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1 Executive Summary

This working paper updates the substantial changes to welfare policy during 1999-2009
and finds

e The core New Zealand welfare model serves New Zealand poorly in the 21%
century.

e The tightly means-tested and conditional work-first approach to core welfare is
incompatible with the concept of welfare, as enunciated by the 1972 McCarthy
Commission, as a means to enable all New Zealanders to belong to and
participate in society.

e Effective marginal tax rates (EMTRSs) remain very high for too many people,
and create a disincentive to work more hours. The use of the outdated concept of
the Guaranteed Minimum Family Income (now called the Minimum Family Tax
Credit) with its 100% EMTR has been extended.

e ,WorkdamgFdmil i es reduced child poverty
poor, but entrenched the position of beneficiary families and introduced more
complexity and discrimination into family assistance.

e There is no clear way out of the welfare mess signalled in the foreseeable future;
only more complexity, less adequacy, increased child poverty, and less ability to
cope with recessionary influences in the labour market.

e The National Government s changes incl uc
package called Rest ar t |, and a new , Il ndlegendent
compound rather than alleviate the welfare mess.

e Immediate, necessary changes to the welfare system include addressing the use
of joint income testing for couples; hours-worked criteria; thresholds for
abatements; adequacy of payments; overlapping income tests; and the zealous
use of targeting.

e A better balance is needed between universal and targeted provision.

e A comprehensive review of the welfare state in New Zealand for the 21* century
social and economic conditions is well overdue. Longer term reform may also
involve the use of basic income ideas such as provided by refundable tax credits.



2 Introduction

The Welfare Mess (St John & Heynes, 1994), The Welfare Mess Revisited (St John,

1996), Quantifying the Welfare Mess (St John & Rankin, 1998), and Entrenching the

Welfare Mess (St John & Rankin, 2002), traced the evolution of the complexities of

wel fare measures in New Zealand since the
This paper updates the substantial changes to welfare policy during the term of the fifth

Labour Government (1999-2008) and identifies the direction of change at the end of

2008 with the election of a National-led government. For completeness of the historical

record, a brief summary of the 1990s history of the New Zealand welfare system period

Is also provided in Appendix 1.

In spite of the “welfare reform” rhetoric,
evolved in any fundamental way since 1991
or “residual ” t oEspng-Andersdn€l990, g 43niThe MdCartyy o f

led Royal Commission (1972) had recommended benefits to be at levels that ensured
,participation and belonging", but this vi

Many features of its design have become increasingly anachronistic in the 21% century.
In a broader perspective, the tightly means-tested and conditional approach to core
welfare sits oddly alongside New Zealand Superannuation, a flat-rate, unconditional,
comparatively generous universal pension for those aged over 65; and Accident
Compensation, a social insurance scheme for the compensation of accidents that pays
more, rather than less, to higher-income earners.

Welfare reform has thus far failed to deliver a path out of the welfare mess.

This paper reviews the rhetoric and new policies adopted by the Labour-led government

in the 2000s. That government made some minor improvements to the welfare system in

its first term, but it was not untoi | Budg
Families*® was announced, to be phased in
While this package improved child poverty outcomes among the working poor (Perry,

2004, 2005, 2008), it entrenched the position of the worst off (St John & Craig, 2004; St

John & Wynd, 2008). Particular attention is given here to the major changes to welfare

i mpl emented under the ,Working for Famili e
implications of those changes.

One of the drivers of the Labour welfare reform programme was the desire to place
paid work at the centre of policymaking. This desire was finally given a coherent form
in the Working New Zealand policy announced in October 2006 (O'Brien, 2008a,
2008b). Work, rather than redistribution, was to be seen as the way out of poverty.
Categorical approaches to welfare were to be abandoned in favour of a generic benefit
with add-ons to recognise special circumstances (such as disability). The slow progress
on this generic benefit perhaps reflected that complexities may be increased rather than
reduced with such an approach.

By the end of 2008 the economy had slowed sharply, and Labour appeared to have
abandoned the generic benefit policy. Still, the way was paved for a new government to
extend both the work-first and punitive approaches to welfare, much as had been done

in the recession of the early 1990s. The election of a National-led government in late
6



2008 (supported by the Act Party, United Future and the Maori Party) has, however,
signalled few immediate changes in welfare. At the time of writing, National is rolling
out the first 100 days "action plan” in new legislation, including tax cuts, a 90 day rule

in employmenta transitional redundancy package,

Tax Credit.

There has been no comprehensive review of the welfare state in New Zealand since the
Royal Commission on Social Policy in 1988, and even that report was overtaken by the
events of the late 1980s. Redesigning the welfare state so that it is fit for the 21% century
is long overdue. Many policy changes of the 2000s continue to reflect outmoded social
concepts that are now far less likely to be the norm, such as a labour market with secure
40 hour a week employment, and a family model that assumes two parents, only one of
whom is in paid employment.

This paper looks at the immediate changes that are needed to make the current system
work better. While acknowledging that utopian redesigns are usually impractical, this
paper also begins the much-needed dialogue on how the system could be molded into
something more appropriate for the uncertainties of 21% century. The casualisation of
low paid work, the rise of the two-earner family, and the prevalence of more fluid
family relationships are all realities. Policies founded on a sense of shared ownership of
the public infrastructure may have a greater chance of actually improving work
incentives for most people, while offering a level of social protection that is socially
inclusive and cost effective. Implementation of this vision may also help reduce if not
eliminate poverty in all its distressing forms.

3 Changed rhetoric: Labour-led government 1999-2008

New principles for the welfare state were discussed in numerous Treasury and Ministry
of Social Development (MSD) documents following the election of the Labour/Alliance
Government in 1999 (see, for example: Ministry of Social Policy, 2001; The New
Zealand Treasury, 2001). As articulated in subsequent legislation, the spirit and reform
direction stressed *“

Social development is a concept that encompasses the notions of productive
investment in people, inter-sectoral co-operation, and sustainable outcomes.
Social welfare, in the past, has been aligned more closely with
redistribution, notions of consumption, compartmentalised assistance, and
short-term employment gains. Social development attempts to harmonise
social policy with economic development, so that the two arms of
development work together for sustainable outcomes and economic growth.
("Social Security (Working Towards Employment) Amendment Bill," 2006)

I n the 2002 election year, i ssues osf
own research showed that in 1998 three out of every ten children were living below the
unofficial poverty line of 60% of the after housing costs (AHC) of
household-equivalised disposable income (Mowbray, 2001). In mid-2002 the
government promised to eliminate child poverty (Ministry of Social Development,

* The new rule ignores procedures set out in employment legislation and allows new employees to be
fired within 90 days.
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2002), and in pre-election speeches the Prime Minister pledged to review family tax
credits. T h e theldeSliDing meal vakiedof famiyaincome a$sistance has

been a key contributing fact o r to inadequa(mistryfof Socidly |1 ncor
Development, 2002-2004).

A 2002 Act ("Social Security (Personal Development and Employment) Amendment
Act,”) removed the work sanctions and the workfare of the previous National
government, while retaining the strong message that paid employment is the way out of
poverty. In practical terms however, despite a little more money allocated for case
management, the Act offered few incentives to re-attach to the workforce. The modified
abatement regime that had been introduced in 1996 for some was extended to all
Domestic Purposes Beneficiaries (DPBs) regardless of the age of their youngest child.
Earned income between $80 and $180 a week incurred an abatement of the net benefit
at 30% instead of the 70% that applied for other beneficiaries for income (joint for a
couple) above $80 a week. But even the improved abatement left most with effective
marginal tax rates (EMTRs)® of 51%-63%. The $80 threshold was set in 1986, and the
$80 and $180 thresholds remain unadjusted for inflation, however the $80 threshold is
to be lifted to $100 in April 2009.

3.1 The work first approach

» Wor king for Families*® and ,Working New Ze
work-focussed approach to welfare reform taken by the Labour-led government. They
refl ect the wunderlying phil osophy that
opportunity for people to achieve social and economic well-b e i fNgW Zealand
Government, 2006, p. 17).

w

Together, the packages marked a watershed in thinking about the role of the state in
alleviating and preventing poverty °fin fami
rhetoric, employment was promoted as the best way, even the only way, out of family
poverty,; the state“s role was reduced to ,
childcare subsidies. While jobs were plentiful in the buoyant economy of the mid-

2000s, and many family incomes were improved, those same conditions allowed the

erosion of the social security safety net to continue. Wages at the bottom end of the

income distribution also improved, though slowly, and from very low levels.

The intellectual origins of the ,work first
be found in family assistance programmes pioneered in the United Kingdom and the

United States (Leppik, 2006; Peck & Theodore, 2000). In contrast, in Australia, the

targeting of tax credits, while similar, has been less stringent than in New Zealand and

child tax credits have not been directly related to work effort (St John & Craig, 2004).

Australia did not experience the rapid rise in child poverty in the 1990s seen in New

Zealand, but by the mid-2000s was travelling down the same path of labour market and

benefit reform to promote increased labour force participation as the solution to family

poverty (McClelland & St John, 2006)

> Defined as the percentage of the additional dollar earned that is paid in tax and loss of social assistance
through abatement.
® See Chatterjee (1999), and O“Brien (2008), for discussions of t
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3.2 Working for Families

The announce ment of , Wor ki n g-alléviation measuresi in the 2084"
Budget came after years of neglect of family assistance. Yet even so, their full
implementation was not until April 2007. It was a complex package in the timing of
implementation, the criteria for entitlement, and the range of measures affecting
families. The picture was further complicated by a significant expansion as pre-election
2005 changes were implemented in the 2006 phase.

There were improvements for families such as removing the abatement of
Accommodation Supplement by 25% for the first $80 earned by a beneficiary; and
extensions to childcare subsidies.” The major thrust, however, was to raise weekly
financial assistance for working families with substantial new spending. The major
gains were phased in between 2005 and 2007, with price indexation introduced in 2008
for the Family Tax Credit, the Working for Families tax credit abatement threshold and
the childcare abatement threshold. The In Work Tax Credit was subject to regular
review. The Accommodation Supplement was not indexed.

3.2.1 Background to WFF

Since the Family Benefit was discontinued in 1991 there has been no universal
payment, as for example occurs in the UK and many other European countries. As
outlined in Appendix 1, family assistance policy until 1996 had been based on the idea
that all low-income children be treated the same regardless of the source of parental
income. Family Support (now named the Family Tax Credit), the supplemental weekly
per child family assistance, was paid to the caregiver and based on joint parental
income. It abated at 18% from $20,000 and then 30% from $27,000. So, in the 1990s
prior to the 1996 changes, family assistance was tightly targeted on the poorest families.

When an overdue inflation adjustment was made to Family Support in 1996, the
National government took the opportunity to break with this tradition of treating all
children the same, regardl ess of t h
increase in Family Support, $15 was named the Independent Family Tax Credit (IFTC)
and carved off and paid only for children whose parents were not on any kind of benefit
(see Appendix 1). The IFTC was later renamed the Child Tax Credit (CTC).

The 2004 Working for Families package as announced signified a real attempt to begin
to redress the neglect of family assistance over the previous two decades. The full
package raised Family Support for the first child from $47 to $82 a week,® and for
subsequent children from $32 to $57. The price paid by working families was high
EMTRs over long income ranges. Working families earning more than $27,500 per
annum faced very long income ranges over which extra earnings made only modest
di fferences to a f @ahin,I2004). For eampglep ibasfamibylore
an income of $38,000 earned an extra $1000, they could lose $330 in tax, $300 of
Family Support including the In Work Payment, $100 in student loan repayments (if
applicable) and $12 in Accident Compensation levies. This left only $258 in the hand,

’ See Appendix 2.
® See section 2.2.3.
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implying an EMTR of 74.2 %. In addition, other imposts such as child support
payments, and abatement of the Accommodation Supplement and childcare subsidies,
added cumulatively to the EMTR. These high EMTRs could be assumed, a priori, to act
as a significant disincentive to earn extra income.

3.2.2 Extension to WFF

In the meantime, as the 2005 election approached, calls for general tax reductions in
light of reported budget surpluses intensified. Just prior to the election, the government
announced that Working for Families would be significantly extended. The extensions
reflected sensitivity to the criticism that low- and middle-income working families faced
disincentives to work, rather than the intended reward. The government also wanted to
target 'tax relief' towards low- and middle-income families, rather than bring in a
general tax cut that would give the bulk of the gains to higher-income recipients.

Pre-election changes included lifting the Family Tax Credit abatement threshold to
$35,000, and reducing the abatement rate from 30 to 20%. These changes, at a total
cost of $500m per annum, were, prima facie, a more economically rational approach to
improving work incentives than the In-Work Tax Credit (IWTC).° Importantly, this
pre-election nearly 50% increase in an already expensive package would have no effect
on very low-income working families (ie. families already receiving the maximum
Working for Family Tax Credits), but it would create an even bigger relative income
gap between 'working' and 'beneficiary’ families. At the same time, its costliness
precluded consideration of any extra fiscal expenditure on the worst-off families.

3.2.3 The In-Work-Tax Credit

From 1 April 2006, the more complex In Work Tax Credit (IWTC)* replaced the CTC.
It was set at $60 a week for families of up to three children with an additional $15 a
week for the fourth and subsequent children. The impact of the IWTC was severe,
driving a significant wedge between ,workin

The IWTC, like its CTC predecessor, confused the policy goals of child-related income

security, and workforce participation. The IWTC, supposedly a work incentive, is not

paid to the worker but to the caregiver of
Like the CTC before it, is simply added to the Family Tax Credit and abates last. This is

an important contrast to the working tax credit in the UK, which is abated first to

emphasise its purpose in encouraging the transition to work; is paid to the worker; and

is much more clearly related to work, not children (St John & Craig, 2004; St John &

Wynd, 2008).

3.2.4 Dual criteria for the IWTC

Perhaps to reinforce the perception that the IWTC is not just the old Child Tax Credit
but is a work incentive (although paid to

° The opportunity to abandon the IWTC was not taken, however.
19 Originally entitled the In Work Payment.
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, I n wor k"), cl ai mant stested bendfit, andontust neet theon an i
weekly employment criteria of 30 hours for a couple and 20 hours for a sole parent.

Families in financial poverty often suffer the double disadvantage of also being time
poor, especially sole parent families where the one parent usually needs to do the caring
work of two. Wider shifts in social expectations which stress the value of paid work
weigh heavily on sole parents. A two-parent family can have one full-time caregiver at
home while the other works just 30 hours out of a possible combined working week of
80 hours. This family has available a joint 50 hours care-giving, in contrast to the sole
parent who has only 20 hours of care-giving with the requirement of 20 hours of paid
work.'* Also, the employment test is not related to the numbers or ages of children, yet
20 hours of paid work for a sole parent with three young children is likely to be far less
possible than it would be for a sole parent with one older child.

Ironically for the work incentive objective, the IWTC makes it easier for the care-giving
parentina2-par ent »Wor king" f ami | ythattsade pasentsay h o me
must be employed for at | east 20 hours a we
how many children they have. The unintended but implicit signal is that sole parents

should work harder at finding partners who meet the hours of work criterion.*

While the rules of independence from a state benefit as a prerequisite for eligibility are

largely the same for the IWTC as for the CTC, there was a modest attempt to address

two worst cases of exclusion. Workers on Accident Compensation may keep the IWTC

but only if the accident occurred after 1 January 2006, so too may parents over 65
receiving New Zeal and Superannuation or Vet
required number of hours.

3.2.5 Creating the gap

In 2003 approximately 29% of children under 15 years (253,000 children) lived in
families supported by a main social welfare benefit (Ministry of Social Development,
2004). As St John and Craig (2004) predicted, once Working for Families was fully
implemented (year ended March 2008), the maximum Family Support for the one-child
family was restored to its 1986 value, while larger families gained only slightly in real
terms. Figure 1 shows that the actual gain for families supported by a main social
welfare benefit was far less: the adjustment that removed the child-related component
of many of the core benefits in 2005 had the effect of significantly reducing the gains
from extra Family Support. As well, as discussed below (not shown in Figure 1),
hardship assistance via the Special Benefit was also reduced.

From 2006 there was significant redistribution to low- and middle-income working
families who received the IWTC and who gained entitlement at much higher levels of
income. While these gains have had a large impact on hardship and on the severity of
child poverty among working families, they have not reduced the hardship or child
poverty among families not classed as 'working' (Perry, 2008). Rather, a much bigger

11 A sole parent employed for 19 hours per week — eg. someone sharing a 37% hour fulltime job — is
classed as 'not in work'.

12 This incentive even applies where a sole-parent's benefit is funded — through Child Support — by the
parent who is not providing day-to-day care.
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gap has

Figure 1. One-child maximum real family weekly assistance 1986-2008 ($2004)
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shows this gap for the one-child family. Figure 2 shows that, for larger families, the

IWTC significantly extended the gap that had already been created by the CTC.
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i ncome working families, to be simply

increased social exclusion, and extended the relative poverty of the poorest children.

3.2.6 Supplementary assistance for hardship

Working for Families also included changes to supplementary assistance, a move that
especially affected the over 80% of all children supported by a benefit who live in sole-
parent families. Many of these families were unable to survive on the core benefit
alone, and also received a means-tested Special Benefit, to recognise essential
commitments that they were unable to meet from their income. Just over 50% of
Special Benefit recipients live with at least one dependent child under the age of 14, and
90% of these are sole parents.

In 2005 the Special Benefit was replaced by the less generous Temporary Additional
Support, a form of non-taxable supplementary assistance available to beneficiaries and
non-beneficiaries, for a maximum of 13 weeks." However, before the additional support
can be granted, the applicant (and their partner if applicable) must meet the cash asset
test, and assets which can be easily converted into cash (excluding the family home,
personal effects, and KiwiSaver accounts) must be realised. Under Working for
Families, Family Tax Credits were included as income in the calculation for entitlement
to Special Benefit or Temporary Additional Support, thus reducing the number of
families that met the strict assistance criteria.

3.2.7 Human Rights concerns

In its current design, the IWTC drives a wedge between families in work and those on
benefits by treating children differently depending on the work status of their parents.
In addition, it is discriminatory in outcome for families of different structure, as the
hours of work criterion treats sole parents more harshly than two-parent families.*

New Zeal and"®s Maor i a n d are Rlsocdisgropoctionately | a n d

disadvantaged as they have a younger demographic structure and a lower socio-
economic status (Wynd, 2006). Thus it can be argued that an effect of the IWTC has
been to treat children of different ethnicities differently, which compounded the relative
decline in living standards experienced by these ethnic groups between 2000 and 2004
(Jensen, Krishnan, Hodgson, Sathiyandra, & Templeton, 2006).

When government policy itself became subject to review under an amendment to the
Human Rights Act in 2001, the discriminatory character of the Child Tax Credit® led
the Child Poverty Action Group (CPAG) to ask the Human Rights Commission to
investigate its legality (Child Poverty Action Group, 2002).

I n 2008, t he Human Rights Tribunal di

not a payment for children as the presence of children is a condition of receipt of the

4 See Appendix 2, and http://www.workandincome.govt.nz/manuals-and-
procedures/income_support/extra_help/temporary_additional _support/temporary_additional_support.htm
1> However, just as there are unintended incentives for sole parents employed for fewer than 20 hours per
week to find a new partner, there are unintended incentives to separate for single-income two-parent
families with the one earner working between 20 and 30 hours. Both scenarios are likely to be more
prevalent during an extended recession, when additional hours of paid work are harder to access.

16 When the CTC became the IWTC, the CPAG case incorporated the change.
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IWTC. However, while the Tribunal found that the IWTC was discriminatory, they also
argued that such discrimination could be justified in a fair and democratic society.
Nevertheless, the Tribunal identified the harm done to the 200,000 poorest children in
New Zealand in the name of providing a work incentive for a few sole parents. The
justification argument can be criticised in that the cost benefit analysis necessary to see
if the balance was right was not conducted. The legal history of this case, and the final
decision, which is to be appealed in 2009, can be viewed at www.cpag.org.nz.

Under the new National government s policy
result of the recession that began early in 2008, children whose parents need to access a

main benefit may keep the IWTC for 16 weeks under a Transitional Relief Package

called ReStart discussed below. This policy opens up a large degree of inequity by
creating two classes of unemployed. It al
the welfare state increasingly becomes no more than a minimal subsistence backstop.

3.2.8 Evaluations of the IWTC

The IWTC has assisted in eliminating poverty among low-income working families, but
its effectiveness as a work incentive is difficult to evaluate. Preliminary work from the
MSD has found there to be some gains in employment from the WFF package as a
whole for sole parents (Ministry of Social Development & Inland Revenue Department,
2009 forthcoming).

In principle it is hard to see that a lump-sum payment based on minimum hours worked
is capable of influencing extra work effort for most families. The IWTC may increase
the numbers of sole parents working 20 hours a week but may also incentivise
employers to manipulate hours/wage rate to achieve the required hours. A significant
number of recipients clearly require another tax credit, the Minimum Family Tax Credit
(MFTC), to provide an income floor. Perversely the MFTC may operate as an incentive
to reduce hours to only 20 a week because it abates at 100%, making extra work effort
redundant.

The IWTC came in in 2006, and while associated with a drop of about 4,400 in DPB
numbers (August 2006-August 2007), 2,000 already had some attachment to the labour
market (Centre for Social Research and Evaluation, 2007). The numbers on the MFTC
increased rapidly between 2006 and 2007, including an increase of 1,500 sole parents.*
It may be fair to conclude that the MFTC has had more to do with the shift off the DPB
than the IWTC.

Even if it did provide a work incentive to some, suitable work has to be available and

families have to have the capacity to take up that work (Singley, 2004). More generally,

the IWTC is part of an employment-first approach to poverty alleviation, and as Peck

and Theodore (2000) note, there i s a tendency for such an
participants into the | ower reaches of the
127). Workfare is an extreme version in which work for the benefit is required. Their

criticisms of workfare and employment-first approaches include the facts that such
programmes “tend to exacerbate, rat her that

7 IRD data supplied to authors January 2009.
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in the | ower reaches of the | abour market
condi tions?”; t h ey ofdimequahty d@nd discansiratiore andpsucb b | e ms
programmes may “entrench and(Peeki&ptheaddrey | abour
2000, pp. 127-131).

Another set of problems is around the issue of the work-first approach increasing the
risk of long-run skills erosion for individual welfare recipients and for the labour market
overall. Because the outcomes are predicated on local conditions, they differ in buoyant
as opposed to depressed labour markets. In the New Zealand context, employment in
low paid, unskilled work may improve attachment to the labour market for some, but is
unlikely to lead to skills enhancements or new opportunities for advancement.

I n summa+#y,r stworok “ wo rcreafioa noeskills anhascemenot | ob
programmes. They offer only “residualised,
those that fail t he empl oyabi |l 027-381).t est ” (
Moreover, as it has been developed in the New Zealand context, the IWTC relies on

di scrimination against the poorest childrert

on state support to move off welfare benefits and student allowances.

3.3 NZ Super, the Cullen fund, and KiwiSaver

Children and the elderly are vulnerable groups of a society. In New Zealand, while the
well-being of children was largely ignored in social policy until the mid-2000s, that of
those over 65 has been closely monitored. While superannuation has a fraught political
history in New Zealand, the basic provisions have remained stable.*®

Inflation indexation of New Zealand Superannuation (NZS) had required that
Consumers Price Index (CPI) adjustments were to be made unless the couple rate fell
below 65% of the net average wage. When the floor was breached in 1999, the previous
National administration reduced the floor to 60% of the net average wage. Labour
restored the floor after the 1999 election.In a later side agreement with New Zealand
First, Labour raised the floor to 66%. Through this link to wages, NZS has achieved a
low rate of pensioner hardship (Ministry of Social Development, 2006).

In 2001, the government passed the New Zealand Superannuation and Retirement
Income Act that, among other things, set up the New Zealand Superannuation Fund
(NZSF, known coll oquially as the “Cullen F
the intention of partially smoothing the cost of NZS, given the coming retirement of the
post-war 'baby boom' generation, the Act obliges the government to contribute about $2
billion a year to the NZSF until 2020 when withdrawals will help pay for NZS benefits.

By maintaining its two-pillar approach of a universal non-contributory pension and
taxneutr al voluntary retirement savings, Ne
stood apart from those of other countries which had introduced tax-incentivised
voluntary and/or compulsory retirement savings schemes (St John, 2007) Then
unilaterally in 2007, KiwiSaver, a voluntary work-focused, auto-enrolment private

18 After an acrimonious political attempt to change the state pension into a welfare benefit in 1991,
stability was restored in the 1993 Accord. The gradual loss of the Accord in the 1990s resulted in further
politicisation of retirement income provision, but the provision of a basic state pension was retained with
voluntary, unsubsidised saving (Littlewood, 2008).
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savings scheme was introduced, incentivised with a government-funded one-off $1,000
kick-start, and $40 annual contribution towards fund management fees.

A

Ki wi Saver extended t he gnoomenotromyebpt 6 s r ol e
facilitating private savings, but also by incentivising participation through tax-

funded benefits, and by requiring employers to contribute... The introduction

of KiwiSaver in 2007 effectively ended the tax-neutral approach to retirement

saving. (St John, Littlewood, & Meehan, 2008, p. 4)

While membership is not compulsory, new employees are automatically enrolled in a

KiwiSaver scheme, and have 8 weeks to opt out. As it was originally set up, if

employees chose to become members, they could contribute either 4% or 8% of their

gross pay to KiwiSaver, and employers were then compelled to contribute initially 2%,

gradually increasing to 4% of the employe e * s gr oss sal ary. The
exemption to Employer Superannuation Contribution Tax (ESCT) for employer
contributions of up to 4% of gross pay to KiwiSaver and complying superannuation

funds was introduced immediately prior to the passing of the KiwiSaver Act in 2006. A

further incentive, added later in 2007, was the introduction of tax credits of up to $20

per week for both members and employers.

Exempting KiwiSaver and other complying funds via ESCT increases the incentive to
salary sacrifice, at least until the mandatory employer contribution is reached; and it
also means two people on the same salary may pay different amounts of tax. Also, a
2008 change stipulated that the employer contribution was in addition to total
remuneration, not part of it. These changes offend the principle of horizontal equity
(the equal treatment for tax purposes of those with equal gross incomes); and the ESCT
exemption also has vertical equity concerns as it is capped in percentage not absolute
terms, so those on higher incomes benefit most.

Changes to investment tax policies also impacted positively on retirement income for
middle- and high-income earners. Tax rates of only 19.5% (reduced from 33%) apply
for KiwiSaver schemes registered as portfolio investment entities (PIEs) if total PIE
income is less than $60,000 and income from other sources is less than $38,000. For
those earning over $60,000 from the PIE, the tax rate is still a more favourable 30%,
nine percentage points less than the marginal tax rate. Equity concerns occurred again as
those on the lowest incomes with a 15% (12.5% from October 2008) income tax rate are
still taxed at 19.5% on their PIE income.

The National-l ed gover nment withdrew government
management fees. More significantly, effective from 1 April 2009, they will reduce the

required employee contribution and the required employer contribution to 2%. They

will also remove the matching employer tax credit, while leaving the member tax credit

in place. However, the ESCT exemption, capped in terms of percentage of income

rather than in absolute dollar terms, remains, and remains the most unequally distributed

of the incentives, with the greatest benefit going to those with the highest incomes.

S
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4 National's 2009-11 Personal Tax & Welfare Policies

Labour reduced tax rates in October 2008 as shown in Table 1, and legislated for further
changes in 2010 and 2011.

Table 1. Income tax rates from 1 October 2008 (Labour)

Income Tax rate
$0 - $14,000 12.5%
$14,001 - $40,000 21%
$40,001 - $70,000 33%
$70,000 and over 39%

However, in December 2008, the newly elected National-led government replaced the
2010 and 2011 changes with a three stage tax cut (2009, 2010, 2011) that focuses on the
middle income brackets, while also making small reductions to the top rate. The Labour
and National alternative April 2011 personal tax scales are shown in Tables 2 and 3
respectively. Income brackets with the most important differences are shaded.

Table 2. Income tax rates: 2011-12 (legislated by Labour)

Income Tax rate
$0 - $14,000 12.5%
$14,001 - $20,000 12.5%
$20,001 - $42,500 21%
$42,501 - $50,000 33%
$50,001 - $80,000 33%
$80,001+ 39%

Table 3. Income Tax Rates: 2011-12 (legislated by National)

Income Tax rate
$0 - $14,000 12.5%
$14,001 - $24,000 20%
$24,001 - $44,000 20%
$44,001 - $50,000 20%
$50,001 - $70,000 33%
$70,001 and over 37%

The legislated changes to personal tax rates in December 2008 principally target persons
earning at or just above the average full-time wage which "Key Facts for Taxpayers"
estimated at $47,637 gross in 2008, rising to $49,000 in 2009 (New Zealand
Government, 2008).

In addition, the new National-led government introduced an Independent Earner Tax
Credit (IETC) of $15 per week. The IETC is only be payable to 'independent’ persons
with an annual income in excess of $24,000. The IETC abates in the income range
$44,000 to $50,000 at a rate of 13 cents per dollar.
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Being 'independent’ means being neither a beneficiary, a superannuitant, nor a recipient
of Family Tax Credits (FTCs).” Thus the IETC targets independent full-time workers
receiving below-average wages; people who may be low earners without dependent
children, or may not qualify for Family Tax Credits because their combined parental
incomes are too high. These low earners without children and some medium-to-high
income households with children most conspicuously missed out when the Working For
Families extension came into force in April 2006 (Rankin, 2007). Compared with other
countries' tax scales and systems of tax relief, these groups have been disadvantaged.

Table 4 shows the distribut i onscaefviththdh e

Labour one it replaced. The National cuts include the $15 per week IETC (for persons
earning between $24,000 and $44,000) which, as noted, will not be available to persons
already receiving Family Tax Credits, NZS, or some form of main benefit.

Table 4. Tax cuts for period April 2009 to April 2011. Labour and National compared

Eamings Labour %-of [National'-(jpglIETCH  %e-of difference! Yool
Spa Spa Spw  gamings| $pa  Spw  gamings'| Spa Spw eamings
10,000 0 0.00 0.0% 0 0.00  0.0% 0 0.00  0.0%
20,000 510 981 253% G0 115 0.3% -450 -3.65 -22%
30,000 510 981 17% 940 18.08 3.1% 430 8.27  14%
40,000 510 981 13% 1040 20000 26% 530 1019 1.3%
50,000 810 13.58 1.6% 1360 30000 31% 730 14420 1.5%
50,000 810 15.58 14% 1360 30000 26% 730 14420 1.3%
70,000 810 13.58 12% 1360 3000 22% 730 14420 1.1%
80,000 1410 2712 18% 1760 3383 22% 350 .73 04%
90,000 1410 2712 1.6% 1960 ITEY 22% 550 10.58 0.6%
100.000- 1410 2712 14% 2160 4154 22% 730 14420 0.8%

4.1 Tax policy anomalies

While the IETC is a way to help many lower-earning workers, it contains built-in
anomalies, especially regarding the proposed minimum earnings threshold of $24,000
(annual earnings working 38.5 hours per week at the minimum wage of $12 per hour).

Discriminating against part-time workers may stem from the widely-held notion that
people who work part-time are just dabbling in the labour market and therefore do not
need the support that full-time workers require (Rankin, 2006). For those who qualify,
receiving the IETC is equivalent to applying the tax scale in Table 5.

Table 5. 'Independent Person’ Tax Rates 2011-12 with IETC blended in

Gross Income Tax rate

$0 - $14,000 12.375%

$14,001 - $24,000 12.375%
$24,001 - $44,000 20%
$44,001 - $50,000 33%
$50,001 - $70,000 33%
$70,001 and over 37%

% The irony is that the In-Work Family Tax Credit (a component of the FTC package) requires recipients
to be independent and employed, but their tax credits mean they are now regarded as dependent. The
same problem applies to the IETC. Can a person receiving an IETC 'handout' be classed as independent?
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It would be simpler administratively to apply the Table 5 scale to all independent

persons. Replacing the IETC with that scale would provide some tax relief to
independent persons earning in the $14,000 - $24,000 range® — effectively allowing the

IETC to blend in —while making no difference to persons earning above $24,000.**The

, I Nnddeepnetn® persons earning between $14,000
having the IETC extended to them include full-time workers reduced to part-time hours

on account of the economic recession. In recessions, many workers retain their jobs,

but under conditions of greatly reduced income. It is noted:

ot )

e Many but not all of these workers become technically part-time, as soon as their paid
work-time falls below 30 hours per week;

e Many 'on call' workers work variable hours. With the 2008 recession anticipated to
bite considerably deeper in 2009, we can expect many more workers to be on call,
full-time in some weeks, part-time in others;

e Low-income self-employed people are independent. We can expect many more of
these as the recession bites, including farmers facing reduced returns for their
produce, and people who become unemployed looking to gain whatever income on
their own account that they can;

e Persons seeking to come off benefits — seeking to change their status from
‘dependent’ to '‘independent’ — may be deterred if some of the benefits of
independence are withheld from them. Such persons need to be encouraged to take
on part-time or variable-income employment;

e Second income earners in households with and without children commonly earn in
the $14,000 to $24,000 range. A household with one child and two earners each
receiving $40,000 will qualify for two IETCs, whereas an identical household with
one earner on $60,000 and the other on $20,000 will get none;

e In uncertain economic times, many people will depend on part-time work while
studying. If their combined earning and student allowance income does not reach the
minimum requirement of $24,000, they will be denied the Independent Earner Tax
Credit. This may represent a somewhat perverse incentive at a time when incentives
to participate in education should be particularly strong;

e Student loan repayments will be levied on incomes above $19,084. It's not clear why
independent and recently graduated students who have only been able to secure
part-time work should not have access to the IETC.

Further problems arise when people change their stat us bet ween ,indepe
z2dependent”. Some persons change their status more than once during the year. The

frequency of which such changes of status take place will increase as the demand for

labour eases, as in the current recession.

Many tax-funded benefits, including unemployment benefits, sickness benefits, and
accommodation supplements, are subject to means tests only for the period that the

®Contrast the “$1r%,ws01 nt of a$h2A4e,s0 B0 and 5.

21 For example, under the tax scale that the National-led Government plans to have in place by April
2011, persons earning $30,000 will pay $1,750 tax on their first $14,000, and $3,200 on their remaining
$16,000, less an IETC of $780 ($15 p.w.), totalling $4,170. Under the Table 5 scale, those earning
$30,000 will pay $2,970 tax on the first $24,000 and $1,200 on the remaining $6,000, coming to $4,170.
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circumstance applies. Others, generally tax credits, are accounted for on an annual basis
(based on years ending March 31). Family Tax Credits under WFF are ring-fenced
while a family is supported by a benefit but otherwise are abated on annual income.
The IETC will prove to be difficult to apply on anything other than an annual basis.
The matter is further complicated because In-Work Family Tax Credits have an
employment criterion (20 or 30 hours per week of paid work) whereas the IETC has an
independence criterion.?

4.2 Responses to the recession

As already noted, in addition to the IETC, the National-led government has legislated
for a Transitional Relief Package (TRP) called ReStart. In partial offset of the tax
reductions and the TRP, the ACC employee levy has been raised from 1.4% of gross
earnings to 1.7%, effective from April 2009. The TRP will continue to pay the In-Work
Tax Credit (IWTC) renamed ReCover to newly unemployed workers with children for
their first 16 weeks of unemployment,” thereby softening for some the double blow of
unemployment.?* Unlike Labour's pre-election proposal for a "job search allowance"
(APN, 2008), this policy acknowledges that the IWTC is essentially a payment to assist
with the support of children, and not simply a work incentive.

RePlace, the second component of National's TRP, is a plan to raise the maximum
Accommodation Supplement payable for 16 weeks. This will mainly help people who
have over-extended themselves with respect to their housing, particularly people facing
the prospect of losing their homes if unemployment causes them to default on their
mortgages. It will not help those in rental accommodation with cash assets (eg. savings
for a house deposit) who therefore do not qualify for an Accommodation Supplement.

For the housing component of the TRP to be effective, people not currently receiving an
Accommodation Supplement will need to be encouraged to apply as soon as they
become unemployed. These will typically be two-earner households becoming
one-earner house-holds, and many will have had no historical relationship with the
Work and Income (WINZ) who manage Accommodation Supplements.

A number of people affected by redundancy will be couples with a mortgage who plan
to have children, but have not yet done so. From society's point of view, a recession
should be a good time for them to start families. However, a 16-week limit on the relief
package sends the message that the priority of persons who lose their jobs is to get
another job, even if there is a job drought, and even if society might benefit more if
more people were contributing in ways other than through paid employment.

The new National-led Government has offered very little so far that could accurately be
classed as a movement away from the complex mess that our strict welfare state has

22 Will persons who receive say $25,000 of interest income and are otherwise independent qualify for an
IETC? A fall in interest rates could cost such persons their rebates. Or will interest, dividends and rents
be classed as unearned income?

% To qualify, they must be already receiving a Family Tax Credit, and have had six months of continuous
employment. Also, cash assets must be below $16,200 for couples ($8,000 for single adult households),
and redundancy pay must have been $25,000 or less.

2 This raises the question: should recipients continue to receive the IETC for 16 extra weeks when they
become unemployed? This would particularly apply to two-income couples where one loses their job.
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become. However, this government has proved willing to acknowledge the problems
faced by unusually high levels of taxation of some categories of lower-income people,
and the inequities that must arise with Working for Families when New Zealand's
economy endures a period of contraction and rising unemployment.

5 Tax-Welfare Models:
5.1 October 2008

Four hypothetical 2008 households are used to illustrate the continuing welfare mess in
New Zealand. These households are essentially the same as those presented in St John
and Rankin (2002), but with gross incomes and rents increased by 20% in line with the
CPl inflation that has occurred since 2002.

Household 1 is Cathy, a single person with tertiary education and without family ties.
She has opted-out of KiwiSaver, and is repaying a student loan. Table H1 shows the
Unemployment Benefit and Accommodation Supplement she is entitled to if she has no
job. If she secures part-time work, she is able to keep her full benefit until her earnings
reach $80 per week. After that, her benefit abates by 70 cents in the dollar, and she
faces an effective marginal tax rate (EMTR) of 85.6% (70% abatement + 12.5% income
tax + 1.4% ACC levy + 1.7% as 70% abatement applies to net benefit rather than to
gross benefit). A household's EMTR is calculated as: (1 i additional disposable
income)*100% -+ additional gross income.

TABLE H1: Weekly Household Income for Varying Gross Earnings October 2008

29 year-old professional worker, no cash assets, sharing a flat, repaying a student loan.

H hold 1: h
ousehold 1: Cathy Lives in Wellington and pays rent of $130 per week.

Person Household Taxable Income Work and Family  Accom- Levies Retire- Net Net Household Effective  Effective
Earnings Earnings Benefits Tax Income  Credits modation ment Person Partner Disposable Awerage Marginal
[1] 2] [3] Assistanc  [4] Savings Income Income Income[5] Tax Rate Tax Rate

$ gross $ gross $ gross $ $ net $ $ $ $ $ $ $ EMTR

0.00 0.00 210.48 -26.31 184.17 0.00 58.80 0.00 0.00 242.97 0.00 112.97

60.00 60.00 210.48 -33.92 184.17 0.00 58.80 -0.84 0.00 294.52 0.00 164.52 -390.9% 14.1%
120.00 120.00 178.48 -39.80 156.17 0.00 58.80 -1.68 0.00 315.80 0.00 185.80 -163.2% 64.5%
180.00 180.00 130.48 -42.32 114.17 0.00 58.80 -2.52 0.00 324.44 0.00 194.44 -80.2% 85.6%
240.00 240.00 82.48 -44.84 72.17 0.00 58.80 -3.36 0.00 333.08 0.00 203.08 -38.8% 85.6%
300.00 300.00 34.48 -47.36 30.17 0.00 58.80 -4.20 0.00 341.72 0.00 211.72 -13.9% 85.6%
360.00 360.00 0.00 -52.72 0.00 0.00 54.80 -6.14 0.00 355.94 0.00 225.94 1.1% 76.3%
420.00 420.00 0.00 -65.32 0.00 0.00 39.80 -12.98 0.00 381.50 0.00 251.50 9.2% 57.4%
480.00 480.00 0.00 -77.92 0.00 0.00 24.80 -19.82 0.00 407.06 0.00 277.06 15.2% 57.4%
540.00 540.00 0.00 -90.52 0.00 0.00 9.80 -26.66 0.00 432.62 0.00 302.62 19.9% 57.4%
600.00 600.00 0.00 -103.12 0.00 0.00 0.00 -33.50 0.00 463.38 0.00 333.38 22.8% 48.7%
660.00 660.00 0.00 -115.72 0.00 0.00 0.00 -40.34 0.00 503.94 0.00 373.94 23.6% 32.4%
720.00 720.00 0.00 -128.32 0.00 0.00 0.00 -47.18 0.00 544.50 0.00 414.50 24.4% 32.4%
780.00 780.00 0.00 -142.21 0.00 0.00 0.00 -54.02 0.00 583.77 0.00 453.77 25.2% 34.6%
840.00 840.00 0.00 -162.01 0.00 0.00 0.00 -60.86 0.00 617.13 0.00 487.13 26.5% 44.4%
900.00 900.00 0.00 -181.81 0.00 0.00 0.00 -67.70 0.00 650.49 0.00 520.49 27.7% 44.4%
960.00 960.00 0.00 -201.61 0.00 0.00 0.00 -74.54 0.00 683.85 0.00 553.85 28.8% 44.4%
1,020.00 1,020.00 0.00 -221.41 0.00 0.00 0.00 -81.38 0.00 717.21 0.00 587.21 29.7% 44.4%
1,080.00 1,080.00 0.00 -241.21 0.00 0.00 0.00 -88.22 0.00 750.57 0.00 620.57 30.5% 44.4%
1,140.00 1,140.00 0.00 -261.01 0.00 0.00 0.00 -95.06 0.00 783.93 0.00 653.93 31.2% 44.4%
1,200.00 1,200.00 0.00 -280.81 0.00 0.00 0.00 -101.90 0.00 817.29 0.00 687.29 31.9% 44.4%

Y incl. MFTC 2iincl. "NZ Superannuation” ° alias "Working for Families’ 4 ACC; Student Loans; Child Support 5 after housing cost of $130.00

Cathy becomes 'independent’ of the benefit system® once she earns $343 per week, or

2 See column 3.
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$17,836 per year.*® At that point, her EMTR drops to 57.4% or 57.4 cents in the dollar
(marginal tax rate of 21% + Accommodation Supplement abatement of 25% + Student
Loan repayment rate of 10% + ACC levy of 1.4%). When she earns too much to qualify
for an Accommodation Supplement her EMTR falls to 32.4%, although that rises to
44.4% if additional income moves her up to the 33% marginal tax rate. At $900 per
week, close to the average full-time weekly wage, her effective average tax rate is
27.7% (income tax + student loan repayments +ACC levy).

If Cathy earns $900 per week in 2008 (equivalent to $750 per week earnings and $110
rent in 2002), thanks to the October tax cuts, between 2002 and 2008 her nominal
household disposable income will have increased by 19.3%, almost in line with the 20%
increase in consumer prices. In 2008, at wage levels around $500 per week and not in
KiwiSaver, Cathy could spend $4.26 of every extra $10 of weekly earnings. If she earns
$900 per week, she would be able to spend $5.56 out of every extra $10 earned.

Household 2 is a sole parent, Brenda, plus her two children (Table H2).

TABLE H2: Weekly Household Income for Varying Gross Earnings October 2008

35 year-old Hamilton single mother, $5,000 cash assets, two children aged 13 and 10.

Ho hold 2: Brend
use renda Has $350 mortgage. The father of the children pays $80 per week Child Support.

Person Household  Taxable Income Work and Family  Accom- Levies Retire- Net Net Household Effective  Effective
Earnings Earnings Benefits Tax Income  Credits modation ment Person Partner Disposable Awerage  Marginal
[1] [2] [3] Assistanc  [4] Savings Income Income Income[5] Tax Rate Tax Rate

$ gross $ gross $ gross $ $ net $ $ $ $ $ $ $ EMTR

0.00 0.00 304.93 -41.15 263.78 145.00 120.00 0.00 0.00 528.78 0.00 178.78

60.00 60.00 304.93 -53.75 263.78 145.00 120.00 -0.84 0.00 575.34 0.00 225.34 -858.9% 22.4%
120.00 120.00 289.74 -63.16 251.78 145.00 120.00 -1.68 0.00 609.90 0.00 259.90 -408.3% 42.4%
180.00 180.00 267.18 -71.02 233.78 145.00 120.00 -2.52 0.00 638.63 0.00 288.63 -254.8% 52.1%
240.00 240.00 219.18 -73.54 191.78 145.00 120.00 -3.36 0.00 647.27 0.00 297.27 -169.7% 85.6%
300.00 300.00 171.18 -76.06 149.78 145.00 120.00 -4.20 0.00 655.91 0.00 305.91 -118.6% 85.6%
360.00 360.00 60.38 -65.40 0.00 205.00 120.00 74.11 0.00 754.10 0.00 404.10 -109.5% -63.6%
420.00 420.00 0.38 -65.40 0.00 205.00 120.00 74.11 0.00 754.10 0.00 404.10 -79.5%  100.0%
480.00 480.00 0.00 -77.92 0.00 205.00 114.25 73.28 0.00 794.61 0.00 444.61 -65.5% 32.5%
540.00 540.00 0.00 -90.52 0.00 205.00 99.25 72.44 0.00 826.17 0.00 476.17 -53.0% 47.4%
600.00 600.00 0.00 -103.12 0.00 205.00 84.25 71.60 0.00 857.73 0.00 507.73 -43.0% 47.4%
660.00 660.00 0.00 -115.72 0.00 198.64 69.25 70.76 0.00 882.94 0.00 532.94 -33.8% 58.0%
720.00 720.00 0.00 -128.32 0.00 186.64 54.25 69.92 0.00 902.50 0.00 552.50 -25.3% 67.4%
780.00 780.00 0.00 -142.21 0.00 174.64 39.25 69.08 0.00 920.76 0.00 570.76 -18.0% 69.6%
840.00 840.00 0.00 -162.01 0.00 162.64 24.25 68.24 0.00 933.12 0.00 583.12 -11.1% 79.4%
900.00 900.00 0.00 -181.81 0.00 150.64 9.25 67.40 0.00 945.48 0.00 595.48 -5.1% 79.4%
960.00 960.00 0.00 -201.61 0.00 138.64 0.00 66.56 0.00 963.59 0.00 613.59 -0.4% 69.8%
1,020.00 1,020.00 0.00 -221.41 0.00 126.64 0.00 65.72 0.00 990.95 0.00 640.95 2.8% 54.4%
1,080.00 1,080.00 0.00 -241.21 0.00 114.64 0.00 64.88 0.00 1,018.31 0.00 668.31 5.7% 54.4%
1,140.00 1,140.00 0.00 -261.01 0.00 102.64 0.00 64.04 0.00 1,045.67 0.00 695.67 8.3% 54.4%
1,200.00 1,200.00 0.00 -280.81 0.00 90.64 0.00 63.20 0.00 1,073.03 0.00 723.03 10.6% 54.4%

L incl. MFTC 2 iincl. "NZ Superannuation” * alias 'Working for Families’ 4 ACC; Student Loans; Child Support 5 after housing cost of $350.00

In addition to her wages, Brenda receives regular Child Support payments from the
children's father. Child Support payments are considered along with her wages when
Inland Revenue assess the level of Family Tax Credits that Brenda will receive. Brenda
IS not repaying a student loan. If Brenda is receiving a domestic purposes benefit (DPB),
she does not qualify for In Work Tax Credits (IWTC and MFTC), and her Child
Support payments are held by Inland Revenue. In Brenda's case, that would mean that

% In the 2007/08 tax year, the Student Loan repayment threshold (gross) was $17,784 p.a. or $342 p.w.
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$80 of her DPB was paid for by the children's father.”” In some other cases, 100% of a
care-giving parent's benefit might be funded by the other parent.

If Brenda depends solely on a benefit, she has less than $180 of disposable income for
food, clothing, household operation and transport. She can earn up to $80 per week
without losing any of her benefit, but must pay tax (at a marginal rate of 21%) and ACC
(1.4%) on those meagre earnings.?® Once Brenda's earnings exceed $180 per week,* her
DPB abates at 70%, making her only $1.44 per week better off for every $10 of
additional wages. This high rate of abatement is both a strong disincentive to work more
hours, and an impediment to making a gradual transition to full time employment. Once
Brenda's weekly work hours exceed 20, if she leaves the DPB, she qualifies for an In-
Work Family Tax Credit of $60 per week, and the Minimum Family Tax Credit
(MTFC)® if her earnings are below $21,860 (which they are if she earns between $360
and $420 per week - see Table H2). Under this option, her Child Support money (in
Table H2 as a positive 'levy") is no longer withheld by Inland Revenue.

Earning between $360 and $420 a week, Brenda has a 100% EMTR as the MFTC
abates dollar for dollar. Once Brenda's earnings exceed $420 per week, her
Accommodation Supplement abates at 25% (ie. 25 cents in the dollar). And once her
earnings exceed $600 per week, abatements to her Family Tax Credits add a further 20
cents to her EMTR, taking it to 67.4%. Brenda can only keep $2.06 of every extra $10
of weekly income if her earnings are in the $770 to $900 per week ($40,000 to $46,800
per year) range. She continues to pay an effective marginal tax rate above 50 cents in
the dollar until her gross earnings reach $1,600 per week ($83,200 per year).

If Brenda earns $180 per week, her nominal disposable income is only 5.8% higher than
it would have been in 2002 (when she would have been earning $150 per week); well
below the 20% inflation rate. However, if Brenda earns $900 per week, her nominal
disposable income is 31.7% higher in real spending terms than it would have been in
2002 (when she would have been earning $750 per week). Although Brenda in work has
benefited from increased Family Tax Credits, in 2008 she faces a higher EMTR when
her income is less than $1,650 per week.

Household 3 is a 3-child family. Jan and Jim live in Auckland, and have a mortgage of
$600 per week.* Jan earns the lowest legal full-time wage ($360 per week), and the
other parent (Jim) is self-employed. This scenario is common among immigrant
families, and is increasingly likely in a recessionary environment. Table H3 shows
varying income for Jim, the self-employed father of 3 children.

% There is an anomaly here: Child Support is meant for the support of children, whereas the DPB has the
dual role of supporting caregivers and their dependents. If Child Support is supposed to be Spousal
Support, then perhaps it could be renamed accordingly. A second anomaly is that a sole parent whose
"benefit" is fully funded through Child Support by the other parent is no more a dependent on the state,
and no less "in-work", than a caregiving parent in a non-beneficiary household. The anomaly is that the
sole parent is regarded as a recipient of welfare, yet the caregiving parent in a couple relationship is not.

28 Unlike many OECD countries, New Zealand does not have a tax-free income bracket.

2 Despite inflation of 30% since 1998, benefit earnings' thresholds have not been raised since the 1990s.
% MFTC, a family credit that ‘tops up' wages to a guaranteed minimum, abated for extra income at 100%.
31 For example, a $320,000 25-year mortgage at 8.6%.

23



At very low levels of household income, Jan and Jim qualify for a top-up (MFTC) to
Jan's wages. Indeed, Jan and Jim are highly dependent on both Family Tax Credits and
Accommodation Supplements at the maximum level. As Jim's income increases from
zero to $360 per week, they gain $200 per week, from $262 to $462. The Family Tax
Credit and Accommodation Supplement remain at a substantial level.

Jan and Jim
the family can only keep 32.6% of the additional income. As Jim's weekly income rises
from $390 to $1,200 (by $810), weekly household disposable income increases by just
$248.% If Jim was a 'liable parent' paying Child Support levies ($54 to $90 per week)
from that additional $300, the family could become worse off as Jim's earnings rise.

TABLE H3: Weekly Household Income for Varying Gross Earnings October 2008

Auckland family with 3 children (aged 16,13,10), mother working 30 hours per week on the

H hold 3: J d Ji .
ouseno an and.Jim minimum wage ($12 per hour), self-employed father. They have a weekly mortgage of $600.

s problem i s t hatly($2¢G,000p.e), r ai ses

Person Household  Taxable Income Work and Family  Accom- Levies Retire- Net Net Household  Effective  Effective
Earnings Earnings Benefits Tax Income Credits modation ment Person Partner Disposable Awerage Marginal
1] [2] [3] Assistanc  [4] Savings Income Income Income[5] Tax Rate Tax Rate
$ gross $ gross $ gross $ $ net $ $ $ $ $ $ $ EMTR
360.00 360.00 60.38 -62.83 0.00 286.00 225.00 -5.89 0.00 724.17 138.50 262.67  -139.6%
360.00 420.00 0.38 -60.28 0.00 286.00 225.00 -5.89 0.00 700.89 164.33 265.22  -106.0% 95.8%
360.00 480.00 0.00 -67.72 0.00 286.00 225.00 -6.72 0.00 700.74 215.82 316.56 -91.0% 14.4%
360.00 540.00 0.00 -75.22 0.00 286.00 219.75 -7.56 0.00 698.12 264.86 362.97 -78.3% 22.6%
360.00 600.00 0.00 -82.72 0.00 286.00 204.75 -8.40 0.00 690.62 309.02 399.63 -66.6% 38.9%
360.00 660.00 0.00 -92.83 0.00 286.00 189.75 -9.24 0.00 683.12 350.56 433.68 -56.6% 43.3%
360.00 720.00 0.00 -105.43 0.00 283.64 174.75 -10.08 0.00 673.26 389.62 462.88 -47.6% 51.3%
360.00 780.00 0.00 -118.03 0.00 271.64 159.75 -10.92 0.00 653.76 428.68 482.44 -38.8% 67.4%
360.00 840.00 0.00 -130.63 0.00 259.64 14475 -11.76 0.00 634.26 467.74 502.00 -31.2% 67.4%
360.00 900.00 0.00 -143.23 0.00 247.64 129.75 -12.60 0.00 614.76 506.80 521.56 -24.6% 67.4%
360.00 960.00 0.00 -155.83 0.00 235.64 114.75 -13.44 0.00 595.26 545.86 541.12 -18.9% 67.4%
360.00 1,020.00 0.00 -168.43 0.00 223.64 99.75 -14.28 0.00 575.76 584.92 560.68 -13.8% 67.4%
360.00 1,080.00 0.00 -181.03 0.00 211.64 84.75 -15.12 0.00 556.26 623.98 580.24 -9.3% 67.4%
360.00 1,140.00 0.00 -194.92 0.00 199.64 69.75 -15.96 0.00 536.76 661.75 598.51 -5.1% 69.6%
360.00 1,200.00 0.00 -214.72 0.00 187.64 54.75 -16.80 0.00 517.26 693.61 610.87 -0.9% 79.4%
360.00 1,260.00 0.00 -234.52 0.00 175.64 39.75 -17.64 0.00 497.76 725.47 623.23 2.9% 79.4%
360.00 1,320.00 0.00 -254.32 0.00 163.64 24.75 -18.48 0.00 478.26 757.33 635.59 6.4% 79.4%
360.00 1,380.00 0.00 -274.12 0.00 151.64 9.75 -19.32 0.00 458.76 789.19 647.95 9.6% 79.4%
360.00 1,440.00 0.00 -293.92 0.00 139.64 0.00 -20.16 0.00 441.89 823.67 665.56 12.1% 70.7%
360.00 1,500.00 0.00 -313.72 0.00 127.64 0.00 -21.00 0.00 429.89 863.03 692.92 13.8% 54.4%
360.00 1,560.00 0.00 -333.52 0.00 115.64 0.00 -21.84 0.00 417.89 902.39 720.28 15.4% 54.4%
Y incl.MFTC 2iincl. "NZ Superannuation” 2 alias 'Working for Families’ 4 ACC; Student Loans; Child Support 5 after housing cost of $600.00

If Jan and Jim earn $1,200 per week, their household nominal disposable income is 49%
higher than it would have been in 2002 (when they would have been earning $1000 per
week). Since 2002, they have gained from Working for Families; from the rise in the
maximum Accommodation Supplement for Auckland; and from the rise in the
minimum hourly wage. Their disposable incomes have significantly outpaced inflation.

Household 4, the final household, shown in Table H4, shows the possible extremes of
the income trap that high EMTRs have become. Jack and Jill are a reconstituted family,
withthr ee chi l dren i n their care, i ncluding
father of 4 other children that he has regular contact® with, although they are not in his
day-to-day care. Jack recently achieved a higher education qualification, and is paying
back his student loan. Further, he is enrolled in KiwiSaver. He believes in thrift, and is

%2 When Jim's earnings rise from $780 to $1080 (a rise of $300) it adds only $67 to the household's
disposable weekly income.
¥« Contact” means |l ess than three nights care per
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reluctant to discontinue his KiwiSaver contributions, believing that KiwiSaver is the
appropriate means for him and his family to avoid poverty in retirement.

Jill, with two young children, was widowed during her second pregnancy. After
partnering with Jack, she contracted multiple sclerosis, a health condition that qualifies
her for an Invalids benefit. With help from Jack and his teenage son, she provides a
substantial amount of care for her children. If Jack and Jill decide on independence with
Jack working full-time (30 hours per week min.), they qualify for the In Work
Tax Credit and perhaps the Minimum Family Tax Credit. However, if Jack's wage rate
is low (eg. about $400 per week), their household disposable income will fall to the
level it would have been if Jack did not work at all. A higher income for Jack (eg. $675
per week) will lead to the family being $120 per week better off than if he did not work.

TABLE H4: Weekly Household Income for Varying Gross Earnings October 2008

Wellington reconstituted family (children 16,5,3). Partner, caregiver, has disability. Father

H hold 4: k ill
ousehold 4: Jack and Ji pays Child Support for 4 children, student loan, plus Kiwisaver @ 4%. Rent is $400 pw.

Person Household  Taxable Income Work and Family  Accom- Levies Retire- Net Net Household Effective  Effective
Earnings Earnings Benefits Tax Income  Credits modation ment Person Partner Disposable Awerage  Marginal
[1] [2] [3] Assistanc  [4] Savings Income Income Income [5] Tax Rate Tax Rate

$ gross $ gross $ gross $ $ net $ $ $ $ $ $ $ EMTR

0.00 0.00 438.47 -54.81 383.66 217.00 165.00 -14.87 0.00 259.46 491.33 350.79

135.00 135.00 419.61 -75.75 367.16 217.00 165.00 -16.76 -5.40 355.63 483.08 438.71 -521.3% 34.9%
270.00 270.00 332.18 -89.46 290.66  217.00 165.00 -27.35 -10.80 411.74  444.83 456.57  -217.2% 86.8%
405.00 405.00 15.38 -64.74 0.00 277.00 165.00 -27.12 -16.20 388.20 366.12 354.32 -86.3%  175.7%
540.00 540.00 0.00 -90.52 0.00 277.00 159.75 -41.53 -21.60 466.23 356.88 423.11 -52.4% 49.0%
675.00 675.00 0.00 -118.87 0.00 277.00 126.00 -61.28 -27.00 530.86  340.00 470.86 -29.0% 64.6%
810.00 810.00 0.00 -152.11 0.00 268.59 92.25 -117.17 -32.40 554.45 314.71 469.16 -7.3% 101.3%
945.00 945.00 0.00 -196.66 0.00 249.69 58.50 -173.06 -37.80 566.73 278.94 445.67 10.5% 117.4%
1,080.00 1,080.00 0.00 -241.21 0.00 230.79 24.75 -228.95 -43.20 579.02 243.16 422.18 23.9% 117.4%
1,215.00 1,215.00 0.00 -285.76 0.00 211.89 0.00 -284.84 -48.60 595.80 211.89 407.69 33.5% 110.7%
1,350.00 1,350.00 0.00 -330.54 0.00 192.99 0.00 -340.73 -54.00 624.73 192.99 417.72 39.4% 92.6%
1,485.00 1,485.00 0.00 -383.19 0.00 174.09 0.00 -396.62 -59.40 645.79  174.09 419.88 44.8% 98.4%
1,620.00 1,620.00 0.00 -435.84 0.00 155.19 0.00 -452.51 -64.80 666.85 155.19 422.04 49.3% 98.4%
1,755.00 1,755.00 0.00 -488.49 0.00 136.29 0.00 -508.40 -70.20 687.91 136.29 424.20 53.0% 98.4%
1,890.00 1,890.00 0.00 -541.14 0.00 117.39 0.00 -564.29 -75.60 708.97 117.39 426.36 56.3% 98.4%
2,025.00 2,025.00 0.00 -593.79 0.00 98.49 0.00 -620.18 -81.00 730.03 98.49 428.52 59.1% 98.4%
2,160.00 2,160.00 0.00 -646.44 0.00 76.54 0.00 -660.85 -86.40  766.31 76.54 442.86 61.0% 89.4%
2,295.00 2,295.00 0.00 -699.09 0.00 49.54 0.00 -676.24 -91.80 827.87 49.54 477.42 61.8% 74.4%
2,430.00 2,430.00 0.00 -751.74 0.00 22.54 0.00 -691.63 -97.20  889.43 22.54 511.98 62.5% 74.4%
2,565.00 2,565.00 0.00 -804.39 0.00 0.00 0.00 -707.02 -102.60 950.99 0.00 550.99 62.9% 71.1%
2,700.00 2,700.00 0.00 -857.04 0.00 0.00 0.00 -722.41 -108.00 1,012.55 0.00 612.55 62.5% 54.4%

Y incl.MFTC 2iincl. "NZ Superannuation” 2 alias 'Working for Families’ 4 ACC; Student Loans; Child Support 5 after housing cost of $400.00

At levels of weekly income above $675, Jack has EMTRs in excess of 100%. He would
have to earn nearly $2,300 per week (nearly $120,000 p.a.) to have an equivalent
amount of disposable income. When his annual income reaches $140,000 his EMTR
falls to 54.4% (50.4% if he is on a holiday from KiwiSaver). He would be paying Child
Support at the maximum level of $32,900, in excess of annual disposable income of
$31,850. At $140,000 p.a. Jack would be repaying over $12,000 per year of his student
loan. Once that is repaid, his EMTR falls by 10 cents per dollar over $350 per week.

I n the face of these prospect s, Jack"s rat
in debt, Household 4 would be in dire trouble, whatever their income. Jack and Jill
would be struggling to be able to care for Jack's younger children during weekends.
They would probably return to a family strategy common in the Great Depression of the
early 1930s that still occurs in many low-income families: relying on the oldest children
working in paid employment to keep the family financially afloat.
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Household 4 represents a family with personal circumstances that conspire to keep them

poor , regardless of i ncome, given the rul

off than they were in 2002, they remain stuck in a tax-welfare web from which there is
no escape. So how will such households fare under changes to taxes, supplementary
benefits, and KiwiSaver, as promised by the new National-led government?

5.2 Tax-Welfare Model: 2009-11

Two of the previous four households, H1 and H4, and changes introduced by the
National-led government, are represented in this section.

TABLE Hla: Weekly Household Income for Varying Gross Earnings 2009/10 provisional

29 year-old professional worker, no cash assets, sharing a flat, repaying a student loan.

Household 1: Cath . . .
u y Lives in Wellington and pays rent of $130 per week.

Person Household  Taxable Income Work and Family  Accom- Levies Retire- Net Net Household Effective  Effective
Earnings Earnings Benefits Tax Income Credits modation ment Person Partner Disposable Awerage Marginal
[1] [2] [3] Assistanc  [4] Savings Income Income Income[5] Tax Rate Tax Rate

$ gross $ gross $ gross $ $ net $ $ $ $ $ $ $ EMTR

0.00 0.00 210.48 -26.31 184.17 0.00 58.80 0.00 0.00 242.97 0.00 112.97

60.00 60.00 210.48 -33.92 184.17 0.00 58.80 -1.02 0.00 294.34 0.00 164.34 -390.6% 14.4%
120.00 120.00 178.48 -39.80 156.17 0.00 58.80 -2.04 0.00 315.44 0.00 185.44  -162.9% 64.8%
180.00 180.00 130.48 -42.32 114.17 0.00 58.80 -3.06 0.00 323.90 0.00 193.90 -79.9% 85.9%
240.00 240.00 82.48 -44.84 72.17 0.00 58.80 -4.08 0.00 332.36 0.00 202.36 -38.5% 85.9%
300.00 300.00 34.48 -47.36 30.17 0.00 58.80 -5.10 0.00 340.82 0.00 210.82 -13.6% 85.9%
360.00 360.00 0.00 -52.72 0.00 0.00 54.80 -7.22 0.00 354.86 0.00 224.86 1.4% 76.6%
420.00 420.00 0.00 -65.32 0.00 0.00 39.80 -14.24 0.00 380.24 0.00 250.24 9.5% 57.7%
480.00 480.00 0.00 -67.92 0.00 0.00 24.80 -21.26 0.00 415.62 0.00 285.62 13.4% 41.0%
540.00 540.00 0.00 -80.52 0.00 0.00 9.80 -28.28 0.00 441.00 0.00 311.00 18.3% 57.7%
600.00 600.00 0.00 -93.12 0.00 0.00 0.00 -35.30 0.00 471.58 0.00 341.58 21.4% 49.0%
660.00 660.00 0.00 -105.72 0.00 0.00 0.00 -42.32 0.00 511.96 0.00 381.96 22.4% 32.7%
720.00 720.00 0.00 -118.32 0.00 0.00 0.00 -49.34 0.00 552.34 0.00 422.34 23.3% 32.7%
780.00 780.00 0.00 -130.92 0.00 0.00 0.00 -56.36 0.00 592.72 0.00 462.72 24.0% 32.7%
840.00 840.00 0.00 -143.52 0.00 0.00 0.00 -63.38 0.00 633.10 0.00 503.10 24.6% 32.7%
900.00 900.00 0.00 -163.12 0.00 0.00 0.00 -70.40 0.00 666.48 0.00 536.48 25.9% 44.4%
960.00 960.00 0.00 -183.15 0.00 0.00 0.00 -77.42 0.00 699.43 0.00 569.43 27.1% 45.1%
1,020.00 1,020.00 0.00 -202.95 0.00 0.00 0.00 -84.44 0.00 732.61 0.00 602.61 28.2% 44.7%
1,080.00 1,080.00 0.00 -222.75 0.00 0.00 0.00 -91.46 0.00 765.79 0.00 635.79 29.1% 44.7%
1,140.00 1,140.00 0.00 -242.55 0.00 0.00 0.00 -98.48 0.00 798.97 0.00 668.97 29.9% 44.7%
1,200.00 1,200.00 0.00 -262.35 0.00 0.00 0.00 -105.50 0.00 832.15 0.00 702.15 30.7% 44.7%

incl. MFTC Zincl. "NZ Superannuation” % alias ‘Working for Families' 4 ACC; Student Loans; Child Support S after housing cost of $130.00

TABLE Hlb: Weekly Household Income for Varying Gross Earnings 2011/12 provisional

29 year-old professional worker, no cash assets, sharing aflat, repaying a student loan.

Household 1: Cath . . .
u Y Lives in Wellington and pays rent of $130 per week.

Person Household  Taxable Income Work and Family  Accom- Levies Retire- Net Net Household Effective  Effective
Earnings Earnings Benefits Tax Income Credits modation ment Person Partner Disposable Awerage Marginal
[1] [2] [3] Assistanc [4] Savings Income Income Income[5] Tax Rate Tax Rate

$ gross $ gross $ gross $ $ net $ $ $ $ $ $ $ EMTR

0.00 0.00 210.48 -26.31 184.17 0.00 58.80 0.00 0.00 242.97 0.00 112.97

60.00 60.00 210.48 -33.90 184.17 0.00 58.80 -1.02 0.00 294.36 0.00 164.36  -390.6% 14.4%
120.00 120.00 178.48 -39.50 156.17 0.00 58.80 -2.04 0.00 315.74 0.00 185.74 -163.1% 64.4%
180.00 180.00 130.48 -41.90 114.17 0.00 58.80 -3.06 0.00 324.32 0.00 194.32 -80.2% 85.7%
240.00 240.00 82.48 -44.30 72.17 0.00 58.80 -4.08 0.00 332.90 0.00 202.90 -38.7% 85.7%
300.00 300.00 34.48 -46.70 30.17 0.00 58.80 -5.10 0.00 341.48 0.00 211.48 -13.8% 85.7%
360.00 360.00 0.00 -51.81 0.00 0.00 54.80 -7.22 0.00 355.77 0.00 225.77 1.2% 76.2%
420.00 420.00 0.00 -63.81 0.00 0.00 39.80 -14.24 0.00 381.75 0.00 