BUDGET TAX CHANGES 
ARE UNFAIR - AGAIN
The small tax cuts in last year’s budget favoured the better off – and this year the Government has done it again. Only this time the tax cuts are much more generous to the wealthy, while those on average and low wages get next to nothing. This is totally unfair.

The rise in GST will hit people on low incomes hardest and wipe out the tiny gains made by the income tax cuts. The wealthy won’t even notice the change in GST. 
The Government seemed proud that 73% of people will now only pay a maximum of 17.5% of their income in tax – but what that means is that nearly three-quarters of New Zealanders earn less than the average wage. What’s so great about that?

70% of salary and wage earners are on $46,000 or less. And there are 800,000 New Zealand families with a combined household income of $64,000 or less. (Latest figures from 2009.)
In the election campaign in 2008, John Key said that there would not be an increase in GST. He has broken that promise in order to fund tax cuts for those who need them least.
Because people on low incomes tend to spend a higher proportion of their income in any one year, GST hits their household budget really hard. Before the Budget a TV One survey showed two-thirds surveyed were opposed to a GST rise. The rise is likely to mean inflation reaches 5% in 2011 and possibly more. Treasury has forecast 5.9 percent. While benefit payments will be adjusted, what about many workers on low incomes?
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The last National tax package in April 2009 was worth $800 million a year to taxpayers, but a third of this went to the top three percent of taxpayers. The graph on the left shows who benefits most from the tax cuts this time round. Someone earning four times the minimum wage gets ten times the tax cut.
The Government is arguing that workers and investment capital are more mobile (i.e. can go overseas) than property and consumption. This is meant to justify a “tax switch” from personal taxes to GST and changes to tax on rental homes and commercial property. But for workers it is not tax rates that make them move overseas but higher wage rates. We can’t catch up with Australia by cutting taxes. Before the Budget we already had the 3rd lowest personal tax rates in the OECD. Total tax rates paid by companies were the 7th lowest in the OECD according to a recent PricewaterhouseCoopers and World Bank study.
The Government claims that low income earners will still be better off even after the increase in GST and that the reduction in the top tax rate is fair because, according to Bill English, “investment housing and commercial property in New Zealand are largely in the ownership of higher-income people.” While it may be true that those who own investment properties are likely to be on high incomes, the reverse is not true. There are plenty f high income earners that will not be affected by new property taxes and those who are affected have the option to move their investments elsewhere. And in any case we are yet to see what effect these taxes have whereas we know the impact of GST will be a higher cost of living and some will face higher rents and early childhood education costs contributing to a steep rise in inflation. High income people will get a huge benefit from the tax changes and those on low incomes are getting virtually nothing. 
Cutting taxes should have been low priority: the state needs revenue for quality public services and to help the country emerge from the recession. 

Budget 2010 has worsened income inequality in New Zealand. 

The fact is that these tax cuts make the gap between the rich and the rest even bigger. They are increasing inequality in New Zealand. We have had a problem of a widening income gap for years mainly because of low wages for many and high income for a few. But this inequality is magnified if there are also tax reductions which favour those on high incomes.

There are many measures of inequality. One easy measure to use is the difference in take home pay. Of course this does not take account of Working for Families, or the effect of property taxes.

But as you can see from the Table on the right, the gap in take home pay between workers on $30,000, $40,000 and so on and someone on $120,000 will widen considerably in October. The weekly pay gap between someone on $30,000 and $120,000 grows by $72.89 and even the gap between someone on $60,000 and $120,000 grows by $53.85.

If we look at some other examples apart from those in the Table, someone on $15 an hour and compare them with someone on $50 an hour or $104,000 a year, the gap in take home pay now is $916.08. In October the gap will be $56.69 higher at $972.77. And the increase in the gap in take home pay between someone on $200,000 and $30,000 grows by $150 a week ($149.81).

In 2004 there were only seven OECD countries ranked as more unequal than New Zealand, including the USA and the UK. These tax cuts will only help push New Zealand closer to the most unequal countries in the developed world, Turkey and Mexico.



Increase in the Weekly Take Home Pay Gap compared with an income of $120,000


Annual Income�
Increase in Gap�
�
$30,000�
$72.89�
�
$40,000�
$66.16�
�
$50,000�
$59.62�
�
$60,000�
$53.85�
�
$70,000�
$48.08�
�
$80,000�
$38.46�
�
$90,000�
$28.85�
�
$100,000�
$19.23�
�
$110,000�
$9.62�
�
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