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1.0 INTRODUCTION
The New Zealand Council of Trade Unions (CTU) represents over 40 affiliated unions with over 350,000 members in total. The CTU is the largest democratic organisation in New Zealand and has a vital interest in economic and social policy. 
The CTU acknowledges Te Tiriti o Waitangi as the founding document of Aotearoa New Zealand and formally acknowledges this through Te Runanga o Nga Kaimahi Māori o Aotearoa (Te Runanga) the Māori arm of Te Kauae Kaimahi (CTU) which represents approximately 60,000 Māori workers
.
The CTU is committed to building a strong economy and social system within which all New Zealanders benefit and are able to contribute and develop to their best ability.  The key policy position for the CTU is to support measures which are integrated and balanced around the objective of a high wage, high skill, high trust, quality economy that is sustainable, socially just and is supported by a strong state sector. 
The CTU supports a progressive tax system. We oppose user pays in respect of public services and recognise the value of the social wage for workers. This requires a robust tax system to ensure revenue is available on a sustainable basis throughout the economic cycle for public services.
An effective tax system is a vital component of government and the economy. It has a very important role in ensuring that a Government can raise sufficient revenue to meet expenditure requirements. It also can play a redistributive role through transfers, the nature of the tax scale, and the range of taxation sources.

2.0 BACKGROUND

Earning Patterns of New Zealand Families 
Among two-parent New Zealand families with at least one partner employed full-time, the most common pattern in 2004 (approximately 42%) was for both parents to be employed full-time  The second most common pattern (just over 30%) was for the other parent to be employed part-time. In the remaining 28%, one parent was employed full-time and the other was not employed. 

No employment or part-time employment for the other partner is likely to be associated with the presence of young children. Nevertheless, most two-parent New Zealand families with children now have two earners, even where they have children aged under 5 (Nolan, 2004; Callister, 2005:6). This is also true of the majority of OECD countries. These trends are shown clearly in the graph below. They are likely to have continued since 2004. 

Figure A

Parental employment in two-parent households where there is at least one FT adult worker
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Source: Perry, 2007, Fig.H.3

3.0 INCOME SPLITTING: THE BEST WAY TO PROVIDE ADDITIONAL SUPPORT FOR FAMILIES WITH CHILDREN?
The CTU notes that in practice, income splitting applies only to two-parent families with at least one partner in full-time paid employment. This point is discussed in our response, in relation to targeting family assistance.

The CTU is not convinced that the policy of income splitting is a desirable strategy or a workable policy that will provide additional support for families with children. This is because it has adverse implications for fairness, for efficiency, and for effective additional family support, especially where it is most needed. These are discussed in turn below.

3.1 Fairness
“The main criterion…is fairness: would the introduction of income splitting for families with children lead, at a reasonable fiscal cost, to a fairer outcome for families than is currently the case?” (Discussion document 1.18)
Horizontal and vertical equity

In terms of horizontal equity, those individuals who earn the same amount should pay the same level of tax. In terms of vertical equity, those earning more should pay a higher level of tax. 

As the discussion document outlines, income splitting would run counter to both of these equity requirements. For example, a sole income earner on $100,000 a year and a non earning partner at home (who can taken take care of the unpaid workload, including childcare) would pay the same tax as each two earners each earning $50,000 a year (with double the load of paid work and the same load of unpaid work, requiring the purchase of substitute childcare).

Equity between partners

The equity issue has another important dimension within the families concerned. Where there are two earners within a family with children, it is common for one to earn less than the other. This is usually the woman, and one major reason for her lower earnings (whether she works full-time or part-time) is that she does a greater share of the unpaid work. In many cases, costs incurred for childcare also come out of her earnings.

Under the separate taxation system currently in place, the lower earning partner tends to have lower average and marginal tax rates than would be the case under other approaches.

Income splitting would have the opposite effect. Where two partners’ earned incomes are unequal to such an extent that income splitting would substantially lower the amount of tax paid overall, the higher earning partner would pay proportionately less tax, but the lower earning partner would pay more. While the discussion document notes this effect, it tends to focus on “family income”.

Intra-family income distribution

Because income splitting not only reduces the tax paid by the higher earner (where earnings are sufficiently high to benefit), but in many cases also increases the tax paid by the lower earner, it thus makes already unequal incomes within households even more unequal. This is also the case where one partner is non-earning.

Arguments in favour of income splitting tend to ignore this, because they rely strongly on the assumption that earned income is in fact pooled within the family, regardless of who earns it, so that it is all equally available to meet every family member’s needs. 

Research does not support this assumption. Incomes are by no means always equally shared within families. The higher earning partner commonly has more influence over how the earned income is distributed within the family, and what purposes it is available for (Fleming and Easting, 1994).  

Offsetting the costs of income splitting

If income splitting were to be adopted, it is likely that some means of offsetting the costs would need to be found. The costs would therefore be transferred to other taxpayers. The need to make compensatory adjustments elsewhere in the tax system could disadvantage some less well-off parents, particularly if it were to take the form of higher sales taxes, increases in the lower tax rates, or cuts to current levels of family assistance.

3.2 Efficiency

“…the tax benefit from income splitting increases as the

secondary earner’s income falls, with the maximum tax benefit going to

couples in which the secondary earner is not earning any income.” (Discussion document 4.3)
Reducing barriers both to parenting and to paid work

The OECD (2007b) points out that in order to overcome the problems of “too few babies and too little employment”, the aim of public family-support policies is “to reduce barriers to both parenting (e.g. through cash transfers and time-related support) and employment (e.g. through formal childcare support)”. 
Tax/benefit systems should therefore be “so designed that they give both parents in couple-families equally strong financial incentives” to work for pay – without unsustainable erosion of the time available for unpaid work and for leisure.

The OECD also notes that in the long run, families with only one income earner (including all employed sole parents) are at three times the risk of poverty as families with two income earners. Moreover, the high risk faced by New Zealand women of becoming a sole parent (49% are at some point in this situation) underlines the importance of maintaining as strong an attachment as possible to the workforce.

For these reasons, as well as the need to make the best possible use of the available labour force, policies should avoid imposing paid work disincentives of the type involved in income splitting.    

Disincentive effects of effective marginal tax rates

There is clear evidence from New Zealand (Johnston, 2006), as well as from overseas, that effective marginal tax rates (EMTRs) impact on labour supply. This disincentive effect is particularly strong for low-earning or non-earning female partners of higher income earners. 
Under separate, progressive taxation, lower earning partners are able to keep a relatively high proportion of their wages, and therefore contribute a higher proportion of family income. This encourages their greater participation in the labour force (Johnston, 2006). 

By contrast, split taxation would bring significant disincentive effects, because it would raise EMTRs, particularly in conjunction with WFF provisions. 

The influence of Working for Families

Working for Families (WFF) allowances and tax credits are already paid on the basis of joint family income, and abate as joint income rises. This imposes high EMTRs on the lower income earner where there are two unequal earned incomes. 

The WFF work requirement of 30 hours a week between two parents may add to the disincentive effect for women: it is easier and usually more viable for one partner, most often the man, to meet this requirement through full-time work than for both partners to make up the required hours between them.

Introducing income splitting alongside WFF would raise EMTRs even more, increasing the existing disincentive for the lower or non-earner. This increased disincentive effect is one reason that those OECD countries which have the most substantial targeting of tax credits and allowances tend to have separate rather than split taxation regimes for two-parent families.  

The limits of “choice”

It must be stressed that for the second income earner, any “choice” about whether or how much to work for pay depends on the level of income already available. Where extra income is urgently needed, and paid work is available and attainable, high EMTRs are less likely to act as a disincentive. Once again, income splitting would be of most assistance to those who are already advantaged, in this case in terms of choices about employment.

Incentives and disincentives for primary earners

Income splitting does provide one form of work incentive: it encourages the higher income earner to work longer hours. However, as Callister (2007) has pointed out, New Zealand men already work some of the longest hours in the OECD. 

Income splitting, like other forms of joint rather than individual taxation, can therefore be seen to have dual disincentive effects: it is likely to discourage women from participating more, or at all, in the workforce, and also to discourage men from taking on a larger share of unpaid family work (OECD, 1991).

By contrast, what most New Zealand parents say they want is more equal sharing of paid work; in addition, women want more equal sharing of unpaid work (Ministry of Social Development, 2006; Ministry of Women’s Affairs, 2004). Income splitting works against both of these goals.

3.3 Effective family assistance

It is clear from the discussion above that those who would gain most from split taxation, rather than separate taxation, would be higher earners with non-earning partners, or higher earners with lower earning partners. In terms of “family” income, the gains from income splitting would be concentrated among the highest income families (Lambert et al, 1998). 

Given the high cost of income splitting, this would not be an effective way to assist families in general. It would certainly be of little or no assistance to those New Zealand families who are currently most in need.

Helping to meet the costs of raising children

As the discussion document notes, with the partial exception of France, the support of children is not the rationale for income splitting. Most countries also provide some form of additional assistance to families with children in the form of tax credits or targeted cash transfers.

The discussion document also notes that “the best way to ensure that family assistance is used to meet the needs of children is to pay it to the principal caregiver” (3.23). This is presumably the rationale for the In-Work Tax Credit component of family assistance, under Working for Families, being paid to the principal caregiver. 
Unless any increased “family” income obtained through lowered tax rates is paid directly to the principal caregiver, income splitting would:
“(a) make the ‘losing’ partner (anyone who incurs a higher tax rate) lose out even more
(b) decouple the income splitting ‘bonus’ from its stated purpose: to help families with children meet those children’s needs.” (3.23)

However, paying it to the principal caregiver would introduce major complexities, especially given the high proportion of couples with children who are not legally married, and the number of separated couples who also share custody. This would contravene the simplicity principal of taxation policy.
Helping low income families

“In June 2002, the New Zealand Government made a commitment to eliminate child poverty, articulated in the Agenda for Children public report… The Working for Families (WFF) benefit reform package, which was the centrepiece of the 2004 Budget, represents the Government's implementation of many of the poverty alleviation strategies outlined in the Agenda for Children.” (Perry, 2004)

For low- and middle-income families with children in paid employment, the Working for Families package has changed things for the better. The IRD estimates that approximately three quarters of New Zealand families with children are receiving assistance from the WFF package. Around three quarters of the families receiving WFF Tax Credits have family incomes of less than $50,000 a year. 

For these families at least, New Zealand’s tax structure has effectively been made considerably more progressive. For example, a single parent with two children on 67% of average earnings who meets WFF criteria now receives more in tax credits than they pay in income tax.
 

However, WFF has been of most assistance to low- and middle-income families who already had substantial paid employment. If job losses escalate and unemployment rises, so that parents are no longer able to meet the employment hours requirement, the design of WFF ensures that families will lose substantial amounts of state support, as well as earnings. 

The WFF programme has done much less to help the poorest families: those who cannot attain or sustain the 30 hours of paid work required of two parents, or the 20 hours of paid work required of sole parents. 

In 2004, 19% of children lived in households where there was no full-time worker, down from 28% in 1992 (Perry, 2007). Despite WFF, substantial numbers of children remain in such families in 2008. 

Sole parent families are the most likely to be in significant hardship and poverty. Even where the sole parent is in full-time employment, these families gain nothing from income splitting. 

A recent MSD report, Pockets of Significant Hardship and Poverty (2008), estimated that sole parent families reliant on the DPB, with no earned income, are now living on an extremely low 30-35% of median equivalised household income after housing costs. Those with some earned income (most commonly less than $181 a week gross) are living on less than 50% of median equivalised household income after housing costs.

Benefit levels for sole parent families make staying home to care for dependent children an extremely punitive “choice” for those (currently around 97,000) who are, in the short- or long-term, unable to fulfill the 20 hours a week paid work requirement for Working for Families. 

On the other hand, it is clear that serious barriers to getting sufficient hours of paid work to qualify for WFF remain for many of these parents. As Pockets of Significant Hardship and Poverty notes, “There are special circumstances which may mean WFF and other elements of the social assistance package are not enough to keep some people” – and their children – “from significant poverty and hardship”.

The report points out that WFF was not designed to address the well-known serious barriers to sustainable employment (faced particularly by sole parents). Income splitting would do nothing to address these barriers. They include: insecure, casualised employment with varying hours and income levels; lack of access to public or private transport; shortage of accessible, appropriate childcare places (most acute in low decile areas); poor physical or mental health of parents and children; employer discrimination; high, complex levels of disadvantage (including low skill levels); and, for women (the vast majority of sole parents), continuing forms of discrimination such as horizontal gender segregation, and the lack of pay equity (equal pay for work of equal value).

4.0 OTHER OPTIONS TO PROVIDE ADDITIONAL SUPPORT FOR FAMILIES WITH CHILDREN
4.1 Dealing with high EMTRs

The 2008 Budget moves to lower the bottom tax rate to 12.5% on the first $20,000 of income will help to overcome the high EMTRs faced by many low-income earners receiving family assistance. Similarly, it will reduce the very high EMTRs faced by beneficiaries moving into work. It will also help to reduce “partner penalties”
 whereby a secondary income earner working a modest number of extra hours is hit with high EMTRs as family tax credits and accommodation supplement are abated away.

One possible approach would be to exempt either a set amount of the second earner’s income, or of all childcare costs, from the income used to calculate family support payments; and/or for providing a universal component for children under six, at least, which would not alter as family circumstances change (Johnson, 2005). 
The most urgent need now is for comprehensive support packages for the poorest families, including additional income assistance which does not abate rapidly through extremely high EMTRs. The CTU believe the issue of EMTRs incurred through Working for Families requires attention.

One simple and relatively inexpensive measure which would give immediate and effective assistance to a sizeable proportion of the poorest families would be to raise allowable earnings levels for those reliant on main benefits. The current levels have remained at $80 per week, before incurring EMTRs of over 90% (for two parents, who are allowed to earn only $80 between them) or over 50% (for sole parents, rising to over 90% once the $180 limit is reached). If these limits had been adjusted for inflation, the $80 limit would now be at least $130.

In 2008, $80 represents just six and a half hours’ work at the minimum wage. Raising these limits is likely to make it easier for some sole parents to increase their hours of work as their circumstances allow, providing an easier transition over time to the level of 20 hours required by WFF. 

The CTU recommends that serious consideration is given to the recommendations of the Child Poverty Action Group to: 
· Raise the first $80 threshold for abatement of the Domestic Purposes Benefit to $130 per week and the second $180 threshold to $225; and

· Extend the 30 cents in the dollar abatement of net benefit effective between $130 and $225 to all beneficiaries with young children.
Strategies to address the barriers to viable work are needed. These include attention to lack of access to public or private transport; shortage of accessible, appropriate childcare places (most acute in low decile areas); poor physical or mental health of parents and children; high, complex levels of disadvantage (including low skill levels). These needs are all essential to consider in this debate and will have an impact on improving the quality of work for women and men in the workforce and have a positive impact on families.
The CTU policy is for early childhood care funding to be centre-based not individual-based.  Additional support for early childcare centres is needed both for accessibility of younger age children and an increase in the number of hours available.  
4.2 Ensuring sustainable work

The least protected, lowest paid workers currently include a disproportionate number of women. Effective family support policies require a comprehensive legislative and regulatory programme which delivers fair wages, basic fairness at work, sets revised minimum standards appropriate for the modern economy, and ensures that a balance between work and life informs policy decisions in relation to the workplace. Further legislation and regulation is required to lift real wages on a sustainable basis, through:

· Increasing the minimum wage to two-thirds of the average wage.

· Providing support for unions to deliver improved wages and conditions for workers.

· An ongoing programme to close the gender pay gap.
4.3 Promoting gender equity and the full participation of women

Policies which support gender equity are essential to support women and families. The new provisions for flexible working hours will help both male and female employees to combine paid and unpaid work. As well as the policies listed above, gender equity requires:
· Increasing the length of paid parental leave (PPL) progressively to 56 weeks including 4 weeks designated leave for the other parent.
· Paid breast-feeding breaks and facilities for enabling women to continue breastfeeding on their return to work following childbirth.
· Enhancing the PPL scheme to ensure eligibility for women in seasonal and casual work and increasing the payment level to meet, as a minimum, the ILO convention No 183, requiring remuneration payments of at least 2/3rds of the previous amount earned. 

· Making the right to request flexible working hours available for all workers and family friendly policies to improve work life- balance and increase the labour participation and quality of work for women in the workforce. 

.  
5.0 SUMMARY 
The earning patterns of New Zealand families are changing with a common pattern of both parents to be employed fulltime. 
Income splitting while having some equity benefits has adverse implication for fairness, efficiency and for effective family support where it is most needed as: 

· Income splitting is not an equitable method to provide additional income to families: it favours higher income families over low income families.  

· The costs of income splitting are likely to be transferred to other tax payers - in the form of higher sales tax, increases in lower tax rates or cuts to family assistance. 
· Income splitting imposes a disincentive to participating in the labour market for families.

· Income splitting makes unequal incomes within households even more unequal.
Other options to provide additional support for families should be considered including – reducing EMTRs, ensuring sustainable work including lifting minimum wage and wages overall. 

Policies to reduce the gender pay gap, increase PPL entitlements and improved access to early child hood care are all essential to improving the economic and social conditions for working families and to improve the participation of women in the labour market. 
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� Further information about the work and the policy focus of Te Runanga is available.


� An income split based on 50/50 has been assumed for the purposes of discussion.





� Comparisons across countries are difficult because not all family assistance is delivered via tax credits.   


� See Johnson (2006, pp. 47-64) for a comprehensive analysis of this.
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