




























































their market income from investments. This reflects the high proportion of national
superannuitants in these categories. However, the dollar amounts involved are small.
For example, second decile households received an average of $16 per week from
investments out of an average market income of $26. The tenth decile households, on the
other hand, had an average weekly investment income of $130, but this represented only
100/o of their average weekly income.

High income households obtain a greater share of their market income from wages and
salaries than low income households. Aside from the top decile, which derives t
substantial share of market income from self-employment and non-labour sources, the
higher income households receive over 800/o of their income from wages and salaries. In
contrast, the bottom deciles obtain only about a third of their market income from
wages and salaries.

Imputed income from oaner-occupied housing

People who live in houses that they own can be regarded as receiving a monetary benefit
from doing so, as the ownership of a house saves on net rental or mortgage payments and
the amount saved is available as extra disposable income. The income value of the
monetary benefit can be thought of as the amount of rental (net of mortgage interest
payments, rates, insurance and maintenance) that could be obtained if the house were
let. It can be imputed through estimates based either on the rateable value of the
house or derived from actual rentals paid for comparable houses.

The Household Expenditure and Income Survey contains enough information to allow us to
make estimates of imputed rentals, but it is not easy to get a net figure, i.e.
excluding mortgage interest payments, rates etc. The HEIS reports average rental
payments of $65 weekly or $3,390 per annum in 1985/86, and estimates of average imputed
rental income across all owner-occupied households were about S55 weekly or $2,280 per
annum using NZSNA (New Zealand System of National Accounts) figures. However, the
average disguises large differences. Some owner-occupiers, for example, will have no
imputed rental return because they will be paying out more than the estimated amount in
mortgage interest payments.

Although the imputed income from owner-occupation is not included in any of the figures
in this report, we note it in the context of household rather than individual income,
as home ownership generally contributes to the well-being of a household rather than an
individual. The housing situation of a household has a great bearing on adequacy of
income. The overall impact of including the imputed value of owner-occupied housing is
that the relative position of households may change. Owner-occupiers, particularly
those with low mortgage repayments or freehold homes, would improve their position
compared to other households, particularly those facing high rentals or high mortgage
interest payments. These latter groups often comprise young single people and young
families.

In New Zealand, age is the greatest determinant of owner-occupation, so the proportion
of income derived from home ownership would be greater for groups containing a high
proportion of older people. This includes the lower income deciles which contain a

significant proportion of national superannuitant households. Many of these have
freehold ownership;77.60/o of retired household headsl owned their homes without a

l. Determination of the status 'head of
members themselves.

household' is normally decided by household
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mortgage in 1985/86 (HEIS, 1985/36). Home ownership is also a form of rvealth, and as
such, is discussed further in Chapter Five.

Social Welfare Payments

Social welfare payments have different functions. Some are a way of providing an
adequate income to those who cannot achieve this from market .our""s; some compensatefor the particular demands of different stages of the life cycle; and others act as aform of insurance.

National Superannuation provides income support to those aged 60 years and over. Those
with inadequate market income due to unemployment or sickness ari assisted through the
Unernployment and Sickness Benefits. Solo-parent families and those caring for thi sick
and infirm can be assisted through the Widow's Benefit and the DomJstic purposes
Benefit. The state recognises the need to assist families with dependent children.
Family Benefit is available for all children, while Family Support is an income tested
benefit targeted to low-income wage-earner families.

Family assistance policies have become increasingly targeted to low income groups over
the last two years. In December 1984, Family Care wal introduced, payable to those infull-time employment at the rate of $10 per child in addition to Famit,y Benefit. It was
abated for families with an income over $20,740.

As from I October 1985, Family Care was merged with the family tax rebate to give theFamily Support package. This raised the level of assistance foi families with one or
more parents in the workforce to $3d per week for the first child and $16 per week for
subsequent children. The assistance abated t-or families with an income over g14,000 per
annum. Farnily Support breaks new ground in that it is shared by both parents.
Previously the family rebate went to the principal income earner, wtrite ramiiy Carewent to the Farnily Benefit recipient. Beneficiaries are eiigible for Family Support,but were not for Family Care. In addition, a guaranteed minimum family incorrrl'*as
introduced as part of the 1986 package for those in full-time paid employment. For afamily with one child, the minimum guaranteed income was equal to $2i0 per week,
inclusive of Family Benefit. It increased by $ZZ per week for each additional child. Asthis report concentrates on the 1985/86 year, the distribution results presented
incorporate the effects of the Famity Care, rather than the Family Support package.

Graph 2'7 shows the composition of expenditure on benefits and pensions for l935/g6.
This represents over 950/o of spending by the Department of Social welfare. The remainder
is divided between social work services and administration, and grants and subsidies to
a variety of comrnunity and other organisations.

There has also been. an increase in the relative importance of social welfare in thegovernment budget. Over the past decade, net social welfare spending has been the
largest single item in the government budget, and has risen from 200/o in 1975/76 to 300/oin 1985/86 of all net government spending"

National Superannuation is by far the largest single government outlay. In l9g5/g6 it
accounted for over 650/o of expenditure on benefits and pensions. The proportion of the
population becoming eligible for such payments is increasing over time.

Domestic Purposes Benefit payments were l2o/o of expenditure. The number of new
beneficiaries has been increasing.
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The Unemployment Benefit was 60/o of spending. The available labour force has increased
over the last ten years at the sanre time as the rate of eccnomic growth has slowed
down, resulting in a rise in unernployment. This trend has not been constant. The
unemployment rate was lower in 1985/85 than the previous two years, bringing a drop,
for that year, in the number of Unernployrnent Benefits paid.

The Family Benefit of $6 per week, paid on behalf of all children regardless of the
income status of their parents, was 5.50/o of expenditure on social welfare payments. The
benefit has remained at $6 per week for some time now, which further contributes to its
decreasing share of total expenditure.

Other paynents include the Sickness Benef it, Orptrans Benelit, Handicapped Child
Allowance, Invalids and Miners Benefits, and War Pensions.
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Table 2-5 Distribution of Benefits and Pensions
(Year Ended 31 March 1986)

Household Deciles
Low

t23

Ranked According to

456

Market Income

789
Hieh
l0 All

Gross National
Superannuation

Domestic
Purposcs
Benef it

Unemployment
Benef it

Family
Benef it

Family Care

Other

(o/o of share

22.8 31.8 18.9

of total each group receives)

8.8 5.2 2.8 3.4 2.6

39.8 15.1 l 3.9 1 .8 7 .9 4.6 6.0 1.9 0.9

1.8 i00

1.5

1.8

19.5 12.3 26.3 9.4 10.4 6.7

5.2 2.5 8.5 11.5 11.2 14.7

0.8 1.5 8.2 24.1 24.4 24.3

24.5 t7 .0 21.3 9. I 8.8 5.7

6.9. 3.1 2.6

12.3 13.0 10.2

8.1 3.5 4.2

6.1 3.3 2.2

2.1

10.8

1.0

2.1

100

r00

100

r00

100

All payments 23.r 24.6 18.0 9.4 7.2 1002.32.4J.Z4.85.0

Source: SEBIRD (Department of Social Welfare, March 1988).

Not all benefits are targeted to low income earners. Family Benefit for example, is
universal. It is given to f amilies with children irrespective of their income. Family
Benef it is distributed f airly equally across the deciles, except f or the lowest groups
who receive a smaller proportion of the total payout. This is because the lowest
deciles contain a high proportion of national superannuitant households and therefore
have a lower proportion of children.

Family Care, on the other hand, was quite specif ically targeted to f amilies with
parents full-time in the labour force, and was abated against income. It was designed
to assist low to moderate income families, and as Table 2.5 shows, the take-up was
highest in the f ourth to sixth deciles. These deciles together received about I30lo of
all Famiiy Care expenditure.

Non-labour force income earners wcre not eligible for Family Care. However, they are
eligible for the Family Support grant which replaced Family Care in October 1986. This
is because Family Support also replaced the child supplement paid with benefits.
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Table 2.7 shows marginal tax
in October 1985, and the rates

rates for 1985186, the current
rvhich are to take effect from

rates which were introduced
I 0ctober 1988.

Table 2-V Marginal Tax Rates 1985/E6 and Reccnt Changes

From I Dec. 1984
to I Oct. 1986

From I October
I 986

From I October
1988

Up to $6,000
$6,000-$25,000
$25,000-$30,000
$30,000-$38,000
Over $38,000

2AVa

23o/o

45.14/a

56. l o/o

660/o

Up to $9,500
$9,500-$30,000
Over 530,000

Up to $30,875 24olo

Over $30,875 330/o

l5o/o

300/a

48o/o

Budgets: 1986/1987

The tax data used in this report are for the year cnded 3l March 1986, this being prior
to the changes introduced in October 1986. These changes were part of a long-term trend
to reduce the number of steps in the tax system, culminating in the recent proposal to
introduce a still f latter tax" To some extent the 1986 adjustment was intende d to
minimise the effect of fiscal drag. T'he introduction of the Goods and Services Tax
permitted a lowering of average and marginal tax rates in the personal income tax
schedule. At the same time, steps have been taken to reduce tax exemptions, whilst
relief has been afforded to low income earners in the lorm of tax rebates.

A further reform introduced on I October 1986, and thercfore not included in this
report, was the integration of the tax and benef it systems, with all means-tested
benefits becoming taxable.

It was estimated that the personal income tax schedule introduced in October 1986 would
reduce revenue received from personal income tax by 2070, and trower the average tax rate
for a single person on average earnings from 29. l0lo to 23.50/o, and for someone on three
times the average earnings, frorn 47"9o/o to 37.70/o (Stephens, l9S6).

Tax avoidance/evasion

Tax avoidance is any legal activitv that has the effect of reducing an individual's or
company's tax liability. This includes n"rethods of avoiding having income counted as
taxable income, f or cxample by setting up family trusts, def erring income, or by
obtaining income in the forrn of income-in-kind or fringe benefits. The. extent of tax
avoidance is extremely difficult to measure, but it is estimated that it could reduce
the tax take by up fi 2Ao/o.

Tax evasion, on the other hand, is any illegal method of reducing tax iiability, for
example by not declaring income. "Ihis includes 'under the counter' or cash payments for
goods and services.
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when compared with Department of Social Welfare payment figures. They are
understated between l0o/o and AAVI.
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Wage and salary earners. The number of wage and
estimated and their average income from wages and
relative to data obtained from income tax returns.

The self-employed. This group is well represented
average income is over-represented.

Earners of income from investment. This group is
survey and have a lower average investment income.
investment income are not evenly affected.

salary earners is over-
salaries under-estimated

in numbers, but their

over-represented in the
The various sources of

High income recipients. There are a lower proportion of high income earners
recorded in HEIS, compared with income tax return data.

Low income recipients. Some households report incomes lower than the minimum
wage. The Department of Statistics is examining these households on a case
by case basis, attempting to describe their charactdristics and f ind out
whether their situation is permanent or temporary (Broad, 1983).

There is a mismatch between the expenditure and income data obtained from HEIS, with
expenditures generally exceeding incomes. This can be partly explained by such factors
as drawing upon savings or entering into debt as well as the fact that the definition
of income used is not comprehensive. However, there appears to be a tendency for
respondents to understate their incomes and overstate their expenditures. Some
expenditures however, a"re understated such as spending on alcohol and cigarettes.

The Department of Statistics is currently conducting a review of HEIS. As well as
wanting to hear from users as to their requirements from the survey, it is in the
process of investigating the mismatch between expenditure and income data as well as

the top three items in the list above.

Tax Data - The ASSET Model

HEIS does not directly survey the tax payments made by individuals or households.
However, the Department of Statistics has developed a computerized income tax modelling
system based on detailed data from the Household Expenditure and Income Survey. This
system - ASSET (A Simulation System for Modelling Taxation) - simulates the progress of
taxpayers through the taxation system using income, expenditure and demographic data to
determine the tax liability and eligibility for rebates and exemptions of taxpayers.
ASSET'S coverage of personal income tax receipts is good. It accounts for nearly 900/o of
receipts in the 1985/86 year.

ASSET includes assumptions about the take-up rate of benefits and tax payments. Its
coverage of some exemptions and rebates for instance, is understated in some cases and
overstated in others. For example, the model assumed that all self-employed claimed the
minimum $52.00 deduction for employment related expenses. Income tax return data shows
that this underestimates actual deductions claimed (Broad, 1983). Not all transfers are
able to be allocated because the information collected through HEIS is insufficient,
for instance, the dependent relative rebate, overtime and back'pay rebates.

The incidence of most indirect taxes can be determined using the expenditure patterns
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