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Taxes and Benefits for Families: Current State plus Reform 
by Keith Rankin, 31 March 2010 

 
On March 8 Scoop published my article Taxes and Benefits for Individuals: Current State and 
Reform Options, which looks at taxes and benefits for individual New Zealand wage and salary 
earners, as their earnings vary. In this article, I apply the same principles to a two-adult – Kate 
and Ken – two-child Auckland family with a $600 per week mortgage.  
 
Firstly I consider a traditional one-income family, with Ken in the labour force and Kate outside 
the labour force. If Ken is unemployed or their earnings are low for other reasons, the principal 
forms of explicit benefit support are Unemployment Benefit, Accommodation Supplement, and 
"Family Tax Credits" (FTC). These benefits are all means-tested against household rather than 
individual earnings. They are conditional benefits, and not true tax credits. True tax credits are 
assessed individually – as are tax payments – and depend only on earnings, if that. 
 
Secondly I consider Kate and Ken as equal breadwinners of a two income family. 
 
For my example, Kate and Ken have children aged 12 and 16. I have chosen these ages only as a 
way of noting that family tax credits are slightly higher for teenage children. 
 
Table 1a below considers Ken's income – as the sole breadwinner – in the range from $0 to 
$140,000. The adjacent table – Table 1b – considers the tax and benefit implications, as per 
current public accounting conventions, if Kate and Ken have equal gross incomes. Thus 
household earnings of $140,000 would be divided $70,000 to Kate and $70,000 to Ken. 
 
Table 1a Table 1b
NZ Income Tax Thresholds as at March 2010 (incl. ACC) NZ Income Tax Thresholds as at March 2010 (incl. ACC)

gross $ average marginal gross $ average marginal
annual weekly annual rate rate annual weekly annual rate rate

0 702.24 36,516.48    0 702.24 36,516.48    
4,159         770.86 40,084.90    -863.8% 14.2% 4,158         770.85 40,084.04    -864.0% 14.2%
4,160         770.88 40,085.76    -863.6% 84.2% 4,160         770.88 40,085.76    -863.6% 84.2%
4,845         772.96 40,193.99    -729.6% 84.2% 4,843         772.96 40,193.83    -729.9% 84.2%
4,847         772.97 40,194.26    -729.3% 89.3% 4,847         772.97 40,194.46    -729.3% 84.2%

12,000      787.69 40,959.63    -241.3% 89.3% 12,000      794.70 41,324.48    -244.4% 84.2%
23,398      811.14 42,179.22    -80.3% 89.3% 23,396      829.33 43,125.05    -84.3% 84.2%
23,399      811.14 42,179.32    -80.3% -23475.6% 23,398      829.33 43,125.36    -84.3% -4335.8%
23,400      815.67 42,415.08    -81.3% 22.7% 23,400      831.04 43,214.08    -84.7% 14.2%
27,767      880.59 45,790.77    -64.9% 22.7% 27,766      903.08 46,960.11    -69.1% 14.2%
27,768      880.61 45,791.54    -64.9% 47.7% 27,768      903.11 46,961.82    -69.1% 39.2%
27,999      852.93 44,352.36    -58.4% 47.7% 27,998      905.80 47,101.66    -68.2% 39.2%
28,000      852.94 44,352.88    -58.4% 47.7% 28,000      905.82 47,102.88    -68.2% 47.7%
36,825      971.70 50,528.36    -37.2% 47.7% 36,823      994.57 51,717.83    -40.4% 47.7%
36,827      971.72 50,529.40    -37.2% 67.7% 36,827      994.61 51,719.72    -40.4% 67.7%
47,999      1041.11 54,137.96    -12.8% 67.7% 47,998      1063.99 55,327.63    -15.3% 67.7%
48,000      1041.12 54,138.28    -12.8% 79.7% 48,000      1064.01 55,328.28    -15.3% 67.7%
69,999      1127.00 58,604.08    16.3% 79.7% 69,998      1200.65 62,433.63    10.8% 67.7%
70,000      1127.01 58,604.28    16.3% 84.7% 70,000      1200.66 62,434.28    10.8% 67.7%
74,567      1140.44 59,303.03    20.5% 84.7% 74,566      1229.02 63,909.10    14.3% 67.7%
74,568      1140.45 59,303.18    20.5% 59.7% 74,568      1229.03 63,909.74    14.3% 42.7%
94,010      1291.12 67,138.31    28.6% 59.7% 94,008      1443.25 75,048.86    20.2% 42.7%
94,011      1291.13 67,138.71    28.6% 47.7% 94,010      1443.27 75,050.01    20.2% -12885.3%
94,012      1291.14 67,139.24    28.6% 39.7% 94,012      1448.26 75,309.72    19.9% 35.7%
95,999      1314.18 68,337.40    28.8% 39.7% 95,998      1472.82 76,586.71    20.2% 35.7%
96,000      1314.19 68,338.00    28.8% 39.7% 96,000      1472.85 76,588.00    20.2% 34.7%

139,999    1824.41 94,869.40    32.2% 39.7% 139,998    2025.36 105,318.69  24.8% 34.7%
140,000    1824.42 94,870.00    32.2% 39.7% 140,000    2025.38 105,320.00  24.8% 39.7%
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If Kate and Ken both become unemployed, they qualify for benefits totalling $36,516. They will 
continue to be entitled to some unemployment benefit if Ken is working part-time with a modest 
wage rate. If Ken earns $15 per hour, he will become eligible for "in-work tax credits" (a form of 
family tax credit) when his annual earnings reach $23,400 (30 hours per week @ $15 per hour), 
and they will cease to be "unemployment beneficiaries". 
 
While on an unemployment benefit, Ken will forego 84.2% of his extra earnings, or 89.3% if his 
total gross income, including grossed-up benefit, exceeds $14,000. The family's net annual 
income jumps by over $230 once they become eligible for "in-work tax credits". 
 
Once Ken becomes a fulltime worker, we'll assume that his income rises mainly due to higher 
wage rates rather than due to more hours. At $27,768 per annum, Kate and Ken's 
accommodation supplement (AS), on the Auckland maximum, begins to abate at 25 cents in the 
dollar, raising Ken's effective marginal tax rate (EMTR) to 47.7%.  At $36,827, their family tax 
credits start to abate, at 20 cents per dollar. This raises their EMTR to 67.7%. 
 
At $48,000, Ken moves into the 34.7% tax bracket, raising the EMTR further, to 79.7 cents per 
dollar (79.7%). At $70,000, he moves to the 39.7% tax bracket. His EMTR rises for one last 
time, to 84.7%, meaning he keeps just 15.3% of additional earnings. 
 
At $74,568 Kate and Ken lose the final vestiges of their accommodation supplement, so Ken's 
EMTR falls back to 59.7%. They now get to keep over 40% of Ken's additional earnings. Finally 
at an earnings level of $94,012, their entitlement to family tax credits ends, leaving Kevin on the 
top marginal tax rate of 39.7%. He will now have no more disposable income than he would if 
he had no dependents. 
 
If Kate and Ken are both employed and earn the same wages – eg they job-share – then at higher 
income levels they will be much better off. While benefits cut in (eg "in work tax credits") and 
cut out at the same levels of household income, marginal tax rates are generally lower. By time 
they reach a household income of $140,000, they are over $10,000 better off if their income is 
split than if just Ken earns the income. This is the argument for "income-splitting for tax 
purposes"; it provides significant extra tax benefits for high earning households where one adult 
earns much more than the other. 
 
Table 1b shows that, if Kate and Ken each earn $47,006 ($94,012 combined), then as they come 
off family tax credits, they each come to qualify for the present Independent Earner Tax Credit 
(IETC; introduced in April 2009), causing their effective average tax rates to fall. 
 
Table 2 shows the present situation of Ken and Kate if we adopt the more principled accounting 
approach adopted in, for example, the March 8 article. Table 2 also shows the differences of net 
incomes between one-earner and two-earner households with the same combined income. 
 
Here, all earnings are flat-taxed at 34.7% – the "trust rate" of 33% plus the ACC levy of 1.7% – 
with tax concessions ("non-refundable tax credits") showing as a form of benefit. Under this 
approach, it is apparent that all adults in a 2-parent family currently receive combined benefits of 
at least $13,900 if they have equal individual incomes at or below a gross household income of 
$140,000. 
 
This accounting approach suggests an obvious reform; that every taxpayer should be entitled to a 
benefit – paid as a tax credit – of at least $6,950. Such a benefit would be a "refundable tax 
credit" (RTC) because, for persons with low earnings (for whatever reason), the tax credit might 
exceed private earnings. For beneficiaries, this RTC would represent an unconditional first tier of 
their overall benefit. 
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Table 2
Existing Existing Existing Existing Difference

Gross Private UB/AS/FTC NRTC* Net NRTC* Net 1 income
from cf.

Table 1 2 incomes
34.7%

0 0 36,516 0 36,516 0 36,516 0
4,160 2,716 36,516 853 40,086 853 40,086 0
4,847 3,165 36,036 994 40,194 994 40,194 0

12,000 7,836 31,028 2,095 40,960 2,460 41,324 365
23,400 15,280 23,137 3,998 42,415 4,797 43,214 799
27,768 18,133 23,137 4,522 45,792 5,692 46,962 1,170
28,000 18,284 23,079 2,990 44,353 5,740 47,103 2,750
36,827 24,048 20,872 5,609 50,529 6,800 51,720 1,190
48,000 31,344 15,844 6,950 54,138 8,140 55,328 1,190
70,000 45,710 5,944 6,950 58,604 10,780 62,434 3,830
74,568 48,693 3,889 6,722 59,303 11,328 63,910 4,607
94,012 61,390 0 5,749 67,139 13,920 75,310 8,170
96,000 62,688 0 5,650 68,338 13,900 76,588 8,250

140,000 91,420 0 3,450 94,870 13,900 105,320 10,450
 * Non-refundable Tax Credits © Keith Rankin

Accounting Reform: example family Kate & Ken, March 2010  ($ annual)

 (Trust Rate 
+ ACC 1.7%) 2 incomes

from Table 1b

Existing Benefits

1 or 2 
incomes

from Table 1a
1 income

 
 
My preferred reform option, as indicated in earlier articles, is to slightly raise the flat tax rate (to 
36.2%, including the ACC levy) and pay a refundable tax credit of $8,000 to all individuals. This 
reform option is presented in Table 3. For Kate and Ken and family, this first tier benefit would 
leave a shortfall of about $20,000 compared to their present benefit entitlements. 
 

Table 3
Existing New Private New Change

Gross RTC* Net Net
from

Table 1 2 incomes
36.2%

0 0 16,000 19,554 35,554 57.0% -962
4,160 2,654 16,000 18,689 37,343 57.0% -2,743
4,847 3,092 16,000 18,546 37,638 57.0% -2,556

12,000 7,656 16,000 17,058 40,714 57.0% -610
23,400 14,929 16,000 14,687 45,616 57.0% 2,402
27,768 17,716 16,000 13,778 47,494 57.0% 532
28,000 17,864 16,000 13,730 47,594 57.0% 491
36,827 23,496 16,000 11,894 51,390 57.0% -330
48,000 30,624 16,000 9,570 56,194 57.0% 866
70,000 44,660 16,000 4,994 65,654 57.0% 3,220
74,568 47,574 16,000 4,044 67,618 57.0% 3,708
94,012 59,980 16,000 0 75,979 36.2% 669
96,000 61,248 16,000 0 77,248 36.2% 660

140,000 89,320 16,000 0 105,320 36.2% 0

Policy Reform: example family Kate & Ken, March 2010  ($ annual)

(Trust Rate 
34.5% + 

ACC 1.7%)

   New Benefits
Family 
Case- 

managed 
Tier

1 or 2 incomes

Effective 
Marginal 
Tax Rate

 * Refundable Tax Credits © Keith Rankin  
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This shortfall would need to be made up, to some degree, by a case-managed second-tier benefit. 
If Kate and Ken are to experience the same EMTR (57%) suggested in the March 8 article, and 
that benefit was to completely disappear at the same household income that Kate and Ken's 
family tax credits are fully abated (ie $94.012 in this example) at present, then the benefit case-
managed by Work and Income (WINZ) would start at $19,554 ($376 per week). 
 
For a 2-income household, compared to the present, the reform leaves Kate and Ken with 
reduced disposable income at gross earnings below $12,000. The trade-off, firstly, is that nearly 
half their total benefits (the RTCs of $8,000 each for Kate and Ken) are unconditional and 
unabated (Table 3), whereas at present almost all of their benefits are managed through Work 
and Income. Secondly, under the proposed reform Kate and Ken retain 43% of additional 
earnings, whereas at present there are large income ranges for which they retain less than 33% of 
extra earnings (and just 11% earnings retention if they have only one part-time private income 
and earnings fall in the $5,000 to $23,000 range). 
 
The reform provides modest gains for families on low combined incomes, with the greatest gains 
coming at annual household earnings in the low $20,000s and at around $70,000 combined 
earnings. 
 
We can think of Kate and Ken as having had, in the good times of the mid-2000s' decade, a 
sufficiently high income to buy a house and be able to gain a $600pw mortgage. (Many 
mortgages are/were much higher.) In the more uncertain times from 2008, due to unemployment 
or underemployment of Kate or Ken (or both), and possibly having to take on new employment 
at lower wage rates, the tables here show the range of low-household-income situations they 
might find themselves in. 
 
By reforming the way we account for taxes and benefits – in accordance with the principles of 
horizontal and vertical equity as discussed in the March 8 article – we get a clearer picture of the 
level of benefits paid throughout the income ranges typical for New Zealand individuals and 
households. 
 
Accounting reform opens the door to policy reform. With distributive individual refundable tax 
credits (benefits analogous to company dividends) taking care of the horizontal equity 
requirement, and redistributive household-assessed case-managed and means-tested benefits 
taking care of the vertical equity requirement, we can achieve a personal tax-benefit regime that 
is fair, efficient, transparent, and competitive. The cost is a high (but realistic) percentage flat tax 
rate in the mid- to upper- 30s (36.2% in my proposal) that is offset by a minimum benefit 
($8,000 per year in my proposal) received by all, regardless of their level of private earnings. 
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