theoretically, too, an investment lens should contribute to a deeper
concern for citizens’ overall well-being, hopefully taking a lifetime or life-course
perspective. Likewise, it might be expected to encourage a broader, system-wide,
whole-of-government orientation among policy-makers and their advisers.

But, as discussed in this chapter, none of these benefits are guaranteed, in
New Zealand or elsewhere. Much depends on how an investment approach is
conceptualised and applied. There are also risks. For instance, a social invest-
ment approach might — as was evident initially in New Zealand — privilege some
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future-oriented indicators, such as future fiscal liabilities, to the neglect of other
important long-term outcomes — ones that are broader in scope but less readily
quantifiable or politically salient. There is also a risk in New Zealand’s case of
the approach being unduly narrow, prioritising tightly targeted measures to as-
sist those deemed ‘vulnerable’ while ignoring the potentially large economic and
social returns from well-designed, broad-spectrum interventions (e.g., to address
creeping problems like obesity). It will be interesting, therefore, to observe how
the New Zealand model continues to evolve and whether the boundaries of what
constitutes a social investment are gradually extended.

While much of the foregoing discussion has understandably focused on New
Zealand, broader questions of a more comparative nature also arise. One of these
is how different societies value the future, how they judge intertemporal trade-
offs, and how they understand their intergenerational responsibilities. As noted
earlier, it appears that some countries, such as those in Scandinavia, are more
willing than others to invest collectively to enhance their long-term well-being:
for instance, they devote significantly more of their society’s resources to their
children, research and development, social infrastructure and active labour-mar-
ket interventions.

But why is this? What particular cultural norms and values facilitate — or hin-
der — a future-focused policy orientation? Most parents, for instance, willingly
make sacrifices for the future well-being of their children. But what influences
their readiness to invest, via governmental processes, in other people’s children?
What factors shape whether and to what extent they identify with the needs of
people who are spatially or temporally distant? Who, in other words, do citi-
zens regard as their neighbours? Who merits their compassion and concern? For
whom do they desire fairness and a safe prospect? What factors influence how
citizens think about and value their society’s collective well-being and how does
this shape their intertemporal preferences? These are but a few of the fascinating
questions raised by the concept of social investment. And, as is often the case,
such questions are much easier to pose than to answer.
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Chapter 5

Assessing the merits of early inter-
vention

Sarah Hogan

INTRODUCTION

As thinking around the social investment approach has evolved in New Zealand,
a heavy focus on early intervention has developed.l From an intuitive perspec-
tive, early intervention is appealing. Even our language — ‘nip it in the bud’, ‘an
ounce of prevention is worth a pound of cure’ — suggests that a preference for
early intervention has been a part of our culture since long before anyone thought
about social investment.

The health sector has grappled with early intervention and other approaches
to prevention for centuries and, while some early intervention has been in place
for decades, it is not the norm in the health sector. Early childhood interventions
also have a place in the health sector, where they have been identified as cost-
effective, consistent with Heckman’s suggested rate of return on investment in
human capital. But in developed countries, where the easy wins of prevention by
vaccination, sanitation and maternity care have already been made, most health
conditions are not subject to condition-specific prevention efforts in early child-
hood. The US Centres for Disease Control and Prevention (CDC) estimates that
75 per cent of health care spending is on people with chronic conditions.2

A high proportion of spending on secondary and tertiary prevention is ex-
pected due to the high cost of treating illness, especially for chronic conditions,
and the difficulty of identifying during early childhood the population at risk of
each chronic condition. To the extent that health practitioners practise primary
prevention, it is mainly with patients who are already exhibiting risk factors for
specific conditions.3

The experience of the health sector with prevention frameworks offers some
valuable lessons for other sectors. This chapter describes the health sector ap-
proaches to prevention and their possible implications for social investment,
including: a framework for types of prevention and intervention points; some
considerations for moving prevention ‘upstream’; the opportunities and chal-
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lenges of intervening early in lives as opposed to early in the development of
problems; and the risk of excessive intervention.

AN EARLY STORY OF INTERVENTION

Between 1831, when the first cases of cholera were reported in England, and
1854, tens of thousands of people in England died of cholera. John Snow, an ob-
stetrician who was rapidly becoming well known for his development of the use
of anaesthesia, took a particular interest in identifying the cause of cholera. The
medical establishment at the time believed that it was an airborne disease. Snow’s
theory was that it was waterborne and that people were put at risk when drinking
water contaminated by raw sewage. When he published his theory of the causes
of cholera in 1849, Snow was dismissed by other medical professionals as plainly
wrong.

In 1854 a major outbreak of cholera hit Soho, a suburb of London near Dr
Snow’s home. Snow immediately set out to prove that his theory of water cont-
amination was correct and to identify the precise origin of the outbreak. He later
wrote: ‘Within 250 yards of the spot where Cambridge Street joins Broad Street
there were upwards of 500 fatal attacks of cholera in 10 days ... As soon as |
became acquainted with the situation and extent of this irruption ... of cholera, I
suspected some contamination of the water of the much-frequented street-pump
in Broad Street.’4

Knowing his peers would be reluctant to believe him without evidence, Snow
collected information from hospitals, public records, victims, their families and
neighbours to pinpoint the start of the outbreak and establish whether there was a
connection to the Broad Street pump. Using a geographical grid of the area, with
the pump at the centre, he charted every cholera death during the outbreak. This
investigative work was pioneering medical research at the time. It showed that,
apart from people who lived near the pump and used it to obtain drinking wa-
ter, hundreds of cases of cholera could be tracked to nearby schools, restaurants,
businesses and pubs.

To rule out other possible causes of the outbreak, Snow also investigated
why others living in Soho at the time did not contract cholera. As he’d suspected,
despite having been at risk of airborne contamination by living and working in
close proximity of many who had fallen ill, those who remained healthy were dis-
tinguished from the ill by the fact that they had not been exposed to water from
the Broad Street pump.

Snow’s research was successful in persuading authorities to implement a
simple, low-cost solution to prevent any further cholera cases in Soho: removing
the pump handle. Sadly, Snow was unable to prove what had led to the contami-
nation of the well in the first place, and authorities were reluctant to believe that
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city sewerage systems were to blame. It wasn’t until Snow’s conclusions were
challenged by another researcher that the origin of the contamination was iden-
tified: a nappy, soiled by a baby ill with cholera from another water source, had
washed into a leaky cesspool next to the pump. Although the lessons from this
finding, along with Snow’s research, took some time to be fully reflected in pol-
icy, they contributed to fundamental change in the thinking of both the medical
establishment and city authorities about prevention of disease: it was now clear
that costly cholera outbreaks could and should be prevented by improvements to
sewerage systems and water sanitation.5

This use of data and information from the nineteenth century and subsequent
measures to prevent further cholera outbreaks is an example of successful early
intervention based on identification of risk factors. On a per person basis, the in-
terventions to prevent further outbreaks were low-cost and very effective. This
was particularly game-changing at a time when later intervention — the treatment
of disease — was often ineffective, sometimes harmful and generally unaffordable
to the poor.

APPROACHES TO PREVENTION IN THE HEALTH
SECTOR

The recent focus on social investment has tended to treat early intervention as a
novel idea that would never have been possible without big data. The Productiv-
ity Commission argued that government agencies have missed opportunities for
early intervention for people with complex and interdependent needs, and similar
issues were raised by the Expert Panel on Modernising Child, Youth and Family.6
But the health sector has a long history of early intervention, with the prevention
of cholera since the nineteenth century being only one example.

Today, most interventions in the health sector can be thought of as pre-
vention of some kind — preventing exposure, preventing disease or disability,
preventing complications and adverse events, preventing pain, preventing pre-
mature death. These different types of prevention can be broadly categorised by
three definitions widely used by health practitioners: primary, secondary and ter-
tiary prevention. The sector also has a long history of seeking to prevent disease
and disability as early as possible. This experience may provide some lessons
for other sectors which have not focused on early intervention until much more
recently. Importantly, prevention in health has not always involved early inter-
vention, and the sector has developed a prevention framework which is helpful in
thinking about the appropriate type and timing of prevention.
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PRIMARY PREVENTION

Primary prevention involves intervening to eliminate or reduce the risk of disease
in order to prevent it from occurring. This approach requires the identification of
risk factors and interventions that remove the risk factor or minimise exposure
to it, as in the case of John Snow’s cholera research and subsequent actions to
improve water sanitation. An obvious example of primary prevention today is
population-wide vaccination,7 whereby a highly effective but relatively inexpen-
sive intervention is delivered to a population at risk of disease — in many cases
the entire population, with early childhood being the best time to intervene, as ex-
posure to risk can happen at any time and outcomes are worst in the very young
and very old.

But many successful interventions that fit the definition of primary preven-
tion in health rarely involve any contact at all between the target population and
health practitioners: these interventions have included legislation and enforce-
ment to restrict the use of hazardous materials (such as lead in paint or asbestos
in building materials) or to ban unhealthy behaviours (such as smoking in the
workplace). Similarly, requiring adherence to healthy practices (such as the use
of helmets by motorbike riders) can be deemed successful primary prevention in
health with little involvement from the health sector except in the identification of
risks and outcomes and input to the institutional arrangements for regulation and
enforcement. Instead of health practitioners implementing and delivering primary
prevention, these interventions often involve the engagement of public health of-
ficials, the education system, the legal system and various levels of government.

Successful primary prevention in other sectors is likely to require a similar
cross-sectoral approach. This point was made by the Chief Science Adviser, Sir
Peter Gluckman, in a 2010 speech: ‘One of the problems in New Zealand is that
we think that educational research is only about education, health research is only
about health, and social welfare is only about social welfare, yet of course all of
these and other domains interact.’8

By definition, with health problems, a person only becomes a patient after
becoming ill or at least after being exposed to risk. Health practitioners have had
to think about how other sectors can intervene to help prevent a person from be-
coming a patient. The sector has harnessed the power of universal education as an
opportunity for delivering vaccination programmes as well as ensuring that nu-
trition and physical activity are built into the curriculum. The justice sector will
have similar challenges in handing over responsibility for delivering early inter-
vention that ultimately prevents people from having unwanted interaction with
the justice system. Whether this includes the education system, the health system
or others, co-design and co-operation will be essential.

But most health interventions are not primary prevention. The vast majority
consist of secondary and tertiary prevention.
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SECONDARY PREVENTION

The objective of secondary prevention is to identify disease or injury in its
early stages and treat it to prevent the development of complications or lasting
disability. Successful interventions restore patients to full health, and further in-
terventions may help to reduce the risk of recurrence. Examples include cancer
screening programmes and interventions designed to accelerate access to cancer
treatment, and the use of low-dose aspirin in patients who have already suffered
heart attacks. General practitioners, practice nurses and pharmacists, as well as
other health professionals such as dieticians and physiotherapists, are key players
in secondary prevention.

TERTIARY PREVENTION

Tertiary prevention consists of rehabilitative interventions that treat a person
whose disease has progressed to a point where they are already experiencing ir-
reversible disability or complications. The intervention is designed to minimise
the impact of ongoing illness or disability by helping the patient to manage long-
term health conditions in a way that maximises their ability to engage in normal
activities, enhances their quality of life, and prolongs their life expectancy. It is
preventive in that it aims to prevent the worst impacts of disability and any further
worsening of the condition. An example would be medication and counselling
to help patients with epilepsy understand seizure triggers and manage their lives
with ongoing seizures.

MOVING PREVENTION UPSTREAM: WHEN
PRIMARY PREVENTION IS BEST

In the 1854 cholera outbreak, as with many health issues, the approach taken
could have been primary, secondary or tertiary prevention. By preventing con-
tamination of drinking water, authorities were engaging in primary prevention.
Treating cholera-affected individuals in the very early stages of disease with
exsanguination was (highly ineffective) secondary prevention. Today, cholera
outbreaks are unheard of in developed countries, but if one were to occur, the op-
tions for secondary prevention are wider due to the availability of antibiotics and
vaccines, and there are now options for tertiary prevention (such as renal dialy-
sis for a cholera victim who has developed acute renal failure, a complication of
cholera). With a wider range of options available, it is imperative that decision-
makers know how to make the right choice.

The Ministry for Women has turned its focus on domestic violence towards
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primary prevention, acknowledging that ‘while primary prevention is an emerg-
ing area of practice internationally, there is a growing consensus and evidence
base that violence against women is predictable and preventable’.9 Whereas in
the past, efforts to prevent violence against women were focused on mitigating
the impacts of violence and preventing reoffending and revictimisation, current
strategies are going further than these secondary and tertiary prevention measures
to include measures that have been shown to work on a primary prevention level.
This is thought possible due to the availability of robust evidence that violence
against women can be predicted. The strong evidence base for this social problem
may be in part due to the involvement of health researchers and the World Health
Organisation (WHO), which has published evidence on violence prevention be-
cause of the effects on physical and mental health.10

The WHO and other medical and public health bodies, like CDC, Public
Health England and Britain’s National Institute for Health and Care Excellence
(NICE) have made significant contributions to the understanding of risk factors
and disease epidemiology, by providing expertise and centralised assessment
of evidence and publishing recommendations and guidelines in health care and
public health. Because of these organisations, decision-makers have been well-
informed on interventions that can successfully be moved ‘upstream’ to more
primary prevention. In this way, the health sector is much closer than other parts
of the social sector to systematised data and methods of research and analysis, as
well as a systematised set of responses, including disease notification and surveil-
lance.

CONDITIONS FOR PREVENTION TO BE
COST-EFFECTIVE

Health and public health research and decision-making have traditionally been
based on evaluations of interventions in terms of level of need, safety, effec-
tiveness and cost-effectiveness. Cost-effectiveness allows interventions to be
compared within a set of interventions with the same objective. For example, ef-
fectiveness of an intervention may be defined as the number of cases of fetal
alcohol spectrum disorder (FASD) cases avoided, the number of inpatient days,
or the number of life years saved.

More recently, the development of cost-utility analysis, where outcomes are
measured in terms of broadly defined quality-of-life measures such as quality-ad-
justed life years (QALY's), which were developed in the 1970s,11 has facilitated
comparisons between interventions with different objectives.12

Whatever the method for estimating value for money, interventions that are
considered successful primary prevention have been able to demonstrate:

 high effectiveness/utility relative to costs, taking into account the life-cycle of
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interventions that can become less costly and more efficient over time as they
are systematised and refined;

» low costs relative to the cost of the counterfactual (the problem or later inter-
ventions to address it);

 effective targeting to the population that needs it, based on a sound under-
standing of risk factors, or population-wide delivery when risk/prevalence is
very high;

* alow rate of unintended harms or mechanisms for reducing unintended harms
at low cost; and

» amoral or ethical imperative to prevent the counterfactual.

Of course, value for money is never the only consideration. Feasibility of im-
plementation and delivery, affordability and ethical, legal and political concerns
have all been important factors in decision-making, at times even outweighing
value for money. For example, the US Advisory Committee for Immunisation
Practices (ACIP), which provides policy recommendations on immunisation to
CDC, based its policy recommendation on influenza vaccination on an expec-
tation that universal vaccination would increase coverage in higher-risk groups,
even though cost-effectiveness evidence was inconclusive.13

WHY IS PRIMARY PREVENTION NOT MORE
COMMON IN HEALTH?

Although the social investment approach emphasises the return on investment
that can be possible with early intervention, even the health sector with its long
history of prevention and its well-established research community engages in rel-
atively little primary prevention. This is true at least in terms of the amount of
funding directed towards primary prevention: it is estimated that governments
typically spend less than 3 per cent of health budgets on it.14 There are two main
reasons for this.

First, prevention is not always inexpensive, and even if it is in some contexts,
it may not be in others. Water fluoridation is a good example. In a large urban
area with modern reticulated water infrastructure, the cost of adding fluoride to
the water is generally very low on a per-person basis. This is because the fixed
cost of altering the system to allow fluoridation will be spread over a large pop-
ulation and the cost of the fluoride itself is negligible. In small communities
with older water infrastructure, however, the fixed cost of making the system
fluoridation-compatible can be even higher than for a large urban area, often re-
quiring extensive upgrade of existing systems as well as any fluoride-specific
add-on, and this cost will be spread over a much smaller population.

In many cases where primary prevention is low-cost, there was nevertheless
a heavy upfront investment, such as in the development of vaccines, so an ability

139



to foresee continued need along with a low marginal cost can allow some primary
prevention to be successful. This is an example of where government intervention
can contribute to moving prevention upstream by overcoming the consequences
of imperfect capital markets, which tend to result in insufficient investment.15

Secondly, primary prevention is not always very effective. Again, fluorida-
tion is a good example. In a large urban area, the vast majority of residents will
be on reticulated water from the supply that is to be fluoridated. Also, residents
probably have confidence in the quality of their tap water because it is delivered
through modern, high-quality infrastructure and health concerns have been very
rare. In addition, residents probably spend most of their time within the area, as
they are likely to live, work and go to school there. This means that the fluoride
added to the water is likely to reach the vast majority of the population and that
individuals are likely to get enough fluoridated water to receive the envisaged
health benefits. In a small rural community, on the other hand, many residents
may have their own water supply, others may not drink their tap water due to
concerns about safety, and many residents may spend large portions of the day
working and going to school in other communities, thereby missing out on fluo-
ridated water.

It is easy to see why fluoridation may be a cost-effective approach to improv-
ing oral health in large urban areas, but less so in small rural communities where
the population is harder to reach and the intervention is costlier to implement.

But effectiveness requires more than being able to deliver an intervention:
complex and interdependent risk factors can result in a wide range of effects for
the same intervention.

The health sector has an advantage in understanding risk factors for many
primary prevention interventions because medical research has a long history of
robust science, clinical trials, publication of results and continual improvements
to the understanding of genetics and disease epidemiology (thanks in part to the
cholera epidemic described earlier) and successful delivery mechanisms. We are
now able to identify disease risk with reasonable accuracy (although not always
at low cost) where risk factors are purely medical. However, if early intervention
requires an understanding of behavioural risk factors, even primary prevention in
the health sector becomes a much less certain investment.

Again, the fluoridation example is useful in demonstrating how behavioural
risk factors complicate intervention decisions. We know that lack of access to
fluoridated water, inadequate teeth-brushing and consuming sugary drinks are all
risk factors for poor oral health. However, even if we can be certain that fluo-
ridated water will reach the vast majority of the population, we may know very
little about the ways in which people will respond. Some populations may in-
crease their intake of sugary drinks, believing that water fluoridation will protect
them from poor oral health. Other populations may not increase their intake of
sugary drinks, but may reduce other efforts to maintain good oral health — such as
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teeth-brushing, flossing or regular dental checks. Others may respond in different
ways. Behavioural responses typically include numerous variations, adding to the
difficulty of predicting responses.

BEHAVIOURAL RISK FACTORS

Behavioural risk factors are particularly challenging when there is a substantial
time lag between the intervention and the outcome that is to be prevented, or
where incidence is low, so that those who will ultimately experience the negative
outcome tend to underestimate the risk of it happening to them. Even if the inter-
vention and the set of behaviours in the population are compatible at the outset
towards preventing the negative outcome, behaviours may change over time, re-
ducing the effectiveness of the intervention.

Health practitioners recognise this fact, so health interventions that are heav-
ily dependent on behavioural factors, especially behaviour modification, tend to
be focused on specific populations at a more downstream point in disease pro-
gression — secondary prevention, rather than primary. Nutritional counselling for
people with pre-diabetes is a good example. This is a costly intervention, as it
requires ongoing support. To deliver it to a broad population would not be cost-
effective if the negative outcome it aims to prevent is diabetes, since relatively
few will develop diabetes and others may be many years away from that outcome.
Even targeting those whose unhealthy eating habits suggest a high risk of diabetes
in the future may waste limited resources on people who will change their be-
haviour independently. And gains from early intervention may be lost when other
events change behaviours between the time of intervention and the time when the
impact is expected to be observed.

EARLY INTERVENTION IN THE SOCIAL
INVESTMENT FRAMEWORK

Despite the challenges of understanding and influencing human behaviour, in-
creasingly there are calls for earlier intervention, not just in the development of
disease or other negative outcomes but earlier in people’s lives. Often, this will
mean that intervention happens substantially earlier than the negative outcome it
is intended to prevent. But the longer the time lag between intervention and out-
come, the less clear the risk factors become and the more opportunities there are
for interference from other influences. There may nevertheless be circumstances
in which primary prevention can be effective even with a long time lag. Early
childhood is now being increasingly recognised as a time when interventions that
require long-term behaviour impacts can be most effective.
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In public discussion about value for money in early childhood interventions,
the Heckman curve or Heckman equation is often referred to, owing to inter-
disciplinary research on early intervention by James Heckman, a Nobel laureate
economist, alongside developmental psychologists, sociologists, statisticians and
neuroscientists. This growing body of research has found that: ‘The highest rate
of return in early childhood development comes from investing as early as possi-
ble, from birth through age five, in disadvantaged families. Starting at age three or
four is too little too late, as it fails to recognize that skills beget skills in a comple-
mentary and dynamic way. Efforts should focus on the first years for the greatest
efficiency and effectiveness. The best investment is in quality early childhood de-
velopment from birth to five for disadvantaged children and their families.’16

Showing that even some well-established principles are not universally ap-
plicable, David Rea and Tony Burton found that the cost-effectiveness data on a
number of programmes do not support Heckman’s generalisation that interven-
tion in early childhood is more efficient and effective.17 Clearly the need for
evidence specific to each and every intervention cannot be ignored just because
some general lessons have been learned about early intervention.

Prevention that starts in early childhood, or even in the womb, has been
developed more recently than the traditional primary, secondary and tertiary
approaches to prevention, as a result of increasing understanding of brain devel-
opment from conception through to early childhood.18 The difference between
these interventions and primary prevention is that primary prevention occurs be-
fore the onset of a disease, but not necessarily early in life. The social investment
framework has a particular focus on early-in-life intervention, which is best de-
scribed as ‘primordial prevention’ and ‘primal prevention’.

PRIMAL AND PRIMORDIAL PREVENTION

Primordial prevention refers to interventions designed to prevent the develop-
ment of risk factors early in life. For example, this type of prevention might
include programmes designed to improve the diets of young children, such
as breastfeeding support or restrictions on the contents of home-made lunches
brought to early childhood centres. By improving children’s diets, it is thought
that not only will childhood obesity (a risk factor for adult obesity and a range
of diseases) be prevented, but unhealthy eating habits and a palate accustomed to
sugary, salty or fatty foods (also risk factors for adult obesity even without child-
hood obesity) can be prevented.

Primordial prevention is expected to be more effective than primary preven-
tion at a later stage in life because the brain is thought to be at its most sensitive to
environmental factors at this stage and habits formed in early childhood are more
difficult to change later.

142



Chapter 5 Assessing the merits of early intervention

Primal prevention refers to the ‘primal period’, or the period from conception
to 12 months of age, and is specifically concerned with the influence of parents on
the developing brain and body. These interventions are designed to address harms
done at very early stages of development which may have lasting negative con-
sequences. Examples are programmes aimed at reducing consumption of alcohol
during pregnancy, supplementation with folic acid during pregnancy to reduce
neural tube defects, and identifying and addressing post-natal depression to en-
sure mother—newborn bonding.

Primal prevention relies heavily on educating parents and would-be parents
about the impacts of their behaviours and choices on the long-term well-being of
the child and on ensuring that adequate resources are available to provide the best
start. Ideally, primal prevention measures promote parenting practices that pro-
vide an optimal physical and affective environment from conception to the first
birthday. Primal prevention seeks to capitalise on the more sensitive early child-
hood period, in which it is thought interventions may be most effective, while
acknowledging that caregiver behaviour may be the biggest risk factor. Of course,
if changing adult behaviour is the key to capitalising on early childhood, inter-
ventions at this stage may be particularly challenging.

Not all interventions considered primal are primary. For example, primal and
tertiary intervention intersect when parents receive counselling to help them bond
with a child born with disabilities, or when they are educated in ways that help
them support a disabled child to be more independent. But, by and large, the shift
in focus toward primal and primordial intervention is about improving the success
rate of primary prevention by moving it even further upstream to where interven-
tion is not only early in the development of disease or another negative outcome
but early in the development of the mind.

Fetal alcohol syndrome disorder, which went largely unrecognised until
1973, is a good example of this upstream change. A range of interventions is
used: some are primal and at the same time include both primary and tertiary
prevention measures. People born with FASD suffer from severe cognitive im-
pairment, aggression and impulse control problems. As adolescents and adults,
they are often diagnosed with clinical depression or other mental illness, have
low educational achievement, exhibit a relatively high rate of criminal behaviour,
are more likely to engage in inappropriate sexual behaviour, are more likely to be
incarcerated or confined to psychiatric care, and have their own alcohol and drug
problems. They also have a very short life expectancy and are more likely to die
from suicide or violent assault.

Before 1973, with no recognition of the disorder, people with FASD received
the same interventions as others with cognitive impairment or behavioural prob-
lems. Remedial education, psychiatric care and incarceration were essentially
tertiary prevention measures aimed at reducing the impact of the disorder (in-
cluding its impact on others). However, advances in the understanding of FASD
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risk factors have meant that there are now not only primal prevention measures
designed to discourage consumption of alcohol by women who are or could be
pregnant but also better designed tertiary interventions that address the early
childhood environment of the child to improve long-term outcomes. Prevention
of the negative impacts of FASD, therefore, has grown to encompass embryonic
development and early childhood as well as adolescence and adulthood, when
many of the most costly effects are observed.

Public health researchers have struggled at times to demonstrate the value
of primal and primordial prevention because a strong evidence base for early-in-
life interventions can be difficult to build. Such early interventions are subject to
long time lags between the intervention and intended results, with complex and
interdependent risk factors that change in importance over time. Research is also
stymied by reliance on individuals’ own reports of behaviour, as it is impossi-
ble to monitor every detail of a person’s life over a long period. Even after many
years of studying FASD, we still don’t know what the safe level of alcohol intake
is during pregnancy, because women'’s reported intakes may not be accurate. The
longer the time lag, the more opportunity for external interference in the causal
link between intervention and outcome, and the heavier the reliance on self-re-
ported behaviours. With already complex problems that develop over years, it
becomes particularly difficult to establish causality.

The long time lag and reliance on self-reported behaviours not only makes
building evidence for the intervention difficult, it also makes identification of risk
factors problematic. If the problem that needs to be prevented is not highly preva-
lent, cost-effectiveness requires targeting, but targeting is bound to be inaccurate
when risk factors are not well understood, especially where the degree of risk is
over-estimated. Ultimately, there may still be as much need for secondary and
tertiary prevention.

The health sector has also learned that programme delivery is another chal-
lenging aspect of early interventions. Even vaccination programmes have to be
designed carefully to achieve maximum coverage because take-up rates can be
affected by messaging and delivery mechanisms (refrigeration, for example, is
a major cause of vaccine failure).19 The WHO publishes a wide range of ma-
terial to guide countries through developing national comprehensive multi-year
strategic plans for routine immunisation to maximise efficiency according to
best-practice evidence.20 But lifestyle modifications require even more com-
plex delivery and ongoing patient interface. The effectiveness, and therefore
cost-effectiveness, of these interventions can vary widely depending on how in-
terventions are delivered and sustained.

Just as in the case of FASD, limited understanding of the root causes of both
medical and societal problems often results in the use of secondary and tertiary
prevention approaches. As scientific and psychological evidence has improved,
there has been a shift in focus from those approaches to primary, primordial and
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primal interventions in the health sector. Other parts of the social sector are fol-
lowing suit, although not always with the evidence base that the health sector
may have, and without a clear framework for determining the ‘right’ level of pre-
vention. There is a motivation to move prevention upstream but no clear sense
of how to get there. Of course, the health sector continues to maintain heavy in-
vestment in secondary and tertiary prevention, as these are largely considered to
be essential parts of a preventive approach and are reflected in the Ministry of
Health’s new Health Strategy central theme in which New Zealanders not only
live well and stay well but also get well. Cost-effective interventions for ‘getting
well” are especially important where primary, primordial and primal prevention
may not be successful or cost-effective. This is also likely to apply to other social
sector issues.

In the health sector, the difficulty of identifying and understanding early risk
factors has led to broad, population-wide approaches to primordial and primal
prevention. In many cases, it would not be cost-effective to target specific health
conditions in early childhood because identification of the risk of them occurring
is not very effective. However, the sector has identified health promotion — en-
couraging healthy eating and regular physical activity — as a common intervention
for diabetes, cardiovascular disease, many cancers and some mental illness, as
well as other conditions; this may be cost-effective, if implemented population-
wide at the primordial stage. The intervention may only make a small difference
to each condition, but across the whole population, the impact is enough to
justify the investment. It is also worth noting that population-wide health pro-
motion continues beyond the primal and primordial stages because evidence that
intervention in early childhood is cost-effective does not imply that continued in-
tervention isn’t required to maintain the effectiveness of the intervention.

Similarly, Jacobsen et al. cautioned that the portfolio of government invest-
ments to prevent negative outcomes in adults should not rely entirely on early
childhood intervention, because the link between childhood experiences and adult
outcomes lacks robust evidence of causality.21

COMBINED APPROACHES

The differences between the types of prevention are clear from a theoretical
standpoint, but in practice there isn’t always a clear distinction. Many prevention
programmes encompass all approaches, and often they are mutually reinforcing.
Definition of the problem to be addressed will sometimes mean that a particular
health issue can be a seen risk factor, a disease or a complication. For example,
diabetes can be seen as a risk factor for cardiovascular disease or as a disease,
in which case obesity may be a risk factor. Seen differently, obesity may be the
problem, with diabetes as a complication and unhealthy eating habits the risk fac-

145



tor. In the health sector, views of what is the problem versus what is a risk factor
have changed as the epidemiology of disease has been better understood. What
matters is not correct labelling of interventions as primary, secondary or tertiary
prevention, but using the framework of the levels of prevention to find the best
balance of interventions for a problem.

Fortunately, interventions concerning waterborne illness moved upstream to
primary prevention in the nineteenth century and that level of prevention has been
practised ever since. In rich countries, cholera outbreaks are now unheard of and
vaccination programmes have all but eliminated many infectious diseases, such
as polio and measles, so there is little need for anything but primary prevention.
However, many other health conditions are addressed using a combination of all
types of prevention described above. HIV/AIDS is a good example of this, where
primary prevention delivered through both the health and education sectors com-
plements the use of anti-retrovirals in the infected population.

Diabetes is an example of a common health condition where primary (includ-
ing primal and primordial), secondary and tertiary prevention are all currently in
practice: awareness of early childhood as a sensitive period in habit formation has
led to efforts to increase breastfeeding and population-wide campaigns to encour-
age parents to minimise young children’s sugar intake and limit availability of
junk foods in schools. An understanding of risk factors, such as diet, obesity and
genetics, allows nutritional and physical activity counselling to be used to prevent
the onset of diabetes in some individuals and to minimise risk in high-risk indi-
viduals, such as those with a known family history of diabetes. Beyond primary
prevention, early diagnosis of diabetes allows patients to access pharmaceutical
treatments before complications develop, and foot care and management of renal
decline allow the impact of complications to be minimised.

Few clinicians would argue that a combined approach to diabetes isn’t
the best strategy. Without secondary and tertiary prevention, too many patients
would fall through the cracks due to poor targeting or changes in circumstances
and behaviours. The rising prevalence of diabetes along with its connection to
diet, however, raises important questions about prevention and whether more
concentrated efforts should be made in early childhood.

A combined approach to preventing negative outcomes in adults is also
favoured by Jacobsen et al., who argue that influencing adult outcomes is likely
to require a range of interventions throughout the life-course, including both early
and late interventions as insurance against the likelihood of both type I and type I1
errors,22 given the invisible nature of many risk factors and their uncertain links
to long-term outcomes.23
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VALUING INTERVENTIONS OVER A RANGE OF
OUTCOMES

One challenge to demonstrating the value of early interventions in the health sec-
tor has been the traditional approach to research which looks at health conditions
independently. Early childhood interventions to improve diet may not be cost-ef-
fective ways of preventing diabetes, but the prevention of diabetes is not likely to
be the only outcome.

Just as medical specialists need to find ways of combining expertise to es-
tablish the full range of benefits of early interventions in children’s diets, which
could include diabetes, heart disease, oral health, even behaviour and educational
attainment, governments wanting to take a social investment approach with a fo-
cus on early intervention are likely to be faced with the challenge of identifying
benefits across all sectors — otherwise few early interventions will ever be able to
demonstrate an acceptable value for money.

QUATERNARY PREVENTION: WHEN
INTERVENTION REQUIRES ITS OWN
PREVENTION

A final approach to prevention is relevant in health but also provides a valuable
warning for social investment in early interventions. Quaternary prevention is
concerned with preventing or reducing unnecessary, excessive and potentially
harmful interventions, including diagnostic tests and monitoring.24 In discussions
about the high rate of elective Caesarean births, or complications of cosmetic
surgery, quaternary prevention is one of the issues.

In the health sector, it is defined as: ‘Action taken to identify a patient or a
population at risk of over-medicalisation, to protect them from invasive medical
interventions, and provide them with care procedures which are ethically accept-
able.’25 This definition reflects widespread recognition in the health sector that
interventions are not always in the patient’s best interests, that health practitioners
can over-treat in the mistaken belief that they are helping, and that occasionally
measures need to be taken to prevent intervention from occurring.

Excessive or unnecessary intervention may seem like a modern developed-
country problem, but it has been an issue for as long as medical intervention has
existed and is also common in developing countries. Patients were once ‘bled’
using dirty instruments and subsequently died of sepsis; children once had their
tonsils and adenoids removed as a matter of routine, with many suffering pain and
developing infections as a result; and, circumcision of male and female infants
is widespread in many countries (male circumcision was recently widespread in
New Zealand), despite being associated with a high complication rate. Though
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many of these interventions were based on the best medical knowledge of the
time, they demonstrate that even the best-intentioned preventive intervention can
cause more harm than good, especially when the full range of risks is not well
understood.

Quaternary prevention is different from the other levels of prevention pre-
sented here, in that it is aimed at the provider of services rather than the person
receiving them. It requires providers to consider potential harms, evaluate actions
and self-monitor. Much unnecessary medical intervention takes place at the sec-
ondary prevention stage and is carried out by physicians keen to ensure patients
are diagnosed early and go on to receive early treatment.

Some notions of primary, secondary and tertiary prevention and even pri-
mordial and primal prevention are beginning to make their way into broader
social sector services (albeit without the conceptual formality found in the health
sector). Quaternary prevention, on the other hand, has been largely ignored out-
side the health sector, with the possible exception of the justice sector, where it
has been acknowledged that social investment approaches to reducing criminal
offending and dependence on benefits have the potential to be excessive and even
harmful by creating stigma and intrusion which may be counter-productive (see
Chapter 7). But without a strong tradition of evidence-based intervention and eth-
ical practice, there is a real risk that social sector interventions may go too far.

CONCLUSION

The health sector’s experience with prevention provides some clear lessons for
early intervention in the social investment framework. Wherever the intervention
point, the basics of cost-effectiveness should not be ignored. All interventions
to prevent negative outcomes must first demonstrate high cost-effectiveness, ef-
fective targeting if the problem is not widespread, and a low rate of unintended
harms. But the health sector’s ability to do this is the result of many decades of
developing capacity to produce this kind of information. The social sector should
be able to learn faster, as the pioneering work has been done, but it is still very
much in the early stages, so even the most promising interventions will be rela-
tively risky.

The cost-effectiveness of new health interventions in developed countries is
low compared to what can be achieved in developing countries, as the easy wins
from vaccination, sanitation and maternal care have already been achieved. It’s
important to remember that this is probably also true for the social sector, as these
health interventions together with good nutrition, safety standards, social welfare
and universal education form the package of easy wins for broader social sector
outcomes. Further gains are likely to be achieved in the form of small improve-
ments for the population as a whole or as larger gains for populations that are
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not getting as much benefit from existing interventions due to, say, lack of school
readiness or poor nutrition.

Even if the social sector is forging ahead with primary, primal and primordial
interventions, efforts to improve effectiveness should be maintained. A sys-
tematised approach to building an evidence base and generating policy-ready
recommendations and guidelines would support consistency in decision-making
and ensure that successful interventions are maintained and less successful ones
are improved over time. Evidence is more than data about correlations. It needs
to include an understanding of causal links and transmission mechanisms. Put
simply, big data tells you where to look, but doesn’t tell you what to do or what
interventions are likely to be effective under particular conditions.26

Building an evidence base in the health sector has required the development
of standards for research, including quality standards for data collection and
analysis as well as guidance on study design and evaluation frameworks. These
would be useful in the social sector, in particular with a mind to improving the
relevance of research findings for policy decisions.

For social sector interventions, there is likely to be value in taking a broad
approach to measuring outcomes and benefits, for example by developing better
measures of well-being and understanding the relationship between child and
adult well-being. In this way, a common reference point for outcomes would be
available to facilitate comparison of different interventions for different groups
in different areas, in the same way that QALY's have facilitated comparison of
different health sector interventions. Better evidence of the relationship between
well-being and other economically important outcomes such as employment, or
societal value measures such as willingness-to-pay and societal willingness-to-
pay, would allow outcomes of social sector interventions to be valued consis-
tently.

If early childhood really is a unique opportunity for effective intervention,
that increased effectiveness still needs to be considered against cost. Expectations
regarding effectiveness of these early interventions also need to be realistic.
Targeting is more difficult in early childhood due to the complex relationship
between risk factors and outcomes. Resources are more likely to be wasted in
early childhood interventions as circumstances and risk factors change, with peo-
ple overcoming early exposure to risk even without intervention. Long time lags
expose target populations to interference from other influences that may reverse
the effects of interventions or be incompatible with ongoing interventions.

When the social sector does intervene, it does so with a workforce that is per-
haps less rigorously trained than the health workforce. This may result in more
variability in effectiveness, a factor that should be taken into consideration in pro-
gramme design, which is likely in many cases to require specific training.

Many helpful lessons for the social sector emerge from the experience of the
health sector with early intervention. Perhaps the most significant is that in the
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early days of the health sector, with a large number of providers and a lack of
coordination or consistency as well as a weak understanding of risk, many early
interventions failed or had limited success (such as efforts to prevent and treat
cholera when it was thought to be an airborne disease) — but as robust approaches
to using evidence (such as John Snow’s research methods and later developments
like the use of QALYs) expanded, all of those early experiences nevertheless pro-
vided valuable evidence.

Because of the complex nature of social problems, the early stage of devel-
opment of evidence, and the multiplicity of agents and modes of intervention, the
social sector must avoid reducing investment in secondary and tertiary preven-
tion while it focuses on increased early intervention. The complexity of problems
being tackled and the likely high rate of type I and type II errors in early inter-
vention mean that many problems will still require significant later intervention.
Primary prevention, especially of the primal and primordial types, is unlikely to
be enough for any problem or any population. Targeting is most efficient at the
secondary and tertiary prevention stages and these may be more cost-effective in-
tervention points for some populations and some problems, preventing the worst
outcomes. It is important also to remember that early intervention is not nec-
essarily synonymous with early childhood intervention. Many problems can be
cost-effectively prevented, often by waiting until risk factors become clearer and
intervening when the target population can be better identified.

Finally, those promoting early intervention or other preventative approaches
should keep in mind the danger of over-diagnosing, over-monitoring and over-in-
tervening. If early childhood is a sensitive period, then it stands to reason that any
unintended harms of intervention may also have a greater impact at that time.
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Chapter 6

Challenges for the public manage-

ment system
Derek Gill

INTRODUCTION

In Chapter 2 Killian Destremau and Peter Wilson explore the concept of social
investment and what is distinctive about the New Zealand approach.1 Their chap-
ter identifies three distinct features:

1. client segmentation — using administrative data to identify groups and indi-
viduals with very specific needs

2. intervention innovation — tailoring interventions to better address the spe-
cific needs identified through client segmentation

3. new mode of governance — one that ‘will generate the best possible infor-
mation and ensure the state has enough information to justify taking risks in
undertaking social investments’.

This chapter focuses primarily on the third of these pillars: the governance
challenges raised by the client segmentation and the intervention innovation nec-
essary for the full implementation of the social investment approach in New
Zealand. It is organised around two research questions:

* What are the differences to date in the New Zealand public management sys-
tem as a result of the introduction of the social investment approach?

* What needs to be changed in the New Zealand public management system for
the social investment approach to be successful?

The chapter is concerned with the systems and the structures that shape the oper-
ation of agencies within the state sector. The focus is on the public management
system itself rather than the individual agencies operating within the system.

The research looked for changes in the formal system to date, such as Cab-
inet Office circulars, system performance targets, refinement of Budget process
design and new organisational forms as well as the behaviours of the central
agencies (Treasury, State Services Commission, Department of Prime Minister
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and Cabinet) in order to give effect to the social investment approach.

In summary, I find that social investment is still in the initial phase of being
rolled out. For example, an examination of the central agency websites elicited
very limited material and no substantive research material or policy analysis ex-
ploring the concept and application of social investment in any detail. However,
I did find some initial but potentially significant changes both within the formal
public management system and in behaviours demonstrated by the central agen-
cies to date. The creation of the Social Investment Unit in 2014, repositioned as
the Social Investment Agency in 2017, along with the creation of a Minister Re-
sponsible for Social Investment, were significant starting steps.

The research then explored what might need to be changed in the public
management system for the new approach to be successful. Achieving its full
potential will require new capabilities and new ways of working. The precise
attributes are still emerging, so the agencies at the centre of the system will
need to experiment with new modes of governance and ‘learn the way’ forward.
This will require adjustments in practitioner practices and the ways in which
the formal public management system is applied to priority setting and analysis,
organisational design, governance and accountability, monitoring and ensuring
conformance. It will require the system to operate in multiple modes. The new
modes will require giving up (the pretence of ) control of outputs in order to
achieve the outcomes sought from the successful operation of the social invest-
ment approach, including in some cases decentralising the locus of control.

The fundamental management challenge raised is a change management
problem to enable new ways of working and governing to emerge.

BACKGROUND: CONTEXT, SCOPE AND FOCUS
OF THIS CHAPTER

The National-led government in New Zealand, along with some counterparts in
OECD countries in Europe, expressed a determination to take a social investment
approach to social spending. But exactly what that meant — or what it could come
to mean in the future — remains unclear. There is a lack of a shared understand-
ing within the Wellington policy community about what the social investment
approach New Zealand-style actually means. Deloitte and NZIER observed that
‘Over the course of this research, and interviews with many stakeholders ... we
found there was no consensus on the definition of a social investment approach.’2

Dimension In scope Out of scope

Level Formal public management sys- Agency level roles, systems and
tem Public management system practices
practices Required changes to
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PMS
Public man- Systems — budgeting, policy, ac- Commissioning/contracting,
agement countability, organisational data infrastructure (IDI, data ex-
systems performance management, CE  change, SI analytical layer)

perf agreement and review etc.  Learning/evidence infrastructure
Public man- Legislation, conventions, formal Individual agency strategies,

agement directions and guidance, strate- rules and processes
instruments gic system levers, organisational
forms

Table 6.1: Defining scope. Source: The author.

DIFFERENCES MADE SO FAR TO THE PUBLIC
MANAGEMENT SYSTEM

The analysis presented in this section is based on a review of the available public
documents on the social investment approach on the central agency websites and
semi-structured interviews with five staff at Treasury, along with staff at the So-
cial Investment Unit and the State Services Commission.

The research looked for changes in the formal system — the legislation, con-
ventions, written directions (such as Cabinet Office circulars), strategic system
levers (system performance targets, Budget process design) and organisational
forms. It also looked for examples of changes in the behaviours of the central
agencies in order to give effect to the investment approach. In brief, while the
approach extends/builds on the general thrust of the Better Public Services re-
forms (2011-13) to try to support more results/citizen-centric system governance,
there were no direct changes in legislation or in conventions, no new Minis-
terial Groupings, no new Cabinet Office circulars nor changes in the systems
for performance measurement. This is not altogether surprising, as the former
National-led government adopted an incremental rollout and the approach has
only been applied to two public agencies to date.

Instead there have been a handful of initial system changes that can be iden-
tified in structures and systems.

Structure

There were three main system-wide structural changes — the creation of the Social
Investment Unit (SIU), which from July 2017 became the Social Investment
Agency (SIA); piloting three place-based initiatives; and creating a Minister Re-
sponsible for Social Investment. In addition, there were a number of structural
changes within individual agencies such as the establishment of Treasury’s Ana-
lytics and Insights Team; repurposing Superu as a specialist evaluation agency;3
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internal agency governance mechanisms such as the Treasury Investment Ap-
proach Programme Board; and inter-agency coordination mechanisms such as
the Social Sector Board (which from July 2017 became the Social Investment
Board).

The SIU was established in April 2016 with funding initially approved
through to 2016—17. Its role was to develop the data infrastructure for social in-
vestment including tools such as data exchange, common data definitions, coding
standards and a social investment analytical layer for other public agencies to use.
This was an assist rather than assess role and the focus was on tools and analysis
rather than translation into action on the ground.4

The SIA builds on the SIU’s functions by adding three new roles:

» providing policy advice on cross-sector investment priorities for the govern-
ment (where to invest);

* monitoring the progress of social investment across the social sector; and

* testing new approaches for targeted populations.

One of the pillars of the social investment approach is the development of innov-
ative interventions for vulnerable populations. While the SIA data infrastructure
is developing a set of tools, and now has a policy advice role on where to invest,
a key gap discussed further below is that it is not clear where responsibility lies
for developing the capability required to analyse and advise on what to invest in
(intervention selection), and how to invest.

While the SIA could trial new approaches for targeted populations, it is not
a commissioning agency (an issue discussed in the report of the Working Group
on Accountability), so responsibility for directly contracting with NGOs remains
with the individual public agencies. The SIA’s role is advisory by demonstrating
new approaches, and providing guidance on how to do better commissioning.

The new agency is hosted by the State Services Commission and reported
first to the Minister Responsible for Social Investment (and since the change
of government, to the Minister of Social Development). It also provides advice
to the Social Investment Board (with an independent chair), which oversees
progress with the social investment programme. The Institute for Government
identified the role of a ‘disruptive agent’ and the ‘creation of an institution’ to
lead the change as two of the critical factors required if long-term government
policies are to stick.5 The SIA has a key role as change agent if the social in-
vestment approach is to have a sustained impact. This impact will require the
mandate, resources, leadership and active support from the central agencies.

Political leadership is key to achieving sustained long-term political change.6
The Cabinet reshuffle in December 2016 led to the creation of the role of Minister
Responsible for Social Investment. Following the change of government in Octo-
ber 2017, social investment was included under the Social Development portfolio
with no separate ministerial responsibility. The new Prime Minister has indicated
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that the social investment programme will be reviewed. Hence, the implications
for political commitment to social investment remain unclear.

There are three place-based initiatives under way with each region determin-
ing how their initiative will operate, the governance structure and what capability
needs to be developed:

» the South Auckland Investment Board — an inter-agency group focused on
0-5-year-olds;

* the Tairawhiti Social Impact Collective, focused on hard-to-reach families;

» Kainga Ora (Northland), focused on 0—24-year-olds.

These new structures are still in their start-up phase but all appear to involve rea-
sonably conventional governance structures that have been accommodated within
the current machinery of government. This is interesting because the principles
on which the initiatives are based include:

» supporting collective decision-making to improve service coordination and
quality
* joint ownership of results and outcomes
« flexibility to fit services to local circumstances
* tight-loose-tight accountability:7
= tight: clear outcomes set
= loose: how they are achieved
= tight: close monitoring and accountability for achieving results.

The tight-loose-tight approach to accountability is in marked contrast to the
current dominant approach to public organisational performance management,
which is based on ‘outputs, compliance and control’.8 We return to this when we
discuss accountability in the later section, ‘The operation of the accountability
system’.

Systems

The main system change has been altering the Budget process to incorporate the
social investment approach. This is important, as allocating dedicated sustained
resourcing to support a function is one of the key factors identified by the Insti-
tute for Government in making long-term policies stick.9

The first tentative start was in the 2015 Budget, which included a Request for
Information (essentially crowd-sourcing) on how the government could improve
results for vulnerable children and their families. This resulted in a summary of
the responses but no direct changes in the allocation of fiscal resources. The 2016
Budget included an investment panel — drawing particularly on science advisers
— to provide an independent assessment of new initiative proposals. While the
panel had an important signalling effect about the desire to improve the evidence
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base to support new initiatives, there was limited direct effect on the allocation
of new resources. The 2017 Budget was more ambitious, building on the role of
the panel and including a two-track process for new initiatives with a special fast
track for social investment bids (that are outside the new initiative allocations).
While 14 new social investment initiatives did get funding (with a total cost of
$321 million), the overall Budget allocations reflect the traditional emphasis on
health and education along with assistance for low-income earners.10

Standing back, budgeting performance can be evaluated at a number of lev-
els:

* micro — resources targeted within existing programmes (e.g., matching clients
to programmes based on the expected effectiveness);

» meso — portfolio-related resources allocated across a set of programmes within
an agency;

 sectoral — resources allocated across vote agencies, and cross-portfolio, multi-
dimensional investment strategies encouraged, especially for assisting citizens
with complex and multiple needs;

» macro whole-of-government — tax/spending debt rebalanced.

The direct impact of the social investment approach has been confined to the
micro and meso levels of budgeting within a handful of agencies such as the Min-
istry of Social Development (MSD). To date the rollout of the approach has had
no material impact on the overall sector or allocations of overall Budget resources
at the macro level. The focus has been on new initiatives — the marginal new
resources apportioned during the Budget rounds. There has been no impact on
baselines, on the mix of spending between department and departmental output
expenses, or on changes in the performance reporting requirements.

That is not to imply that there has been no overall impact of the adjustment
from the tinkering with the Budget process to incorporate the social investment
approach. Innovations such as the investment panel, along with new tools like
CBAX,11 signal the need to raise the bar on the quality of Budget proposals by
improving the evidence base to support new initiative proposals. Other initiatives
like the Justice Sector Fund (which predates the government’s endorsement of the
social investment approach) provide working models of different ways of achiev-
ing sector-level reallocation. This is a long game and no doubt further refinement
and experimentation will occur with the Budget process in future years.12

Assessment of systems and structures changes

The previous sections discussed how there have been limited adjustments to date
to public management systems and structures to accommodate the social invest-
ment approach. On reflection, this finding is not altogether surprising. The rollout
of the approach has been incremental13 — the first major application starting with
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the Accident Compensation Corporation (ACC) in the 2000s, and it has been
applied by MSD (formerly Work and Income) since 2012 (see Chapter 18 by Si-
mon Chapple). The approach is being extended to other social policy domains,
in particular the new Ministry for Vulnerable Children and social housing, and
exploration is under way for its application to the justice, education and health
sectors.14 Essentially, we are at the beginning of a policy change process which
(to use the Institute for Government phrasing) is focused on ‘rising salience’ and
‘putting in place the building blocks’ — but ‘embedding the change’ has yet to
occur. We turn in the next section to the implications for the public management
system of systematic adoption of a social investment approach.

Dimension Conventional approach em-  Social investment approach will
phasises: focus more on:

Focus of Programmes supplied by People-centred problem-solving

decision-mak- public agencies or private

ing providers

Locus of Ministers or public agency ~ Devolved decision-making

decision-mak-

ing

Target group  Broad populations

Focus of analy- Define problem(s) and select
sis intervention(s)
Commissioning Outputs

Interventions Standardised solutions

Monitoring Output delivery and stan-
dards conformance

Learning ‘Set and forget’

Conformance  Contract escalation strategy

Accountability Vertical and hierarchical

Control Approval through rules, poli-
cies and contracts coupled
with internal and external au-
dit

People with complex needs,
poor outcomes and associated
high costs

Use data to identify target group

Dynamically evolving outputs
informed by outcomes
Tailored heterogeneous solu-
tions

Iterative framework including
outputs and impacts
Iterative/recursive

Joint problem-solving
Horizontal and mutual
Approval of broad approaches
to tailored heterogeneous solu-
tions, ongoing professional
checks

Table 6.2: Conventional and social investment ideal types compared. Source:

The author.
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WHAT NEEDS TO CHANGE?

Table 1.1 in Chapter 1 shows how the social investment approach in New Zealand
is still evolving and morphing, so this discussion is necessarily speculative. Table
6.2 above highlights possible future directions,15 rather than focusing on the cur-
rent practice of the approach in MSD and ACC (model 1 in Table 1.1 of the
introductory chapter).16 The potential shape of the approach is contrasted with
the stylised features of an ideal type of the current conventional approach to pol-
icy programmes in New Zealand.

Table 6.2 highlights how the shift in the focus from an ideal-type
‘programme-centred’ approach to a ‘people-centred’ one requires a shift in the
mode of governance from a top-down hierarchical model to a more devolved and
polycentric approach. That raises questions about whether the public manage-
ment system can support these new ways of working.

At the outset, it is important to distinguish limitations specific to the New
Zealand public management system, as opposed to constraints such as those im-
posed by the political authorising environment, and constraints faced by any
conceivable public management system (for instance, organisational silos per se
are not unique to the New Zealand public sector). In particular, there may be con-
straints regardless of the system in operation because of issues inherent in:

* politics, especially the authorising environment in Westminster democracies;

* individual people’s limited and bounded rationality;

* public services’ inherent characteristics, including limited comparability and
measurability.

Enablers in the public management system

The system was founded on five mutually reinforcing principles: clarity of objec-
tives, freedom to manage, accountability, effective assessment of performance,
and adequate information.17 While worded differently, these are very similar
to the principles underpinning the place-based initiatives discussed earlier in
the chapter. Several design features of the system support and enable long-term
change programmes18 such as the social investment approach, including:

» decentralised decision-makingl9 — New Zealand has one of the most decen-
tralised systems in the OECD, with high delegation of decision rights to the
chief executives of individual public agencies;20

* shifting from input to output controls — which shifted the focus to management
of capability and delivery of outputs linked to intended outcomes;

* range of organisational forms — New Zealand makes extensive use of arm’s-
length government and has a range of public legal structures that can be used
to support new ways of working (the recent Better Public Services reforms re-
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sulted in two more — departmental agencies and PFA companies);

* flexible budget format — appropriations for current expenses on real resources
are organised using ministerial portfolios, departmental and non-departmental
supply but with allowance for multi-category appropriations (MCAs) and
multi-year appropriations; and

» performance reporting — organised around what was delivered and what it was
intended to achieve but with very little prescription about how performance is
to be reported.

While the design of the formal public management system is permissive, how the
system actually operates is much more restrictive. So, we turn in the next section
to a discussion of public management barriers.

Barriers in the public management system

At least three potential barriers can be identified: the focus on outputs, the policy
system, and the way the formal accountability system operates.

Focusing on outputs rather than results

One of the enduring features of the formal New Zealand system in the nearly 30
years since the reforms in the late 1980s has been the emphasis on outputs as the
basis for budgets, accountability and contracting. By contrast, outcomes, despite
periodic attempts at reform, have proved much more elusive.21

Features of services suited to payment based on results

Clear overall objectives, capable of being translated into a defined set of mea-
surable outcomes

Well-defined, measurable outcomes make transparent the extent of the
provider’s success

Clearly identifiable cohort/population

Ability to clearly attribute outcomes to provider interventions

Data available to set baseline (to enable an appropriate counterfactual to be con-
structed)

Failure can be tolerated

Providers exist who are prepared to take the contract at the price and risk
Providers are likely to respond to financial incentives

Table 6.3: Conditions for payment for results. Source: National Audit Office,
Outcome-Based Payment Schemes: Government Use of Payments by Results, re-
port by the Comptroller and Auditor General, 15 June 2015, p.17.

The Treasury website suggests that one of the tenets of the social investment
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approach is shifting the focus from inputs to results. Despite the rhetoric about
contracting for results or outcomes, there is no new technology or silver bullet
that helps address problems whose remedies have eluded reformers such as New
Zealand and Australia since the introduction of output budgeting nearly 30 years
ago.

Recent UK experience with attempts at outcome-based contracting in the
social sector are instructive. One meta-study of social contracting concluded:
‘Outcome-based contracts developed so far have, however, struggled to create
incentives to achieve the desired outcomes. The findings indicate that while
outcome-based contracts increase the measures of outcome for which they pay,
these measures do not always reflect the intention of the contract designers, or
desirable outcomes for the end-client. Measures of outcome that were not related
to payment did not improve and sometimes worsened.’22 In a similar vein the UK
National Audit Office undertook a review of payment for results.23 This study
identified ten conditions required for payment by results to be successful (see
Table 6.3), including defining measurable outcomes, ability to clearly attribute
outcomes to interventions, and a relatively short gap between interventions and
evidence of outcomes.

The features in Table 6.3 are extremely demanding conditions that are un-
likely to be met for almost any social investment proposals. This highlights that
the continued focus on outputs reflects inherent measurement problems rather
than being constrained by the design of the public management system. For ex-
ample, much of the mental health system is managed on the basis of inputs. This
reflects the severity of measurement problems inherent in mental health services
rather than a rigidity of public contracting or the public management system.
Table 6.3 highlights how measurement and attribution problems will hamper the
implementation of the social investment approach.
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Figure 6.1: Social service clients. Source: Productivity
Commission, More Effective Social Services, August
2015, Figure 0.1.

The operation of the policy system

While New Zealand’s relatively high ranking on the human development index24
suggests that the welfare state deals tolerably effectively with most of the pop-
ulation through the traditional social programmes of providing universally for
health, education and welfare (including retirement), there is now a set of social
challenges which have not been adequately addressed through traditional mass
delivery of standardised social services. The Productivity Commission in its re-
cent report More Effective Social Services used the four quadrants in Figure 6.1
to highlight where traditional approaches to social service delivery are less ef-
fective.25 The report shows that while the bulk of people in quadrants A and B
were able to get access to services, different ways of working are needed for some
in quadrant C and particularly people in quadrant D (where complexity is high
and agency is low). Quadrant D includes relatively few people but those with ex-
tremely high economic and social costs — the commission reports that the 10,000
highest-cost clients incur $500,000 per person or a cost over the life-course of
$6.5 billion.26

Addressing the needs of the people in quadrant D requires developing inter-
ventions that will work at the individual level to overcome some pretty severe,

165



often intergenerational, social pathologies. At a technical level the policy analysis
must address three critical questions:

1. Where to invest?
2. What to invest in?
3. How to invest?

The analytical infrastructure, including client segmentation analysis, is intended
to provide the tools to help identify ‘where to invest’. What has been lacking to
date has been an agency with the willingness, mandate, capability, resources and
political backing to drive this analysis through into practical actions. The new
SIA has been given the mandate to advise the government on where to invest but
that leaves open the questions of what to invest in and how.

Understanding ‘what to invest in’ (intervention innovation) is less devel-
oped. This requires designing governance arrangements that enable the develop-
ment of a greater understanding about what individual interventions will work.
Local initiatives can assist with problems in quadrant A, like the fractures and
falls initiative led by an alliance of providers sponsored by the ACC. However,
local solutions are less likely to get traction on more complex problems (quadrant
D) that will also require expert knowledge and judgment.

Addressing the ‘how to invest’ question requires a mindset change that al-
lows the emergence of alternate governance structures operating in parallel with
mainstream services. The new SIA is not a commissioning agency so responsibil-
ity for contracting with NGOs remains with the individual public agencies.

The governance of the social investment approach is a complex area, as there
are lots of permutations and design choices: there is no gold standard, best prac-
tice or one best way. For example, governance of joint inter-agency working can
be based on shared participant governance, a lead organisation or an external net-
work administration organisation.27

It is not clear where responsibility lies for improving the commissioning of
social services. The Productivity Commission report made a number of recom-
mendations to the government around commissioning, purchasing and contract-
ing, including the appointment of a lead commissioning agency. In its response
to the recommendations, the government neither declined that recommendation
(R6.10) nor acted to adopt it.28

The discussion above on principles on which the place-based initiatives
were founded (including tight-loose-tight accountability) suggests that more ex-
perimental governance arrangements can emerge. Such arrangements need to
consider issues at a number of levels:

1. choice of organisational form (macro);

2. design of governance arrangements (meso) that allow for accountability and
control while devolving decision rights to lowest possible level; and

3. design of resources, positions and selection of staff (micro) that enables the
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right people with sufficient discretion to make binding decisions.

There is nothing inherent in the rules of the policy game that precludes policy
analysis on questions 1-3 from occurring. What is required is a change in how
the game is played, as shown in Table 6.4.

Conventional policy ap-  Social investment approach

proach
Focus starts Problem definition, as the Identify target sub-population using
with: solution sets are shaped by data

the way the problem is

framed

InterventionTop-down usually by min- Bottom-up devolved decision-making
selection isters, informed by official within a defined portfolio of options
advice based on selection
criteria
Target Broad populations People with complex needs, poor out-
group comes and associated high costs
Provider  Default is state sector agen- Select the organisation or network that
cies, although alternative ~ will be given responsibility for dynami-
providers may be an option cally evolving outputs to achieve
considered improved end state
Table 6.4: Rules of the policy game for social investment. Source: The authors,
based on D. Bouget, H. Frazer, E. Marlier, S. Sabato and B. Vanhercke, Social
Investment in Europe, Publications Office of the European Union, Luxembourg,
2015. pp.6-8.

Changes in the ways policy analysis is undertaken to support the social invest-
ment approach, while necessary, are not sufficient on their own. In addition,
strong senior political leadership will be required to sustain initiatives that cut
across the boundaries of ministerial portfolios and public agencies’ domains.
Firm support will be needed from the central agencies to ensure the traditional
hierarchical ways of working are not applied to the alternative governance struc-
tures. The risk is that hierarchal control will grind the reforms out of the system.

The operation of the accountability system

Strengthening accountability was one of the founding principles driving the New
Zealand public management reforms, and formal accountability is hard-wired
into the system. Figure 6.2 shows how the accountability system operates at two
levels: the meta system, and how it is applied within individual organisations.
The figure also distinguishes between the formal system (the rules of the game)
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and the real system that is in use (how the game is played).

Hitchiner and Gill discuss how at the system level the operation of account-
ability has moved from a harder-edged ‘making the managers manage’ approach
in the early 1990s to a more permissive ‘letting the manager manage’ approach.29
The Better Public Services reforms (2011-13), while leaving the basic architec-
ture intact, have overlaid a stronger emphasis on cross-agency processes.

Despite the shift at the system level, at the level of individual public agencies
(quadrants 3 and 4 in Figure 6.2), the dominant operating model involves ‘outputs
compliance and control’.30 While the formal system (quadrants 1 and 2) has be-
come more permissive, individual public agencies have recreated the iron cage of
control (quadrant 3).

The focus of the dominant operating model on ‘outputs compliance and
control’ reflects a number of factors including the nature of the authorising envi-
ronment (discussed in more detail by John Yeabsley in Chapter 13) and the nature
of their core business. Some aspects of the authorising environment such as the
treatment of political risk are inherent and not amenable to change.

FORMAL IN USE
Operation of the | 2
system as a whole Rules of the game Plays of the game
e.g. legislation, e.g. rhetoric and
conventions, practices of the
structures, guidance central agencies
Operation of the g 4
";'z;;'izur‘zleasge:g;s Organisational Organisational
4 governance and culture ‘How we do
control systems things around here’

Figure 6.2: Elements of the accountability system. Source:
The author.

It is important to explore the dominant mode of operating in public sector agen-
cies. That mode is staff working within their individual organisations to deliver
their core business services. That is not to say cross-agency working does not oc-
cur — indeed, some outstanding things are done31 — but this is an exception to
the rule.32 There is a perennial risk that despite active political leadership, cross-
agency co-operation will get buried by the strength of the traditional operating
mode through vertical hierarchies.

Table 6.5 shows three different states of the world, each of which require dif-
ferent ways of working. Column 1 (‘Known’) is the world of standard operating

168



Chapter 6 Challenges for the public management system

procedures which is the standard default model for public sector organisations.
Most public servants work in this way most of the time. These ‘default’ modes
appear to most of them as the normal and natural way of conducting the business
of the public sector. Column 2 (‘Knowable’) is a world of experts. Some public
organisations predominantly work in this way and some do it some of the time.
Column 3 (‘Complex’) is the world of networks in which staff work across or-
ganisational boundaries, joining up to try to address wicked problems.

The application of the social investment approach raises some difficult chal-
lenges for the default way of working (Column 1). Moving to a person-centred
model rather than an agency service-centred model requires different ways of
working — moving from Column 1 to a mix of columns 2 or 3. These different
modes will in turn require different ways of exercising accountability.33 It is in-
structive, for example, that the local place-based initiatives explicitly adopted a
tight-loose-tight accountability.

Alternative governance models such as experimental governance or col-
lective impact have distinctive mechanisms for accountability, monitoring and
ensuring conformance.34 The challenge for the system is to enable the move
to multiple modes of operating with different styles of governance for different
tasks.

Known ‘ Knowable Complex

Following a recipe Sending a rocket to the moon Breaking the cycle of disadvantage
Recipes are tested Formulae are critical Formulae are useful but limited

Recipes produce standard results Expertise in specialised field Expertise is needed but not sufficient
Similar results every time Rockets are similar in critical ways Each situation is unique

Cause and effect is predicatable Cause and effect separate in time Cause and effect clear only in retrospect

Table 6.5: Different modes for different states of the world. Source: Brenda Zimmerman,
Schulich School of Business, York University. Cited by Tamarack Institute, Exploring the
Collective Impact Opportunity, 2015, p.5.

The problem is not that the system’s formal design does not permit these different
styles of governance. Rather, the challenge is one of mental models. Staff work-
ing in the current system rely heavily on a default range of practices. These
practices are efficient in the sense that they have served the organisation well
in the past and helped to protect it from challenges from the authorising envi-
ronment. The public management system (quadrants 1 and 2 in Figure 6.2) can
accommodate different ways of working, including cross-agency work when it is
required. The challenge will come for the central agencies to support and cham-
pion alternative ways of working and guide individual agencies to unlock the iron
cage of control (quadrant 3) and adopt a wider range of default practices (quad-
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rant 4).
We turn now to a discussion of the change management challenges raised by
how the public management system operates at the individual agency level.

Change management

Embedding the social investment approach, like any long-term policy change, is
a long march. It will require the government to identify which clients to focus on
and to experiment with different approaches to address previously unmet needs.
It will call for different programme offerings and require public agencies to gov-
ern differently by working alongside service providers and communities. It will
require investment in resources now, with long lags before demonstrable im-
provements in social outcomes can be identified. These big technical challenges
are discussed further in Chapter 9.

In additional to these technical challenges, there are the standard organi-
sational change problems that can block or derail any new programme. Patch
protection, resistance to changing standard operating procedures, risk aversion
and reluctance to reallocate budgets can all occur in organisations in both the
public and private sectors. One of the striking findings from the research for this
chapter was the lack of progress in conceptualising and operationalising the social
investment approach, despite having a senior minister as champion and advocate
for more than a decade.

The Institute for Government identifies a number of risk factors that contrib-
ute to the failure of long-term government policy programmes:35

» government changes leading to shifts in priorities

» ministerial turnover leading to a loss of political leadership
» underpowered bureaucratic leadership

« restructuring of the lead agency

 resource diversion and reprioritisation

« shifting goals with competing priorities taking precedence.

The study identified three distinct phases for long-term change programmes:
‘raising salience’, ‘building blocks’ and ‘embedding’, with different critical suc-
cess factors for each phase. Applying those criteria to the social investment
approach, a number of the critical success factors are in place for the raising
salience and building blocks phases:

» apersonal comment from a senior political figure

* an issue that can be used for party strategic positioning

 creating an institution charged with performing the activities required
* pre-existing institutions that are not seen as fit for purpose

* dedicated resources for the function.
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However, some key factors are missing:

* the creation of a baseline by which future progress can be judged
 putting in place principles or a framework that governs future work
* an active effort to learn from previous attempts to solve the problem.

Looking ahead, we are still some way away from facing the Phase 3 embedding
phase ‘where an issue has risen up the agenda, the government has established
a framework for responding, and the level of political energy and attention fre-
quently dissipates’.36

Having a political champion to sponsor the change is critical for the success
of long-term policies but without sustained leadership from the burecaucracy,
change cannot be successively embedded. Social investment is still in the initial
phase of being rolled out and this is reflected in the limited nature of the changes
to date and the lack of substantive research material or policy analysis available
from the central agencies on how to apply the approach. Central agencies along
with the SIA have a key role in influencing how the game is played (quadrant 2 in
Figure 6.2), which in turn will enable change to be driven in quadrant 4. This role
extends beyond influencing to include leading the analysis on the key questions
listed earlier. To date there has been no detailed focus on these questions.

CONCLUSION

The foundation chapter for this book identified three distinct pillars of the social
investment approach: client segmentation, innovation in intervention and gover-
nance.37 The first, using data to segment the targets, is the most advanced: we
know with some granularity that there are groups of people with certain charac-
teristics in certain areas, and in many cases an agency will know who they are at
the individual level.

The middle pillar — intervention innovation — is the least developed. This re-
quires developing interventions that will work at the individual level to overcome
social pathologies. While the SIA data infrastructure and analytical layers are de-
veloping a set of tools, the system currently lacks the capability to address the
‘what to invest in (intervention selection)’ and ‘how to invest’ ‘questions.

For the third pillar — governance — the public management system already
has most of the flexibility and tools required to enable the social investment ap-
proach to be rolled out. What is needed is the sustained commitment to use these
tools to full effect. Making progress on intervention innovation will depend on
addressing how social investment is governed. The public management system
will have to operate in multiple modes that require giving up (the pretence of )
control of outputs in order to achieve the outcomes sought, and in some cases de-
centralising the locus of control.
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This chapter has not identified any limitations inherent in the design of
the formal public management system to the rollout of the social investment
approach. Some of the constraints — such as the holy grail of contracting for
outcomes — are inherent in social services. Other constraints — the authorising en-
vironment being hostile to experimentation — are inherent in the political system.

The main barriers relate to ‘how’ the formal system is operated rather than
‘what’ the formal design requires. Fundamentally embedding the new approach
is a change management challenge to break down the iron cage of control and
enable new ways of working and governing to emerge. Using the Institute for
Government framework, social investment is still in the ‘rising salience’ phase,
with the ‘building blocks’ starting to be put in place and ‘embedding change’ yet
to occur.38 The extent of this challenge needs emphasis. Despite have a senior
minister as champion and advocate for the new approach for more than a decade,
one of the striking research findings was the lack of progress in conceptualising
and operationalising the social investment approach. Embedding it will require
continued commitment from the political leadership, more sustained and focused
bureaucratic leadership, and resources to invest in new and enhanced technical
capabilities. But central government cannot to do this on its own. Buy-in and
support from the private service providers and local communities are required to
co-produce the changes desired.
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Chapter 7
Prediction and social investment

Tim Hughes

INTRODUCTION

Aggregate and individual predictions

As discussed by Jonathan Boston in Chapter 4, social investment involves a tem-
poral gap between the initial investment and the future returns.1 At the point of
investment, the investor is faced with the need to predict those returns. For ex-
ample, when considering an opportunity to invest in parenting programmes for
families of young children on the basis that this will improve later educational
achievement and tax returns, an investor would want to predict the likelihood that
these returns will be realised.

Investment decisions can be considered at the level of a programme, service
or policy, and also at the level of an individual person. For example, a policy
person might consider in a general way whether increasing funding for a particu-
lar parenting programme is likely to improve outcomes. Should this programme
be funded, frontline practitioners then need to decide in each case whether to
refer specific families to it. This is also a predictive task, as the person referring
the family is predicting that their circumstances will be improved, or at least not
worsened, through participation in the programme.

Professional judgment versus predictive risk modelling

Predictions can be made in different ways. A useful distinction is between
professional judgment and predictive risk modelling. Professional judgment is
exercised by experts in the field, supported by experience, training and guide-
lines, using whatever information is available and deemed relevant. For example,
when a school principal decides to suspend a student, they will do so in part based
on their own assessment of the likelihood of the student harming themselves or
others if allowed to stay in school.
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Predictive risk modelling, in contrast, is ‘an automated algorithm which har-
vests data from a variety of sources’.2 For example, each offender managed by
the Department of Corrections has an automatically generated risk score known
as RoC*Rol that represents their estimated probability of being reimprisoned for
a new offence, based on characteristics such as their age, offence type and num-
ber of previous offences.3 The information used in a predictive risk model may
or may not be known by those subsequently using the model.

A predictive risk model does not necessarily dictate what course of action
ought to be taken. In a social context, its results will usually be considered by a
human decision-maker alongside other factors unrelated to the prediction.

Use of professional judgment and predictive risk
modelling prior to social investment

Risk prediction was already widespread across government before social invest-
ment. At an aggregate level, most policy and funding decisions are supported by
implicit predictions by policy advisers and others that the proposed policy or in-
vestment will resolve some problem. At an individual level, many decisions that
government officials make about people are based on predictions about future be-
haviour. As noted in Table 7.1, there are many coercive state powers that may be
exercised only where justified on the basis of assessed risk, across the areas of
health, justice, education and welfare.

In some cases these predictions are supported by predictive risk models, such
as with the RoC*Rol tool. In other cases they are made by professional judgment,
such as when judges decide whether to remand or grant bail to a person accused
of a crime.

Many of the considerations relating to predictive risk modelling apply
equally to professional judgment. And when considering the merits of predictive
risk modelling, the counterfactual in many cases will be the status quo of risk as-
sessment based on professional judgment.

Expanding use of predictive risk modelling as part of
social investment

Social investment is leading to greater use of prediction in general, as well as pre-
dictive risk modelling specifically. Prediction is being used to support investment
decisions at both an aggregate and individual level, under the assumption that this
will improve general and individual well-being, and reduce fiscal cost.

For example, the investment approach to welfare uses an actuarial model to
identify high-liability groups of clients for investment in at an aggregate level,
such as through funding of an intensive case management service. The same
model is also used to support the referral of specific individuals to that service.
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Similar models have been built or are being built for Social Housing, Justice
and Oranga Tamariki.

Organisation of this chapter

This chapter is organised around the theme of predictive accuracy. Where pre-
dictions are mandated (such as in the examples from Table 7.1) or recommended
(as by ministers with social investment), there is an assumption that sufficiently
accurate prediction is possible.

In this chapter I consider three questions at both the aggregate and individual

level:

1. What makes predictions more or less accurate?

2. What problems are associated with imperfect prediction and how can these
be managed?

3. In what circumstances are predictions sufficiently accurate to be appropri-
ately used by decision-makers?

Legislation Provision
Bail Act 8(1) In considering whether there is just cause for continued deten-
2000 tion, the court must take into account (a) whether there is a risk that
iii) the defendant may offend while on bail.
Sentencing 7(1): The purposes for which a court may sentence or otherwise
Act2002  deal with an offender are: ...(g) ‘to protect the community from the
offender’.
Parole Act 7(1) When making decisions about, or in any way relating to, the
2002 release of an offender, the paramount consideration for the Board in
every case is the safety of the community.
7(3) When any person is required under this Part to assess whether
an offender poses an undue risk, the person must consider both
(a) The likelihood of further offending
(b) The nature and seriousness of any likely subsequent offending.
Solicitor-  (In determining whether prosecution is in the public interest a con-
General’s  sideration is): 5.8.1 Where there are grounds for believing that the
prosecution offence is likely to be continued or repeated, for example, where
guidelines there is a history of recurring conduct.
CYPF Act s(39)(3) Any person authorised by warrant under this section to
1989 search for any child or young person may ...

(b) if that person believes, on reasonable grounds, that the child or
young person has suffered, or is likely to suffer, ill-treatment, seri-
ous neglect, abuse, serious deprivation, or serious harm, (i) remove
or detain, by force if necessary, the child or young person and place
the child or young person in the custody of the chief executive.

181



Education s14(1) The principal of a State school may stand-down or suspend a

Act 1989  student if satisfied on reasonable grounds that
(a) the student’s gross misconduct or continual disobedience is a
harmful or dangerous example to other students at the school; or
(b) because of the student’s behaviour, it is likely that the student,
or other students at the school, will be seriously harmed if the stu-
dent is not stood-down or suspended.

Social Se- 40A(1) The purpose of the supported living payment is to provide

curity Act income support to people because they are people who fall within

1964 any one of the following 3 categories:
(a) people who have, and are likely to have in the future, a severely
restricted capacity to support themselves through open employment
because of sickness, injury, or disability.

Health Act 79(1) If the medical officer of health or any health protection offi-

1956 cer has reason to believe or suspect that any person, whether
suffering from an infectious disease or not, is likely to cause the
spread of any infectious disease, he may make an order for the re-
moval of that person to a hospital or other suitable place where he
can be effectively isolated.

Table 7.1: Examples of mandated prediction in New Zealand. Source: The au-

thor.

Examples are drawn primarily from the field of criminology and criminal justice,
reflecting my area of comparative expertise.

ACCURACY OF PREDICTION

This section of the chapter discusses some of the major factors that affect the ac-
curacy of a prediction. The ethical implications of accuracy are discussed later
when I consider what makes a prediction ‘sufficiently accurate’.

Measuring accuracy: sensitivity and specificity

The accuracy of a prediction is commonly measured by its sensitivity and speci-
ficity. In a medical context, the sensitivity of a test is the ability to correctly
identify those people who have a disease (the true positive rate) and the speci-
ficity is the ability of the test to correctly identify those people who do not have
the disease (the true negative rate).

The same concepts can be used to assess the power of a method to predict
any binary outcome. For example, one can measure the sensitivity and specificity
of a method used to distinguish those who offend in future from those who do
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not, or to distinguish the positive versus null impact of a policy initiative.
Different statistics are available to assess the power of methods to predict
non-binary outcomes, such as the number of offences predicted to be committed.
Accuracy can in principle be calculated for both predictive risk models and
for professional judgment, though it is uncommon for the latter to be assessed in
this way, except to compare it with a predictive risk model.

Comparative accuracy of predictive risk modelling and
professional judgment

An extensive research history consistently shows that while professional judg-
ment typically performs better than chance (random prediction), predictive risk
models consistently perform better than either when judged by sensitivity and
specificity.4

In some cases predictive risk models perform very well. For example, a re-
cent study in Nature Human Behaviour used childhood developmental factors to
predict adult problem behaviours with an AUC2 of 0.87 — this is a high degree of
accuracy.5

At the same time, predictive risk modelling is often far from perfectly ac-
curate. A typical result for tools predicting crime is an AUC of about 0.75. This
means that for two individuals chosen at random, one from the population of re-
cidivists and the other from the population of non-recidivists, there is a 75 per
cent chance that the tool will assign a higher risk score to the individual from the
recidivist population.6

It is not always possible or feasible to construct a predictive risk model to
support a prediction. In some cases, for example with firefighters, the dynamics
of a situation mean that intuitive decision-making is the only option. Research by
Gary Klein has demonstrated how the mental models constructed through indi-
vidual experience can yield useful and highly relevant insights.7

Other modes of professional judgment can also yield impressive results, as
demonstrated in a recent study by Philip Tetlock and Dan Gardner.8 For example,
when asked to predict unique, non-repeatable events such as the probability that
‘Serbia be officially granted European Union candidacy by 31 December 2011’
people made more accurate predictions where they considered multiple sources
of information, examined base rate information from analogous situations, regu-
larly updated their predictions as new information became available, and so on.

These examples show that in some policy and practice contexts, particularly
those where the available data is sparse or only loosely connected to the outcome
in question, non-quantitative modes of prediction may yield superior results.

So at both the aggregate and individual level, predictive risk modelling and
professional judgment will often improve on random guessing and achieve a cer-
tain level of accuracy. At the same time, these predictions will often be made with
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a substantial amount of error, with many false positives, false negatives or both.
These errors are fundamental to the ethical challenges of using any kind of pre-
diction to support social investment.

The counterfactual

When predicting the return on an investment, there is an implicit comparison with
the counterfactual of no investment. For example, when deciding whether to grant
an offender bail or to remand them, a prediction is needed about the likelihood of
offending under both options. In both cases, that likelihood is subject to change in
response to evolving features such as bail management procedures, services of-
fered to remanded prisoners, their social context and individual preferences and
so on. The relative effectiveness of each option is therefore subject to uncertainty
under both conditions.

Risk versus uncertainty

A distinction is often made between risk, which is quantifiable, and uncertainty,
which is not. Both affect predictive accuracy. Predictive risk modelling reflects
only quantifiable factors, and implicitly assumes that predictive correlations in
the past will be maintained in the future. The sensitivity and specificity of a pre-
diction can be estimated ex ante using historical data, but can only be truly known
ex post.

The concept of the black swan event entered common usage following the
global financial crisis of 2008.9 A black swan event is one that deviates beyond
what is normally expected and is extremely difficult to predict. The concept rein-
forces that social systems are complex, dynamic and sensitive to rare events that
can disrupt previously stable patterns of association. Social behaviours such as
crime, as part of this social system, are not fully stable, so past associations will
not always be a reliable guide to future behaviour.

Uncertainty does not always relate to extreme shocks. In many cases more
prosaic changes can affect predictive accuracy. For example, assume that a pre-
dictive risk model to predict fraud were fitted to the available data in the 1990s.
The model may initially have performed well, but once EFTPOS was introduced,
fraud reduced substantially because of the steep decline in cheque fraud. The
same risk model would now perform poorly because of an exogenous change in
the environment.

Prediction of rare events

Certain crimes, such as rape and murder, are much more serious than the typical
crime, and much more salient when it comes to predictions of dangerousness. To
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falsely identify someone as likely or unlikely to commit a murder can have dev-
astating consequences.

Unfortunately, the relative rarity of these most serious crimes makes them
much harder to predict. Predictability depends crucially on base rates. We know,
for example, that 87 per cent of four-year-olds are enrolled in some kind of formal
early childhood education — this is the base rate.10 So if we merely predict that
every four-year-old is enrolled, we will be correct 87 per cent of the time. For
technical reasons it might be hard to improve upon this estimate, but the high base
rate is very informative, partly due to the large numbers involved.

If the base rate were 50 per cent, then predictions that every four-year-old
was enrolled, or that none of them were enrolled, or flipping a coin for each,
would all be 50 per cent accurate. This provides some information, but less than
if the base rate were 87 per cent. But thankfully, statistically speaking it is rela-
tively easy to improve upon the base rate in these middle cases — the difficulty of
predicting events of interest increases as the base rate differs from 0.50.11 With
a base rate of about 50 per cent for reimprisonment for released prisoners, it is
perhaps then no surprise that tools for measuring the risk of reimprisonment are
able to improve substantially on the base rate.

The greatest challenge is where the base rate is low. A low one is both not
very informative, and difficult to improve upon. For example, since computerised
records began in 1980, only one person in New Zealand convicted of murder has
murdered again after being released on parole. Identifying this case out of all the
others where there was no subsequent murder is very much a needle in a haystack
problem. And it would be difficult to improve upon this situation using statistics,
as the sample size would be 1.

In a low base-rate context, even a statistical tool that improves substantially
on the base rate can still have limited practical value. For example, a predictive
risk model was developed to support parole officers in Pennsylvania by predict-
ing murder.12 A fairly staggering 1 per cent of parolees in Pennsylvania are
charged with murder within two years of release. The risk model is able to im-
prove upon this base rate, but among those classified ‘high-risk’, only 7 per cent
were actually charged with murder — a false positive rate of 93 per cent. And more
murder charges (185) were laid against people in the ‘low-risk’ group than in the
‘high-risk’ group (137).

Reliance on accurate information

Prediction can only be as good as the underlying information. This point applies
to predictions made using professional judgment as well as to predictive risk
modelling.

In the case of professional judgments, these can often be inconsistent and
prone to influence by extraneous factors, reflecting subjective differences in the
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way information is interpreted. For example, recent studies both internationally
and in New Zealand of decision-making in child protection found that pro-
fessionals’ attitudes towards child welfare affected their risk assessments and
recommendations, above and beyond the objective characteristics of a given
case.13

As another example, an Israeli study made headlines by providing evidence
for Alexander Pope’s observation that ‘hungry judges soon the sentence sign’,
showing that the longer a judge has been working without a break, the less likely
they are to release a prisoner on parole.14 In New Zealand there is evidence of
variation in sentencing practice across regions that is not explainable by changes
in the characteristics of offenders and offences across regions.15

Consistency is an important consideration, particularly in a judicial context.
Inconsistent use of discretion can potentially undermine the rule of law, a princi-
ple of which is that ‘the laws are ... applied evenly’ (World Justice Project).

Professional judgment can also involve bias. There is evidence that for any
given offence, and after controlling for factors such as age and offence history,
Maori are somewhat more likely to be apprehended, prosecuted and so on.16 Pat-
terns in the use of discretion by practitioners are likely to be a contributing factor
to this.

Predictive risk modelling has the potential to provide more consistent as-
sessments of risk that are not subject to individual bias. However, the data that
support predictive risk models can themselves be biased, inaccurate or mislead-
ing.17

In government administrative datasets, even basic pieces of data like date
of birth can be inaccurately reported, particularly to justice sector agencies, and
errors in data recording can multiply when various datasets are connected with
behind-the-scenes algorithmic matching.

Another important limitation is that government datasets capture variables
that may only be loosely related to the outcome of interest. For example, two of
the factors most predictive of offending are anti-social attitudes and anti-social
peer groups.18 Neither is likely to be captured reliably and comprehensively in
any government database. Correlations with variables like age and service use
will often be statistically significant, but in many cases will be a crude proxy for
more detailed psychological and social data.

Relatedly, the definition of the outcome variable is limited by the available
data. In the case of crime, only police-recorded crime figures are available for
predictive purposes, thus yielding a potentially biased result in comparison to the
true level of crime, which may be distributed across the population in a different
fashion. Similarly, the emphasis on fiscal modelling may in part reflect the fact
that the fiscal costs of social ills are generally easier to observe than the broader
economic costs.

There may also be no relevant information about the relationship between
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the predictor and the outcome variable if the relevant outcome is never allowed
to materialise. For example, it is difficult to assess the risk level of sex offenders
on a preventive detention sentence, if only because they are so rarely released.

Because of these limitations, it seems reasonable to assume that analysis of
government databases under social investment will explain less of the variance
in crime than the most advanced social science research, which captures a much
richer set of data. In particular, longitudinal studies such as the Christchurch
Health and Development Study are much better placed to explore how and why
individuals develop into and out of the sort of harmful patterns of behaviour that
concern policy-makers.

In general, we can also expect government datasets to suffer from systematic
measurement error, because the data is collected for administrative, not research,
purposes. We only capture data on people we have to transact with, and only at
the points where we transact with them. This means that government datasets are
imperfect representations of reality. In the justice system, it is often observed that
our data reflects more what we do to people than what they do to each other.

We know, for example, that most crimes are not reported.19 So if there is
any systematic differential in crime reporting by factors such as location, gen-
der, ethnicity and so on, any success in predicting crime may to some extent be
success in predicting patterns of reporting rather than actual crime. Similarly,
because there is evidence that sentencing practice for driving offences varies sub-
stantially across court districts,20 risk differentials for offenders throughout the
country will to some extent reflect differences in court practice.

And because only some crime is recorded, both professional judgments and
predictive risk models may appear to be more accurate than they are on the basis
of measured sensitivity and specificity, if the models are more successful at pre-
dicting recorded crime than they are unrecorded crime.

Static versus dynamic risk modelling

Predictive risk modelling is often focused on individual people, and assigns a
non-contextual risk score based on observed characteristics. For example, the
RoC*Rol tool provides a simple probability that an individual will be reimpris-
oned. For a young male burglar, the tool might say they have an 80 per cent
chance of being reimprisoned. This is a static risk assessment that locates the like-
lihood of offending in the characteristics of the individual.

This implicitly reflects a theoretical perspective that crime is solely deter-
mined by differences between people in the propensity to commit crime. Further,
it is often asserted that these differences are fixed in childhood and endure over
time. This ‘population heterogeneity’ perspective is typified by the self-control
theory of Gottfredson and Hirschi, who hypothesise that differences in self-
control solely determine patterns of crime.21 Another influential theory, of the
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‘life-course persistent offender’ as a distinct type of criminal, also reflects this
trait-based perspective.22

Empirical tests of self-control theory show it accurately represents an im-
portant part of the crime picture. However, individual-level differences are just
a partial explanation, and are far from providing the full picture.23 In practice,
whether a child who fails to develop effective self-control (traits) goes on to of-
fend as an adult depends on a whole host of contingencies (states).

In a review and detailed empirical test of key theories in life-course crim-
inology, Ezell and Cohen identify that in addition to population heterogeneity
processes, state dependence processes also affect patterns of offending.24 By
state dependence, they mean that the likelihood of offending is not fixed over
time, but varies in each time period depending on what has occurred in prior pe-
riods.

In other words, from any one point in time looking forward, the likelihood
that someone will offend at some future date is not fixed: it depends on what has
happened in their lives to date, but also on various events that will happen be-
tween now and that future point. A static predictive model will not reflect this.

So in the example of the children exposed to risk factors during early child-
hood, whether or not those factors feed into offending later in life depends on a
host of contingencies, such as the child’s degree of success in education, the peers
they associate with during adolescence, whether they develop a substance abuse
problem, whether they succeed in finding a job, which community they end up
living in, and so forth.25

It can be difficult to fully model these contingencies, dynamics and situa-
tional effects because most government data is organised around the individual.
This could lead us to assume that individual-level policy prescriptions are the
most relevant, when situational or dynamic interventions may be more effective.

For example, Heilbrun et al., in summarising the violence risk assessment
literature, note that ‘location is a very important parameter in risk assessment;
it contributes to the situational influences on violent behaviour that have been
investigated less extensively than have personal variables’.26 In other words, as-
sessment of the risk of violence for an offender or patient in an institution may
give limited information about their likelihood of offending in various commu-
nity settings.

Predictive erosion

Social processes and predictive associations change over time in ways that can
erode the accuracy of a predictive method unless it is recalibrated to reflect the
new reality. This applies to both predictive risk models and professional judg-
ment.

For example, police practice has substantially changed in recent years to
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make greater use of alternative resolutions. For many low-level offenders, this
will have changed the probability of conviction, sentencing and possibly re-
offending as well. Tools and methods to predict outcomes calibrated under a
previous pattern of police practice will no longer be as valid.

This is not a fatal flaw of prediction, but it underlines the fact that risk-based
practice requires a substantial ongoing investment to maintain tools and methods,
with the implicit opportunity cost of analytical resource not devoted elsewhere.
Where this maintenance is deferred, it is easy to assume that ‘risk assessments’
are objective and valid, when they may no longer hold as much value as is as-
sumed.

Accuracy in practice

The accuracy of a predictive method can be assessed ‘objectively’ using measures
of sensitivity and specificity, but its true accuracy depends on how it is used by
the decision-makers, who may selectively adopt the predictions. International ev-
idence suggests that decision-making is often not based on a risk tool’s result,
even when the risk tool is filled out accurately.27

This may be in part because risk assessments are not always easy to under-
stand. Slovic et al. summarise a body of research showing that risk judgments are
in practice often dominated by emotional considerations, particularly a generic
impression of ‘goodness’ or ‘badness’ associated with the object.28 For example,
feelings of dread associated with the worst-case scenario can often lead people to
overestimate the likelihood of it occurring.

This reliance on the affective qualities of risk can in some cases lead even
sophisticated decision-makers to interpret risk tools in odd ways. For example,
Slovic et al. found that clinical psychologists, when asked to assess the danger-
ousness of mental health patients and recommend whether to release them, are
more likely to evaluate their risk as high when their risk score is presented as a
frequency (e.g., three out of ten released patients similar to Mr Jones commit an
act of violence within several months of discharge) rather than a probability (i.e.,
30 per cent) format.29 This finding is perhaps best explained by the fact that a
single concrete case is much more likely to elicit an affective response than an
aggregation of cases in the abstract.30

It is not immediately clear which format is more appropriate. Whether it is
better for practitioners to consistently over- or under-estimate risk will depend on
this application. And this is only one example of how seemingly objective pre-
dictive tools can lead to different subjective interpretations. More generally, the
question of how a predictive instrument is to be used appears to be worthy of de-
tailed consideration, as much so as the more technical questions of its design.
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CONSEQUENCES OF USING FALLIBLE
PREDICTIONS

No prediction is perfectly accurate, but many predictions are better than random.
The case for using imperfect ones depends in large part on the consequences of
those imperfections.

Positive impacts and false negatives

The simplest consequence of inaccurate prediction is a reduction in the benefits
of prediction.

At an aggregate level, greater uncertainty in prediction will reduce our ability
to distinguish high-return from low-return investments, reducing investment de-
cisions in the extreme case to a pure lottery. In circumstances of very low
predictive accuracy, our ability to achieve the social investment goal of investing
now in those services that will deliver the greatest long-term benefit will be cor-
respondingly limited.

At an individual level, failure to identify someone as at risk of a particular
outcome will mean a lost opportunity to intervene and prevent that outcome.

Negative impacts and false positives

Much of the concern about the ethics of prediction focuses on the negative
impacts of intervention on people falsely identified as being at risk of a poor
outcome. In an ethical review of predictive risk modelling for MSD, Tim Dare
considers the ‘burdens’ of such misidentification.31 In a medical context, burdens
will often come in the form of iatrogenic (harm-causing) side-effects associated
with a treatment. The same is true in a social context.

For example, there may be immediate stigmatising effects associated with
wrongly identifying someone as being at risk of a negative outcome. In general,
there is some evidence for the Pygmalion and Gollum effects, showing that
people can be sensitive to the expectations placed upon them.32 If people are
identified as being at risk of a negative outcome, this in itself may make that out-
come more likely.

There may also be secondary consequences associated with being falsely
identified as high-risk. Where false positives are targeted for intervention, at a
minimum this will waste the state’s resources and the individual’s time. There
may also be further consequences if the treatment creates detrimental effects.
For example, there is evidence that taking young offenders through a formal
process tends to increase reoffending through reinforcing an anti-social identity,
in comparison to a simple warning.33 Given that risk is a factor influencing police
decisions about whether to prosecute, those falsely identified as at risk of further
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offending may be more likely to experience the criminogenic consequences of
formal processing.

In some cases, being wrongly identified as at risk may lead to a limitation
of human rights. Most of the examples in Table 7.1 entail such limitations. For
example, school principals may expel a student if they are considered at risk of
hurting themselves or another student. If such an assessment used the fact that
males are more likely to offend, it would be a prima facie breach of the right to
freedom from discrimination (s19(1) NZBORA and s57(1) HRA).

The most substantial limitation of rights occurs in relation to imprisonment,
which limits the rights to freedom of movement and freedom of association
among others (s17, s18 NZBORA). In the cases of parole, bail and sentences such
as preventive detention, the decision to imprison is made primarily or solely be-
cause of a prediction that any other option would likely lead to further offending.

In some cases a limitation of rights can be justified under section 5 of the
New Zealand Bill of Rights Act 1990: ‘Subject to section 4, the rights and free-
doms contained in this Bill of Rights may be subject only to such reasonable
limits prescribed by law as can be demonstrably justified in a free and democratic
society.” When rights are limited on the basis of a prediction of future behaviour,
whether this limitation is ‘reasonable’ in turn depends partly on the accuracy of
the prediction. There are various tests used to assess the ‘reasonableness’ of a
limitation, such as that introduced in the seminal Canadian judgment R v Oakes.
Among other things, to be reasonable a limitation must, as per the Oakes test:

* be fair and non-arbitrary
* be carefully designed to achieve the objective in question
* be rationally connected to that objective.

The less accurate a prediction is, the closer it is to purely random prediction, then
the more arbitrary it is and the more difficult it is to meet this test, particularly
when the associated limitation of rights is more substantial.

Endogeneity: loss of predictive power over time

Social processes, including crime, do not operate in a closed system. For exam-
ple, crime leads to reactions by government agencies that can themselves affect
crime, both for good and bad. Where these reactions are based on a predictive
method (professional judgment or predictive risk model), they can in turn change
the pattern of crime, thus undermining the method’s accuracy.

This kind of entanglement — known as simultaneity or endogeneity — is com-
mon in criminal justice because ‘Data used in the formal risk assessments in
the criminal justice and criminology literature are generated by processes of in-
formal risk assessment and treatment assignment.’34 For example, the dominant
paradigm for offender rehabilitation dictates that greater resource be assigned to
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high-risk offenders. Rehabilitation programmes are often shown to be more ef-
fective for such people.35 In general, this would be expected to reduce the risk of
‘high-risk’ groups closer to that of lower-risk groups over time.

A corollary of this is that it becomes harder to distinguish between the risk
level of different offenders. The extreme example is when it becomes impossible
to differentiate between the baseline risk levels posed by different individuals.
For example, the perfect parole system would be one where there was a specific
threshold of dangerousness, and prisoners were all kept inside long enough for
the gradual reduction in risk that occurs over time to take them to that threshold,
at which point they would be released.36

In this situation, everyone released on parole would pose exactly the same
amount of risk, so would be indistinguishable by statistical analysis. In this sense,
Bushway and Smith argue that an inability to discriminate between risk levels can
be a measure of successful performance, as it indicates that all available informa-
tion is being used efficiently.37

Endogeneity: the ratchet effect

Endogeneity causes a particular problem when risk assessment leads to a re-
sponse that further increases risk, creating a loop known as the ratchet effect.

For example, there is some evidence that this can occur in the context of pris-
oner security classification systems, which assign prisoners to differing levels of
security based on an implicit prediction of misconduct. Some studies suggest that
harsher prison conditions can further increase the risk posed by prisoners.38

The problem with this is that when we come to recalibrate the security clas-
sification system, the characteristics of those who have previously been assigned
to high security will now show a stronger association with misconduct, leading to
a higher weighting. The recalibrated system will now show the previously ‘high-
risk’ group as even higher in risk than before the risk tool was introduced. Iterated
through several generations of a risk tool, this can lead to what Harcourt refers to
as a ‘ratchet effect” — where initial small differences in risk are inflated over time
by the way the state responds to those risks.39

While the ratchet effect might be most powerful with predictive risk model-
ling, it can equally apply to professional judgment. When it is operating, at least
part of what we identify as ‘risk’ associated with a particular group is likely to be
risk modified or caused by the state. In these cases, to some extent we are pre-
dicting state intervention rather than the behaviour of individuals. This point is
related to the earlier one about static versus dynamic prediction. A static risk tool
can be unbiased, well-validated and accurate but still misleading if the risks it
identifies are really the result of earlier dynamic processes that created that risk.

The quiet danger of the ratchet effect is that it is largely invisible — with a
well-calibrated tool, those identified as high risk will indeed offend at a higher
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rate, thus providing clear justification for the tool. But because of the simultaneity
between risk assessment and intervention, it is very difficult to separate out the
‘baseline’ or ‘natural’ risk of the individual from the ‘state-generated’ risk arising
from responses to that risk.

MANAGING THE USE OF PREDICTION IN SOCIAL
INVESTMENT

If prediction is to be used more widely in public policy and practice, there are
several courses of action that can help manage the consequences of any predic-
tion’s inevitable imperfections.

Managing inputs

The first layer of management concerns the information used to support predic-
tions, be it data in a predictive risk model or personal observations used in a
professional judgment.

Given that many predictions are used explicitly to discriminate between in-
dividuals or groups in terms of access to services, then a first recommendation
is for full transparency in the factors being used to make the prediction. This is
particularly true if any of those factors are prohibited grounds for discrimination
in the Human Rights Act, such as age or gender, but is important generally be-
cause any variable used to predict an outcome such as crime that is concentrated
among certain groups (the young, men and Maori in this case) will indirectly cap-
ture these factors in any case.

Transparency of factors can help the individuals concerned to challenge the
basis upon which decisions are being taken about them if they consider those de-
cisions to be unwarranted. Model design can add to transparency here — one big
disadvantage of machine-learning approaches in this context is that the result-
ing models are often highly complex and take on a black box aspect, whereas a
simple additive model may achieve similar predictive accuracy with more trans-
parency about how the prediction is being made. For example, by assigning a risk
‘score’ of 1 point if below 25, or 1 point if they have a prior criminal history.

A second recommendation is for agencies to provide explicit public guidance
about which factors are permissible when predicting certain behaviours, particu-
larly if these predictions are used to support decisions that limit people’s rights.
When providing guidance, agencies would do well to consider whether certain
factors are measured or perceived with bias, the strength of association between
any given factor and the behaviour in question, and interaction effects between
factors.

A third recommendation is for agencies to support their predictions with in-
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formation they already collect on a regular basis. For example, it is possible to
predict criminal behaviour to a certain level of accuracy by using information
collected for other purposes, such as a history of CYF contact. However, the
strongest predictors of crime, such as personality disorders and anti-social peer
associations, are not currently collected. Collecting this information would likely
allow for more accurate predictions, thus reducing false positives and helping
avoid some of the other consequences of inaccurate prediction outlined in the pre-
vious section of this chapter ‘Consequences of using fallible predictions’. At the
same time, accessing this data would entail a greater risk of privacy breaches, po-
tentially reduce trust and confidence in the system, and potentially make it more
difficult for health professionals to perform their role.

Managing accuracy

A further layer of management concerns the predictive methods themselves and
their accuracy.

The first recommendation is to measure and publish the accuracy of predic-
tions, their sensitivity and specificity. The accuracy of a predictive risk model is
typically published at the time of design, but it may be reduced in practice and
erode over time, so regularly publishing the accuracy of a tool in action would be
useful.

It is less common for the predictions made by professional judgment to be
explicitly measured for accuracy, but no less important from a natural justice per-
spective. If such judgments are unwittingly biased or only weakly accurate, then
the individuals’ concerned arguably have a right to know, particularly if the judg-
ment is being preferred over a demonstrably more accurate, more consistent and
less biased algorithmic alternative.

The counterfactual cannot be known at an individual level, but the outcomes
in general from varying patterns of individual-level decision-making can often be
tracked to understand if certain professionals are achieving greater accuracy or
better outcomes than others.

When measuring their accuracy, predictions need to be recorded in enough
detail to be falsifiable. For example, it would be insufficient for a police prose-
cutor to predict that an individual is ‘likely to abscond if granted bail’. To truly
measure accuracy, this prediction would need to be made in a form such as ‘70
per cent likely to abscond within three months’. Over multiple predictions of this
form, the predictive accuracy related to individual cases can be judged using a
method developed by Tetlock and Gardner.40 Only if predictions are recorded
in this form can the relative predictive performance of professional judgment be
fairly compared with that of predictive risk models.

This recommendation applies equally to policy advice. All policy advisers
are forecasters, whether they know it or not. When they recommend a course of
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action in response to a problem, they are making a prediction of positive change.
If the learning loop were taken seriously, policy advisers could be required to
make reputational bets at the time of their advice, by being asked to be suffi-
ciently precise in their predictions that they could be falsified. Such a system
would create incentives for more accurate advice, less vulnerable to optimism
bias.

A second recommendation is to regularly recalibrate predictive methods to
reflect changes in the social structure and new learning (while being sensitive to
the risk of the ratchet effect). For predictive risk models this can be managed cen-
trally, although those using the tool need to be sufficiently skilled to understand
the strengths and weaknesses of the model.

For professional judgment, the learning loop needs to occur at the level of the
individual decision-maker. One reason for specifically recording the accuracy of
professional predictions is to give the individual regular feedback on where their
accuracy is falling short, or if they are regularly over- or under-predicting in cer-
tain cases. Similar to the requirement for anaesthetists to follow up with patients
to identify any side-effects and help them develop a good intuition for risk, intu-
itive decision-making is most likely to become accurate over time with repeated
exposure to its consequences.41

A final recommendation is to be explicit about how a prediction should be
acted upon. In the case of a binary prediction, a cut point can be set at a certain
risk score, above which one treatment or course of action is taken. For example,
a parole cut point might be set at 60 per cent; those people with more than a 60
per cent chance of reoffending might be denied parole as a matter of course.

The cut point can be set to minimise either false positives or false negatives.
The appropriate point will depend on the context. Where a decision entails a sub-
stantial limitation of rights, for example, it may be appropriate to minimise the
number of false positives with a very high cut point (say, 90 per cent), even at the
cost of accepting many false negatives.

Conversely, where the burden placed on false positives is minimal and the
goal is to reach as many people as possible, then setting the cut point low will
minimise the number of false negatives at the cost of increasing the number of
false positives. For example, social marketing with road safety messages is pro-
vided to most people in the population through mass television campaigns, even
if many or most people are not likely to drive dangerously anyway.

Managing impacts

The impacts of a prediction also depend on how the prediction is used. For ex-
ample, in a medical context the ethics of an invasive diagnostic procedure that
carries risk of harm depend in part on the availability of an effective treatment for
the condition being diagnosed.
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The first recommendation is to be vigilant in assessing the effects of a treat-
ment or course of action that will be taken in response to a prediction, both ex
ante and ex post. For example, if a prediction is used to determine eligibility for
parole, then the criminogenic impacts of denying parole are an important consid-
eration, both because of the burden placed on those falsely identified as likely to
offend, and because of the potential for the ratchet effect to be triggered.

Equally, understanding the positive impacts of a treatment or course of action
is necessary to properly evaluate the value of using a prediction and whether any
limitation of rights is justifiable.

The second recommendation is to design predictive instruments in a way that
is sensitive to contingencies, to support a focus on changeable factors rather than
fixed traits. For example, a predictive instrument showing someone has a 40 per
cent chance of reoffending if they gain employment and avoid the use of drugs,
or 80 per cent if the reverse is true, is more useful and instructive than one that
says merely that someone has a 60 per cent chance of reoffending on average.

CONCLUSION

Social investment aims to make greater use of prediction in general, and pre-
dictive risk modelling specifically. In this chapter I have highlighted some of
the factors that can affect the accuracy of a prediction, some of the negative
consequences of imperfect prediction, and some methods to limit those negative
consequences. In conclusion I consider the general question of when a prediction
is sufficiently accurate to be used at all.

How accurate is sufficiently accurate?

Prediction will never be perfect, and in some cases will only be marginally better
than a random guess. In certain circumstances, using prediction of any type may
be unjustified, even if it is conceptually desirable under the assumption of perfect
prediction. Sociologist Bernard Harcourt argues in his book Against Prediction
(2007) that the imperfections and negative consequences of prediction in the
criminal justice sphere are such that its use cannot be justified, and that policies
such as indeterminate sentencing should be abolished.42

Without assessing the merits of that particular argument, there is a general
question about the circumstances in which prediction is justifiable. The point at
which a predictive risk model or professional judgment is accurate enough to be
justifiable will of course depend on the precise context in which it is being used.
The Oakes test for whether limiting a right is justifiable provides a useful starting
point here.

Adding to that list, I would suggest that whether a prediction is sufficiently
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accurate to justify being used depends — at a minimum — on answers to the fol-
lowing questions:

* How important is the policy objective that the prediction is designed to sup-
port? How well can it be achieved without the use of prediction — what is the
counterfactual?

*  What treatment or course of action does the prediction relate to and, given the
level of accuracy of the prediction:

» What predicted benefits does the treatment create, and how uncertain are
they?

= What burdens does the treatment place on those subject to the prediction,
through iatrogenic effects of treatment, stigmatisation or financial or time
costs to the individuals in question?

= Does use of the prediction limit people’s human rights, particularly the
right to freedom of discrimination?

= If so, does the prediction use prohibited grounds for discrimination?

» Is use of the prediction being managed in a way to minimise potential harms,
and to identify if negative impacts are increasing through erosion in predictive
accuracy, growing inconsistency or growing bias?
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Chapter 8
Evidence for social investment

What is it and how might we collectively learn to
inform decision-making?
Gail Kelly and Isabelle Collins

At its core, social investment is a more rigorous and evidence-based feedback
loop linking service delivery to a better understanding of people’s needs and in-
dicators of social services. There will also be more systematic measurement of
the effectiveness of services people are currently receiving. This information can
then be used to do more of what works — and stop things that don’t. Understand-
ing the effectiveness of spending and doing what works are two principles with
relevance to all public spending. 1

INTRODUCTION

At the heart of the social investment approach in New Zealand is the need to
understand what interventions2 are working, for whom, and under what circum-
stances.3 Central government spends around $34 billion (11 per cent of GDP)
on social services and another $31 billion on transfer payments such as New
Zealand superannuation and welfare benefits. What impact is this having on peo-
ple’s lives? Are the ‘right’ people benefiting from this investment of the tax take?
Is it good value for money? These types of questions speak to the need to under-
stand the effectiveness of interventions — that is, are we ‘doing the right things’?

The funding available for investment in social programmes is finite, and so
too is the funding for evaluating them. However, we also need to invest in a learn-
ing system to capture what is known — that is, we must also focus on ‘doing things
right’.

There is a wide literature in psychology on the way people learn and how
they make decisions. People draw on ‘evidence’ from a wide range of sources;
decisions can be based on previous experiences, intuition or ‘gut instinct’, as well
as facts and figures. New Zealand’s social investment approach relies heavily on
‘evidence’ to inform decision-making, but what counts as evidence in this con-
text? It’s a contested term.

The focus of this chapter is on learning about the effectiveness of interven-
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tions for social investment. We concentrate on three key processes:

1. the nature of the evidence needed to produce effective interventions (which
prevent the need for further and ongoing higher levels of spending);

2. the barriers to monitoring and evaluation in the real world; and

3. a case for more and better use of evidence by developing capability for sys-
tem learning (to help offset fragmentation of service delivery) as well as
individual programme learning.

We begin with a discussion about what constitutes evidence. Continual monitor-
ing with feedback loops is critical to building this knowledge, as are well-de-
signed developmental, process and outcome evaluations — we briefly outline key
initiatives from overseas and in New Zealand in this regard. At face value, evalu-
ating to learn about effectiveness sounds straightforward. However, as presented
in this chapter, there are barriers to generating evidence about interventions, and
to making sense of it and then using it appropriately to make social investment
decisions.

The focus on individual interventions has led to the fragmentation of service
delivery and knowledge about what works. The child/family/whanau is at the
centre of the social investment approach, and questions such as ‘How do cross-
sector policies and interventions interact?” and ‘How might we configure the
delivery and funding system for maximum benefit for those who need it?’ require
new thinking about how we accumulate knowledge within the system. We briefly
discuss learning about effectiveness at the system level.

WHAT CONSTITUTES EVIDENCE?

Evidence in this context refers to information that helps to turn strategic priorities
and other objectives into something concrete, manageable and achievable.4 This
definition emphasises the importance of the processes whereby a mass of infor-
mation becomes an evidence base on which defendable judgments can be made.
Evidence may be qualitative or quantitative and may come from various sources
including performance monitoring, research, evaluation, statistics and informa-
tion from experts or stakeholders.

Evidence must account for the complexities of the real world — especially
in a people-centred approach — which include issues of attribution, identifying a
counterfactual and accounting for deadweight, displacement and substitution, but
also multiplier and indirect effects where success is contingent on the interaction
between a range of initiatives.

Timing is crucial — good evidence too late is not used or useful. Partial ev-
idence at the right time, if used intelligently, can provide insights that would
otherwise be missed. Frequently, due to the nature of research and evaluation, ev-
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idence becomes available just after it was needed — meaning that policy-makers
and programme designers are generally working with the previous generation of
evidence.

Figure 8.1 shows a standard research and evaluation approach to using ev-
idence for programme development and implementation. Evidence is needed in
all phases of the process from issue/problem identification, to designing and
implementing interventions, through to understanding a programme’s impact.
However, the evidence cycle is embedded in a context or system that is contin-
ually changing — this means we must focus on what works for whom, when, and
under what circumstances. In addition to a changing context, the evidence base
is also dynamic — new research is produced, and existing data can be subject to
new analysis or interpretation in the light of changed circumstances or political
priorities.
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Figure 8.1: Evidence. Source: The authors.

Robustness and fitness for purpose are crucial elements of evidence — indeed,
they are arguably part of what turns information into evidence. However, this of-
ten also produces tensions between ideal research designs and what is achievable
within time-scales and budgets.

Different bodies, sectors, worldviews and research traditions have their own
understandings of what constitutes ‘robust’ evidence. In some instances, the
rigour required relates to specific risks, such as potential life-threatening conse-
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quences, as may be found in the health sector, or risks involving major financial
investment. In contrast, a much lower standard may be the norm for lower finan-
cial or social risk initiatives or innovative/pilot implementations.

The National-led government’s social investment approach had a strong
focus on data. But data is not evidence. Neither are assertions, aspirations or anec-
dotes. Data is a crucial component, but it needs evaluative thinking, analysis and
sense-making to make informed choices. A key element of that is making explicit
the assumptions behind those choices.

The producers of evidence — those analysing the data — do so for different
purposes and to different time imperatives. Researchers may be more concerned
with longer-term analysis, system-level effects and what might be considered a
degree of abstraction from the ‘real world’. At the same time policy-makers and
service providers are more concerned with pragmatic and shorter-term issues.
Here the risk is that a results-driven culture could crowd out more reflective prac-
tice.

We also need to distinguish between the quality of individual pieces of ev-
idence, and the overall strength of a body of evidence. Many frameworks have
been developed to judge the quality of research and evaluation. What many of
them have in common, when looking at individual pieces of evidence, is an as-
sessment of reliability, robustness, transparency, validity and rigour — expressed
in a variety of forms, and subject to much debate on interpretation.

Examples include:

* Quality in Qualitative Evaluation: A framework for assessing research evi-
dence from the UK Government Chief Social Researcher’s Office5 (in turn
based on a review of 29 qualitative assessment frameworks).

* OECD-DAC Quality Standards for Development Evaluation.6

* Guidance and Protocols from the Campbell and Cochrane collaboration?
(geared more towards systematic reviews than evaluation).

Different audiences have different concerns regarding ‘quality evidence’. At the
point of design of policies or interventions, the emphasis is on the accumulated
body of knowledge, and the extent to which it can be considered useful and reli-
able for the problem/challenge it is trying to address.

Approaches such as those mentioned above refer to a hierarchy of evidence
ranging from the most robust (generally systematic reviews or randomised con-
trol trials) to the least reliable (anecdotal case studies or other unstructured
qualitative approaches). Unfortunately, what all these approaches have in com-
mon is a focus on the method, and not on its appropriateness or feasibility. By
this we mean whether the approach is appropriate for the population of focus —
are cultural norms addressed, has it been undertaken in a culturally appropriate
way, does it address what matters in the context for which the analysis is being
used? Feasibility goes beyond the technical to include issues such as the impact
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on providers, and indeed on the person to whom the data relates.

The purpose of these hierarchies is to give confidence in the findings by min-
imising the risk of, or susceptibility to, bias. However, this is not an automatic
guarantee of quality. In reality, the challenge is often how to prove that poor or
partial evidence is being used well, rather than that good evidence is being used.

What seems clear is that there is a capacity gap when it comes to understand-
ing what data is useful for both policy development and frontline service delivery
organisations. It should not be forgotten that data can be qualitative as well as
quantitative — especially when attempting to measure changes in behaviour or
well-being.

In the case of evaluation, practitioners and commissioners may be more
interested in technical aspects of how evidence was collected, whereas policy-
makers or funders may want to understand the quality of the programme, or
deepen their understanding of the problem, by considering the strength and cred-
ibility of the evidence base. However, factors such as the extent to which the
evidence is applicable to the local context or directly addresses the specific pol-
icy problem should also be considered, as should clarity on what the evidence can
and cannot say and, indeed, how it will be viewed by stakeholders.

In assessing the effectiveness of interventions, there is also often an assump-
tion that the administrative/financial convenience of a programme or funding
stream is the unit of assessment that matters to service providers and end users,
when in fact they are often providing or receiving a range of different, often inter-
locking services that together contribute to the desired outcome. New approaches,
such as collective impact or user/person-centred evaluation, are beginning to take
a broader view of contributions to impact, drawing on a range of methodologies.

EVIDENCE OF EFFECTIVENESS OF
INTERVENTIONS

A recent paper by Rotheroe and Joy for New Philanthropy Capital (NPC) collated
what has been learned about measuring the impact of charity sector investments
aimed at improving people’s outcomes.8 The authors argue that impact measure-
ment has two key purposes: first, to use data to learn, improve and hone the
performance of the organisation delivering the services; and second, to demon-
strate to a wider audience the impact the interventions are having on their targeted
population. We focus on the second purpose.

Social systems are complex, people are adaptable and the contexts within
which they are embedded are dynamic — combinations of policy, people, eco-
nomic and social conditions are generally non-repeatable.9 Complex systems
theory tells us that we will only ever have partial knowledge, and a cause and ef-
fect relationship is only knowable in retrospect. Importantly, each player in the
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system will frame the system in their own way based on their perspective and par-
tial knowledge. Some will see complexity in simple problems, while others frame
complex issues in simple linear ways. Drawing on multiple perspectives can help
us to ‘know’, but there will always be limits to what can be known about what
works in social systems.

Accepting that knowledge will always be imperfect, we still need to learn as
much as possible about the impact of interventions, and under what conditions
they work best. The findings should then be shared in an open and transparent
manner so that learning can accumulate. It is also important to know why any im-
pact is or is not occurring in order to know whether replication or scaling up of
interventions is possible in other settings.

This is not as straightforward as it seems. The National-led government tar-
geted social sector spending on those most in need (mostly quadrant D in the
Productivity Commission’s Better Public Services report).10 The life circum-
stances of many of New Zealand’s most vulnerable are relatively complex. For
example, it is common for them to have combinations of mental health issues,
drug addiction, contact with the justice system, family violence and poverty, and
they are often participating in a range of programmes or interventions. This chal-
lenges not only the fragmented way in which interventions are designed and
delivered, but also the ways in which we make sense of evidence about those in-
terventions.

Kurtz and Snowden’s ‘sense-making’ Cynefin framework challenges some
of the basic assumptions of order, rational choice and intentional capability un-
derpinning the evaluation and use of evidence.11 It is important not to assume
that everything can become known; that cause and effect relationships are repeat-
able; and that predictable-meaning interventions can be evaluated and scaled.

This issue of scale is important, as it highlights a tension between social
sector programme design and funding. Programme design is increasingly person-
centric, whereas funding is increasingly reliant on population-level analysis that
has identified target audiences. Large data do not necessarily tell the same story
or have the same time-frames as small data, as much of the richness and detail has
been stripped from the community from which it is drawn. The question of what
inferences can and can’t be drawn from data without extensive context is key to
assessing the relevance and robustness of evidence.

Overseas experience

In a period of global austerity, the assessment of social programmes has been
ramped up. New Zealand is not the only nation grappling with generating evi-
dence about what works to make good social investment decisions. It is beyond
the scope of this chapter to systematically assess the state of knowledge across
multiple jurisdictions, but three significant initiatives from the United States and
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the United Kingdom are briefly discussed below.

US initiatives

Haskins and Baron provide an overview of the US social intervention pro-
grammes commonly called the Obama initiatives.12 The approach has been to
select an important social problem, identify evidence-based interventions that
could address it, seek funding, and then set in place continuous monitoring and
evaluation to ensure projects are faithfully implemented.

The authors concluded that federal and state governments annually spend bil-
lions of dollars on programmes that show little or no positive impact. In addition,
billions are spent on programmes that have never been robustly evaluated. Hask-
ins and Baron also point out the gap still exists when it comes to acting on the
evidence. Since 1990, nine in ten well-designed evaluations of large-scale federal
social programmes found modest or no impact for their participants, and yet few
changes were made to the programmes.

The push to implement what came to be called the Obama initiatives began
in 2006 when a review of 115 evaluations of federal government spending of
over $3 billion on 105 science, technology, engineering and maths (STEM) pro-
grammes was conducted.13 Using the randomised controlled trial method (RCT),
the review found only ten (9 per cent) of the evaluations were ‘robust enough’ to
demonstrate impact, six (5 per cent) had weak or no effects on educational out-
comes, only four (3 per cent) were effective and the rest were unknown. To put
this in perspective, only 3 per cent of a $3 billion spend on STEM programmes
could be shown to be having a positive outcome for the participants. This review
led to the establishment of six initiatives and the inclusion of funding in the
2011 budget for ‘about 20 rigorous evaluations’ of the most promising new pro-
grammes.

These initiatives are significant: they increase our understanding about what
works, and whether programmes are good value for money. However, in their re-
liance on the RCT method and quantitative data as the only source of ‘robust’
evidence, they do take a narrow view of what constitutes evidence.

Washington State

The Washington State Institute for Public Policy (WSIPP) is an independent
research faculty. Its goal is to provide Washington policy-makers and budget
writers with a list of well-researched public policies that can lead to better
statewide outcomes coupled with more efficient use of taxpayer dollars.14 It uses
a cost-benefit methodology that includes meta-analyses to quantify outcomes.
The selection of programmes has been directed by the Washington state legisla-
ture since the 1990s, with the results publicly available.
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The WSIPP cost-benefit method has been adopted in other jurisdictions. For
instance, Investing in Children, a UK initiative run by the Dartington Social Re-
search Unit,15 uses it to help inform evidence about what works for children.
Dartington tested and adapted the method for UK conditions. Increasingly, a
‘value for money’ component is being included in impact evaluations, something
a social investment approach would consider necessary for decision-making.

The publicly available outputs from both Dartington and WSIPP (whose
work is described at greater length in Chapter 3) provide a starting point about
what works for a broad range of social interventions. This type of evidence can
be used to underpin the design of new interventions, or the selection of existing
programmes for implementation in other countries and conditions. Process eval-
uations help identify critical factors enabling the intervention to be ‘implemented
with fidelity’. This speaks to the need to better understand what works for whom
within different contexts; it is common for international social programmes to be
adapted for different cultural conditions.

United Kingdom

The UK government has made considerable investment in the What Works Net-
work, more commonly known as the ‘what works centres’. The goal is to better
use evidence to make decisions to improve public services. There are seven
centres (health, education, crime reduction, early intervention, ageing better,
well-being, local economic growth) which cover policy areas receiving over £200
billion of public spending. The function of the network is to collate existing evi-
dence, produce synthesis reports and systematic reviews, and assess policies and
programmes against their agreed outcomes. The findings are publicly available
and are aimed at policy-makers, commissioners and practitioners. Similar to the
US experience, the UK government considered this investment necessary, as very
little was known about the effectiveness of the programmes being delivered.

In summary, both governments recognised about 20 years ago that they knew
little about the effectiveness of public spending on social programmes. There has
been increasing pressure to better target interventions due to global economic
downturns. So, what is the New Zealand situation?

New Zealand’s situation

It’s fair to say that New Zealand’s understanding of what works is starting from a
low base. For instance, a review of Cabinet papers by the State Services Commis-
sion (SSC) found only 7 per cent included a proposal for a formal evaluation or
review and very few were clear about the theory of change to enable a review to
be commissioned.16 More recently, the then Minister for Social Development’s
comment in relation to intervention in the social sector made it clear that there
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is a dearth of evidence about whether we are doing the right things — that is, we
don’t know a lot about what works.

Well, I’'m very focused on the fact that we put $331 million out into com-
munities. And we really don’t know whether we’re meeting the needs of
that particular community and whether we’re making a difference to the
lives of the people that we’re supposed to be changing.17

The National-led government conducted reviews of some interventions for a
range of challenging social issues. For example, a stocktake of family and sexual
violence found the government spends an estimated $1.4 billion each year in re-
sponse to this social issue.18 The review highlighted that there is fragmentation
and duplication of services and that there are few published evaluations on the
effectiveness of interventions. A similar stocktake has been undertaken on the
parenting programmes delivered and/or funded by the government.19 In both
these cases, it is unclear if any action has been taken to improve or cut back on
programmes that do not have evidence of effectiveness.

The lack of consistency in the quality of assessments is problematic here.
Academia has long debated methods of data collection (traditionally the debate
has been about quantitative versus qualitative methods).20 As discussed by
Amanda Wolf in the next chapter, the social investment approach in New Zealand
is making considerable use of linked secondary (administrative) data to assess
interventions, which raises issues of timing and data availability. However, new
evaluation approaches are beginning to tackle some of these, and data is becom-
ing more nimble. Approaches gaining increasing traction include implementation
science, rapid impact assessment, and developmental and realist evaluation.

There has been considerable debate about developing consistent standards of
evidence of effectiveness. A recent publication by the Social Policy Evaluation
and Research Unit reviews hierarchies or standards of evidence developed and
used internationally and discusses their implications for New Zealand.21 Further
detail about this can be found in Appendix 1.

As the lack of evidence about what works has become more visible, there
has been a push on the supply side of evidence, in particular on making the
findings about effectiveness accessible and in a useful form. Examples include
embedding science advisers in agencies to improve the connection between pol-
icy and academia;22 linking data via the Integrated Data Infrastructure (IDI) and
then increasing its accessibility for research; beginning to link administrative and
practitioner (NGO) data; the production of easily digestible evidence briefs;23
and tapping into the explosion of websites and tools for use by practitioners and
others (many government-funded).

Rutter argues, however, that there needs to be a focus on overcoming the
barriers for the still lagging demand for evidence.24 That said, there are signs
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in New Zealand of this being addressed. For example, Treasury (as part of the
Budget process) is ‘demanding’ that new initiatives be underpinned by evidence
of good practice and include a robust evaluation plan. As discussed above, min-
isterial demands for reviews of specific social sector programmes (e.g., family
violence interventions and parenting programmes) will increase the understand-
ing of what works, and the recently established Social Investment Agency may
also help drive greater demand for evidence. A key challenge is having greater
transparency around what evidence is already in existence and then having the
capacity to use it to best effect.

In summary, however, New Zealand like many of its OECD counterparts is
uncertain about the effectiveness of a large proportion of the country’s spend on
social interventions.

CHALLENGES AND OPPORTUNITIES

A review of evaluation in New Zealand found no tradition of embedded evalua-
tion in policy, regulation and interventions.25 The authors argued this denotes a
lack of a culture of inquiry and capability to use evaluative findings, resulting in
low overall evaluative effort. It is well accepted that monitoring and evaluation
are critical to provide feedback loops about effectiveness to help inform social
investment decisions. So why are they not embedded in programmes to any great
degree?

Barriers to evaluation of interventions

The literature on barriers to conducting evaluations is scattered and not partic-
ularly coherent. One exception is a summary based on an Australian study by
the Sax Institute. The study drew on the perspectives of both policy-makers and
researchers to identify the barriers and facilitators to the evaluation of health poli-
cies and programmes.26 The authors identified six consistently raised barriers
as to why quality evaluations are not conducted in Australia, and some of these
are supported in other literature. The key barriers they identify are: time-frames,
funding, political influence, caution over anticipated outcomes, skills and ability
of policy agency staff, and lack of an evaluation culture. It is worth noting that
many of these barriers are interconnected and operate at either the intervention or
system level. And there are others.

Time-frames. Evaluators have long lamented that evaluations are usually an
afterthought and frequently initiated late in the process. The failure to include
them in the design of interventions from the outset leads to the non-establishment
of data needs up front, making it difficult to form feedback loops.27 All too
often there is no funding left for an evaluation, and there is inadequate time to
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conduct a robust one, resulting in small evaluations (usually process and not im-
pact) that are limited in scope.28 It is also an inescapable fact that outcomes
and longer-term impacts are generally measurable too late to inform decisions on
next-generation programmes.

Funding. The initial budget for an intervention seldom covers an evaluation.
A recent review of Canada’s evaluation policy found the average cost of one to
be $400,000 — the cost of evaluations is trending downwards and is inversely
correlated with the number undertaken (more=less cost).29 In the New Zealand
context, Gill and Frankel estimated the full cost of a formative (process) evalu-
ation at $50,000-$100,000, and a full-blown double-blind summative (outcome)
evaluation at $10 million.30 Evaluation design and associated costs need to be
proportional to the size and value of the intervention; that is, fit for purpose. This
aside, we do know that no or inadequate funding compromises both the scope and
robustness of monitoring and evaluation, including its commissioning to an inde-
pendent external evaluator or whether it is done in-house.31

Political influence. Motivations about desired outcomes also influence what
evidence we choose to focus on, and what we choose to ignore. Evidence, for
instance, is not the only input into policy decision-making. Prebble provides an
excellent description of the relationship between politicians and public servants,
highlighting their different motivations in using evidence.32 Both desire to make
a difference, but while a minister wishes to use it to defend and explain policy,
she/he also has an underlying motivation to build the majority to retain power.
This means that our politicians will at times be selective about what evidence they
use (and if they use it at all).

There can also be pressure from above for a programme to succeed. For
instance, Haskins and Baron identified political constraints on the demand for
evidence in decision-making, saying ‘politicians focus on costs, the needs and de-
sires of their constituents, the position of their party leaders, public opinion, their
own political philosophy, pressure from lobbyists, the position favoured by peo-
ple and groups that finance their campaigns, and a host of other factors in making
decisions about how to vote on program proposals’.33 Political pressure influ-
ences the availability of funding, whether an evaluation goes ahead, and even the
focus of the evaluation. Timeliness, in particular incompatibility between election
cycles and the time needed for an intervention to demonstrate outcomes, further
interferes with the number of robust evaluations conducted.34

Caution over anticipated outcomes. Set within a culture of not being able to
fail, there is often a fear that should an evaluation produce negative results (i.c.,
no impact, harmful), it will affect the future funding of the intervention. This was
emphasised at a recent workshop discussion about impact measurement, where a
number of non-government organisations (NGOs) expressed reluctance to moni-
tor and evaluate due to an expected punitive response from the funding agencies
— withdrawal of funds. Fear of the findings also leads to evaluation briefs being
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written to imply expectation of results, and critically many reviews and evalua-
tions are not published. Not only is this a waste of limited funding, it prevents the
sharing of knowledge to inform social investment decisions.35

Skills and ability of policy agency staff. This has been identified as a sig-
nificant barrier both to evaluations being conducted and to the ability to engage
with the findings. Schneider et al. found lack of capability resulted in an inability
to prepare well to commission an evaluation and an underestimation of the time
needed to plan and conduct one; it also influenced the overall evaluation culture
and the consistency of practice.36 A lack of skills has also been found to block
an openness to feedback (e.g., new ways of doing things such as interactive or
co-design approaches).37 This can stifle innovation, prevent learning about effec-
tiveness and hamper further demand for evidence for decision-making.

Culture of evaluation. When a culture of inquiry is lacking, it impacts on the
value placed on generating evidence of effectiveness at all stages of an interven-
tion from design to delivery. It also undermines the motivation to monitor and
evaluate, and interferes with opportunities to share positive and negative experi-
ences.38

Personal communication with evaluators highlights the need not to under-
estimate the impact that political influence and caution about outcomes has on
whether and when an evaluation is conducted. Most evaluators can refer to an
evaluation that was never published because the results were not the desired
outcome, or one that was tightly directed and managed (from design to com-
munication) to avoid unpalatable results occurring or being released. Political
interference in the generation and sharing of evidence about effectiveness of
social interventions is common across most jurisdictions and impacts on trans-
parency and learning about what works. These challenges are discussed further in
relation to system-level learning.

Even where there is a culture of evaluating in some form, a culture of sharing
is often lacking (commonly imposed by agencies), both of methods and of find-
ings.

Defining the problem. One final barrier concerns the different assumptions
people hold about ‘the problem” and what is needed to solve it. People’s expe-
riences, role in the system, values and partial knowledge lead to disagreements
about making sense of the evidence and designing and implementing new ap-
proaches. New ways for different actors to work together need to be found.

Ways of helping monitoring and evaluation include standardising or partly
regulating approaches to build a culture of evaluation over time; providing tools
and checklists for policy staff; and having champions or leadership at high levels
in government agencies to increase the likelihood of quality feedback loops being
included in all aspects of programmes from design to delivery.39
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New directions

When he was the Minister of Finance, Bill English began using the social invest-
ment approach to try and bring about a change in our public institutions. National
government ministers, via Treasury and the Budget process, demanded that eval-
uations be included in any bids for new initiatives and required their ministries
to take a holistic approach in designing interventions. This is described as having
the child/person/family at the centre of the intervention. The most well-known
of these include Whanau Ora, the Social Sector Trials, the Children’s Teams and
more recently the place-based initiatives (the brainchild of three different minis-
ters: Bennett — South Auckland, Tolley — Tairawhiti East Coast, and Parata — Te
Tai Tokerau Northland).

These interventions represent a more complex approach to investing in social
interventions and this has implications for learning about what works. Let’s use
the Children’s Teams as an example:

The Children’s Teams recognise that no single agency alone can protect
vulnerable children. Children’s needs are multi-faceted. Under this model,
agencies work together, share information and provide services in a co-
ordinated way together with families/whanau and the community to keep
children safe. This approach requires accountability at every level — from
the chief executives of government agencies in Wellington to the frontline
workers interacting directly with the children and their families/whanau.40

This programme description implies that any impact will come about through col-
lective input, with causation not being attributable to any one service or agency in
isolation. This means that evaluating what is working, and why, is also more com-
plex, and that the standard pre-post evaluation of one programme is insufficient
to inform the impact of these types of programmes. Evaluators are responding
and a number of ‘new’ methods and approaches have emerged, four of which are
discussed below.

Evaluating for collective impact

Kania and Kramer state that any large-scale social change requires broad cross-
sector coordination.41 Collective impact is a relatively recent collaborative ap-
proach to resolving or mitigating social issues. It is defined as occurring when
‘a group of actors from different sectors commit to a common agenda to solve
a complex social (or environmental) issue’.42 It is easy to see the similarity in
this definition and the Children’s Teams description where no one agency or ser-
vice can claim the attribution of impact — any impact is reliant on the input of all
actors. Inherent in collective impact is a common agenda that provides a shared
vision for change. Measuring the success or failure of this requires a shared sys-
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tem to measure progress and impact over time, with impacts attributed to the
collective itself, not individual programmes or agencies.43 New Zealand has put
considerable effort into data-sharing and it will be interesting to see how that
helps the evaluation of collective impact in the future.

While collective impact will help overcome service delivery fragmentation
and duplication, it challenges current funding, commissioning and reporting
arrangements, which remain reliant on individual not-for-profit service providers
demonstrating the attribution and impact of their interventions.

Developmental evaluation

Two of the main criticisms of evaluation are the lack of ‘real time’ assessment
(see Time-frames above) and its perceived inability to deal with complex systems.
Developmental evaluation has emerged in response to these criticisms.44 The
approach has been designed specifically to ‘guide adaptation to emergent and dy-
namic realities in complex environments’. Patton argues that it is particularly well
suited for interventions for complex social issues where there is uncertainty about
how to solve the problem and little agreement between the stakeholders on how
to proceed. The main differences between developmental evaluation and tradi-
tional evaluation approaches include:

 the evaluator’s role is an internal team function (not external and indepen-
dent);

» evaluation results provide user-friendly ‘real time’ feedback in response to
what is emerging (not formal reports at specified time intervals);

 the measures are developed quickly, and can change as the process unfolds and
include multiple methods and sources (not measuring against predetermined
goals); and

 evaluation is designed to nurture learning (and not engender a fear of failure).

Developmental evaluation appears well suited to new initiatives and can ensure
evaluative thinking is embedded in programme design and implementation from
the outset. An increase in evaluation capability and capacity should emerge from
greater use of this approach. It does, however, challenge traditional notions of va-
lidity, generalisation, robustness and independence, which may slow its uptake.

Using big data to see impact across time

There is a focus on making better use of secondary data to understand what is
working. In New Zealand, there has been considerable investment in the Inte-
grated Data Infrastructure (IDI), which brings together administrative data from
multiple government agencies. Access to the IDI is available to researchers in
both the public and private sectors. One of the strengths in using big data of this
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nature is the opportunityto use quasi-experimental designs and follow matched
cohorts over time to better understand the impacts (intended and unintended) of
a combination/mix of services.45 Analysis of big data has the potential to allow
researchers to investigate change across generations. Jonathan Boston (Chapter
4) explores the intertemporal dimension of social investment and raises the chal-
lenges of impact not being realised for at least a generation. Research using big
data can also support key intervention points in the life-course for maximum
impact, and help assess who is receiving interventions — that is, is an interven-
tion actually being received by the proposed target population? New Zealand is
currently focused on the linkage of provider/frontline data with agency adminis-
trative data to provide a better understanding of what is working.

There are, however, limitations to relying solely on the analysis of secondary
data — it may tell you that an intervention is working (or not) but will not tell you
why. The use of big data alongside well-designed evaluations is still essential.
This point is expanded on by Amanda Wolf (Chapter 9), who argues that data
speaks to correlation, whereas investment decisions are still very much guess-
work.

Social return on investment

The concept of social return on investment (SROI) has emerged in response to
the growing interest in measuring the social impact of interventions. Described
as ‘stakeholder-driven evaluation blended with cost-benefit analysis tailored to
social purposes’,46 it puts a monetary value on the reported impact of the inter-
vention and compares it with the costs of achieving that impact. According to
Rauscher, Schober and Millner, SROI is a form of cost-benefit analysis and thus
a form of economic evaluation — ‘the term investment is used instead of cost, and
social return, in the sense of return on investment for society, is used instead of
benefit’.47

This method of measuring the impact of social investment appears to be very
relevant. The main criticism of it is that it monetises conditions that are not of
monetary value. This issue is discussed by Destremau and Wilson in Chapter 2.
However, SROI is starting to shift the debate away from the costs of social inter-
vention and towards the benefits of investing in people’s potential, and this is a
positive trend.

LEARNING ABOUT EFFECTIVENESS AT THE
SYSTEM LEVEL

The discussion to date has largely focused on learning about the effectiveness of
individual interventions. This next section turns to the system level, and what is
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needed to learn about effectiveness for social investment.

Many social issues are considered complex (e.g., family violence), with gen-
eral acceptance that no single answer or method will solve them. The context
within which any social intervention is implemented is continually changing, that
is, society is not static, it is constantly changing and transforming.48 Our people,
organisations and institutions must become adept at adaptation and learning over
time. There are multiple players in the system who can enable this. In the public
sector, for instance, there are research and evaluation teams supplying evidence;
agencies that fund the generation of evidence; suppliers of services who both use
and are a source of evidence; policy- and decision-makers who demand evidence.
We have ministers, academia, not-for-profit service providers, the charity and
philanthropic sector, iwi, and private-sector research and evaluation providers
(see Figure 8.2). Each will have some knowledge of the social system and a set of
assumptions about how it works. Each may also want different types of evidence
to fulfil the needs of their roles.

——— Players in the system —_— — Multiple ‘hats’ —/
Service
providers » B Supplying evidence
NGOs
lwi
Funders . « & Demanding evidence
Private sector
R&E
Charities/

philanthropy

» 4 & Source of evidence
Ministers
Academia

Policy-
Public sector makers T & Users of evidence
R&E

Figure 8.2: Many players and multiple roles. Source: Gail Kelly, based
on ‘A Learning System for Evidence Informed Social Policy’, NZIER
Insight 64, 2016, p.2.

The Productivity Commission’s 2015 report on the social service delivery system
argued that if we are to lift the effectiveness of interventions by using evidence to
make better social investment decisions, it will require a system that learns over
time.49 In their view, a core component of such a system (in addition to knowing
about what works) is enabling new ideas and ways of doing things to enter the
system.

This supports the findings of the New Philanthropy Capital review of what
has been learned about impact measurement in the charity sector — it found
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using data to learn and improve is equally as important as knowing about what
is working.50 This level of learning is focused on the organisations delivering
the initiatives or interventions. That is, investment leads to improvements in the
structures within the organisations themselves, meaning there is an impact of the
investment (funding) on the investee. Organisations or practitioners become more
effective and efficient at what they are doing. This could manifest through bet-
ter infrastructure to collect data, improved capability to use evidence, more and
better relationships between practitioners, or new relationships with universities
and others. If we extrapolate this thinking out beyond investment by philanthropy
and into the system of social service delivery by government, it reminds us that
the institutions (key players in the system such as the agencies and NGOs) must
continue to streamline and change the way they do things. Measuring the impact
of the investment at this level is seldom undertaken.

Perhaps an understated challenge here is the tension created through compe-
tition.

The system is set up in such a way that competition occurs at multiple levels,
and while it can be argued that competition encourages innovation, in a funding/
investment-limited system it can also create a culture of risk-averseness, support
the need to present impact in the best possible light, and stifle learning.51 In other
words, competition can reinforce many of the barriers to monitoring and eval-
uation discussed earlier. There is also competition for political power between
ministers, and non-evidence-informed ‘ideas’ are implemented so that portfolio
holders are seen to be doing something. We see the negative impact of agencies
competing for Budget funding, and of NGOs competing for funding to deliver
social programmes.

New Zealand is not alone in trying to address these challenges at the system
level, and different jurisdictions have chosen to focus on different aspects of the
challenge.

Other countries’ practices

These range from producing evaluation guidelines, investing in infrastructure to
capture evidence about what works, making programme evaluation mandatory,
and building capacity for both the demand and use of evidence. The most promis-
ing approaches are discussed below.

Clearing-houses in the US

As discussed earlier in this chapter, the federal administration under Obama de-
veloped an evidence-based strategy (Results for America) focused on six areas
of social intervention.52 Administrative processes were used to influence the
demand for evidence through funding mechanisms (institutionalising demand).
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Simultaneously, the administration invested in building capacity to better engage
and use evidence through budget funding allocations, and in building infrastruc-
ture (clearing-houses) to capture the evidence about how well interventions were
working.

A recent review of 51 clearing-houses looked at how well this evidence
‘market’53 is working — it found a long, fragmented supply chain with more
information suppliers than expected, and on the demand side, several types of
users with different needs but limited demand from decision-makers.54 The gaps
identified by the review provided the evidence needed on how to strengthen the
system. Interestingly, the review identified the emergence of a new player in the
system — intermediaries who make sense of the evidence and provide support/ad-
vice on social investment decisions.

Canada’s evaluation legislation

The Canadian government formally incorporated the need for programme evalu-
ation in 1977 with a policy that was amended in 2009. As outlined by Gauthier
and Kishchuk, the objectives of the policy were ‘to create a comprehensive and
reliable base of evaluation evidence that is used to support policy and program
improvement, expenditure management, Cabinet decision-making, and public re-
porting’.55 A review in 2013 found the policy’s purpose had oscillated through
the years between accountability and reporting on the one hand, and programme
improvement on the other.56 Government agencies are responsible for evaluating
programmes, about 150 of which are conducted each year.

The review found that Canada is now in the position where 100 per cent
of direct programme spending is evaluated every five years on a rotation cycle;
there is movement towards evaluating portfolios or clusters of programmes as op-
posed to individual programmes; and there is increased use in decision-making
and useful cross-evaluation insights by senior managers.57 Despite its top-down
regulated approach, the policy has contributed to the increase in both the pro-
duction (supply) and use (demand) of evidence and to embedding an evaluative
culture (learning) in the Canadian public sector.

In 2016, the Policy on Evaluation was replaced by the Policy on Results,
which aims to improve results across government, and enhance the understanding
of the results achieved, and the resources used. Key changes include the intro-
duction of departmental results frameworks focused on core responsibilities and
progress towards results, and how these contribute to government priorities; more
responsive evaluation (i.e., rather than every five years) driven by needs, risks
and priorities; and clear assignment of responsibilities from the Treasury Board
through to evaluation departments.
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The UK’s investment in capability

The What Works Network discussed earlier receives funding to create learning
at the system level. For instance, in addition to collating existing evidence on
policies, programmes and practices, producing synthesis reports and systematic
reviews, and assessing programmes against agreed outcomes, the network also
makes findings accessible, encourages their use for decision-making, runs advice
panels that bring academia and government together, and promotes cross-agency
learning.

Unfortunately, while the network provides evaluation guidelines for the civil
service, unlike Canada, there is no requirement or incentive for departments to
generate and use feedback, and few consequences for not doing so. At the time of
writing, we are not aware of any review of the investment in the network.

Other approaches to building knowledge in the system

Several other jurisdictions have developed evaluation guidelines. For example,
the New South Wales government has introduced a framework (2016) to ‘guide
the consistent and transparent evaluation of government programmes to inform
decision-making on policy directions, programme design and implementation’.58
This is very similar to a South African framework (2011) developed in response
to the recognition that evaluation is applied sporadically in government and is
not adequately informing planning, policy-making and budgeting.59 The Aus-
tralian Capital Territory (ACT) has a policy requiring agencies to provide an
annual evaluation plan as part of their performance and accountability framework
(2010).60 While not specifically focused on building knowledge about what
works for social interventions, it does include improving the performance of the
programmes provided at community level. While the formal recognition of evalu-
ation guidelines is an important first step, these initiatives are unlikely to achieve
learning within the system if there is no real incentive to use them and no conse-
quences if agencies do not.

The final approach worth mentioning relates to building incentives within
the system to use evidence to underpin the design and delivery of social interven-
tions. The Australian federal government has put in place funding incentives for
interventions that have at least a basic level of evidence. The Communities for
Children Facilitating Partners organisation (Commonwealth Department of So-
cial Services) currently ensures that 30 per cent of its funding goes to service
providers that at least have a theory of change in place; it is proposed to lift this
to 50 per cent in the near future.61
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CONCLUSION

When it comes to making good investment decisions about spending for social
interventions, we need to know what works, for whom and under what cir-
cumstances. In addition, learning for effectiveness must include investment in
infrastructure to capture what is known, and to build the capacity and skills of the
public and community and voluntary sectors to engage and use evidence.

The National-led government made it clear that its social investment ap-
proach was focused on those in society who are our most vulnerable and at risk
of not achieving their potential in life. Many of these families and whanau face
complex challenges and conditions, rendering the traditional one-off interven-
tion ineffective in bringing about positive change and breaking intergenerational
cycles. This is leading to the design and implementation of complex social
programmes that in turn require monitoring and evaluation to be embedded in
programmes from the outset.

New Zealand has largely focused on the analysis of administrative data to
underpin social investment decisions. It does not require the public sector to mon-
itor and evaluate social programmes, either new or existing, and the choice to
evaluate or not lies with individual agencies. Frequently this does not occur; the
public sector’s lack of capability to commission and use evaluation findings is
well-documented, and the lack of an evaluative culture is a barrier to building
knowledge across the system. Critically, there is no requirement for the monitor-
ing and evaluation findings of government-funded interventions to be published,
which hampers innovation, improvement and cross-sector learning.

In summary, we think the key areas to focus on for evidence for social in-
vestment are:

» making better use of the evidence we do have — this will put the focus on build-
ing capacity and capability to use evidence;

* building sense-making and interpretation capability which will require us to
look at evidence in new ways, use new approaches to collecting evidence,
and move to real-time feedback and evaluation. Importantly this will include
building an understanding of the risks of using evidence in a dynamic and
volatile world; and

* adapting funding, reporting and governance mechanisms so they can evolve in
line with new ways of defining problems (including who is affected), design-
ing and implementing interventions, and understanding their impact. This in
turn will support the generation and sharing of useful evidence.

The government has a duty to demonstrate it is using citizens’ dollars well. The
‘flaws’ in our system have been there for a long time; perhaps the social invest-
ment approach provides a window of opportunity to change the way we approach
learning about effectiveness.
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Chapter 8 Evidence for social investment

Appendix 1: A framework for assessing evidence — the
Superu evidence rating scale

A framework or rating scale — potentially a standard — of evidence could be
a helpful tool to contribute to the understanding of what works. It could be
used by a range of actors:

* By policy-makers to understand what has worked before based on evi-
dence from home or overseas, to design new interventions;

* By programme promoters wanting to know whether their interventions
are effective, and how robust the evidence is to support that. This might
be ministers, but could equally be some of our larger NGOs;

» By funders to make decisions on allocating funding between different
programmes or providers within a specific policy or programme area;

» By service providers to understand how to demonstrate the effectiveness
of their programmes and/or to support bids for funding.

In order to assess the validity of the evidence, rather than just the method,
the framework needs to consider two dimensions — the effectiveness (or
otherwise) of the intervention, and the strength of the evidence for that
finding. The scales can be combined into a two-dimensional array, and as-
sessments can inform decisions on whether an intervention operating in
New Zealand should be continued, scaled-up or stopped, or whether in-
terventions operating overseas could be considered for implementation in
New Zealand. To access continuing support, New Zealand interventions
should have, or be working towards, good evidence which benefits partic-
ipants. Overseas interventions should have very good evidence on benefits
and information about how they work so that we can judge how good a fit
they are likely to be for New Zealand.62

The strength of evidence scale consists of five levels. The levels cor-
respond not just to ascending rankings for strength of evidence, but also to
expectations about the type of evidence that can and should be generated
about an intervention as it matures and grows. Level 1 is appropriate for
new interventions that are as-yet untested, but have a good theoretical ba-
sis and an evaluation plan. Level 4 is appropriate for mature, large scale
interventions with a strong evidence base. Levels 2—3 guide an ‘evidence
journey’, describing the intermediate steps between level 1 and level 4.
There is also a level 0 which applies specifically to pilot initiatives, where
there may be an appetite for higher risk, but also a requirement for robust
evidence gathering as part of the intervention. This addresses the potential
risk of stifling innovation, but reflects the fact that there needs to be evi-
dence of robust logic and evaluation planning for such pilots.

Level 4 of the scale requires large-scale implementation and a very
strong evidence base. Interventions that reach this level will be rare, espe-
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cially among those that operate only in New Zealand, but we think it is
reasonable to expect New Zealand-only interventions to develop their evi-
dence base over time, reaching level 3 within three to ten years. Providers
and funders of very large or high-risk New Zealand interventions might
wish to put in extra effort to reach level 4.

| 2 3 4
Pilot Initiative Early stage, Progressing, | Goodevidence, | Extraevidence
good in theory some sufficient for for large or
evidence most high risk
interventions interventions
Beneficial ./ ./ ,/
/ Consider weight ~ Consider weight
3 Mixed / Too soon for / uf evidence, ] of evideflce, risk,
= Strong theory  effectiveness risk, alternatives ~ alternatives
2
§ of change with data, but
= based pr and Consid
. B logic outputs suggest  stopping X x
itis on track
Harmful X X X

Strength of evidence

Figure 8.3: The Superu evidence rating scale. Source: http://superu.govt.nz/re-
sources/evidence-rating-scale.

The strength of evidence scale has been designed to be inclusive of differ-
ent evaluation traditions. It should be able to be used to judge the strength
of evidence from any evaluation approach, so long as the evaluation has:

» addressed questions about efficiency, effectiveness, and impact;

» used recognised methods;

* been rigorously carried out. In particular, both western and Maori ap-
proaches to evaluation can be used to meet the criteria.

While the strength of evidence scale grades interventions according to the
strength of their supporting evidence, it does not specify what the evidence
says about the intervention. An intervention may be supported by evidence
that meets level 2 to 4 criteria, but the evidence may show that the in-
tervention has had beneficial effects on participants, or it may show no
effect, mixed effects, or harmful effects. The effectiveness scale can be
used to provide more information on interventions in levels 2 to 4, specify-
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ing whether they are beneficial, ineffective, harmful, or have mixed effects.

The effectiveness scale can only be used for interventions that have
some evidence about effectiveness. Interventions at level 0 or 1 of the
strength of evidence scale can only be assigned to the ‘not applicable’ cat-
egory below. This includes interventions that are at level 1 because they do
not yet have any evidence about effectiveness, or because they have evi-
dence, but it does not meet level 2 criteria.

A combination of the two scales gives an indication of the fundability
of an initiative — identifies that it could be funded, not that it should be
funded.

A similar, but more stringent approach can be used to assess evidence
from overseas, reflecting the higher risks in adapting something that has
worked in a different social and political environment.

The framework looks at the body of evidence for an intervention, not
at the quality of individual studies. It considers specific interventions rather
than broad topics — other tools including systematic reviews are more suited
to that type of analysis.

A fundamental aspect of the framework is that it is designed to be
progressive, and to encourage the development of evidence and analytical
capacity, and to be of value in a range of applications to a variety of stake-
holders. It can be used as a self-assessment tool and may in future be
developed further to enable external review and validation of programmes.

It represents a first step in the development of evidence standards for
the social sector, which should enhance the availability and quality of evi-
dence needed to support a social investment approach.
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Chapter 9
Information requirements

Understanding in the social investment feedback loop
Amanda Wolf

INTRODUCTION

This chapter investigates the information required to make effective social in-
vestment decisions, with an emphasis on complementing data analysis with
professionals’ ‘best guesses’.1 As described by Treasury, the social investment
approach means ‘using information and technology to better understand the
people who need public services and what works, and then adjusting services ac-
cordingly. What is learnt through this process informs the next set of investment
decisions’.2 Accordingly, those making social investment decisions use infor-
mation about the characteristics of recipients of social interventions3 and the
attributes of those interventions in order to help people achieve better outcomes
and to better manage the long-term costs to government.4 The expected return on
a service’s effectiveness is the estimated difference between the likely outcomes
in the absence of the service and those the service is predicted to actually achieve.
Ideally, and non-controversially, these outcomes will be ‘lives turned around, hu-
man potential realised, and a consequent reduction in future service use’.5

Information supporting the effectiveness of decisions can be considered ‘bet-
ter’ if it meets key desiderata in each information domain, and if information from
different domains is well-connected. With respect to the recipient, better infor-
mation will more precisely and accurately delineate individuals’ needs for social
services — whether it be assistance with parenting, overcoming substance depen-
dency, or support in dealing with disabilities. Information on other characteristics
and circumstances, such as family, friends and community influences, and earlier
experiences, may also be relevant for good decisions by drawing attention to en-
ablers and barriers in a service-provision context.6

Decision-makers also need specific information about the ways social ser-
vice interventions work, for whom, when and in what circumstances and at what
cost in meeting recipients’ needs. Thus, when considering the needs of a prospec-
tive recipient in anticipation of better future outcomes, information is also needed
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on the counterfactual situation in which future services must be provided for
those whose desired outcomes have not been realised.

Recipient and intervention information is related in a feedback loop. As ex-
pressed by the then Minister of Finance, Bill English, At core, social investment
is a more rigorous and evidence-based feedback loop linking service delivery to
a better understanding of people’s needs and indicators of the effectiveness of
social services.’7 Information challenges concern matching a person’s need to a
service.

At the point of a matching decision, two entirely separate streams of in-
formation must be brought together. In one stream, there is recipient-specific
information, such as about the life experiences of a child classified as vulnerable.
In the other stream, monitoring and evaluating interventions, such as Family
Start, provide information based on different children who received the inter-
vention from different providers, following different decision-making pathways.
Both analytically and non-analytically derived information can help to bring the
two streams closer together in deciding how to allocate services. Analytically, the
information streams and their connections can be made more precise through im-
proved data and modelling, thus decreasing the uncertainties in the differences
between the two types of historical information. A decision-maker can also aug-
ment the available data and modelled indicators pointing to a specific intervention
with judgments informed by non-analytic competencies.

The results of interventions take time to appear. In practice, the indicators
available to decision-makers are only approximations of the ‘true’ state of affairs
now and of future expectations. Those approximations, which describe the con-
nections between recipients, intervention and their effectiveness, can be sharp-
ened in numerous ways, from better specifying proxy variables, adding variables
and more precisely measuring them, improving techniques of predictive model-
ling, and more. However, analytic efforts reach natural limits. Perfect information
about the circumstances and futures of people and services is impossible. The
question is rather to recognise both when the search for better information reaches
significantly diminishing returns and what activities and efforts might provide
complements in those situations.

To use an analogy from elite sports, a coach can improve performance only
so far by using various analyses to fine-tune the athlete’s nutrition, body-con-
ditioning and technique; from there, top performers are distinguished by other
factors, based in essence on a coach’s judgment. Augmenting their technical
expertise in physiology, for example, experienced coaches offer emotional sup-
port.8

Using analytic information for social investment decisions currently is far
from the point of diminishing returns. Indeed, many would maintain that the
possibilities are almost limitless. It is also widely accepted that there is under-in-
vestment in evaluation and other ‘evidence’-generating activities. Effort should
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not be diverted from current and developing data collection and analysis, which
promise more effective and efficient decisions. Nevertheless, like a coach’s
appreciation that effective performance is achieved through maximising simulta-
neously the contributions from very different types of input to improvement, it
is not premature to take seriously the potential of complementary information in
social investment decision-making.

In the next section, the uses of information in the feedback loop are de-
scribed. Developments in using data have vastly enriched the information envi-
ronment, and will continue to do so. While there are any number of complications
facing decision-makers, two particular challenges are highlighted in the section
‘Challenges in the feedback loop’. First, individual pathways leading up to an
investment and flowing from that decision are unique. Even in hindsight, avail-
able information is extraordinarily incomplete and what is available is almost
certainly wrong to some extent. Second, strictly speaking, there is no evidence of
the future. At the time of decision, future information (a person’s needs and cir-
cumstances, the workings of the intervention over the duration it is in place, and
outcomes that may eventuate from that intervention) must be estimated. These es-
timations are informed by evidence pertaining to the past — to the needs and social
service experiences of other people in other places and times — notwithstanding
that there may be significant similarities with features of the focal estimation.

The implication of these two challenges is that a social investment decision
is best described as an informed guess comprising both analytic and non-analytic
components. For example, deciding whether to offer a social housing place to
an ex-prisoner can be informed by risk assessment tools designed to assist in the
management of parolees in the community and a probation officer’s experience.9
Accordingly, in the sections ‘Rationale for augmenting information in the feed-
back loop’ and ‘Methods for generating and testing hunches’, the chapter turns to
the underlying rationale and methods for broadening, enriching and accelerating
the feedback loop.

THE USE OF INFORMATION IN THE SOCIAL
INVESTMENT APPROACH

According to the Social Investment Unit (since subsumed by the Social In-
vestment Agency), there are four elements of social investment, three of which
directly concern information: using data to understand people’s needs; system-
atically measuring the effectiveness of services in meeting those needs; and
measuring long-term outcomes for people over their lifetime to feed back into
decision-making.10 Each element requires indicators to aid in the allocation of
a specific intervention to a specific person for a specific desired outcome. The
fourth element is the management of long-term costs. Decision-makers seek to
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allocate interventions in such a way as to ensure the greatest return on the invest-
ment taken over the life-course, or on the condition that benefits exceed costs. By
reducing or eliminating the ‘forward liability’ — the cost that would be incurred
to help a person should some need for that help manifest in the future — overall
social outcomes can be achieved at a lower aggregate cost.

Much conceptual and methodological attention to the social investment feed-
back loop focuses on improving indicators of its components and knowledge of
their interactions: the challenges and needs individuals have; the ways services
work, for whom, when, and for how long; and the outcomes that eventuate from
those services. Better information applied in calculations of available investment
options means better actual allocations of services, and better outcomes for those
in need. Better individual-level information can serve to better match a person
to an available service, and to better calibrate the expected cost-effectiveness of
providing that service. Feedback, as the term implies, appears in the context of
ongoing learning from interventions in practice and ‘feeding back’ to the point of
initial decision and intervention design.11

Because the future cannot be seen in advance, the data used to make in-
vestment decisions is iteratively updated as experience with prior invest-
ment—outcome indicators accrues. Long established in actuarial science, these
practices are now being transferred to the social context.12 Decisions are based
on the assumptions and statistical indicators used in what are essentially (prob-
abilistic) predictive models. If a person has indicators of risk factors associated
with some probability of a poor outcome, and if there exists an intervention that
has shown some success in reducing or eliminating poor outcomes for people
with those risk indicators, a calculation can determine if the expected value of
the investment is positive or negative. If the probability-weighted net improve-
ment has greater value than the cost of the intervention, the investment should
be made.13 A simple scenario (uncomplicated by discounting, for example) illus-
trates:

In the counterfactual case, suppose 80 per cent of people with a certain risk
profile will experience a bad outcome that will cost a government $10,000
in the absence of intervention. The expected value of the cost to govern-
ment is thus $-8,000 per person (0.8 x $-10,000). So an intervention will
be cost-effective if the expected value per person is higher than $-8,000.
Now, suppose an available intervention is successful for 50 per cent
of people with the target risk profile, and profiling remains 80 per cent
accurate, as in the counterfactual case. The expected value of the future li-
ability avoided is now $-4,000 (0.5 x 0.8 x $-10,000). The expected value
of the intervention is $-4,000 less the cost of the intervention. Thus, any
investment up to $4,000 will save money compared with the counterfactual
no-intervention scenario: Counterfactual case ($-8,000) < future liability
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avoided ($-4,000) — cost of investment ($4,000).

In general, the current practices of data analysis using tools such as Treasury’s
CBAX,14 and the Social Investment Analysis Layer aid in making very compli-
cated calculations based on the same logic as illustrated.15 Talented minds are
actively looking at initiatives in the control of and access to data, analytic skills,
specification of outcomes and so on. Wherever allocation decisions are made,
various ethical considerations are triggered, such as potential stigmatising effects,
or whether people with serious, but non-priority, needs may miss out of services.
Both technical and ethical issues are, however, outside the focus of this chapter.
In the next section, the implications of two feedback challenges are elaborated.

Risk factors present Risk factors absent
Intervention provided Outcome positive (A) (no cases)
Outcome negative (B)
No intervention Outcome positive (C) Outcome positive
Outcome negative Outcome negative (D)

Table 9.1: Results of outcomes in the presence or absence of risk factors and in-
tervention. Source: The author.

CHALLENGES IN THE FEEDBACK LOOP

Information on ‘matches’ is imperfect and incomplete Social investment deci-
sions focus on avoiding bad outcomes (an intervention ‘success’) among people
deemed at risk. This result is located in the cell marked (A) in Table 9.1. There
are three other results of interest, however. Continuing with the example in the
previous section, if the success rate of an intervention is 50 per cent, the remain-
ing 50 per cent of treated at-risk people could still have a bad outcome (B). There
is a chance (20 per cent in the above example) that a person with identified risk
factors will not have a bad outcome, even in the absence of the intervention (C).
And there is also an unknown chance that a person without identified risk factors
(who would by design not be considered for the intervention) will experience the
targeted bad outcome (D).

As depicted in Table 9.1, at the time of a decision to provide the intervention,
the decision-maker relies on screening people into two categories, those at risk
and those not at risk. No cases fall in the top right cell, since no intervention
would be provided without indications of risk. In addition, both the presence and
absence of risks will be misidentified for some people. This familiar difficulty
is illustrated in Table 9.2, which shows the trade-offs in any decision made in a
context of information uncertainty. Because decisions are made on the basis of
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indicators of need and intervention effectiveness, the match is a statistical one. To
some extent, it is imprecise at the point of decision and will later prove with some
probability to have been wrong. This claim will not surprise anyone. However,
the thrust of the social investment approach is to concentrate attention on just a
portion of the individual-matching challenge.

Social investment decisions are a response to waste that occurs with poorly
targeted interventions, and to interventions allowed to continue in the absence
of good information on their results. The approach focuses on making more cor-
rect decisions, with a particular emphasis on choosing (ex ante) interventions that
are well-matched to an expected effective result. Attention is drawn to the left
column in Table 9.2, since it is assumed that there will be no application of inter-
ventions believed in advance to be ineffective. Information requirements centre
on effectiveness indicators according to the risk characteristics of individuals to
be helped and the success indicators of possible interventions.

Ex ante expectation

Ex post
reality

Intervention proves

effective and
well-targeted

Intervention proves

ineffective or

poorly targeted

Intervention expected
to be effective

and well-targeted
Correct decision
money spent on effec-
tive

intervention

Money wasted
intended outcome not
achieved with
intervention

Intervention expected
to be

ineffective
Opportunity missed
outcome would have
been achieved

had money been spend
Opportunity missed
outcome would have
been achieved

had money been spend

Table 9.2: Trade-offs in the context of information uncertainty. Source: The au-
thor.

Thus, the screening and decision-making process can tend to attenuate infor-
mation potentially available for improved decision-making. First, only people
tagged at risk — for failing to integrate into a community after prison, for example
— are considered for an intervention. Second, each tagged person is allocated to
the service that ‘best” matches their risk profile (even if the match is the best
of a number of rather ill-fitting services). Third, to continue the feedback loop,
outcome indicators (reoffending, maintaining employment) need to be calibrated
according to the same indicators that pertained to the original risk profile (for in-
stance, chance of reoffending) and service effectiveness predictions (evaluations
of other social housing programmes for ex-prisoners).
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Evidence underdetermines decisions about the future

The first challenge draws attention to the potential for misjudging need and over-
or under-prescribing services. The second challenge argues that, while better data
and analysis may help with the first challenge, they cannot — even in theory —
close the gap on their own between what is believed to be the best information
and what is therefore the right decision. This challenge has two strands: data
analysis relies on what is already known (evidence) and most evidence addresses
‘what’ and not ‘why’ questions. Although some writers seek to expand the de-
finition of evidence,16 according to Sir Peter Gluckman, evidence is properly
restricted to what is ‘scientific’ — ‘robust and verifiable knowledge’ derived from
formal processes that use standardised, systematic and internationally recognised
methodologies to collect and analyse data and draw conclusions.17 Accordingly,
there is no evidence with respect to the future. Information about the future is ei-
ther a projection (based on past trends), a prediction (based on theory) or a guess
(based on expert judgment).18

The social investment approach centres on statistical analysis based on coun-
terfactual modelling, which supplies associations but not reasons. Associations
may be observed in a context, such as a randomised controlled trial, which allows
a researcher to claim that an intervention caused a result. But knowing that the
pill cured the disease does not qualify as an understanding of the way that the
cure was achieved. Associations mask positive and negative impacts across dif-
ferent domains, and calculations of returns on investments are therefore only the
first step in understanding why we see the results we do. An explanation requires
a proposed reason, or a hypothesis: the pill cured the disease because of some
molecular and physiological processes, in the absence of something else, and be-
cause the disease had not progressed further, and so on, without end. Even this
version of explanation stops somewhat short of a claim that understanding has
been achieved (although this hinges as much on philosophical distinctions as on
semantics). If all that is available is observation (such as increased immunisation
rates and early childhood enrolments in Family Start households), it is possible
to express what happened and leave why essentially unexamined. It is therefore
important to recognise the limitations of any claims of causal understanding or
insight through data analysis, while also investing some effort in methods of un-
derstanding that can complement such analysis.

RATIONALE FOR AUGMENTING INFORMATION
IN THE FEEDBACK LOOP

The discussion to this point identifies a key challenge for social investment
decision-making: feedback from previous interventions and their subsequent out-
comes is an imperfect basis for new decisions. The inherent uncertainties mean
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that at the point a would-be service recipient — a child or an ex-offender — is as-
sessed, some mistakes will be made: the filtering for needs may be flawed, and
the prescription and delivery of services may end up poorly fitted to the ‘true’
needs and circumstances. These mistakes will then ramify through subsequent in-
formation collection and application. Picking up potential mismatches, making
correct decisions when evidence is in doubt, and learning from ongoing experi-
ences of all sorts (especially those that are ‘surprising’ in that they don’t conform
to predictions or other expectations), can be assisted by non-analytically gen-
erated information. Several methodologies, which have promise to augment or
complement other information, are considered in the next section. In this section,
their rationale is examined in a discussion covering abductive inference, insight
and phronesis.

Data analysis in the social investment approach is based on inductive infer-
ence: if something is observed to have occurred regularly in certain conditions, it
can be expected to occur again in those same conditions. In the case of human be-
haviour, the assumption of regularity must be tempered with an acknowledgment
of complexity and contingency. As Barnes, Matka and Sullivan note, ‘There is
now widespread acceptance that exclusively experimental models are inappropri-
ate for the evaluation of complex policy initiatives that seek multi-level change
within individuals, families, communities and systems.’19

Many factors can make inductive inferences fail. This is true even with a
randomised controlled trial, as ‘causal complexity’ essentially ensures that all
relevant factors cannot be controlled.20 In more realistic settings, there are nu-
merous influences on a parent’s decision to enrol a child in an Early Childhood
Education (ECE) programme, of which nurse home visits is only one. And even
in contexts in which home visits have had such positive influence, there is no cer-
tainty that they will continue to work in the same way.

Yet, while the ability to generalise from the past to the future is limited,
humans have a natural capacity to make actionable inferences in complex,
unpredictable and surprising situations. Briefly, abduction is a form of inference
originally proposed by Aristotle but significantly developed by Charles Peirce.21
It can be applied to any bounded situation. Most situations that people experience
are habitual, requiring no concerted attention. When attention is triggered by
something out of the ordinary, people form a hypothesis in what Peirce describes
as a ‘flash of insight’. Everyday abductions occur when a parent draws on a men-
tal repertoire of past events to ‘guess’ whether a crying child is hungry or hurt.

More generally, abduction integrates understanding and experience (data), as
illustrated by well-known examples. Archimedes’s ‘Eureka!” was an abduction
to a new idea altogether, a discovery which he somehow ‘knew’ to be a solution
to his problem of proving the purity of a gold piece. The method of Sherlock
Holmes (and that of other problem-solvers, such as doctors, social workers,
coaches and indeed many social scientists) reveals abductions as plausible ideas
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according with common sense and descriptive knowledge, which may appear as
surprising at first, but then as clear and straightforward once ‘tested’ in some way.

Once formed, a hypothesis is subject to experiment (such as seeing if food
stops the child’s crying) and logical analysis.22 McKaughan draws attention to
the need for choosing among hypotheses: ‘Abduction cannot be used to improve
predictive modelling. But it can provide hunches and hypotheses worth pursu-
ing.’23 Analogical reasoning can help in choosing a hypothesis to pursue. In
analogical reasoning a comparison is made between 4 (source domain) and B
(target domain) that highlights similarities and supports a hypothesis pertaining
to something as yet unobserved in B, but observed in A.24

Alternatively, phronesis (another Aristotelian term, often translated as prac-
tical wisdom) can supply the grounds for applying knowledge to a new problem.
Thomas, drawing on others, describes phronesis as involving a combination
of ‘knowledge, judgment and taste, together producing a discernment, through
which we see links, discover patterns, make generalisations, create explanatory
propositions ... all the time emerging out of our experience’.25

Abductive insight can supplement probability estimates derived from causal
models when making a specific decision. For example, a weather forecaster may
say that there is a 50 per cent chance of rain today. But whether or not I take an
umbrella will also be a function of how I interpret the clouds in my exact vicinity
at the exact time I propose to go outside. Similarly, a soccer player with a multi-
sensory awareness of the state of play need not calculate the chances of a goal
with one kicking angle rather than another, but can draw on muscle memory de-
veloped from repetitive previous experiences.26

In the social services, with respect to the ‘unique individual’ challenge, so-
cial workers can read specific situations in the context of their experiences, which
includes (but is not limited to) information that has been analytically processed.
The social worker simultaneously discovers and brings forward salient aspects
or combinations of aspects in the case at hand. For good reasons, society con-
strains social workers’ ability to act immediately and on their own hunches alone
— yet much could be learned from systematic study of these judgments.27 In the
same way that performance statistics are fed back to an athlete, the results of pro-
fessionals’ decisions can assist others to improve on the modelled probability of
the “fit” of a client and a service in a specific case. Importantly, researchers can
seek to learn more systematically from cases that do not conform to expected pat-
terns (such as children in the Family Start programme who are not immunised
or enrolled in ECE). Rather than conducting more extensive modelling of such
“failures’, the observations and conclusions of home visitors can be collected
and studied. With respect to the emergent nature of the future, people can make
guesses abductively outside the reach of models, and then observe the outcomes
of the guesses.

Insight happens when a researcher confronts some puzzling situation. For ex-
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ample, Ellwood recalled how the advent of longitudinal data on family income
occasioned fresh hypotheses about the events that led people into and out of
need by finding that only a small minority of new entrants, at any point in time,
would become long-term recipients of assistance.28 In social systems, change
is the norm. To get new ideas, researchers must selectively extract from their
observations those facts about some phenomenon that are informative (in the
sense that they seed plausible ideas). Getting ideas requires judgment, not only
measurement or observation or interpretation. Once the initial ideas are in hand,
researchers can pursue their ideas to reach more robust theories of change, using
various methods.29

METHODS FOR GENERATING AND TESTING
HUNCHES

Methods that can build on abductive insights and thereby complement other
strategies in social investment decision-making have three main characteristics:
they assume a person-centric realism,30 they make use of surprise or anomaly and
they aid the search for patterns. Briefly, being person-centric entails focusing on
a moment or moments in a vulnerable child’s or ex-prisoner’s life-stream, with
attention to intertemporal, systemic, relational, aspirational and many other sit-
uationally relevant variables. The relationships themselves are not always linear
and are rarely deterministic. The necessity of anomaly or surprise signals that the
trigger for a new idea and for continued learning is not to be found in the midst
of what is already, at least provisionally, ‘settled knowledge’. Unexpected con-
sequences are unavoidable limitations in policy interventions.31 Finding patterns
augments the feedback loop, by helping to refine the needs—intervention match.

Thus, methods must be able to add value to one or both of the two streams
of information that come together in a social investment decision: one about the
needs of individuals and one about the workings of interventions. Some methods
can retain the case connections across the need-to-services-to-outcomes vector,
rather than relying on statistical patterns that are correlations of needs, services
and outcomes. Methods can also make use of cases that don’t fit those patterns
well. The aim would be to better understand all outcome results as depicted in
Tables 9.1 and 9.2 and to generate ideas for ‘better’ diagnoses and prescriptions
(intervention plus duration) across the life-course.

Identifying target needs in the context of individual
life-courses

Rather than approaching a ‘life’ as a bundle of attributes, present or absent at var-
ious times, a number of which may be of interest in the context of meeting more
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societal objectives, the whole person can be retained.32 A life can be conceived
as a slowly changing choreography of mutually interacting systems: that is, the
person in his/her milieu of family, school, church, work, time and so on. At some
points in this vector of experiences, an individual’s need for some form of ‘in-
vestment’ lights up; the need is assessed (by the individual and/or the state) and
a ‘prescription’ is made to address the need (drawn from a menu that includes
choices available to the individual as well as services that can be dispensed by the
state); and, after some time and allowing for cycles within this chain, the need is
addressed (more or less).

As outlined by the Productivity Commission and Heatley, people can be
roughly grouped according to need for services and ability to manage the service
interactions.33 Some have complex needs and are not themselves able to fully
access and coordinate the services they need. These people are, on average, the
primary expected beneficiaries of the social investment approach. Even here,
however, although a service provider could operate entirely with observed and
recorded data (with none from the person served), the assessment of needs and
circumstances is typically a joint effort of the service recipient and the provider
and is situation-specific.

Methods that can augment professionals’ judgments based on experience
when engaging with recipients work together with information that is additional
to statistical indicators and can contribute to a richer feedback loop. There are
two main strategies that professionals (and specialist researchers) can use. They
can become more sensitive to the challenges in joint efforts of ascertaining recip-
ients’ circumstances, and search for patterns in judgmental information by using
any of a number of well-known methods. Professionals can also use their obser-
vations of anomalies that may arise in narrative exchanges with recipients as an
abductive trigger.

Finding patterns in needs assessments can involve simply being alert to,
and developing a mental file of, typical discrepancies between provider-observed
and recipient-reported data. Such practices characterise much of ‘everyday’ pro-
fessional work, helping professionals to distinguish, for example, between a
recipient who is unwilling to get their child immunised rather than unable to fol-
low through on that intention due to practical constraints. More subtle challenges
may also arise, which may not be detected immediately, but which can be re-ex-
amined later, allowing false conclusions to be corrected. For example, a provider
may discount some self-reported data, but later come to see that their judgment
was incorrect. Similarly, to some degree both the provider and the recipient may
be misinformed about needs and circumstances. Providers also need to be alert to
operationally influenced biases (and organisationally supported to mediate them).
For example, true circumstances may be masked or distorted by incentives to fit
needs to standard risk-profile categories, or by fear of being held accountable
for decisions made on less objective grounds (for example, assigning only those
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services that are ranked highest for the given profile, even if there are other indi-
cations of a mismatch).

Professionals hear stories from those they serve. Would-be recipients can
be savvy in conveying their circumstances, and this goes even for those in the
most ‘at-risk’ groups with complex needs. Whether intentionally or not, people
may seek to represent themselves in ways that adversely influence the provider’s
judgment of their needs. (This can work both ways: to make a person appear
more needy or less, for example, when someone is unwilling to admit a need for
help). But, perhaps more typically, the stories accurately portray a situation as it
appears to the speaker. Schon’s treatment of professionals’ many forms of reflec-
tion in problem-solving can be extended to professionals who work with people’s
evolving and emerging stories to achieve improved well-being.34 Stories and re-
flections on what does and does not ‘fit” provide occasions for abduction.35

One-off stories are limited, however: for the sake of efficient practice, pro-
fessionals need ways to better detect and understand patterns of suitable invest-
ment matches. An analogy here is the protocols border-control agents follow in
deciding what level of scrutiny to give an incoming person’s ‘story’. Several
methods are designed to collect coherent, contextualised individual narrative
cases of situated experience and meaning to achieve greater understanding and
results across groups of people. Roughly, with regard to some situational chal-
lenge, these methods: (a) elicit or define diverse cases; (b) advance understanding
or appreciation of the cases in their own terms; (c) use this understanding to find
alignments and differences; and (d) interpret patterns and extract insights in view
of making a positive contribution to policy debate and/or community learning and
action.36 Specific methods include metanarrative,37 ‘communicative’ dialogue
undertaken in a participatory community setting,38 and Q methodology.39 With
the latter, people use a sample of self-referent opinions on a given topic to pro-
vide holistic pictures of what is on their minds, which are then correlated and
factor-analysed.

Such narrative or dialogic methods allow investigators to seek understanding
of how people’s aspirations for their future well-being connect with their experi-
ence and knowledge. They may also help in identifying unrecognised viewpoints,
disaggregating recognised positions and analysing differences. Q methodology,
for example, finds different (but often partly overlapping) ways in which people
structure a matter from their own perspectives, based on underlying dispositions
that predispose their beliefs and behaviours.

In a policy context, the greatest potential usefulness of Q methodology (and
similar methods) may be for tailoring the design and delivery of services. In a so-
cial service domain, the method can show that human diversity, while infinitely
variable, nevertheless settles into a few broader patterns, and that a great many
people are likely to fit one or more of those patterns relatively closely. At the
same time, however, correlation with demographic categories or alignment with
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one or a few objectively measured variables may be poor. This observation helps
to explain why seemingly similarly placed people, such as ex-prisoners, can have
vastly different experiences with the ‘same’ service (such as social housing). A
researcher or a practitioner, especially one who is suitably theoretically and ex-
perientially informed, is in a good position to work with stories and perspectives
that are conveyed in expressed attitudes and opinions.

Knowing what works

Having identified target needs (with all the inherent challenges just canvassed),
services must then be allocated. Available information takes the form of a menu
of services that could meet needs (singly or in combination and for shorter or
longer durations). The social investment approach requires information on the
expected effectiveness of the various options for the recipient’s needs, thus en-
abling the ‘best’ match. When allocating a service to a new recipient, a provider
must decide if the available information on the service is directly applicable, or
if some adjustments are needed to estimate effectiveness in the new case, since
information on an intervention’s effectiveness is derived from the past and thus
from other people’s experiences, needs and circumstances.

However, information on what has worked and for whom can be rather thin,
and interventions are evaluated singly, whereas people with complex needs may
access multiple services simultaneously. The requirements for high-quality sci-
ence in evaluating intervention effectiveness are difficult to meet in the first
instance, and independent verification and replication is costly and time-con-
suming. A US study reveals just how high the bar may be set: ‘high-quality
economic evaluations are characterised by a clearly defined intervention and a
well-specified counterfactual; a previously established perspective, time horizon,
and baseline discount rate; accurate cost estimates of the resources needed to
replicate the intervention; and consideration of the uncertainty associated with the
evaluation findings.’40 Evaluation cost considerations can weaken the research
design.41

The problems may lie deeper. Starbuck claims there is an inherent problem
in the ‘assumptions of statistical methodology, which consistently demands ran-
dom sampling. Random samples are difficult to obtain and rare in practice, so
researchers ignore the requirement [and] use statistical procedures that assume
random sampling.’42 Byrne, making the claims of complexity scientists, argues
that ‘in complex systems the cause will seldom be the intervention — something
done to the system — taken alone. What matters is how the intervention works in
relation to all existing components of the system and to other systems and their
sub-systems that intersect with the system of interest.’43

Answering ‘why’ questions is essential, as is evaluating the range of out-
comes across the range of presenting risk profiles (as set out in Table 9.1).
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The Productivity Commission, quoting a submission from Superu that implicitly
recognises complexity, notes: ‘To find out “why” a service has worked (or not)
evaluators seek an understanding of the cultural and local context, the processes
used during implementation — and the findings gained from data analytics ...
The nature of this type of evidence often reveals findings about local leadership,
logistics, cultural appropriateness, and programme fidelity.’44 Put differently, in-
formation is needed that provides access to the ‘human’ parts of the workings of
an intervention, and the relationships and ‘other factors’ essential to the evalua-
tion objectives.

Building on the work of Charles Ragin, qualitative comparative analysis
(QCA) offers a way to investigate multiple causal pathways in the workings of
a policy intervention by using a few cases (at least three, but often fewer than
50).45 According to Ragin, ‘causes combine in different and sometimes contra-
dictory ways to produce the same outcome, revealing different paths’.46 QCA
uses Boolean logic and the search for necessary and sufficient conditions in
classes of ‘configurations’ of variables in cases. It seeks to explain why specific
cases have particular outcomes.47

Ray Pawson and colleagues have elaborated protocols and methods for ‘re-
alist’ evaluation and synthesis.48 This approach matches precisely the language
adopted in New Zealand:

Realist synthesis is a theory-driven method that ... places particular empha-
sis on understanding causation and how causal mechanisms are shaped and
constrained by social context ... A realist research question contains some
or all of the elements of ‘What works, how, why, for whom, to what ex-
tent and in what circumstances, in what respect and over what duration?’
and applies realist logic to address the question. Above all realist research
seeks to answer the ‘why?” question. Realist synthesis ... assumes that pro-
gramme effectiveness will always be partial and conditional and seeks to
improve understanding of the key contributions and caveats.49

Of note is that this strategy relies importantly on abduction (researchers’ judg-
ments and sensitivity to salient features in an intervention context); but it also
has received favourable notice from proponents of evidence-based policy. Realist
methods (for both synthesis and evaluation) emerged from the traditions of schol-
ars who questioned the usefulness of much policy research and tried to make
better sense of messy policy realities. Pawson argues that while there are infi-
nitely many cases of policy interventions — certainly one for each person—policy
pair — there are only a small number of mechanisms for change.50 Thus, re-
searchers can assume some underlying mechanism of change is behind policy
in large numbers of interventions — each of which is a case of the mechanism.
That is, while each family served by a home visit is unique, there are only a
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few underlying ways in which the visit ‘works’ (or fails to work) to achieve
a fully immunised child. A ‘mechanism’ comprises the combination of a ‘re-
source’ supplied by an intervention (such as information about immunisation)
and the reasoning of the person affected by the resource. Researchers can extract
the ‘emerging propositions’ in the form of ‘middle-range theories’ by reviewing
cases, much like Sherlock Holmes seeks clues. The propositions are hypotheses
that can be further explored empirically, but that can also directly inform policy
development.

Finally, much can be learned from studying unusual cases, or ‘positive devi-
ations’, such as communities that find very rapid routes to recovery following a
disaster or, at the other end of the outcomes spectrum, communities that display
extreme fragility. Baxter et al. note that ‘problems can be overcome using solu-
tions that already exist within communities. Despite facing the same constraints
as others, “positive deviants” identify these solutions and succeed by demonstrat-
ing uncommon or different behaviours.’51 Klaiman et al., for instance, looked at
local health departments whose maternal and child health outcomes were ‘excep-
tional’ when compared to their peers.52

CONCLUSION

It is essential that social investment analysts continue their efforts to improve the
information base to allow ever more precise estimations, by more fine-grained
updating of intervening indicators, by improving the data and assumptions in
their actuarial models, and so on. However, there are natural limits to these ef-
forts, and information will remain imperfect and incomplete. This chapter has
suggested that while more data and more analysis are certainly valuable, different
methodological strategies may also have a key role to play. The complementary
methods discussed here bear consideration, since humans live lives with spatial
and temporal wholeness, have ideas about their own welfare, and face unique
opportunities and constraints, leading to diversity that can never be properly cap-
tured by statistical indicators.

For effective policy decision to be based on evidence, the evidence has to
meet two conditions: it must capture and convey some understanding about the
matter at hand, and it must support a plausible explanation that connects the un-
derstanding with the policy implication. Policy professionals steeped in statistics
and modelling will prefer to learn about inherently complex situations from rea-
sonably large-n counterfactual studies when available. However, in the absence
of such studies and other robust evidence, and in order to address the inevitable
gaps created by ‘fuzzy realities’, ‘complex causality’ and the lack of crystal-ball
gazing, this chapter has argued for methods and ways of reasoning that can draw
attention to new ideas that arise naturally to professionals in the context of their
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day-to-day practice. This requires starting in situ, with specific ‘cases’ and rea-
soning from there.

It might be claimed that the methods sketched in the preceding section are
merited in principle but too fussy or expensive to be practically implemented.
However, initially no more method is needed than attention to what falls outside
expected patterns. Abduction as a mode of inquiry generates plausible ideas about
what works and what may be the reasons for policy-relevant observations. From
there, even a little further attention to the suggestions could dispel some of the
concern that accompanies unfamiliar methods.

By way of a concluding comment, it is well to recall that in the context of
working for future well-being, the way in which a recipient experiences services
and the relationships involved is important. Just as clinicians treat a person, not
just a body, methods that engage a person, not only track them from outside, are
essential to realising the objectives motivating the social investment approach.

References

Barnes, Marian, Elizabeth Matka and Helen Sullivan, ‘Evidence, Understanding and Com-
plexity’, Evaluation, 9, 3 (2003)

Bartha, Paul, ‘Analogy and Analogical Reasoning’, in E. N. Zalta (ed.), The Stanford
Encyclopedia of Philosophy, Fall edn, Center for the Study of Language and Informa-
tion, Stanford University, Stanford, 2013, http://plato.stanford.edu/archives/fall2013/
entries/reasoning-analogy (accessed 7 September 2017)

Baxter, Ruth, Natalie Taylor, lan Kellar and Rebecca Lawton, ‘What Methods are Used
to Apply Positive Deviance within Healthcare Organisations? A Systematic Review’,
British Medical Journal: Quality and Safety, 25, 3 (2016)

Blackman, Tim, Jonathan Wistow and David Byrne, ‘A Qualitative Comparative Analysis
of Factors Associated with Trends in Narrowing Health Inequalities in England’, So-
cial Science & Medicine, 72 (2011)

Byrne, David, ‘Evaluating Complex Social Interventions in a Complex World’, Evalua-
tion, 19, 3 (2013)

Deloitte/NZIER, State of the State, New Zealand 2016: Social Investment for Our Future,
Wellington, 2016

Douven, Igor, ‘Abduction’, in E. N. Zalta (ed.), The Stanford Encyclopedia of Philosophy,
Spring edn, Center for the Study of Language and Information, Stanford University,
Stanford, 2011, http://plato.stanford.edu/archives/spr2011/entries/abduction (ac-
cessed 7 September 2017)

Dunn, William N., Policy Analysis: An Introduction, 5th edn, Pearson Education, Upper
Saddle River, 2011

Ellwood, David T., ‘From Research to Social Policy and Back Again: Translating Scholar-
ship into Practice Through the Starry Eyes of a Sometimes Scarred Veteran’, keynote
address, Social Policy Research and Evaluation Conference, Wellington, April 2003

English, Bill, ‘Speech to the Treasury Guest Lecture Series on Social Investment’, pre-
sented at the Treasury Guest Lecture Series, Wellington, 17 September 2015

247


https://doi.org/10.1177/13563890030093003
https://doi.org/10.1177/13563890030093003
http://plato.stanford.edu/archives/fall2013/entries/reasoning-analogy
http://plato.stanford.edu/archives/fall2013/entries/reasoning-analogy
https://doi.org/10.1136/bmjqs-2015-004386
https://doi.org/10.1136/bmjqs-2015-004386
https://doi.org/10.1016/j.socscimed.2011.04.003
https://doi.org/10.1016/j.socscimed.2011.04.003
https://doi.org/10.1177/1356389013495617
http://plato.stanford.edu/archives/spr2011/entries/abduction

English, Bill, ‘Social Investment Analytics Layer Launch’, speech, 28 September 2016,
www.bechive.govt.nz/speech/social-investment-analytics-layer-launch (accessed 7
September 2017)

Fann, K. T., Peirce’s Theory of Abduction, Martinus Nijhoff, The Hague, 1970

Flecha, Ramon, and Marta Soler, ‘Communicative Methodology: Successful Actions and
Dialogic Democracy’, Current Sociology, 62,2 (2014)

Gluckman, Peter, The Role of Evidence in Policy Formation and Implementation, Office
of the Prime Minister’s Science Advisory Committee, Wellington, 2013

Greenhalgh, Trisha, Glenn Robert, Fraser Macfarlane, Paul Bate, Olympia Kyriakidou and
Richard Peacock, ‘Storylines of Research in Diffusion of Innovation: A Meta-Narra-
tive Approach to Systematic Review’, Social Science & Medicine, 61 (2005)

Head, Brian W., ‘Three Lenses of Evidence-Based Policy’, The Australian Journal of Pub-
lic Administration, 67, 1 (2008)

Heatley, Dave, ‘Making Social Services Work for Everyone: A Summary of the Recent
Productivity Commission Inquiry’, Policy Quarterly, 12, 2 (2016)

Klaiman, Tamar, Athena Pantazis, Anjali Chainani and Betty Bekemeier, ‘Using a Posi-
tive Deviance Framework to Identify Local Health Departments in Communities with
Exceptional Maternal and Child Health Outcomes: A Cross Sectional Study’, BMC
Public Health, 16 (2016)

McKaughan, Daniel J., ‘From Ugly Duckling to Swan: C. S. Peirce, Abduction, and the
Pursuit of Scientific Theories’, Transactions of the Charles S. Peirce Society, 44, 3
(2008)

Mansell, James, Handing Back the Social Commons, report to the New Zealand Produc-
tivity Commission as part of their inquiry into More Effective Social Services, April
2015, www.productivity.govt.nz/inquiry-content/social-services (accessed 7 Septem-

ber 2017)
Manzi, Jim, ‘“What Social Science Does — and Doesn’t — Know’, City Journal, Summer
2010, www.city-journal.org/html/what-social-science-does—and-

doesn’t—know-13297.html (accessed 7 September 2017)

National Academies of Sciences, Engineering and Medicine, Advancing the Power of Eco-
nomic Evidence to Inform Investments in Children, Youth and Families, National
Academies Press, Washington DC, 2016

New Zealand Productivity Commission, More Effective Social Services, final report, Au-
gust 2015

New Zealand Treasury, ‘Social Investment’, 12 July 2017, www.treasury.govt.nz/statesec-
tor/socialinvestment (accessed 4 November 2016)

New Zealand Treasury, ‘The Treasury’s CBAx Tool’, 1 September 2017,
www.treasury.govt.nz/publications/guidance/planning/costbenefitanalysis/cbax (ac-
cessed 4 November 2016)

Nuwer, Rachel, ‘Coaching Can Make or Break an Olympic Athlete: Competitors at the
Most Elite Level Require More than Technical Support’, Scientific American, 5
August 2016, www.scientificamerican.com/article/coaching-can-make-or-break-an-
olympic-athlete (accessed 7 November 2016)

Pawson, Ray, Evidence-Based Policy: A Realist Perspective, SAGE, London, 2006

Pawson, Ray, The Science of Evaluation: A Realist Manifesto, SAGE, London, 2013

Ragin, Charles C., Fuzzy Set Social Science, University of Chicago Press, Chicago, 2000

248


http://www.beehive.govt.nz/speech/social-investment-analytics-layer-launch
https://doi.org/10.1007/978-94-010-3163-9
https://doi.org/10.1177/0011392113515141
https://doi.org/10.1177/0011392113515141
https://doi.org/10.1016/j.socscimed.2004.12.001
https://doi.org/10.1016/j.socscimed.2004.12.001
https://doi.org/10.1111/j.1467-8500.2007.00564.x
https://doi.org/10.1186/s12889-016-3259-7
https://doi.org/10.1186/s12889-016-3259-7
https://doi.org/10.1186/s12889-016-3259-7
http://www.productivity.govt.nz/inquiry-content/social-services
http://www.city-journal.org/html/what-social-science-does�and-doesn�t�know-13297.html
http://www.city-journal.org/html/what-social-science-does�and-doesn�t�know-13297.html
https://doi.org/10.17226/23481
https://doi.org/10.17226/23481
http://www.treasury.govt.nz/statesector/socialinvestment
http://www.treasury.govt.nz/statesector/socialinvestment
http://www.treasury.govt.nz/publications/guidance/planning/costbenefitanalysis/cbax
http://www.scientificamerican.com/article/coaching-can-make-or-break-an-olympic-athlete
http://www.scientificamerican.com/article/coaching-can-make-or-break-an-olympic-athlete
https://doi.org/10.4135/9781849209120
https://doi.org/10.4135/9781473913820

Chapter 9 Information requirements

RAMESES  Project, Quality Standards for  Research  Synthesis, 2014,
www.ramesesproject.org/media/RS_qual standards_researchers.pdf (accessed 7
September 2017)

Rihoux, Benoit, and Charles C. Ragin, ‘Qualitative Comparative Analysis (QCA): State
of the Art and Prospects’, Qualitative Methods: Newsletter of the American Political
Science Association Organized Section on Qualitative Methods, 2, 2 (2004)

Schon, Donald, The Reflective Practitioner: How Professionals Think in Action, Basic
Books, New York, 1983

Sebeok, Thomas A., and Jean Umiker-Sebeok, ““You Know My Method”: A Juxtaposition
of Charles S. Peirce and Sherlock Holmes’, in Umberto Eco and Thomas A. Sebeok
(eds), The Sign of Three: Dupin, Holmes, Peirce, Indiana University Press, Bloom-
ington, 1983

Social Investment Unit, ‘Evidence and Insights’, 2016, https://siu.govt.nz/about-us/
evidence-and-insights (accessed 1 November 2016)

Social Investment Unit, “What is Social Investment?’, 2017, https://siu.govt.nz/about-us/
what-is-social-investment (accessed 12 June 2017)

Starbuck, William, ‘60th Anniversary Essay’, Administrative Science Quarterly, 61, 2
(2016)

Stephenson, William, ‘Definition of Opinion, Attitude and Belief’, Psychological Record,
15,2 (1965)

Tavory, Iddo, and Stefan Timmermans, Abductive Analysis: Theorizing Qualitative Re-
search, University of Chicago Press, Chicago and London, 2014

Thomas, Gary, ‘Doing Case Study: Abduction not Induction, Phronesis not Theory’, Qual-
itative Inquiry, 16,7 (2010)

Thomas, Gary, ‘The Case: Generalisation, Theory and Phronesis in Case Study’, Oxford
Review of Education, 37,1 (2011)

Tilley, Nick, ‘(EMMIE and Engineering: What Works as Evidence to Improve Decisions?’,
Evaluation, 22, 3 (2016)

Wolf, Amanda, ‘Between-Case Dialogue: Public Engagement in the Second-Person
Voice’, Journal of Environmental Studies and Sciences, 6, 3 (2016)

Yesberg, Julia, and Devon L. L. Polaschek, ‘What Can the DRAOR Tell Us About
High-Risk Offenders?: A Preliminary Examination’, Practice: The New Zealand
Corrections Journal, 2, 1 (2014)

Notes

1 The author would like to express appreciation to workshop participants and
organisers, and to Isabelle Collins and Simon Wakeman for their construc-
tive comments.

2 New Zealand Treasury, ‘Social Investment’, 12 July 2017,
www.treasury.govt.nz/statesector/socialinvestment (accessed 4 November
2016).

3 For simplicity, recipients are taken as individuals but, in principle, a recipi-
ent can be a community or all of society.

4  Social Investment Unit, ‘What is Social Investment?’, 2017,

249


http://www.ramesesproject.org/media/RS_qual_standards_researchers.pdf
https://doi.org/10.4324/9781315237473
https://siu.govt.nz/about-us/evidence-and-insights
https://siu.govt.nz/about-us/evidence-and-insights
https://siu.govt.nz/about-us/what-is-social-investment
https://siu.govt.nz/about-us/what-is-social-investment
https://doi.org/10.1177/0001839216629644
https://doi.org/10.1007/bf03393596
https://doi.org/10.7208/chicago/9780226180458.001.0001
https://doi.org/10.7208/chicago/9780226180458.001.0001
https://doi.org/10.1177/1077800410372601
https://doi.org/10.1080/03054985.2010.521622
https://doi.org/10.1177/1356389016656518
https://doi.org/10.1007/s13412-015-0296-y
https://doi.org/10.1007/s13412-015-0296-y
http://www.treasury.govt.nz/statesector/socialinvestment

10

11

12

13

14

15

16

17

18

https://siu.govt.nz/about-us/what-issocial-investment (accessed 12 June
2017).

Dave Heatley, ‘Making Social Services Work for Everyone: A Summary
of the Recent Productivity Commission Inquiry’, Policy Quarterly, 12, 2
(2016), p.60.

New Zealand Productivity Commission, More Effective Social Services, fi-
nal report, August 2015, p.4.

Bill English, ‘Speech to the Treasury Guest Lecture Series on Social In-
vestment’, presented at the Treasury Guest Lecture Series, Wellington, 17
September 2015.

Rachel Nuwer, ‘Coaching Can Make or Break an Olympic Athlete: Com-
petitors at the Most Elite Level Require More than Technical Support’,
Scientific American, 5 August 2016, www.scientificamerican.com/article/
coaching-can-make-or-break-an-olympic-athlete (accessed 7 November
2016). It can be argued that such additional factors can be estimated quanti-
tatively and combined with the more ‘objective’ data on nutrition, and so on,
so that a coach would be able to gauge just how and when to offer emotional
support to a given athlete. But it is far more persuasive to hold that the accu-
mulated experience of the coach is what is ‘doing the work’.

Julia Yesberg and Devon L. L. Polaschek, “What Can the DRAOR Tell
Us About High-Risk Offenders?: A Preliminary Examination’, Practice: The
New Zealand Corrections Journal, 2, 1 (2014), pp.13—19.

Social Investment Unit, ‘What is Social Investment?’.

Ibid.

Deloitte/NZIER, State of the State, New Zealand 2016: Social Investment
for Our Future, Wellington, 2016.

And, in some cases, the investment will still be made if the net return is neg-
ative, if it represents a smaller loss than alternatives and if society accepts
that the loss is justified.

New Zealand Treasury, ‘The Treasury’s CBAx Tool’, 1 September 2017,
www.treasury.govt.nz/publications/guidance/planning/costbenefitanalysis/
cbax (accessed 4 November 2016).

Bill English, ‘Social Investment Analytics Layer Launch’, speech, 28 Sep-
tember 2016, www.beehive.govt.nz/speech/social-investment-analytics-
layer-launch (accessed 7 September 2017).

For example, Brian W. Head, ‘Three Lenses of Evidence-Based Policy’, The
Australian Journal of Public Administration, 67, 1 (2008).

Peter Gluckman, The Role of Evidence in Policy Formation and Imple-
mentation, Office of the Prime Minister’s Science Advisory Committee,
Wellington, 2013, p.7.

William N. Dunn, Policy Analysis: An Introduction, 5th edn, Pearson Edu-
cation, Upper Saddle River, 2011.

250


https://siu.govt.nz/about-us/what-issocial-investment
http://www.scientificamerican.com/article/coaching-can-make-or-break-an-olympic-athlete
http://www.scientificamerican.com/article/coaching-can-make-or-break-an-olympic-athlete
http://www.treasury.govt.nz/publications/guidance/planning/costbenefitanalysis/cbax
http://www.treasury.govt.nz/publications/guidance/planning/costbenefitanalysis/cbax
http://www.beehive.govt.nz/speech/social-investment-analytics-layer-launch
http://www.beehive.govt.nz/speech/social-investment-analytics-layer-launch
https://doi.org/10.1111/j.1467-8500.2007.00564.x

19

20

21

22

23

24

25

26

27

28

29

Chapter 9 Information requirements

Marian Barnes, Elizabeth Matka and Helen Sullivan, ‘Evidence, Under-
standing and Complexity’, Evaluation, 9, 3 (2003), p.265.

Jim Manzi, ‘What Social Science Does — and Doesn’t — Know’, City
Journal, Summer 2010, www.city-journal.org/html/what-social-science-
does—and-doesn’t—know-13297.html (accessed 7 September 2017); Nick
Tilley, ‘(EMMIE and Engineering: What Works as Evidence to Improve De-
cisions?’, Evaluation, 22, 3 (2016).

K. T. Fann, Peirce’s Theory of Abduction, Martinus Nijhoff, The Hague,
1970. As Douven (Igor Douven, ‘Abduction’, in E. N. Zalta (ed.), The
Stanford Encyclopedia of Philosophy, Spring edn, Center for the Study
of Language and Information, Stanford University, Stanford, 2011,
http://plato.stanford.edu/archives/spr2011/entries/abduction  [accessed 7
September 2017]) clarifies, in deductive inferences, the truth of the premises
guarantees the truth of the conclusion; in induction there is on/y an appeal to
observed frequencies or statistics; and in abduction there is additionally an
implicit or explicit appeal to explanatory considerations.

Thomas A. Sebeok and Jean Umiker-Sebeok, ““You Know My Method”: A
Juxtaposition of Charles S. Peirce and Sherlock Holmes’, in Umberto Eco
and Thomas A. Sebeok (eds), The Sign of Three: Dupin, Holmes, Peirce, In-
diana University Press, Bloomington, 1983, p.18.

Daniel J. McKaughan, ‘From Ugly Duckling to Swan: C. S. Peirce, Abduc-
tion, and the Pursuit of Scientific Theories’, Transactions of the Charles S.
Peirce Society, 44, 3 (2008), p.458.

Paul Bartha, ‘Analogy and Analogical Reasoning’, in E. N. Zalta (ed.),
The Stanford Encyclopedia of Philosophy, Fall edn, Center for the Study
of Language and Information, Stanford University, Stanford, 2013,
http://plato.stanford.edu/archives/fall2013/entries/reasoning-analogy ~ (ac-
cessed 7 September 2017).

Gary Thomas, ‘The Case: Generalisation, Theory and Phronesis in Case
Study’, Oxford Review of Education, 37, 1 (2011), p.24.

It is possible to make the umbrella decision using the forecast, the obser-
vation or both. The soccer player cannot make direct use of a model of the
chances of a goal. The outcomes of both decisions are also available straight
away. Social investment decisions fall somewhere in between the umbrella
and the goal but the outcome is not apparent immediately.

Indeed, qualitative information is already systematically collected in many
social intervention decision contexts and intervention evaluations.

David T. Ellwood, ‘From Research to Social Policy and Back Again: Trans-
lating Scholarship into Practice Through the Starry Eyes of a Sometimes
Scarred Veteran’, keynote address, Social Policy Research and Evaluation
Conference, Wellington, April 2003, p.5.

Iddo Tavory and Stefan Timmermans, Abductive Analysis: Theorizing Qual-

251


https://doi.org/10.1177/13563890030093003
https://doi.org/10.1177/13563890030093003
http://www.city-journal.org/html/what-social-science-does�and-doesn�t�know-13297.html
http://www.city-journal.org/html/what-social-science-does�and-doesn�t�know-13297.html
https://doi.org/10.1177/1356389016656518
https://doi.org/10.1177/1356389016656518
https://doi.org/10.1007/978-94-010-3163-9
http://plato.stanford.edu/archives/spr2011/entries/abduction
http://plato.stanford.edu/archives/fall2013/entries/reasoning-analogy
https://doi.org/10.1080/03054985.2010.521622
https://doi.org/10.1080/03054985.2010.521622
https://doi.org/10.7208/chicago/9780226180458.001.0001

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46
47

itative Research, University of Chicago Press, Chicago and London, 2014.
Realism is a philosophical stance that essentially accepts that there is a ‘real’
and knowable world of social influences, but that knowledge of causal rela-
tionships leading to human behaviour will always be partial and unprovable.
Barnes, Matka and Sullivan, ‘Evidence, Understanding and Complexity’.

David Byrne, ‘Evaluating Complex Social Interventions in a Complex
World’, Evaluation, 19, 3 (2013), pp.217-28.

New Zealand Productivity Commission, More Effective Social Services; and
Heatley, ‘Making Social Services Work for Everyone’.

Donald Schoén, The Reflective Practitioner: How Professionals Think in Ac-
tion, Basic Books, New York, 1983.

Gary Thomas, ‘Doing Case Study: Abduction not Induction, Phronesis not
Theory’, Qualitative Inquiry, 16, 7 (2010), pp.575-82.

Amanda Wolf, ‘Between-Case Dialogue: Public Engagement in the Second-
Person Voice’, Journal of Environmental Studies and Sciences, 6, 3 (2016).
Trisha Greenhalgh et al., ‘Storylines of Research in Diffusion of Innovation:
A Meta-Narrative Approach to Systematic Review’, Social Science & Medi-
cine, 61 (2005), pp.417-60.

Ramon Flecha and Marta Soler, ‘Communicative Methodology: Successful
Actions and Dialogic Democracy’, Current Sociology, 62, 2 (2014),
pp.232-42.

William Stephenson, ‘Definition of Opinion, Attitude and Belief’, Psycho-
logical Record, 15,2 (1965), pp.281-88.

National Academies of Sciences, Engineering and Medicine, Advancing the
Power of Economic Evidence to Inform Investments in Children, Youth and
Families, National Academies Press, Washington DC, 2016, p.3.

New Zealand Productivity Commission, More Effective Social Services,
p.203.

William Starbuck, ‘60th Anniversary Essay’, Administrative Science Quar-
terly, 61,2 (2016), p.171.

Byrne, ‘Evaluating Complex Social Interventions in a Complex World’,
p-219.

New Zealand Productivity Commission, More Effective Social Services,
p.196.

Charles C. Ragin, Fuzzy Set Social Science, University of Chicago Press,
Chicago, 2000; Benoit Rihoux and Charles C. Ragin, ‘Qualitative Compara-
tive Analysis (QCA): State of the Art and Prospects’, Qualitative Methods:
Newsletter of the American Political Science Association Organized Section
on Qualitative Methods, 2, 2 (2004), pp.3—13.

Ragin, Fuzzy Set Social Science, p.15.

Tim Blackman, Jonathan Wistow and David Byrne, ‘A Qualitative Com-
parative Analysis of Factors Associated with Trends in Narrowing Health

252


https://doi.org/10.7208/chicago/9780226180458.001.0001
https://doi.org/10.1177/13563890030093003
https://doi.org/10.1177/1356389013495617
https://doi.org/10.1177/1356389013495617
https://doi.org/10.4324/9781315237473
https://doi.org/10.4324/9781315237473
https://doi.org/10.1177/1077800410372601
https://doi.org/10.1177/1077800410372601
https://doi.org/10.1007/s13412-015-0296-y
https://doi.org/10.1007/s13412-015-0296-y
https://doi.org/10.1016/j.socscimed.2004.12.001
https://doi.org/10.1016/j.socscimed.2004.12.001
https://doi.org/10.1177/0011392113515141
https://doi.org/10.1177/0011392113515141
https://doi.org/10.1007/bf03393596
https://doi.org/10.17226/23481
https://doi.org/10.17226/23481
https://doi.org/10.17226/23481
https://doi.org/10.1177/0001839216629644
https://doi.org/10.1177/1356389013495617
https://doi.org/10.1016/j.socscimed.2011.04.003
https://doi.org/10.1016/j.socscimed.2011.04.003

48

49

50
51

52

Chapter 9 Information requirements

Inequalities in England’, Social Science & Medicine, 72 (2011), p.1966.

Ray Pawson, Evidence-Based Policy: A Realist Perspective, SAGE, Lon-
don, 2006; Ray Pawson, The Science of Evaluation: A Realist Manifesto,
SAGE, London, 2013.

RAMESES Project, Quality Standards for Research Synthesis, 2014,
www.ramesesproject.org/media/RS_qual standards_researchers.pdf  (ac-
cessed 7 September 2017), emphasis added.

Pawson, Evidence-Based Policy.

Ruth Baxter et al., “What Methods are Used to Apply Positive Deviance
within Healthcare Organisations? A Systematic Review’, British Medical
Journal: Quality and Safety, 25, 3 (2016), p.191.

Tamar Klaiman et al., ‘Using a Positive Deviance Framework to Identify
Local Health Departments in Communities with Exceptional Maternal and
Child Health Outcomes: A Cross Sectional Study’, BMC Public Health, 16
(2016).

253


https://doi.org/10.1016/j.socscimed.2011.04.003
https://doi.org/10.4135/9781849209120
https://doi.org/10.4135/9781473913820
http://www.ramesesproject.org/media/RS_qual_standards_researchers.pdf
https://doi.org/10.4135/9781849209120
https://doi.org/10.1136/bmjqs-2015-004386
https://doi.org/10.1136/bmjqs-2015-004386
https://doi.org/10.1186/s12889-016-3259-7
https://doi.org/10.1186/s12889-016-3259-7
https://doi.org/10.1186/s12889-016-3259-7

Chapter 10

Data infrastructure and analytical
capability

Simon Wakeman and Diane Garrett

INTRODUCTION

The introduction of the social investment approach has challenged the social sec-
tor to change the way it funds and delivers social services.l In New Zealand the
objective of the approach has been described as ensuring that the ‘right help goes
to the people who need it at the time it will make the most difference’.2 It aims to
achieve this by government agencies and service providers making better use of
data and analytics as they seek to meet the needs of people requiring additional
support to achieve well-being.

The data infrastructure currently in place across the social sector was not de-
signed to capture all the data necessary to meet the needs of a social investment
approach, nor is the analytical capability yet in place to extract from that data
the information necessary to build a comprehensive understanding of the inter-
face between people, communities and society. Fully implementing the social
investment approach requires investment in both the data infrastructure and the
analytical capability to ensure it is able to support these objectives.

This chapter proposes several considerations for development of a data
infrastructure and analytical capability that the authors consider necessary to im-
plement the social investment approach. It then identifies some of the challenges
yet to be overcome to enable successful implementation.

THE SYSTEM FOR SOCIAL INVESTMENT

The social investment approach

The concept of social investment is not new. It was first raised in its present form
in 1997 at the Beyond Dependency Conference. Brown and Quilter (1997) sug-
gested it involves acknowledging the ‘fiscal, economic and social costs of long-
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term dependency’ and hence concluded that ‘[policy] initiatives must be seen
as investments against the future costs’.3 They considered welfare dependency
needs to be conceptualised as a future contingent liability on the government,
‘borrowing concepts from finance and accounting, to recognise that long-term de-
pendency is a cost which will fall to future taxpayers’.

Across the globe there are different models of social investment in place,
with the ideologies of governments and social and economic factors determining
the meaning it takes in each context. There is also no single definitive understand-
ing of social investment in New Zealand. There remain differences in the way it
is defined, and the mechanisms required to implement and measure its effective-
ness.4

Figure 10.1: Major participants in the social investment ap-
proach. Source: The authors.

The Social Investment Working Group states that the most common definition
comes from what was then the Social Investment Unit (SIU), now the Social In-
vestment Agency (SIA):

Social investment is about improving the lives of New Zealanders by ap-

plying rigorous and evidence-based investment practices to social services.
It means using information and technology to identify those people for
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whom additional early investment will improve long term outcomes, better
understanding their needs and what works for them, and then adjusting ser-
vices accordingly. What is learnt through this process informs the next set
of investment decisions.5

This definition suggests an iterative process that may not be constrained by ex-
isting social sector funding models. Nor is it constrained by the recent focus on
providing services only to those most at risk. It implies a cross-sector analysis
and measurement of need and impact (i.e., collective impact).

Considerations and challenges

In discussing the data infrastructure and analytical capability required to support
the social investment approach, it is helpful to consider the main participants of
the system that underpins the approach. While data infrastructure and analyti-
cal capability requirements vary across the system depending on the objectives
it is trying to fulfil, the system is reliant on all participants working together to
achieve a common goal.

=
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needs and can but capacity to
coordinate services coordinate the
= for themselves services they need
@
j=h
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(&}
8 A D.
o
Straightforward Complex needs
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help to coordinate the system to
services coordinate services
=
o
—
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Complexity of client need

Figure 10.2: Characteristics of clients of the social investment
system. Source: Productivity Commission, More Effective So-
cial Services, August 2015, Figure 0.1.
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Figure 10.1 depicts the major participants in the system. At the centre are the
people with their individual needs and outcomes. The system is focused on ad-
dressing the holistic needs of these people, helping them to achieve the desired
outcomes. The social investment approach has been focused on those least able to
help themselves — specifically, those with complex needs and without the ability
to navigate the system themselves (i.e., those in quadrant D of the Productivity
Commission’s matrix in Figure 10.2).

The first touchpoint for these people is often the frontline organisations that
provide services designed to help them achieve better life outcomes. Frontline
providers are focused on ensuring that their services are delivered effectively
to their clients, as well as reporting information to commissioning organisations
about the outcomes they are achieving. Providers need to be able to collect and
record the data on the services they provide, the change in circumstances expe-
rienced by service users, and the outcomes observed linked to population-level
indicators of change. Aspects of the information gained must be shared across
different parts of the social investment system to ensure coordination and integra-
tion of services.

Commissioning organisations — typically government agencies — buy ser-
vices on behalf of the government.6 It is their responsibility to select the service
providers, and then monitor and evaluate their performance in achieving the de-
sired outcomes. To do this they need information on the effectiveness of the
services and the performance of the organisations that provide them.

Policy-makers — or, more specifically, government ministers acting on ad-
vice from their advisers — provide direction to the commissioning organisations
on their priority target groups and the outcomes they want to see (as well as the
resources necessary to achieve them). They seek to identify gaps in the current
situation and allocate resources to address them. Policy advisers are looking for
the system-level information, including data on which cohorts received services
and the outcomes achieved, in order to identify areas of unmet need and deter-
mine where future state resources should be targeted.

Interrelationship across domains

The social services have traditionally been divided into various domains, in-
cluding welfare, health and education. In the past, separate agencies have been
responsible for providing services in each of these domains. However, a person’s
needs are interrelated and they interact simultaneously with services across mul-
tiple domains, especially for those who fall into quadrant D of the Productivity
Commission’s matrix shown in Figure 10.2. For instance, people suffering from a
health condition are likely not only to be at risk of poorer health but also of higher
demand for welfare support over the longer term. Hence it is difficult to improve
social outcomes while services are not coordinated or the organisations providing
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them are not aware of each other’s roles. The result is often fragmented services
providing contradictory messages, and gaps caused by assuming that other ser-
vices have responsibility for particular activities.

Hence, taking a social investment approach is more likely to be effective if
policy-makers shift to more holistic targets to address overall well-being. More-
over, as it is impossible for a government organisation to micro-manage such a
wide range of services, it may be optimal that control over the service-delivery
details be delegated to organisations that have close relationship with the people
who need those services.

An adaptive system

The system that underpins social investment deals with complexity in the realm
of people’s families and individual circumstances, in the interface with agencies
in their communities, and in the wider social and economic conditions within
which they live. Hence, collecting and analysing relevant data that provides ad-
equate context needs to be information-driven and adaptive. Information from
each part feeds into and affects the behaviour of the other parts.7 To enable this
to happen effectively, the data infrastructure needs to allow a continuous transfer
of information between the parts and to incorporate as many sources of data and
research as possible.

Ideally policy design incorporates information from a range of sources, in-
cluding analysis of quantitative data, qualitative information from the ‘coalface’
of delivering programmes, the voice and experience of service users and prac-
titioners, the results of evaluation, and published research. It is important to
recognise that community-based providers are able to observe changes in needs
within their communities in real time, and this should be considered when testing
assumptions about community issues gained by analysis of administrative data.

Data analysts need to be able to provide feedback to commissioning organ-
isations and service providers on what appears to be working and not working.
Receiving timely and accurate feedback from other agencies, NGOs and local
administrative bodies allows the commissioning organisations to learn and adapt
their systems. It also helps providers to continuously refine their services to better
meet the needs of their clients. An information system that is too rigid and pre-de-
fined will not be effective in the long term as the population of clients, the needs
of those clients, and the context in which they arose evolves and changes over
time. Evaluation and feedback on programme effectiveness, the choice of consis-
tent measures of outcomes, and the ability to adapt programmes all contribute to
an adaptive system of data, evaluation, testing and implementation.
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THE SYSTEM REQUIREMENTS

This section proposes aspects of analytical capability necessary for implementa-
tion of a social investment approach.

Data infrastructure requirements
The data infrastructure needs to support the following activities:

* collection and recording of client data

* sharing and reporting of relevant data

» consolidation and aggregation of datasets

* incorporation of client experience, evaluation and research.

Service providers need to be able to collect and record data about their in-
teractions with clients and the progress they observe in some form of client
management system (CMS). They use the data collected for internal accounting,
practice management and service development.

As a condition of funding, providers typically need to report data on the ser-
vices delivered, and in many cases the outcomes observed, to commissioning
agencies. Client access to the appropriate services is often reliant on the ability to
share client service-level information across the services the client is interacting
with.

In principle, in the age of digital media and the internet the transfer of the
data should be straightforward. However, in the context of social services the data
often contains sensitive information about the client and family. Sharing and re-
porting of this data with others requires careful consideration of client rights and
the purpose for which this data is shared.

The data collected at the individual or service level needs to be consolidated
and aggregated to enable monitoring and evaluation of services, system-level re-
search and policy-making. When data on service activity is combined with data
on the individuals who received those services (e.g., their characteristics and out-
comes), it can inform the types of services that are effective for particular cohorts.
Nevertheless, due to the complex nature of the interplay of service delivery across
multiple systems, it is important that this information is not used on its own to
evaluate the performance of providers and to measure the return on investment
from government spending.

Standardising some data elements across social service providers, funders,
community networks and government agencies facilitates the transfer of data
both horizontally and vertically throughout the system. For contextual and sub-
jective data entry in particular, it is helpful if all participants in the social
investment system use some common descriptors where possible. This allows
easier knowledge transfer, communication and coordination of resources.
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Similarly, efficiencies could be obtained by standardising and aligning the
data reporting requirements across commissioning organisations. Service
providers frequently obtain funding from multiple organisations for different ser-
vices provided to the same individual. Having to report the same (or similar)
information to separate organisations increases their reporting burden and diverts
resources from delivering services to administration.

That said, it is important to recognise that standardising and aligning data re-
quirements is costly for both service providers and commissioning organisations.
There are transaction costs of agreeing on and implementing a common set of
fields as well as potential opportunity costs if there is no flexibility for adjusting
to evolving circumstances and knowledge about what matters over time. Hence,
to reduce those costs the standardised format should be relevant for the people
who use it and closely related to the format in which providers typically collect
data to inform service delivery and improvement.

Analytical capability requirements

Extracting valuable information out of the data depends on the capability to
analyse it properly. For instance, one way to improve on the traditional way of
determining who needs help is predictive modelling. This approach uses statisti-
cal methods to identify the demographic and other characteristics (referred to as
risk factors) that make parts of the population more or less likely to achieve (or
not achieve) a specific outcome.8 It depends on having the necessary data on the
whole population (or a representative sample), and being able to measure or cre-
ate reliable proxies for the desired outcomes.

Similarly, there is a set of methods that provides a more systematic way of
evaluating the impact of services. These methods involve creating and tracking
the performance of a control group that did not receive the service and then com-
paring the outcomes of recipients against those of the control group.

Randomised controlled trials (RCTs) are often considered the ‘gold standard’
because randomising the allocation of the service removes any bias due to se-
lection. However, in many cases RCTs are not feasible due to legal, political or
ethical considerations, the inability to construct a proper control group or to pre-
vent cross-contamination between the treatment and control, or lack of time.9
Instead, analysts can use a quasi-experimental approach that attempts to approx-
imate the random allocation of the service in an RCT, such as propensity-score
matching, regression discontinuity design or an instrumental-variables approach.

These more systematic types of analysis generally require skills in statistics
and/or econometrics. Predictive models rely on some form of regression model to
determine the association between various characteristics and an outcome. Actu-
arial modelling, which has been used by MSD to estimate the long-term liability
associated with different types of welfare beneficiaries, is an application of sta-

260



Chapter 10 Data infrastructure and analytical capability

tistical modelling to assess the risk of an event occurring and the costs associated
with that risk. The statistical skills required to analyse and interpret the results
from a properly constructed RCT are relatively simple, but applying the quasi-
experimental techniques that attempt to approximate for RCTs and interpreting
their results requires more sophisticated skills as well as an understanding of the
situation in which they are being applied.

In many cases the statistical techniques have been automated in a software
package so they can be implemented without understanding the underlying
model. Nevertheless, each technique relies on a set of assumptions about the data
and/or the variables, and determining whether the assumptions are appropriate
often depends on judgment that cannot be captured in a formulaic process. For in-
stance, to be able to reach valid conclusions from propensity-score matching (the
most popular method used by government analysts for quantitative evaluation)
one needs to be able to argue that all systematic differences between the treatment
and control group are captured in the observable variables. This requires knowl-
edge of the context in which the treatment was allocated and the factors that went
into making that allocation. More generally, using these statistical techniques re-
quires an understanding of both the models underpinning them and how to apply
them, which requires a combination of analytical training and experience.

That said, the results from applying statistical approaches rarely provide a
complete picture on their own, and they must be interpreted carefully in light of
knowledge about what is actually going on ‘on the ground’. By definition, mod-
elling relies on simplifying assumptions, so using it requires judgment not only
about which assumptions are reasonable but also about the situations in which
they are not valid. Often a quantitative analytical approach will generate an an-
swer that provides some insight into the general situation, but getting a complete
picture also requires an understanding of the complexity of people’s lives and
the responsiveness of the social and economic systems they interact with. Tim
Hughes’s contribution to this volume (Hughes, 2017) provides an excellent dis-
cussion of the advantages and disadvantages of predictive modelling relative to
professional judgment.

For the social investment approach to be effective, it also needs to embed
an understanding of complexity and ecological systems theories. Assumptions
and modelling in data analytics have traditionally been based on linear attribution
concepts, but it is important to recognise the interrelatedness of macro, meso and
micro systems impacting on the lives of social service users (e.g., through an
ecological-systems approach). At the same time, analysts and researchers need to
understand how communities work and the importance of a sense of belonging
for people’s well-being, and to recognise that the historical, social and environ-
mental contexts in which people live influence their ability and readiness for
change.

Hence it is important that the capability in quantitative analysis is coupled
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with the ability to interpret qualitative knowledge, as well as understanding about
the environment in which the data was generated and the lens through which it
has been interpreted. To achieve this, analysts, policy-makers and practitioners
need to work closely together.

THE CURRENT STATE OF THE SYSTEM IN NEW
ZEALAND

This section examines the current state of the data infrastructure and analytical
capability in the New Zealand social investment system, using the framework de-
scribed in the previous section.

Data infrastructure

Provider-level infrastructure

As described above, the first component of the data infrastructure necessary to
support the social investment approach is a CMS. It is now standard for service
providers in New Zealand to use some form of CMS, but the sophistication of
those CMSs varies across providers and there is large variance in the way they are
used. As a result there is great variability in the capacity of provider databases to
integrate with external databases in order to easily share data and analysis across
CMSs.
The barriers to investing in new CMSs include:

« relatively low funding of service providers over the past ten years, with no CPI
increase to acknowledge increased employment or contract compliance costs;

* the huge increase over the same period in the complexity of the problems with
which clients are presenting, with often only contributory funding based on a
lower level of client complexity;

* the unreliability of future funding, resulting in the fear that value of such a ma-
jor investment in data infrastructure might not be realised; and

* uncertainty about whether contractor/funder-owned CMSs will be required for
future contracts.

Many existing government contracts require providers to use funder-owned
CMSs or reporting tools which use contract-specific language and reporting mea-
sures, reducing the ability to easily undertake whole-of-service development.
The advantage of funder-owned data capture and reporting systems is that all
providers enter data related to a specific service in a standardised form. The main
disadvantage is the high cost imposed on providers when they are required to en-
ter different data elements in different formats for services relating to a single
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individual funded by different commissioning organisations or ‘agencies’.

The reporting systems in place across funders are siloed and disjointed, and
the data collected are as myriad as there are agencies. Over the years funders have
developed their own systems for collecting data, with few cross-government stan-
dards for collection. These systems have used various architectures and platform
storage software that are incompatible (e.g., Oracle, MS SQL Server and SAS).
Even fields with the same definition can be stored according to different field for-
mats (e.g., date and time fields).

The compliance burden this can impose is illustrated by the case of Presby-
terian Support Upper South Island.10 This NGO provider works within a wide
regional area, with about 4,200 clients each year and public funding for child and
family work of $3.5 million across a range of government agencies — Ministry
of Education, Ministry of Justice, Department of Corrections, Ministry of Health,
Ministry for Vulnerable Children/Oranga Tamariki and Ministry of Social Devel-
opment (MSD). Workers are required to use multiple reporting databases, with
additional compliance reporting totalling 177 reports per year. The provider is
required to report on 174 separate measures, with a total of 948 measures over
a 12-month period (some reports are monthly), and 27 narrative questions. In
addition to the time frontline workers spend collecting and entering client data,
approximately one full-time-equivalent employee is needed to monitor and act on
data-quality issues, and collate data for the various reports.

Another disadvantage of funder-managed systems is that providers can often
extract only limited information from the databases, and in some cases they
cannot use the information to inform their internal service development or to
demonstrate service effectiveness externally. Instead, providers must rely on
funder-produced reports which focus on the reporting needs of the commission-
ing organisation.

Policy-level infrastructure

The Social Investment Agency (SIA), established to advance and embed the gov-
ernment’s social investment approach, has been building a cloud-based ‘Data
Exchange’ to enable the safe and secure sharing of data in near real-time between
social sector government agencies and contracted NGOs.11 When fully devel-
oped, the Data Exchange will enable system-wide, two-way sharing of data
through a cloud-based platform, which will clean, structure and manage the
exchange of data. It will collect and deliver data to participating NGOs and
providers to support their service delivery. Access to it is via a secure log-on,
with each participating organisation having specific terms and conditions govern-
ing its activities on the exchange. This includes standards, governance, security
parameters and purpose-based access to data and other relevant rules.

There has been a view within commissioning organisations that they must
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know the identity of all clients who receive services in order to verify the effec-
tiveness of services, and they appear to have given little critical thought to the
privacy issues around collecting identifiable data on recipients (i.e., what client
information should be anonymised and what data needs to be individually identi-
fiable for policy and commissioning purposes). Mansell (2015) argued that data
and information that identifies individuals should be for the purpose of helping
clients to access services and providing them with coordinated support, and the
right to share personal information should be retained by the client.12

The Data Exchange is specifically designed to ensure the security and pri-
vacy of the data being shared. In particular, personal information will only be
shared with the permission of the individual (i.c., every individual owns the data
that relates to them). Encryption ensures data is only seen by those who are au-
thorised to do so. All organisations accessing the data are legally bound to hold it
securely and use it appropriately.

Statistics New Zealand consolidates data collected by government agencies
and increasingly also NGOs into a central repository, the Integrated Data In-
frastructure (IDI). It sources the data, creates identifier keys to join individuals
across the source tables, and provides the servers to warehouse it. Only essential
staff preparing the database have access to the client-identifying data (such as
names and addresses), and once the data has been cleaned and linked this data is
removed. Access to the anonymised data is restricted to authorised users, under
the provisions of the Statistics Act 1975.

The most powerful contribution of the IDI is joining information on indi-
viduals collected by different organisations so that a more holistic view of all
government services accessed by an individual can be observed. It is designed
primarily for system-level research.

However, the data collection is passive — it consolidates data that has already
been collected for another purpose — and most of the fields are administrative in
nature (e.g., who received the service? what was the service? when was it started
and stopped? who was the case worker? etc.). They are dictated by past needs
and/or the requirements of the funding agencies, which do not — as a rule — col-
lect data on the client’s current needs or the outcomes before and after receiving
a service, which would be necessary to commission for improved outcomes.

Additionally, the IDI’s structure does not currently support the incorporation
of more qualitative, contextual information into the analysis. Social service
providers have experience, knowledge and connections within their local com-
munities that offer a rich source of information to contribute to the development
of a sector-wide understanding of what works, for whom, and how it contributes
to long-term change. However, commissioning organisations currently only col-
lect, store and utilise qualitative information to the extent required for organising
and referencing. Hence the IDI provides a valuable but incomplete contribution
to the type of research and analysis demanded by a social investment approach.
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Moreover, the data in the IDI is not all in a uniformly clean and usable for-
mat. The requirement for service providers to report different data elements to
different organisations and in different formats in some cases results in conflict-
ing information about an individual when that data is consolidated in one file.
This means that users of the data have to resolve these conflicts before conduct-
ing analysis.

Another limitation is that use of the IDI data is constrained by bureaucratic
rules, technical skills and the requirement to have operational knowledge. All re-
searchers and analysts must apply for access, pass referee checks and justify use
on a case-by-case basis. They must access the data within a secure data lab envi-
ronment, which means using a data lab at either one of Statistics New Zealand’s
offices (which are only open during regular business hours) or at the premises of
one of the regular users (e.g., large government agencies and universities). Ex-
tracting data from the database requires skills in SQL programming (or access to
someone with those skills), and time and effort to prepare the data. To use it ap-
propriately, analysts need to be familiar with the data definitions as well as any
statistical tools that they apply. Finally, before taking any output outside of the
secure lab environment, they must follow a process to confidentialise the data and
clear it through Statistics New Zealand checkers, which can be bureaucratic and
time-consuming.

Statistics New Zealand has been working to improve access to the IDI and
provide support for users. The SIA has also prepared a Social Investment Analyt-
ical Layer (SIAL), a set of events-structured tables that arrange a version of the
IDI data into a consistent format. This makes it easier and faster for authorised
IDI users to use and understand. Nevertheless, obtaining the required authori-
sations, infrastructure and capability to undertake analysis requires large set-up
costs and investment.

Analytical capability

As described above, service providers, commissioning organisations and policy-
makers need to analyse the data in order to extract valuable information out of it.

Service providers typically have rich knowledge of the context, but many
lack the skills and resources to undertake systematic analysis or formal evaluation
of outcomes. Evaluation is more likely to include reviewing client results along-
side self-reported information about gains made and skills developed. However,
such evaluations do not necessarily meet with the government’s view of robust
evaluation methodology.

Commissioning organisations also often lack the necessary analytical ca-
pability. People with the requisite skills are relatively scarce and/or often too
expensive for them to retain. Moreover, to the extent that they employ skilled data
scientists, economists and financial accountants, often these people do not have

265



a developed understanding of the social and voluntary sectors, or the complexity
and interrelatedness of the systems that people interact with, which means they
may not be able to interpret the results from their analyses to make useful conclu-
sions.

Bill Rosenberg, in his Treasury guest lecture comparing and contrasting the
then National-led government’s social investment approach and MSD’s com-
munity investment approach, was critical of the focus on the individual at the
expense of the social, economic and systemic issues that form part of their expe-
rience.13 He suggested that reliance on the use of administrative data, even when
matched with other databases, fails to reflect the reality that social effects have
social causes.

There is also a replication of analytic and evaluation functions across govern-
ment agencies, and the analysis done by different organisations is not currently
being pulled together in a coherent way. There are a plethora of administra-
tive evaluations, longitudinal research studies, and international and local reports
that have been undertaken by various agencies. There is, however, no common
understanding of what contributes to effective outcomes for people receiving ser-
vices and how this informs a social investment approach, or mechanisms for
service providers to contribute their knowledge, experience and data to devel-
opments across the sector. Furthermore, agency focus on the specific areas they
are responsible for reporting on under the Better Public Services targets has ex-
acerbated the siloed approach, rather than recognising and responding to the
interrelated nature of complex social problems in the public sector.

The SIA has started to introduce government analytical teams to the lan-
guage, methodologies and frameworks required to create a cross-government
consensus on how individuals can be viewed and results from interventions mea-
sured in the social investment context. Through a test case on social housing,
it demonstrated the feasibility of measuring the impact of a government inter-
vention across different domains. Meanwhile, Treasury’s Analytics and Insights
Team has developed methods and code for conducting service evaluation across
different government agencies. There is, however, much more effort necessary to
spread these developments throughout the social sector.

CONCLUSION

This chapter has sketched out the data infrastructure and analytical capability
required to support implementation of the social investment approach. The infra-
structure needs to enable collection, sharing and consolidation of individual-level
data in a way that makes it amenable to analysis. At the same time it needs to pro-
tect the privacy of the individuals and minimise the burden on service providers.
Furthermore, it is necessary to build the analytical capability that can not only
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apply the statistical techniques that generate information out of the data but also
understand the context in which the data is generated.

The chapter has also discussed the existing infrastructure and analytical ca-
pability. There is a wide variation in the standard of data and analytical capability
across the system. While some service providers have sophisticated CMSs and
leading-edge analytical capability, many are making do with rudimentary sys-
tems and processes. Meanwhile, the disjointed nature of the data used by different
agencies imposes costs on both those who provide the data and the policy-mak-
ers who attempt to make sense of it. The Data Exchange being developed by
the SIA and Statistics New Zealand’s IDI are valuable innovations, but there is
still a long way to go before their full potential can be exploited. There needs to
be a concerted effort to increase the number of people trained in the appropriate
methodologies who also understand the context in which the data was generated.

A common understanding of the objectives of social investment in New
Zealand and the full range of data required will lay the foundations of an in-
tegrated learning system. The recent establishment of the SIA and the Social
Investment Board is an important milestone.

It is clear that there is still much to do to develop a data infrastructure and the
analytical capability to support the social investment system. Nevertheless, the
work undertaken to meet the needs of the most vulnerable in society is complex,
as are the mix of agencies and organisations, and the service recipients them-
selves. The data collection and evaluation discussed in this chapter represent only
part of the analysis required. The human factor, whether it be the client’s mo-
tivation and support for change, or the ability of service providers to reach and
engage the right people, are essential parts of this complex picture. Data analysis
capability and infrastructure development must include the ability to value and
integrate the human and service interactions central to the social investment sys-
tem.
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Chapter 11
Implementing social investment

Pharmac’s experience

Peter Alsop and Steffan Crausaz

INTRODUCTION

Pharmac was established in 1993 as a single-purpose entity for managing the
funding of medicines and certain medical devices used in community-based med-
ical practice. It has been an investor in health outcomes — ‘health investment’ —
for nearly 25 years, making it a useful case study to inform the development of
‘social investment’.1 This chapter explores the relevance of Pharmac’s health in-
vestment to social investment, identifying lessons that may enhance what social
investment can achieve. To do this, we discuss several key components of Phar-
mac’s investment approach, specifically:

* having a clear, accessible understanding of existing investments

» developing a pipeline of new investment proposals

» developing a pipeline of ways to free up resources from existing investments
» adopting and applying a clear investment test to proxy value

* maintaining a strong, integrated focus on value

» understanding evidence and integrating various types of knowledge
* having a relentless focus on ‘relative value’

» knowing where and how prioritisation and decision-making occurs

* having an efficient mechanism to give effect to investment decisions
+ using a commonly agreed framing, nomenclature and terminology

* maintaining public support

» developing the right organisation culture

In broad terms, these components have been a recipe for Pharmac’s investment
success — and may offer a useful guide to a recipe for successful social in-
vestment. As social sector agencies further come to grips with an investment
approach, choices will need to be made about development priorities. This will
always be an agency-specific judgment reflecting context.

Before turning to the components, our understanding of social investment
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and what we mean by ‘investment’ are briefly discussed. We also note that, in
drawing on Pharmac’s experience, health investment and social investment are
not directly comparable in all respects. Each context has unique factors, his-
tory, challenges and contextual considerations that influence statutory, policy and
operational settings. That said, there are important similarities and analogies be-
tween health and broader social contexts and the potential benefits of shared
learning between them.2

DEFINING SOCIAL INVESTMENT

The developing discussion of social investment in New Zealand has largely fo-
cused on the idea, with less focus on implementation. As discussed in Chapter 2,
various definitions have been used, with quite different implications for focus and
outcomes over time. Different definitions also risk confusion and misalignment
of agencies pursuing similar goals, ultimately at the expense of social outcomes.
It’s surprising how two simple words — ‘social’ and ‘investment’ — can cause so
much confusion when combined.

This chapter takes a practical view that social investment is the selection
and implementation of well-defined investments to achieve desirable social out-
comes. This definition is akin to health investment pursuing better health out-
comes; capital investment pursuing future returns from capital; and, more gener-
ally in the commercial world, commercial investments pursuing increased com-
mercial value. The definition is neutral on whether investments are ‘good’ or
‘bad’; that depends on the quality of investment management and the perfor-
mance of the investments themselves. Done well, social investment would result
in the selection of investment proposals that achieve the best possible social out-
comes. In other words, the best of all choices would be made. Applying this
definition, social investment is not inherently tied to investing ‘earlier in peo-
ple’s lives’ (see Chapter 5) or in ‘those with the most complex needs’ — as some
definitions have promoted. Instead, as the former Prime Minister put it, ‘Social
investment is about using the investment-type thinking which is used in busi-
ness every day to target interventions more effectively so that we can change the
course of people’s lives.’3

WHAT WE MEAN BY ‘INVESTMENT’

Investment in what? This is a fundamental question, and perhaps one undervalued
in the pursuit of a high-performing investment approach.

In the widest sense, investment is the action of investing resources with the
expectation of a future return (see also Chapters 2 and 4). The return may be fi-
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nancial or non-financial. It can be expressed in terms of value, primarily the value
the investment was seeking, but also any unintended value picked up along the
way. Specification of ‘value’ is not straightforward. Even for corporations, value
is not just an investment’s financial return. What would it mean for reputation?
For future options (such as new avenues for exploration or development)? Risk
profile? Investor confidence? Business partnerships? Staff morale? We return to
the specification of value in a section below.

In the context of both health and social investment, an initial conception
could be the delivery of services and interventions designed to improve health
and social outcomes. However, investment needs to be considered at different
levels, from portfolio levels, which abstract from the details of specific invest-
ments, through to operational-level investments, and sometimes allocation levels
in between.

To give a portfolio example, each year district health boards (DHBs) and
Pharmac make a proposal to the Minister of Health for the amount of DHB fund-
ing Pharmac should invest in medicines.4 The recommendation, with options for
alternate budget levels, is based on analysis of investment opportunities now and
in the future but is not defined or bound by specific investment options, which
constantly change as new options are received and assessed. A decision by the
minister is then made, setting the portfolio budget within which Pharmac goes
about its work.

Like the individual choice of services and interventions, the minister’s deci-
sion is an investment. It is a portfolio-based decision, informed by the expected
value of investments yet to be made, weighed up against other choices for the
same funds. In both the health and social sectors, the same dilemma plays out in
multiple ways, such as the level of Budget funding; the coverage of multi-cate-
gory appropriations to allow optimisation of decisions across different activities;
the allocation of funding across quite different types of interventions; the choices
of interventions within each type; and the size and targeting of client groups that
receive those interventions.

On one hand these are very different investment questions, at different levels
with different decision-makers. On the other hand, the questions all share the
same core requirement: the need to judge the value of one choice relative to an-
other. Achieving excellence in investment requires excellence in making choices
at all investment levels. Improving social investment overall (as a broad concept)
will require a focus on potential improvements at each investment level.

It is not only the investment in services, interventions or setting budget
levels that lend themselves to an investment approach. Policy settings and system
changes can also be considered the same way. The design and enactment of poli-
cies is the investment of money in pursuit of future value. But how much value,
and compared to what? Such policy changes could be defined, analysed and com-
pared with alternate uses of funding.
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The comparability problems associated with different types of investment are
an obvious issue. It can be challenging to compare the expected value of, say, pol-
icy options with new operational interventions. For this reason (and others), it is
commonplace to segment organisational activity into silos to get by. Deliberately
creating comparable silos has the potential to make prioritisation more tractable
by only comparing things of the same kind. On the other hand, segmenting ac-
tivity can legitimise a view that cross-segment prioritisation is ‘too hard’, and
opportunities for collaboration and cross-silo value exchange may be missed. It
must also be remembered that, just as budget or operational silos can be erected,
they can also be adjusted or taken down. And whether or not we choose to ac-
knowledge them, prioritisation decisions are always being made; the choice is
how explicit those decisions are and how well informed by analysis of what is
best.

Although Pharmac has its own well-honed internal understanding of ‘invest-
ment’, when considering social investment it would seem worth keeping an open
mind to the application of investment-type thinking across the ambit of organ-
isational work. We now turn to discussing the key components of Pharmac’s
investment approach.

HAVING A CLEAR, ACCESSIBLE
UNDERSTANDING OF CURRENT INVESTMENTS

Pharmac’s experience is that an up-to-date record of core details of existing
investments is central to the success of an investment approach. The Pharmaceu-
tical Schedule is a list of the medicines and therapeutic products it manages.5 The
list is updated monthly and seen by all key users and stakeholders as the single
source of truth about Pharmac’s investments. The catalogue includes:

* basic information about the investment, including reimbursement value or
price

» who is permitted to make use of the investment and from where

» what groups of people the investment is available for

* any eligibility criteria that apply

 any additional requirements or approvals that must be obtained

On one hand, maintaining the catalogue is a basic record-keeping task. However,
the catalogue is also a highly valuable strategic asset, and a fundamental driver
and determinant of investment portfolio design.

As further discussed later, good investment requires an understanding of the
relative value of investments based on: (1) an assessment of an investment rel-
ative to other relevant investments already made; and (2) an assessment relative
to other available investment choices. Pharmac’s catalogue props up the first
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assessment. It encourages specific and disciplined assessment because current
arrangements cannot (and should not) be ignored. In practical terms, the follow-
ing sorts of questions can readily be asked:

* Does adding this new investment replace or enhance existing investments?

»  With improved knowledge, does it make sense to change criteria for accessing
an existing investment?

* Should other professionals now be permitted to make use of an existing in-
vestment?

These sorts of questions seem at the heart of a social investment approach. A
further key benefit of the catalogue is its role as a platform for contestable invest-
ment design (further discussed below). All interested parties can transparently see
what investments have been made and can generate new proposals.

Pharmac has had both the luxury of inheriting an investment catalogue, and
the challenge of creating one from scratch. At the outset of its work in community
medicines, it inherited an existing catalogue, which it has progressively enhanced
(the Pharmaceutical Schedule, now an online resource).6 Not so, however, with
its role managing medical devices. By mid-2017, Pharmac had spent around
three years methodically and comprehensively cataloguing medical devices, cov-
ering about 50,000 existing investments (across multiple category definitions that
needed to be decided) with a value of about $150 million each year (about 25 per
cent of the expected total). It is painstaking work, but impossible to capture any-
where near the full benefits of investment management without it.

While no doubt catalogues (or variants thereof) exist elsewhere in the social
sector, they are difficult for interested parties (like chapter writers!) to see. If pro-
posals from a range of sources are considered desirable, it would help to know
exactly what’s occurring to assist the identification of potentially better ideas.

DEVELOPING A PIPELINE OF NEW PROPOSALS

Imagine being an investor with only a single investment option. If required to in-
vest, the choice would be easy; but it might be expensive, and one would be left
wondering about what other choices might have been preferable.

Most people recognise that there are literally endless opportunities for invest-
ing in the health and social sectors. However, the experience of life tells us that
it’s much more common to be faced with a motivated and passionate advocate for
a single idea rather than to be presented with a balanced set of alternatives. There
is a role for an objective party to harness a competition of ideas — a process that
gives all ideas a fair go and, post-assessment, unleashes those offering the best
value (and able to be afforded).

Given the pricing power of pharmaceutical suppliers, Pharmac has had a
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strong motivation to design arrangements to generate, receive and process com-
peting investment proposals. With the system now in place, it is presented with
many proposals from multiple motivated parties. Suppliers are incentivised by
public funding of their products. Clinicians are often motivated by wider pre-
scribing options or an increased range of treatments. Patients and patient groups
have understandable interests in specific treatments or treatment areas. Pharmac
itself may also spot treatment gaps and self-initiate proposals. The incentives
across parties are different and broad but operate in synergy to give the agency
both a volume and liquidity of choices.

In order for analysis to prevail, and competition to work its magic, significant
effort needs to have gone into proposal design. Pharmac has comprehensive
guidelines to assist and support this design,7 including to ensure some level of
content commonality across proposals. The guidelines are not prescriptive or
‘requirements’, but part of a collaboration between applicants and Pharmac to
generate well-specified investment ideas.

In the social sector, the generation of proposals seems more subtle and
opaque, with relatively high reliance on agencies initiating proposals themselves.
If micro-economic theory is believed, such a context, with limited proposal com-
petition, risks less emphasis being placed on the definition, contents, analysis and
prioritisation of proposals. No doubt there are vast untapped sources of invest-
ment ideas across the social sector; the challenge is how to catch hold of them
and treat them as investment proposals. There could be an opportunity for exter-
nal parties to ‘pitch’ new proposals to compete with or complement those derived
from within government agencies. ‘Social bonds’ have been introduced on trial8
— an approach where a third party is paid for achieving results — but are not a rou-
tine part of the social investment frame.

If investment options have intrinsic value — including ideas spawning other
ideas — it follows that a successful system would encourage plentiful options, bal-
anced only by the costs of managing proliferation. While a more open border for
proposals may be worth social sector agencies considering, entry hurdles need
careful design. For example:

* Who is permitted to bring something to the table? A wide range of parties can
generate its own challenges but ensures equal opportunity and openness to all
ideas.

* What can parties bring to the table? Anything and everything that may assist
social outcomes or something more constrained?

* What expectations are there of different parties? For example, is the germ
of an idea acceptable or is some level of assessment required? And should
this expectation differ for different parties? For example, Pharmac has dif-
ferent expectations of pharmaceutical suppliers (given their resources and
commercial objective) versus members of the public who propose an invest-
ment option.
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DEVELOPING A PIPELINE OF WAYS TO FREE UP
RESOURCES FROM EXISTING INVESTMENTS

In any portfolio there is existing activity and potential new activity. Why should
there be an expectation of new money for new activity if existing activity has not
been fully explored for opportunities to exchange low-value activity for better-
value activity? If efforts are made to consistently undertake value exchange of
this nature, the system advances and productivity improves.

This virtuous cycle would seem to be a core rationale of social investment.
The process starts with having a good understanding of baseline activities, along
with associated data and information on prices and volumes (i.e., knowing what is
being used and how much it costs). This information is required to ‘see’, discuss,
assess and transact what might be changed. Without it, one might be forgiven for
not knowing where to start.

So what does value exchange — freeing up resources from existing invest-
ments — look like? Some examples are summarised below.

* Replacement of existing activity with new activity that achieves the same
or better outcomes at lower cost. (Note: this is not ‘new’ investment in the
sense of investing in something brand-new. In Pharmac’s case, shifting from a
branded medicine to a generic medicine is an example.)

» Disinvesting low-value (preferable the lowest-value) activity. This is the flip-
side of an investment approach; low-value activities are stopped to allow other
investments to be made. In Pharmac’s case, disinvestment is relatively rare,
given: (1) a strong upfront focus on the desirability of investment; (2) as a
general rule, the reducing price of medicines over time with increasing com-
petition; and/or (3) use of equivalent or better substitute products (i.e., value is
released through volume reductions without disinvestment).9

» Ensuring prices are efficient by periodically testing the market for supply of a
given level of service, impact or type of programme.

» Ensuring volumes are optimal by identifying areas of overuse, underuse and
misuse. For example, if medicines are under-used, it is desirable to increase
use and expenditure; similar in nature to ensuring full-and-correct-entitle-
ments for people eligible for social support.

» Ensuring that the mix of activity is optimal, i.¢e., the right interventions are pro-
vided in the best possible sequence.

With each expansion of Pharmac’s scope, there has been a response from some
stakeholders: ‘nothing to see here; we use the products efficiently and are getting
the lowest prices in the world’. While this is understandable, Pharmac has fre-
quently found the assertion to be incorrect, i.e., there have been significant
opportunities to improve value from the existing mix of investment (even before
the benefit of better management of new investment is factored in). It’s a case of
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getting started; building the knowledge of baseline activities, prices and volumes;
and being explicit and earnest about releasing and realising value.

ADOPTING AND APPLYING A CLEAR
INVESTMENT TEST TO PROXY VALUE

If investment is about pursuing value, how is value measured and assessed? As
noted earlier, this is not straightforward because value is, in all investment con-
texts, the product of many different things.

Pharmac is required by law to secure the best possible health outcomes from
its funding.10 That is the overarching definition of value Pharmac is required to
apply. It is analogous to social sector agencies pursuing the best possible social
outcomes.

For Pharmac to give effect to its objective, it has had to elaborate how ‘best
health outcomes’ will be assessed. In other words, it had to develop a consistent
but wider proxy of value.

It updated this specification in mid-201611 following extensive public dis-
cussion12 — the first material update in Pharmac’s (then) 23-year history. The
specification of value is now called the ‘Factors for Consideration’. In under-
taking the review, Pharmac identified that ‘a clearer framework was required
to increase transparency of how we make decisions. We also needed to ensure
greater visibility of all considerations important to funding decisions.’13 These
are familiar aims for social sector agencies, reflecting the importance of public
confidence in the operational approach.

Statutory objective: Does the proposal or decision help Pharmac to secure for el-
igible people in need of pharmaceuticals the best health outcomes that are
reasonably achievable from pharmaceutical treatment and from within the
amount of funding provided?
Need The health need of the person
The availability and suitability of existing medicines, medical de-
vices and treatments
The impact on the Maori health areas of focus and Maori health out-
comes
The impact on the health of population groups experiencing health
disparities
The impact on government health priorities
Health The health benefit to the person
benefits ~ The health benefit to the family, whanau and wider society
Consequences for the health system
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Suitability The features of the medicine or medical device that may impact on
use by the person
The features of the medicine or medical device that may impact on
use by the family, whanau and wider society
The features of the medicine or medical device that may impact on
use by the health workforce
Costs and Health-related costs and savings to the person
savings Health-related costs and savings to the family, whanau and wider
society
Costs and savings to pharmaceutical expenditure
Costs and savings to the rest of the health system
Table 11.1: Pharmac’s investment test, called ‘Factors for Consideration’
(adapted for this book). Source: Pharmac, https://www.pharmac.govt.nz/medi-
cines/how-medicines-are-funded/factors-for-consideration.

Pharmac uses the Factors for Consideration to determine if an investment would
best promote ‘best health outcomes’. By codifying a breakdown of such out-
comes, all parties are clear on what the concept embodies and how it will be
assessed, i.e., the ‘investment test’. The factors are shown above.

As seen in Table 11.1, the factors represent a holistic set of considerations
relevant to Pharmac’s investment decisions. The four areas — need, health ben-
efits, costs and savings, and suitability — ensure that Pharmac groups similar
considerations together and undertakes a robust and complete assessment. Each
of those areas is also considered from three perspectives: (1) people who may
benefit from treatment; (2) their family/whanau and wider society; and (3) the
wider health system. Importantly, the factors also explicitly reflect the Crown’s
Te Tiriti obligations through considering the impact on Maori health areas of fo-
cus (what Maori have told Pharmac is important to them) and on Maori health
outcomes. Put together, the application of the test is synonymous with an assess-
ment of “value’. Just as a commercial entity would seek to maximise commercial
value from its investments, Pharmac seeks to maximise health value from its in-
vestments.

As is clear from the factors, health value embodies multiple things, such
that individual factors are more or less relevant in different circumstances. Ac-
cordingly, well-informed professional judgments are required. For example, in
an area of illness with limited or no treatments, relatively small gains in health
may be considered to be more valuable than similar gains in areas with multiple
treatments. Bigger potential gains with high uncertainty may also be judged as
less valuable than smaller gains that are more certain. These are normal invest-
ment dilemmas. Having the ability to exercise judgment is critical, as it enables
Pharmac, like social sector agencies in their own challenging settings, to respond
appropriately to a broad range of situations.
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Pharmac’s focus on benefits and costs to the wider health system (not just re-
lated to pharmaceuticals) is important. It reflects a similar expectation associated
with social investment, namely, that agencies think beyond their own functions
to pursue the best possible social outcomes overall. In Pharmac’s case, this focus
ensures that the implications of investments for future DHB costs are considered.

While Pharmac’s investments can sometimes avoid future fiscal costs for
DHBs through avoiding the need for other health services, investments can also
increase such costs where needed to secure valuable health outcomes. Pharmac’s
decisions give rise to a stream of future costs and savings for DHBs — the net re-
sult of which depends on investment details. Pharmac doesn’t set out to increase,
decrease or avoid future fiscal costs in their own right, because they’re only a
subset of its overall assessment of value.

In principle, the same holds true in the social sector. Investments that reduce
future costs for government could be desirable or, depending on the circum-
stances, those that increase future costs to secure social outcomes may be first-
best. During 2017, for example, the government released a $2 billion ‘Family
Incomes Package’ to purchase better social outcomes.14 The 201415 social
housing valuation (released in 2017) underscored the same point: ‘The future bill
of the government’s social housing programme has a figure, $16.4 billion, and
it’s projected to increase. But it’s not a bad thing if it does. In fact an increase to
the future liability of New Zealand’s social housing system will mean the Min-
istry of Social Development is doing its job.’15

It’s important to emphasise that assessment of future costs to government
— whether higher or lower — should take a total system view. Pharmac’s focus
on the health system not only ensures an overall assessment of value from gov-
ernment expenditure, it avoids the risk of cost-shifting inherent in a narrower
assessment approach (such as the risk of lower education or welfare expenditure
leading to higher police and corrections costs — all of which are government
costs).

MAINTAINING A STRONG FOCUS ON THE VALUE
OF INVESTMENTS

The Factors for Consideration (Table 11.1) help Pharmac answer the question
‘What is best?’ It’s a simple-sounding question without a simple answer, because
the only robust answer is ‘It depends’.

As unedifying as the answer sounds, there are strong grounds — analytically,
procedurally and ethically — to keep an open mind to what investment might be
best. Importantly, ‘best’ doesn’t mean ‘most’, nor does it mean ‘for the most peo-
ple’. A wide range of factors need to be considered, including:

» How significant are the needs of people the investment may address?
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* What are the existing investments in the same broad area?

* Is this investment any better than relevant existing investments?

» Isit ‘proven’ or is evidence still emerging? How reliable is the evidence?

* Are there any potential downsides that need to be considered?

* How big a population will benefit?

* Does access need to be targeted to increase effectiveness and/or manage the
investment’s costs?

Different circumstances will generate different answers to these (and other)
questions. To illustrate, we use three examples to highlight the importance of
maintaining an open mind to answering ‘What is best?’

First, we use a hypothetical example about the level of ‘need’ of people in the
community — something that appropriately attracts high attention in both health
and social sectors.

Suppose there are two groups of people — one with ‘high’ needs and one with
‘low’ needs, with new investment options available for both groups. Assessment
reveals the investments generate very similar levels of benefit, such as in reduc-
ing truancy or building interview skills to help people into work. At this stage,
the decision would likely be to help the group with higher needs. But that, it turns
out, will cost materially more and have less predictable results. Is it still clear that
investing to help the 