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The income tax and transfer system: issues and
options

This note is intended to be an internal resource for officials to suppo analysis of t%
transfer settings. It is not government policy or advice. (;

The scope of this report is the personal income tax system an

supplementary assistance and tax credits) received by work

report discusses the broad structure of the tax and transfer.interface and d
thin Scope:

/S

uture to support workers as they transition

a’universal basic income (UBI) should be introduced

effectiveness of the welfare system in reducing poverty,

hould be monitored for their outcomes. _
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component of overall social spending. New Zealand’s social spending is
approxima equally split between cash transfers and social services (around 10% of GDP is spent
on each). e working-age population, two-thirds of social spending is through in-kind support
and one-third is in cash transfers.
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FIGURE 1 - SPENDING ON CASH BENEFITS AND SOCIAL SERVICES
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There are two fundame /pes of structures for income transfers: 1) a universal basic income or
2) means-tested berie Both can achieve a poverty alleviation goal and create a progressive
effective taxr. jcture. However, there will be different properties in terms of average and
marginal tax Related to this is the concept of target efficiency. A universal basic income is

simple butis.a ceived by the whole population, which means that some receive a transfer that
is not necs@./ o alleviate poverty. It is typically associated with a high average tax rate to fund the

universal transfer payment. Means-tested benefits generally have greater target efficiency but are
associated with potentially higher effective marginal tax rates for recipients as benefits are abated.

6
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FIGURE 21 — SOCIAL EXPENDITURE BY AGE OF CHILD IN NEW ZEALAND
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Part 2: Options

The options that are considered will depend on objectives. We discuss the general issues relating to
addressing barriers to employment and income adequacy.

Options to addressing barriers to employment )
AN AN

N
r salaries, since - by

ighly targeted transfer
ages and salaries increases.

mtaking Up more employment. Income
s:! e marginal tax rates.
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Deleted - Not Relevant to Request

7 VA
Universal basic income (\25/} /x\\\
A universal basic income (UBI) is a type of tax and transfer polic@g‘c\p@wdes a guaﬁa‘\’i‘ceed ’

minimum income to all households, irrespective of income, wx{r)(-‘s(étg or other@jte}ia; S/

Ve X .
Itis an old idea, but has received renewed attention. Itskg)\/mnj; ge is its si pIic\t\y/{) Economic
changes mean that workers may have greater job insecﬁrijw,l?echnologic dis;r—%p ion and different
types of working arrangements (eg, the ‘gig economy’ /t> ﬁ/l/‘n the past//A{' ay support greater

income security in this type of economic conditioﬁn\.\ @ O ‘\\\>/1
—~ AN\

The disadvantages of a UBI is that it will Iikelkié\fea}époverty ;zﬁ %e absence of large
increases in tax revenues. Spreading existing-weor \g/age bergefi\fs\%so\\tpe entire working age
population will materially reduce the level of Y'3'$r'§{r"r'1ent tot é\efﬁvbﬁi?already receive benefits. At
current spending levels, a UBI would bé@bst\antially be/h@%éverty line in most OECD
economies (OECD, 2017). This is particularly t/he case O{kiie\w\\\iealand, given New Zealand’s existing
transfer payments are highly ta;éfe@ o illustrate l\l@y{‘ie}’(and spends around 10% of GDP on
working age benefits, which is/@;n WS,SOO a Yeé( s Morking age person. A sole parent jobseeker
currently receives aroundﬁl?fﬁo\@/year. A\\\ )

(N O —
While concerns arounﬂ\im}\;ifac‘gjph poverty.r s<&9uld be addressed with a higher payment rate, this
could not be budgex}\élg\ﬁ’aj:ﬂt would/fé%tiiea significant increase in tax revenues, and therefore

average tax rates(/v@@ ise. This coukh{\éfially weaken work incentives and reduce employment

levels. \ -
INNOAANY,
There are rﬁgy}b\ of pilot s@t[gi}gp\%ned for UBIs in certain municipalities, including in Canada,

the Neth'(é‘ﬁ\@\y(nd Finla \iﬁs/}o(f early to evaluate the effects of these pilot studies, but they
shoul étﬁon’ftored for their results.
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. Thereis
r use of the
occupations. Some
c %- nsecurity in this
%d as it would reduce the

eas pilot studies should be
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Summary of modelling capabilities in terms of potential

options
Universal
Basic Income
(UBI)

Potential HES

data sources

Taxwell Such a
significan
change

remove r%
the a
Taxwel|l:: No

27

http://www.stats.govt.nz/browse for stats/people and communities/Children/ChildcareSurv
ey HOTP2009revised/Commentary.aspx
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clients
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NEGATIVE INCOME TAX SYST

Ewen McCann'
6 September 2000

"I have had useful conversations with Martin Neylan while preparing this paper.

C:\NRPortb\iManage\SHENK\92754 1.doc
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Summary

1. The negative income tax system of delivering welfare benefits consists

of,

e A lump sum transfer payment clear of tax.

e Ataxon market income. &
/-

2. All welfare delivery systems are compro en the co@ﬁhctlng
objectives of, &

e Decent living standards.

e Low levels of break-even income.
e Low rates of the abatement-tax

3. A negative income tax with wi

e Be administratively cheap
e Preserve horizontal equit§s
e Offer similar work inc

nder the existing welfare system.
high tax rates is therefore not

son with the present welfare payment
would be required to finance a

A negative incometax: m req
necessarily dlsadveniaéed in co
system One |s§ue is what tax s

ive-income tax ethods of welfare delivery could be
(o} speetflc

|ssue Wi Welfare delivery systems in promoting incentives to
is the low ra”[eso esponse of the labour supply to after tax incentives.
T onstrated for welfare payments generally and also in
gative income tax systems.

experime

7. A\%ealand unkowingly has an extensive system of negative income
tax We1\fa}e ayments.

8. One part of this is the family tax credit. It is a cash grant of $15080 p.a.
after which each dollar of income is taxed at 100% until the lump sum is paid
back. Education and health services are lump sums paid in kind. Families
receiving them pay income tax on market income. The services thereby meet
the two requirements for a negative income tax. Present welfare payments
can be shown to be equivalent to a complicated system of selective or
earmarked negative income taxes.

9. The negative income tax framework is a useful way of conceptualising

the current New Zealand welfare payment system and thinking about reforms
to it. There is a diagrammatic representation of the scheme in the Appendix.

C:\NRPortb\iManage\SHENK\92754 1.doc
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1. Introduction

10. A comprehensive negative income tax fully integrates the tax and
welfare payment systems and is the only way of doing so. It consolidates the
two systems.

11. A negative income tax system requires just t ings: a Iu@m
transfer from the Government to a person and a taxz t income.
[ C M

12.  The term is a mite confusing. Positive i ‘
the Government. Negative income tax is pa the Govern t to the
people. The receipt of money from the Goyvernment is the negativetax as far

AN )
X is pai&ﬁ@}aeeﬂe to

VA

direction. Think of it as a poll tax in
receives it from the Government.
typ benefit that is a lump
tbé/})\eriod though in practice

. of the benefit side of the
X\is applied only on what is
3 single tax schedule for all.

13.  The negative income tax r&zj

sum payment made at, say, %\T%g

probably at intervals throug@, |
tax/welfare system. Thereafte all is tax. T

subsequently earned. T @ay or ma qpt

- -/

/D
14.  The system %? seam ésé@%t een transfers to and from the
Government. Threshold- proble d'not emerge. There is no point in

falsifying welfqre\\?:i[aﬁtf}é if ther iversal entitlement. Tax fraud remains

X

profitable. \3\7
15. A e@wincome tamd not be as comprehensive as this and it can

kind as we will see.

(Y)
g:
Q
-5
3
Q
=
2

\ X~ ™~

be pie
16 \i >%gative W\Zﬁax system would not impose marginal tax rates

3 100% thga/yvflé‘ the' existing tax/abatement regime occasionally does.

AN\ )
17. Ben %s/apparently see at present just the total of the welfare
payment @h y receive without distinguishing the component benefits.
There be no separate benefits in the lump sum of the negative income
tax. jiff‘\\

\ \17/‘ )
18. \Fhé conflicting requirements of a decent living standard, low breakeven
income (the level of earned income where benefits are clawed back in tax or
benefit abatement), low tax or abatement rates, and low budgetary cost apply
to all welfare payment systems.

19.  There is a diagrammatic representation of the scheme in the Appendix

where design and important issues around incentives to work are discussed.

2. Features of the System

C:\NRPortb\iManage\SHENK\92754 1.doc
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20. The advantages of the negative income tax method of poor relief are
that,

e Itis administratively cheap and transparent to beneficiaries.

e Horizontal equity is preserved.

e Work incentives are the same for all.

21. The negative income tax system is disting from ea%d

welfare payments which have effects that are <th posite /of/ th
Q@ ividua |se\d\w§lfare
lement regim S.can be a

Earmarked welfare payments provide sub-group

benefits. High effective tax rates of the ab

consequence of beneficiaries receiving more than one earmarked benefit, a
ffi cies result.

22.  If the negative income tax react [ nifican’n\/ﬁ(ﬁ\b of or even all
the population, it would be expensive and: [ 3 rates have therefore to
be high for at least some taxpayers i or recoup it. There
would then be significant work disi as there are with the
extant earmarked benefits. %\

3. Marginal Tax Rates =
g : \\

O\ )
23.  The relatively &é inal raies /
a negative income- tem th‘\b ad coverage is not a particularly
important objection-to it.-This is \usé the system of earmarked benefits
that we have at preéem is wides

and is accompanied by high effective
tax rates. Vo~

margi es beca

form tive in om/e x system would have the same tax schedule
a p{y every arket income. The difference between this and the
hig e/ctlve m ax rate system is that the present skyscraper skyline

diagram of ﬁve/marglnal tax rates need not accompany the negative
. Labour market distortions should be less under the

negative i e tax system than under the present system of supporting the

poor. %

Yo

25. \‘I’hg proper question is, given the broad coverage and high EMTRs of

the present benefit system, what income tax schedule would be required to

finance a parallel negative income tax system?

4. Earmarked Negative Income Taxes

26. Half way houses seem possible, like applying the negative income tax
system to earmarked groups. The trick to cost containment would be to sort
groups by non-economic criteria that are not readily under the control of
individuals, or that are costly for them to meet.

C:\NRPortb\iManage\SHENK\92754 1.doc
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27. The privileged status of one group causes others to try to join it. Their
success in joining would raise the budgetary cost of a programme and the
new members may not be work responsive. Any social assistance scheme
contains an incentive to move from work to welfare in some degree. This may
make their effects on the distribution of income ambiguous. Take the case
where sizeable numbers went from work to welfare, accepting an income
reduction. This increases the income inequality that the program are
designed to reduce.

28. Demographic characteristics are the obv ction CI'I erLa for a
restricted system of negative income gende ‘\\ CO enltal
abnormalities and dependents are either impo Ie or ostly\egﬁ modlfy
Excluded groups cannot readily join in. Earmarked groups could be taken off
their present benefits and become a part the r éstrlctegn\ tive income tax
system. N

)
29. For example, all or some % e given a suitable

weekly lump sum, usually expresse: fraction o average wage. Then,
whatever they earned above “could be taxed at the income tax rates
applying to non-beneficiarie igh EMTRs. inhérent in the current benefit
abatement and income tax regimes are rei e for them as a result. Work
incentives improve for ii/wg\a\rmarked his is an earmarked negative

income tax system. : NS
o AN o
30. Inapure fo\rm ‘negative e tax the same lump sum is paid to all

mp sums could rise with family size or

eration that the beneficiaries of the negative

incom \r%%ﬁme tax schedule as other taxpayers. There are,
e and labour market efficiency advantages a

5.

the higher labour supply elasticities are the ones that are

< dates for an earmarked negative income tax rate, as long as
their me ships can be circumscribed for budgetary reasons, perhaps by
dembgr phic criteria.

33. The rates of response of work effort to changes in after tax wages are
typically low. Deadweight losses are probably low because of it. From this
point of view beneficiaries’ present high effective marginal tax rates involve
little social cost in the economic sense of the term because their labour
supplies are probably inelastic.

34. It is hard to see why the high EMTRs receive the attention in policy

discussion that they do when their economic welfare costs are likely to be
small.

C:\NRPortb\iManage\SHENK\92754 1.doc
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35. Just as the present welfare system appears to do little to get people
working, not too much should be expected of a negative income tax either,
and for the same reasons viz, the supposedly low labour supply elasticities.

36. This expectation has been confirmed by experiments with the negative
income tax. There were tests of this welfare delivery method in the 1970’s in

New Jersy, Gary Indianna, Seattle, Denver and in Manitoba. The Denver
experiment lasted eight years. &

37.  The designers of the negative income tax lems W|th\all(of the
experiments because, & < NS

e The lump sums were set at too high a | 81\ \;
e |t did not replace other benefits but w. idition to h

im\ on %@j/publicly opposed

It is for these reasons that one of
President Nixon’s variation of the

ne2.

38.  There have been a nun%bﬁs udies f*th%/)/vgrk incentives in the Aid
to Families with Dependent Chilg Jn the USA. This is not a
negative income tax but nevert :

ifvcent/ves are likely to generate
minimal increases /n

6. New Zealand Ga§e /

Q% uires just two things: an untaxed lump sum

andata et incgme.
t realls<ng lt ew Zealand presently operates an extensive

Ilcate% t|ve income tax. There are three parts to the New
negatl\(e/mg tax (i.e. welfare) system. One is through Family Tax
red| scheme ¢ Hspme similar practices, another is through benefits in kind
and the other’i current general welfare payment system. We treat them in

turn

<Q5amily Tax Credit is a negative income tax. It applies to a
restrlgfeajgroup of people who receive a cash grant of $15080 p.a. Each
dollar of market income reduces the $15080 by one dollar*. The two
requirements of a negative income tax are therefore met by this welfare
benefit. These are the lump sum grant and the taxation of market income. In
this case the lump sum grant from the Government is not of a gross amount,
though it can be converted to one, and the tax-abatement rate is 100%. This
along with other tax credits is the first of New Zealand’s negative income
taxes.

2 Parker, Hermione (1989). Instead of the Dole. Routledge, London. p 144.

3 Hoynes, H.W.(1996) Work Welfare and Family Structure: What have We Learned? National
Bureau of Economic Research, Cambridge MA. Working Paper 5644 p 34.

4 This dollar reduction is composed first of income tax and then of the abatement tax.

C:\NRPortb\iManage\SHENK\92754 1.doc
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42. The second negative income tax system is of payments in kind. Health
and education goods are transfer payments in kind that the Government
provides to families. These do not abate, they are lump sum transfers in kind
and are unrelated to income, just like a full scale negative income tax would
be. Education and health recipients pay tax on their market income at the
standard income tax schedule. They are on a negative income tax system for
health and education goods. &

43. Negative income tax types of transfers in ki be exte e\dq:ood
stamps and rent subsidies are obvious extensions. ments in n are not
optimal for the recipients because they will be off, by theIWV lights,

upon the receipt of a benefit to the same v.

Ie\in cash.
</ P

44, We do not hear these optim

%?@éépves the specified good
‘mvégative income tax in kind
that is supposedly more eco i an state produced goods.
The accommodation s \nent is si ﬁ;arf ‘a voucher inasmuch as the
recipient can spend i@ uppller/ef secified good.

46. The curren{ea elfare

Zealand's negahve income tax

cash benefit omplicated ne
seen as suc@gse of th

47. ‘~ e see abatem educing the amount of the benefit in the hand
1601 reases{A\g see income tax as reducing income in the hand
a% ¢n‘ incre . These viewpoints probably arise because of the

45. A voucher system of
characteristic of the transfer
m/cally effi

\ \,; )
nts are the third component of New

. The current system of the payment of
jative income tax system though it is not
at the abatement regimes are interpreted.

te/functldns e Department of Work and Income and the Inland

} We will look at them a little differently.

Revenue Dew
48. It @h pful to imagine that the “first” division of the Department of

Work a e decides on an applicant’s gross benefit entittement and that
the “%c division applies the abatement regime.

49. \Let/us focus on the second division’s activity. A beneficiary would see
no economic distinction between a reduction in a welfare cheque determined
by the second division and the same reduction in take-home market income
determined by the Inland Revenue Department. The person’s disposable
income is reduced by the same amount and has the same smaller total in
each case. Income tax and abatement have the same effect on the
beneficiary, as long as the penalties are equal. The reason for this is that is
that abatement and income tax are both determined by the amount of market
income.

C:\NRPortb\iManage\SHENK\92754 1.doc
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50. An abatement at 70 cents in the dollar is entirely equivalent to an
income tax at the same rate as far as the income-taxpaying-beneficiary is
concerned.

51. To a benéeficiary, a particular abated benefit plus an after tax market
income is therefore equivalent to a lump sum benefit plus a gross market
income that is taxed at a rate suitably greater than is specified by the statutory
income tax schedule. A welfare payment under the c t system h%ex:
shown to meet the two requirements of a negatlve X, theAump
transfer and a tax on market income.

< \\/
52.  This proves our point. The incentive erétg\%f the b nef| a’fement-

mcome—tax regimes are the same as aspe é|/f‘c; and highly stru negative

33. ‘\ %nv‘ tax and benefit
systems as complicated negative i e) imes. This would provide a
framework for welfare payment reform, i (p necessary.

C:\NRPortb\iManage\SHENK\92754 1.doc
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APPENDIX
54.  The diagram for a person under a negative income tax is,

Negative Income Tax

Y

Dis oa%e w: ~
D - p )
$100000 & %/

,
L

L 450

.

Disposable
Income

55.  The solid line shows the per:
transfer from the Government is $10.
income in the market place tax:i i
reflects that first rate of inco % :
sum transfer payment. At poin -reduces and at C it increases.

The negative income ta@O OOO bec %se that is what the Government

gives the person Ei
56. The charactgﬁstk of the di bJe income line reflects the mcentlves

to work that are designed into the n
segment the |ngr is the tax rate: D

income lin r the sl%
57. Vc of DB% a relatively high first tax rate to clawback the
transf ’33\ nt A is thég ck point, where tax paid equals the transfer

gg and is al -a market income of the lump sum divided by the
fir

(o The lump sum
he person earns

rate, $10 00 rate) in this case. A lower first income tax rate
moves point ngrthteast and increases the fiscal cost of the scheme. Points
A and B co e.

58. of tax schedule reflected in the diagram carries the problem
that thé t yer-beneficiary can be trapped on segment DB. Schedules that
bend{he other way can also leave them stuck - at a kink such as C.

59. These sorts of problems apply to most tax schedules and they are not
peculiar to the negative income tax system. Their importance is that they
show that transfers, wages and taxes are only half of the incentive story.

60. The full picture involves the individual’s personal evaluations. The
incentive to work is not the after tax and transfer wage. The incentive is
the difference between this amount and the individual’s personal valuation of
an hour’s work times a constant. When this difference is positive a person will
increase the amount of work that they do.

C:\NRPortb\iManage\SHENK\92754 1.doc
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STATUS QUO - Summary of fiscal costs and measures under
settings for the 2011/12 tax year

= The status quo model incorporates the personal tax structure as
from 1 October 2010:

Income Rate |
$0 — 14,000 10.5%
$14,001 - $48,000 17.5%
$48,001 - $70,000 30.0%
Over $70,000 33.0%

= GSTsetat 15%

= Rates for core benefits, Working for Families and NZ
Superannuation and income projections are based on
assumptions and settings from the Budget Economic and Fiscal
Update (BEFU), 2010

Total ‘
($ millions)

Financial Assi: e
Invalid Benefit $ 1,457.3
Sickness Benefit $ 884.3
D ic Purposes Benefit $ 1,614.3
Widows Benefit $ 264.9
Ui y Benefit $ 1,082.1
NZ Super and Veterans Pension $ 8,246.3
Under Age Non-Qualified Partner 184.1

y Assi e $  748.0
Other Benefits $ 518.4
Student Allowance $ 319.9
Working for Families Tax Credit Total $ 2,848.2
Social Transfers Total $ 17,983.7
Taxation
Tax on Benefits $ 584.5
Tax on Super $ 967.2
Other income tax $ 22,939.0
Indivi k $ 18.9
Tax Payable $ 24,4718

Equality
Measures
0.355
3.010

Gini Coefficient
| 80 / 20 Ratio

Model specifications
= Benefit system abolished

— 18 set to zero

Model 1 — GMI with NZ Superannuation

=  Status quo settings for NZ Superannuation
= Working for Families retained — payments fo

oup 2010
Mode ont
Winn n sers — Model 1 compared to status quo settings
Families
(total across| # Families % Families
population)
Winners 1,485,353 65.86%
Losers 769,433 34.12%
No Change = =
Total 2,255,260
(approx.)
Households
(total across # HH % HH
opulation
Winners 1,004,174 60.51%
Losers 655,357 39.49% %
No Change = =
Total 1,659,531

Equality and Poverty Measures

Mainly super
annuitants and high
income earners

($ millions

inansial e
ini Income (GMI) $ 44,463
Working for Families | [ N\ $ 2,813
'NZ Super and Veterans Pension | $ 8,262
cial Transfers Total $ 55,537
T
Taxable inc $ 122,380
Tax NZ Super $ 969
Total Tax payabl $ 23,801
Net Benefit Cost (Tax Payable — Total
~Social Welfare $ 31,736

ue from personal taxes under 1 October 2010 settings is

ated at $ 23,801 million

rality (whereby social assistance payments are fully
by’ personal tax revenue), tax payable needs to be $

dditional amount to raise from personal tax to fund GMI $ 31,736

Equality

Measures

Gini Coefficient
80 / 20 Ratio

3.491 |

Poverty Reference Line  Median HH disposable income
e

Relative Reference

50% relative 22.2%
60% relative 27.4%
70% relative 32.3%

The redistributive effect of GMI with NZ Superannuation

Better off compared to SQ - households in deciles 3 to 8

Worse off - mainly superannuitants who are in deciles 1 and 2 and high
income earners (mainly decile10) whose higher tax contribution exceeds
the GMI payment

; million .
Poverty Reference Line  Median HH disposable income ey . . - . Comparison of Av. HH Equivalised Disp Income -
rty e Phsed The tax rate that raises this additional amount is ($55,537 / 5120000 Model 1 vs Status Que
Relative Reference $31,671 $122,380) = 45.4% (this is the flat tax rate for cost-neutrality) £110000
AN 100,000
Poverty line: % of relative reference line % households below poverty line | Taxwell simulation with a flat tax of 45.4% 2 se0000
50% relative 13.4% 2 ss0000
60% relative 23.7% Total & svoo00
70% relative 32.1% ($ millions) 5 ss0000
\) Fii ial Assi 'E $50,000
Notes: Generalllinimum Income (GMI) $ 44,463 Inc_rease T 340000 e
= This analysis is based on Statistics New Zealand’s ‘Household okitihgiforEamilies BEPIEHOS manly dueto | B ssao00 pp—
and Economic Survey' (HES) 2008/09 — results are subject to NZ Super and Veterans Pension $ 4596 < 200007
sampling error Social Transfers Total $ 52,005 ‘ ‘ $10,000
N . . ) so
= Fiscal cost estimates detailed here are generated using T Broadly cost- 1 2 3 2 5 s 7 8 10
Treasury's static micro-simulation model ‘Taxwell’ — these may Taxable income $ 118,716 neutral Dpeciles
differ from official Inland Revenue Department (IRD) and Ministry of Tax NZ Super $ 2,081
Social Development (MSD) forecasts Total Tax payable $ 53,,843 ‘ ‘ HGMIModel1l M Status Quo Settings

IN-CONFIDENCE
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oup 2010

Model 2 — GMI without NZ Superannuation

Model specifications

Fiscal Cost of GMI

Taxwell simulation with a flat tax of 48.6%

Benefit system abolished

NZ Superannuation abolished

Working for Families retained — payments for dependants aged 16
— 18 set to zero

GMI scheme - payment of $300 per week for each person aged
16 years and older.

All other settings and assumptions as per BEFU 2010

Weekly payment for GMI $300
Total i 4,344,921
# People for GMI 3,361,325
Fiscal cost of GMI ($ millions) $52,638
($ millions) ‘
Financial Assistance
I Minii Income (GMI) $ 52,638
Working for Families $ 2,819
Social Transfers Total $ 55,458
T
Taxable income $ 114,127
Total Tax $ 22,581
Net Benefit Cost (Tax Payable — Total -$ 32,876
Social Welfare)

For cost-neutrality (whereby social assistance payme
funded by personal tax revenue), tax payable
$55,458 million

Revenue from personal taxes under 1 Octobe
is estimated at $22,581 million
Additional amount to raise from personal ta
$32,876 million

The tax rate that raises this additional amount is ($55,458
$114,127) = 48.6% (this is the flat tax rate for cost-neutrality)

Model 2 Contd.

Winners and Losers - Model 2 compared to sta q

Equality

Families

# Families % Families
(total across J
|__population)
Winners 1]7H66,69 T, 65.03% q
Losers 788,094 \34.94%
No Change < Q
Total 2,255,260
(approx.)
i 039,695 62.65
Losers. 619,836  37.35%
No. Change -
Total / 1,659,531

VAN
Poverty Reference Line

Median HH disposable income
ised

60% relative

22.7%

70% pélative

Fil ial Assi e

[CMinimuni T (GMI) $ 52,638, 3
Working for Families $ 2,993
Social Transfers Total $ 55,631
Taxation Broadly cost-
Taxable income $ 114,127 neutral
Total Tax pay $ 55,444

Average HH Equ Disp Income (5)

A flat tax of = 49% (that broadly allows cost-neutrality) converts
the tax less transfers deficit to a surplus

$120,000
$110,000
$100,000
£90,000
$80,000
$70,000
560,000
$50,000
$40,000

$30,000 -
$20,000 -
£10,000 -

50

Comparison of Av. HH Equivalised Disp Income

Model 2 vs Status Quo

1 2 3 4 5 6 7 8 k] 10
Deciles
EGMIModel 2 M Status Quo Settings

As for model 2 but with Working for Families abolished and
replaced with a payment of $86 per child per week (assuming
child is aged 0 to 15)

Fiscal Cost

Weekly payment for GMI 300
Total population 4,344,921
# People for GMI 3,361,325
# Children eligible for weekly 983,596
payment
Total
($ millions)
Financial Assistance
| Mini (GMI) $ 52,638
Weekly child payment $ 4,416
Social Transfers Total $ 57,054
Taxation
Taxable income $ 114,127
Total Tax payabl $ 22,581
Net Benefit Cost (Tax Payable — Total -$ 34,473
Social Welfare)
Tax rate that funds this scheme 50%
Taxwell simulation with a flat tax of 50%
Total
($ milliori])
Social Transfers Total $ 57,054
Taxation
Taxable income $ 114,127
Total Tax payabl $ 57,042

Equality and Poverty Measures

Equality

Measures
Gini Coefficient
80 / 20 Ratio

2.646 |

Poverty Reference Line  Median HH disposable income

lised)

(equi
$36,644

Relative Reference

Other poverty measures similar to those for model 2

Contacts for further information:

Gerald Minnee s9(2)(k) Omar A. Aziz $9(2)(k)

Manager - Economic, Research
and Analysis Unit

Analyst - Economic Research and
Analysis Unit
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Executive Summary

This report reviews previous Treasury advice on policy settings that directly influence income
adequacy: taxes and transfers, wages and other work incentives. It considers this advice in relation
to data about the adequacy of current benefits and wages, evidence on the effectiveness of different
levers for addressing poverty, and wider social and labour market chang
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Current and emerging labour market trends in New Zealand and overseas point to risks associated
with low work intensity and precarious employment. These risks may contribute to reduced income
adequacy, security, mobility and smoothing over the life-course. In response to such trends there
have been calls for a shift from highly targeted to universal forms of income support, and from re-
distributive mechanisms (such as tax credits) to approaches that ensure earned income is sufficient
to meet basic needs (such as ‘living wage’ proposals).

lective of the a ies wider
ed area‘yg fo or

While previous Treasury advice is high quality, analytically sound and
economic and fiscal interests, there is scope to strengthen it furthe ]
future work include: clarifying the application of the Living Standa amework and@sgs?cment
approach to some income adequacy policy settings; better articulation of the reséé%iv \;Ferl/es and
application of targeted and universal approaches; additional analysis and mo eIIinégE/t‘r{e universal
i ove'the integrity
d determinants
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Introduction

1. This report reviews previous Treasury advice related to income adequacy, considers relevant
New Zealand and overseas trends and developments, and identifies potential areas of focus and
opportunities to strengthen future Treasury advice.

> >
2.
3.
4. This report is accompanied by 4 slide pa ovides visual and summary information on the

& &Y
S &
G
&
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se (slide 17)

Treasury advice on directions for change in e@g polic «&

@ at universal benefits, and changes to tax settings

age increases, a ‘living wage’) are ineffective mechanisms for
ial hardship. Advice notes that they are costly and poorly targeted,

e %@'\t labour market and economic distortions.

18
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78.

79.

Emerging ges to targeted approaches to income support
and soci tment (slide 24)

80. Centra %rasury’s advice on income adequacy and the social investment approach is an
emphasis on closely targeting assistance to those who stand to benefit the most, including using

administrative data to identify risk propensity.

2 The OECD defines activation strategies as aiming to “bring more people into the effective labour force, to counteract the
potential effects of unemployment and related benefits on work incentives by enforcing their conditionality on active job
search and participation in measures to improve employability, and to manage employment services and other measures so
that they effectively promote and assist the return to work” (Martin, 2014, Pg 3)

26
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Standing in stark contrast to this is the growing political momentum and popular support for
more universal and broad-based approaches to poverty reduction, such as through the provision
of universal child benefits or a universal basic income (UBI) to replace existing means-tested and
work-tested income support.

Universal basic income (slide 25)

82.

83.

84.

85.

86.

The idea of a Universal Basic Income has a long history, and has r tly re-emerged in<{esponse
to a range of social and economic changes. These include increa ality of/'mc d
wealth, the changing nature of work (particularly the rise of prec and part

employment), lack of recognition and value attached to unpaid.family respon\él HE}lesa/nd
voluntary work, and concerns about some of the downsidé arrowly target\e\gﬁc]ome support
(e.g. their stigmatising nature, poverty traps and wo ','\di\sincentlves, and> inistrative
complexity).

The general idea of a UBI is to provide everyonei i a subsectlon thereof) with
a minimum level of income, generally wi K igati ns-testing. It's important
to note, however that there is not onevers ions can include abatements

%nd varied benefits, including

reduced bureaucracyasar I?Qﬁ/ its administrat e sjrp licity, reduced family stress, improved
ntreprer(euﬂ\éi, tter skills matching and labour market
efficiency (as people v»/ﬂ)o N tobem \s;*eé)\/e about the employment they undertake)
and increased househbldfavmgs and g, contributing to economic growth.

Many of these’sugge s\téd benefits urely speculative, and the lack of a robust evidence base
makes it diffic ascertain the extent

o which they would be realised. Many commentators

have dra tention to the significant costs associated with implementing a
ith.-other |ssu(e negative effects on work incentives, reduced returns to skills,

po tTa employe ore cé wages and exploit vulnerable workers; regressive
istribution of goﬁewansfers to middle income earners.
\J)
For these re n many of those who support the UBI concept in principle advocate a
cautious app to'its adoption, such as small-scale trials to its effectiveness in delivering
expected Current and proposed overseas examples of such trials include

. FmL\nd/QOOO randomly selected unemployed people will receive a basic income instead of a
benefit for 2 years

o Netherlands: 250 beneficiaries in Utrecht will receive a flat sum guaranteed income for 2
years

e Italy: 200 families in Livorno have received a basic monthly income, with plans to expand this
further

e Ontario, Canada: the provincial government is currently consulting on details of a potential
pilot project to test UBI in three sites

e Glasgow, Scotland: the city’s council is partnering with the Royal Society of Arts to research
the design of a pilot UBI project

27
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e USA: Professor Greg Duncan (an economist at the University of California) and colleagues
from a number of other major American universities have completed a pilot study looking at
the impact of UBI receipt on children’s brain development, and are planning a larger study
involving 1000 low-income mothers and their children.

87. Closer to home, several political parties have indicated support, to a greater or lesser extent, for

a UBI. The Green Party has said that they support debate and experimentation; the L
has signalled that it would consider a limited trial of a UBI, whilets’ re of Work?
document suggests combining a lower UBI with targeted sup
established ‘The Opportunities Party’, has released a detai

paid work.

88. While Treasury hasn’t undertaken@gﬁ
g

modelling for the Welfare Workin
and unconditional payment

payment to families with / This modetlin

consequences, not Iea/t
the Treasury’s conclus\éffs ab
advice on UBIs to date (sﬁngG}

Table 4: UBI Bengf@/a/nc(éosts iden

upport. %I'he ne

| outlini é\p\d}esswe
‘week-to all
%Q}{Iee aged over

\@mk Tax Credit) and free full-
“parents engaged in any

iduals aged 16 and over, with an extra
I H7ghted a range of issues and negative
ég%z?le fiscal cost. The following table summarises

;7 and this appears to stands as Treasury’s

y.the Treasury, 2010

Benefits

E/OStS

\
g /t
\rk’/voutcomes in
ore e yee flexibility;
d'work; additional

g power; encourages
entrepren activity; and reduces the
oppor”cuq\\k cost of full time training or
education. /

e Lowers administrative, management and
operating costs

* These specific effects relate to one or more of
the three versions of the GMI that were modelled
by Treasury. Fuller information is contained in
the Treasury report

e Poverty is either increased across all relative levels as
Superannuitants have their payment decreased by
44% on average*, or is increased when measured at
the 50 percent relative level*.

e Horizontal equity problems due to differential
treatment of one and two parent families

e Many current beneficiaries (e.g. sole parents, the
disabled and carers) will be financially worse off
under the scheme

e Reduces the supply of labour: decreases hours
worked; increases migration of skilled workers;
discourages people from taking entry level jobs;
discourages further education and training; and the
EMTRs for families with children are very high
discouraging further work, MFTC*.

e High personal income taxes have negative
implications for saving, investment and productivity

e Lowers economic growth (estimated at 2.8
percentage points per year)

e Non-alignment causes integrity and coherence issues
for the tax system

(GMI - A Preliminary Assessment of the Tax and Equity Implications:1909076) .
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A core assumption in Treasury’s 2010 modelling was that the GMI scheme would be funded by
increased personal income tax, although it was noted that it may be possible to fund part of the
GMI by increasing other taxes, by base broadening, or by reducing government expenditure in
other areas.

In developing advice for the incoming government, Treasury should consider prOV|d|/g>veII-
considered advice on the risks and benefits of a UBI-type approaL/ 01Qcome support; k k\ey design
considerations, and options for meeting the costs assouated ﬁ’k uEh é policy. Thfs is I%1y to
require new modelling to reflect different assumptions. Tr aSury/éde also ¢ sRsL\*presentlng
alternative options that could achieve similar objectlves \)nth fewer doWnsgies

/\
More generally, the UBI debate highlights the percéved blgary nature(of%rge;ed and universal
approaches to improving income adequacy and;ﬁ Iau“ﬂon In reality, al 1Ls tems have a
combination of both approaches. Even withinan m@e/):ment apprqa\sh\t/here will continue to be
a core set of universal provisions (e.g. in he@tﬁ an}e/ducatl/rv)Aw&h%xpllut decisions needed
about the balance between these and mére%}r\g;\/ted |nterv‘equng
There may be value in Treasury berte\\arttcu’(atlng the((@pectﬁ/e roles of targeted vs universal
support and services. A report by éugushwll and Hﬁrs }2@14) reviews the effectiveness of
universal and targeted soual/§pen\dmg in reducw(g/pogek)/ against the background of
longstanding debate and mn&gmg wdencwrrﬁﬂ\\iageé They note that the universal vs. means-
tested debate is far fro/m/ s\ciy?ﬁft;ut that mqré recent studies have challenged the previously
established correlation‘between unlvergal/s,vghlmé higher redistribution and improved poverty
reduction. Sen (2009) whose work omgapab%htles has strongly influenced Treasury’s Living
Standards Fram@NO{k/ has also wriftgrkon t}1e political economy of targeting.

e .
Deleted - Not Relevant est s

Sy
7
Ve

S
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Suggested areas of focus for future Treasury advice
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e Clarifying its policy position and strengthening advice on the roles and respective uses of
targeted vs universal support and services, and the balance between them.

105.  With regard to welfare settings, Treasury could (slide 31):
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|Q |es\\ Olgcy levers and reviews policy advice
D?cusse\s emerging trends and issues
> Ma@%@ggestlons for areas for further work and focus

NN

It doesn’t:

» Provide an exhaustive review of advice, data and evidence

» Include a detailed discussion of definitional and measurement issues
» Consider the distribution of income (inequality)

» Propose specific policy changes
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Se@ting the scene:

Measures, data and policy levers
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y benefits in cash, in-kind and through tax measures (percentage of GDP, 2013)

W Cash O Services O Tax-breaks for families
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Previous Treasury advice:

Frameworks used, issues identified and proposed
directions for change
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Suggested areas for change identified in Treasury
advice ( I&

>

> Universal benefits and changes to personal tax settings and wage levels are not supported as ways to lift
incomes (high cost, poorly targeted, potential distortionary economic and labour market effects)

>

>

17
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New and emerging considerations:

The nature and quality of employment; challenges
to current paradigms
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Umversz—ijvs targﬁ%d approaches to addressing poverty:

>UBI§;% most%bwous examIE)Ie (a response to increased targeting, ‘new social risks’
and angmg nature of wor

>1In realr@ﬁmversal vs. targeted approaches are binary — there’s a place for both

>Treas\ur 's 2010 modelling based on specific set of features and assumptions. Worth
re-visiting and doing modelling a few options
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Universal Basic |
Q)
&@s & potential beneﬁts\

- Bureaucracy & complexity of
targeted / needs-based benefits
systems

= Changing nature of work (precarious,
part-time & temporary employment)

= Future of work (automation, robotics
& Al

= Poverty traps & work disincentives
for beneficiaries

Potential benefits

= Simplicity

= Reduced bureaucracy

= Individual flexibility & choice re
training, work & entrepreneurship

» Reduce family stress & improve
wellbeing (Morgan Foundation)

= Better skills matching / LM efficiency

\Recogrﬁtion of unpaid work /

me

(3
&/

Kl_he NZ context

s NS data doesn't show evidence of significant job automation / rise in precarious
employment

s Greens: support debate & experimentation. Labour: Eg\{ discussion document
suggests combining a lower UBI with targeted supplemental support. TOP / Morgan
Foundation: basic income to all families with children. Labour & TOP both favour
trialling

s Treasury: Oct 2010 modelling of 3 variations for WWG. Identified $45-57b cost, limited
!/ negative effect on poverty, negative impacts on LMP & HK incentives, tax coherence &
economic growth. (Q whether model captured / quantified potential benefits?)

4
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/ Potential downsides \

= Costly (need higher or broader tax
base)

Blunt - not tailored / targeted to
different needs

May reduce labour supply by dis-
incentivising work

May reduce returns to / incentives
for education & training
Implications for minimum wages.
Could contribute to exploitative
employment conditions

Cost of low paid employment
shifted to the State

FPotentially negative for union
collective bargaining power

Risks shifting emphasis away from
improving the quality of work

Risk that UBI reduces in times of
economic austerity

But....

services.
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G;rrentfplan ned experiments \

Finland: 2000 randomly selected
unemployed people will receive a basic
income instead of a benefit for 2 years.
Netherlands: 250 beneficiaries in
Utrecht will receive a flat sum
guaranteed income for 2 years.

Italy: 200 families in Liverno have
received a basic monthly income
Ontario: currently consulting on details
of a potential pilet project to test UBI in
three sites.

Glasgow: Council partnering with RSA
to research design of pilot.

US: Duncan et al proposal to look at
impact of UBI on children’s brain
development (pilot study completed)
Dauphin, Canada (4 yr pilot in 1970s):
Joint federal & provincial government
pilof. Basic income of approx. 60% of

poverty threshold.

NZ Superannuation as a natural UBI experiment?

e 65+ poverty rate is one of the lowest in the OECD
+ Mo apparent impact on LFP (high amongst ‘younger'; older people)
» 65-7T4 yr age group has highest rate of volunteering (Stats NZ).

» Easy to set rates as assumes no dependents & relative homogeneity
» Augmented by additional targeted support (e.g. AS) & subsidised / in-kind

» Indexed to wages / CPI so value is maintained
» Costly, with questions around sustainability

T s . o ——
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Benefits { //

e More eq ributio

e Rem
e part- tﬁw@
vertyis reduce Pt onIy atthe60and70 e

percent re Ne I}avels

bour market outcomes in o
some a ~more employee flexibility;
enc‘/‘Qr;a% s unpaid work; additional employee e
bargan;ﬁhg power; encourages entrepreneurial
activity; and reduces the opportunity cost of
full time training or education.

e Lowers administrative, management and °
operating costs

* These specific effects relate to one or more of the three versions
of the GMI that were modelled by Treasury.
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Costs

Poverty is either increased across all relative levels as Superannuitants
have their payment decreased by 44% on average*, or is increased
when measured at the 50 percent relative level*.

Horizontal equity problems due to differential treatment of one and
two parent families

Many current beneficiaries (e.g. sole parents, the disabled and carers)
will be financially worse off under the scheme

Reduces the supply of labour: decreases hours worked; increases
migration of skilled workers; discourages people from taking entry level
jobs; discourages further education and training; and the EMTRs for
families with children are very high discouraging further work, MFTC*.
High personal income taxes have negative implications for saving,
investment and productivity

Lowers economic growth (estimated at 2.8 percentage points per year)
Non-alignment causes integrity and coherence issues for the tax system
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Potential areas of focus for future
Treasury advice
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At a strategic
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>Clarn‘y its policy position and strengthen advice on the roles and respective uses
of tapgeted vs universal support and services, and the balance between them
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