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Introduction

The rise of the children’s movement in New Zealand and internationally reflects not only the increased awareness that children have unalienable rights as citizens but also a growing appreciation that a failure to invest adequately in children carries high long-term economic costs. There are no easy quick fixes to child poverty in New Zealand but one obvious contributing factor to its growth and severity is the neglect of preventative measures aimed at supporting family incomes
. 

This discussion paper sets out the origins of family assistance and changes over time, and provides an analysis of how families at different points on the income scale have fared since the introduction of Family Support in 1986. Problems have arisen from the failure to adequately adjust family tax credit payments for inflation, the effect of increased targeting and new principles for family assistance introduced in 1996. 

Welfare benefits, including the state pension are regularly adjusted for inflation. This adjustment is not regarded as new spending in annual budgets but is automatically accounted for, and included in the projections for coming years. Family assistance however is the poor relation in the welfare system. Reflecting this, there have been no increases since 1998, and the 2001 budget provides for no increase in family assistance over the next five years. 

In the meantime the old have retained their fully inflation-adjusted, wage-linked pensions
. There has been a marked inconsistency in the treatment of the young versus the old during the 1990s. This leaves the welfare state with universal, indexed pensions for all at 65 regardless of employment status or wealth, while families with young children have ungenerous, tightly targeted supplements with no universal component and no automatic indexation.

Background

In 1946 the Family Benefit became fully universal and was paid at the rate of 10 shillings per week per child
. (Beaglehole, 1993) noted that

A woman with two children received the equivalent of at least a full day’s pay for a labourer as benefits, unlike wages, were not taxed. Most women received more as the average number of children born to mothers in the 1950s was 3.4. (p.10).

However in the post war period the Family Benefit was not indexed and the changes that were made to it were insufficient to maintain its purchasing power. Relative to average wages, its value declined from around 8% at the end of the war to about 3% by 1983. It remained unaltered at its 1979 level of $6 per week per child until it was finally abolished in 1991 when it represented under 1% of average wages.

Family Support was introduced on 1 October 1986. It amalgamated several existing rebates and family payments (St John, 1994) to provide a single refundable tax credit based on joint parental income and the numbers of children. One of the important underlying rationales for this change was that all children would be treated the same regardless of whether the source of parental income was low wages or a benefit. Family Support was initially paid at $36 for the first child and $16 for other children and abated for gross joint family income above $14,000 by 18 cents in the dollar. From 1988 Family Support abated by 18 cents in the dollar from joint parental income of $17,500 up to $27,000, and by 30 cents in the dollar above that. From 1990, rather than being equally divided, Family Support was all paid to the primary caregiver. This could be paid weekly on the basis of estimated joint income or as an end of year adjustment lump sum once all annual income was known.

Family Support is administered by the Department of Inland Revenue, although Family Support is paid by WINZ for those on benefits. If, at the end of the financial year, the actual joint income level turns out to be higher than estimated, families may have to repay some of their Family Support. The income calculation for Family Support includes any maintenance received, but allows any maintenance paid or child support contributions to be deducted. The income of a parent who does not live with the caregiver and child(ren) is not taken into consideration. 

In 1990, the Labour government initiated a wide-ranging review of the social security system. The Budget of that year proposed some major changes for families and for the benefit system to be introduced following the 1990 election. This new approach incorporated the important principle that the standard unit for benefits should be the individual. Thus the benefit of a couple would be twice the benefit of an individual who would have an add-on if he or she lived alone.

A new Family Benefit was announced as an amalgam of the old universal Family Benefit and the Family Support tax credit. It was designed to abate in much the same way as the Family Support had done but only down to the value of the Family Benefit, which provided a universal tier. Critically it was linked to the standard Universal Benefit level which in turn, was to be linked to wages through indexing to prices within a band of relativity to average wages.

The election of the National Government in November 1990 saw the concept of the Universal Benefit and the new Family Benefit abandoned. In a controversial move, in December 1990 it was announced that social security benefits would be cut from April 1 1991. Families with children on benefits such as the domestic purposes and unemployment benefit had a decrease of up to $27 a week representing a severe decline in disposable income.

In 1991, the Family Benefit was amalgamated with Family Support and the entire amount subject to abatement. The threshold and abatement rates were not adjusted with the effect that abatement at 30 cents in the dollar extended further into the $30,000s income range, especially for large families. In 1993 and 1994 some adjustments for subsequent children were announced (see Table 1).

Table 1: Family assistance adjustments in the 1990s

Family Support was increased from 1 April 1991 by the amount of the Family Benefit which was abandoned. For additional children aged under 13 years Family Support increased by $2 per week to $24 (from 1 Oct 1993) and to $27 (from 1 Oct 1994). For those aged 13 years and over, the rate became $35 (1993). Prior to October 1993 for two or more dependent children over the age of 16, the first child rate of $42 was paid for both. This treatment ceased under the new structure for new claimants.

Abatement of Family Support. From 1 October 1994 for gross joint family income above $20,000 (changed from $17,500) family support reduces by 18 cents in the dollar up to $27,000 and by 30 cents in the dollar for incomes above $27,000 (unchanged).

New rates for family support 1996/8. From July 1996, the per child Family Support rate was increased by $2.50 rising to $5 by July 1998, with bigger increases for dependent children over 16.

Why have family assistance?

Economic theory suggests that there may be two rationales for a child tax credit or a child benefit payment, both of which effectively decrease the total tax paid by the parent(s). The first rationale comes from the concept of horizontal equity. A couple with children is not in the same position to pay tax as a childless couple on the same gross income. Thus horizontal equity requires that, at each income level, the larger the family, the less tax should be paid. More formally, household income adjusted to give equivalised income could be the basis for deciding who is in the same horizontal position to pay tax. Income equivalence scales suggest that there are some economies of scale in larger households, and these in turn may be related to the ages of the children. The frequently used revised Jensen scale
 (Statistics New Zealand, 1999) suggests that a couple with 4 children need 69% more income to have the same standard of living as they would without children. The lower ability to pay of families should be reflected by a lower tax burden at all income levels based on the numbers (and maybe ages) of children - either through a tax credit or a cash payment such as a child benefit.

The other rationale comes from the concept of vertical equity that looks to improve the distribution of disposable income. In particular the aim is to prevent poverty among families by the payment of a suitable income supplement targeted to families on low incomes.

The New Zealand system has abandoned any attempt to provide for horizontal equity at all levels of income. The sharp abatement of Family Support reflects the poverty prevention goal, while the introduction of the Child Tax Credit (CTC) is aimed at encouraging ‘deserving’ labour market behaviour by parents. 

New principles for family assistance 1996

From 1986 to 1996 all children from low income families were treated the same. The 1996 budget introduced a new concept for family assistance through a raft of measures under the banner of Family Plus. The most significant of these is the Child Tax Credit (CTC). The original name for this was the Independent Family Tax Credit, a name that reveals it ideological underpinnings. The assistance is restricted to families ‘independent’ of the state. Neither parent can be receiving an income-tested benefit, a Veteran’s pension, New Zealand Superannuation, a student allowance, or ACC for more than 3 months. As with other aspects of Family Plus, which include a parental tax credit and a family tax credit (of minor importance and not further discussed here), the family is only eligible if the criteria set out above are met. 

Table 2: Weekly maximum rates of Family Support and CTC


Prior to July 1996
From 1 July 1998 
Family support
From July 1998 Family support and child tax credit

For the eldest child:

   Aged 0 to 15 years*

   Aged 16 years or over*
$42.00

$42.00
$47.00

$60.00
$62

$75

For each additional child:

   Aged 0 to 12 years

   Aged 13 to 15 years*

   Aged 16 years and over*
$27.00

$35.00

$35.00
$32.00

$40.00

$60.00
$47

$55

$75

Source: Budget 1996.* Families with older children not analysed in this paper.

Table 2 shows the increased rates of Family Support from July 1998, introduced in two stages from 1996. There were no further adjustments for 1999, 2000, 2001, nor are any projected out to 2006 (Budget 2001). Rather than providing a needed catch up in family support for all low-income families, only those who qualified for the CTC had a meaningful boost to their family assistance. Now family payments were to be partially dependent on the source of parental low income. To complicate matters, entitlement to the CTC is only for the days of the year that the parents are both ‘independent’ from the state. For families in and out of the benefit system full access to their entitlements is unlikely. However there appears to be little or no research on take-up rates for either the CTC or Family Support. The problem of low take-up was acknowledged in a recent government publication:

Another worrying trend is that fewer families are claiming family assistance than we would expect. The system of tax-based family assistance does not link well with the benefit system. Without help of this type, it is difficult for people to move in and out of work without falling into the poverty trap of benefit or tax debt, sometimes both. (Ministry of Social Development, 2001) p. 14.

The purpose of the Child Tax Credit

The CTC is a labour market tool, based on the idea that it is important for people in work to be better off than those on benefits. Because low wages are so low it is possible to give examples of how some people in work are worse off unless there is something like the CTC in place
. But numerous criticisms of its usefulness as a labour market incentive can be mounted (Child Poverty Action Group, 2000). To begin, the CTC rewards independence from the state, not extra hours worked. It is complex for parents to understand and difficult to administer. The criteria are crude and discriminatory, eg. why should a child be denied $15 per week because one parent is old or disabled, or unfortunate enough to need ACC for more than 3 months? What possible work incentive effects could operate for a student on a student allowance, or someone incapacitated? Rather than a carrot to encourage full time work the CTC acts more as a punishment for those who lose their jobs (Child Poverty Action Group New Zealand, 1996-99). 

In 1996, while in opposition, the Labour party publicised its intention, if elected, to amalgamate the CTC with family support, so all children would be treated the same again. It is remarkable, therefore, that since the election of the Alliance/Labour coalition government in 1999, the CTC has not been a topic of political discussion.

The need to repay family assistance

Family Support is usually paid to the principal caregiver, but some families wait until the end of the year and claim it as an end of year rebate. It is possible for families to find they have earned more than they thought and have to pay some back.

Money specifically for children is more likely to be spent on children especially if it goes to the principal caregiver. Tax credits that are uncertain, maybe not accessed until the end of the year, are more likely to be absorbed in the main earner’s tax position. 

In 2000, 302,520 families received around $1m in tax credits
. The majority of these families (278,310) received Family Support ($879m). 115,000 families either had an additional payment from the CTC or got some CTC alone ($153.9m). About 107,000, or one in 3 families who registered with the IRD for Family Support and the CTC were entitled to a payment at the end of the year, either because they had been underpaid Family Support during the year (61,0000) or because they chose to claim at the end of the year (46,000). A further 29,220 families had not been reconciled, implying that they had payments for part of the year from WINZ but they had not registered with the IRD.  52,000 families had to repay some of their tax credits because they had received too much. The average repayment amount was not insignificant at around $1000. Only just 38% of families (114,600) received the correct amount (within $5) during the year (IRD statistics). This makes the amount intended as a weekly supplement for the costs of children an insecure or uncertain income source for about 60% of those who are registered
.

In contrast to the family tax credits, a universal benefit would be closely associated with the child, not the income position of the parents. It would provide a secure source of income paid to the caregiver that was not able to be clawed back and would not be affected by changed circumstances of the parents such as separation, re-partnering or divorce. Other advantages would flow from making at least some of family assistance universal, including more horizontal equity for families and an acknowledgement by society of the worth of all children.  

The real value of financial assistance 1986-2002

The value of cash family assistance for a family on a given income is simply the annual amount received in the form of family support, CTC and, prior to 1991, the family benefit. Real assistance has fallen both because ad hoc adjustments to the level of maximum assistance have not fully compensated for inflation, and because as wages rise with inflation, a fixed threshold for abatement results in reduced entitlement.

Table 3 shows the changes in the real value of family assistance from 1 October 1986 to the 2002 financial year for a typical low income one-child family. This could be either a sole parent, or two-parent one-earner family. It is assumed that the hypothetical family’s income rises in line with movements in the average wages as measured by Average Total Weekly Earnings (AWE Statistics NZ). Two positions are indicated, one where there is entitlement to the CTC, the other where there is no entitlement. The position for 2002 is forecast using the Budget 2001. 
The analysis shows the maximum Family Support for a one-child family has risen only 11.9% over the 16 years since 1986. Today’s maximum value of $47 would actually be around $72 if proper annual adjustments for inflation had been made. Many low-income families do not receive the maximum payment however as their incomes are over the abatement threshold. A one-child family on ¾ of Average Weekly Earnings (AWE) was entitled to $35 in 1986 ($60 in 2002 dollars). A similarly placed family in 2001/2 is entitled to $23.60. In real terms this is a 60% drop in purchasing power, and the family needs an extra $1880 a year to have the same real value of family assistance in 2001/2 as in 1986. 

For 2001/2, the first abatement threshold would need to be raised to $24,000 and the first child maximum family support to $72 to restore the 1986 value. The deterioration in the value of the assistance is cumulative in its effects which is why it is vitally important that inflation adjustment is done on a regular basis. 

While the one-child family did not receive a boost when Family Support was first introduced in 1986 (St John, 1994), nor subsequently as discussed above, has the larger family fared any better. Family Support for second and subsequent children was increased in 1993, in 1994 and in 1996 and 1998 and is now $32 per child. Had indexation applied since 1986 this would now be $38, so the loss has been lower than for the first child. Nevertheless as Table 4 shows, a three-child family with all children under thirteen on AWE has also suffered a severe erosion in the purchasing power of its family assistance since 1986. The effect is even more marked for the middle income family above AWE because of the loss of the Family Benefit and the increased targeting of the assistance for incomes above $27,000. If this threshold had been adjusted for inflation since 1988 when it was introduced it would now be around $37,000. 

Table 3: One-child family on 0.75AWE* (all under 13)   


Oct 1986
Year ended March 1993/4
Year ended June 1999
Year ended June 2001
Year ended June 2002 est.
1986-2002 
%

change

Average consumer price index 

June99 quarter = 1000
625
909
1002
1044
1075
72%

Maximum nominal value of assistance

Includes Family Benefit ($ per week)
42
42
42
47
47
11.9% 

Maximum value of FS in 2001 $
72


47  
47
-35% 

Average total weekly earnings ($)

Income threshold for abatement
412

14 000
587

17 500
 656

20000
669

20,000
686
66.6%

43%

Annual income for low income family ($)
16 070
22 877
25584
26091
26754
66.5%

Family’s weekly nom Family Support ($)
35
23.4
27.60
25.9
23.6


Family Assistance in 2001 ($) 
60.2
27.6
29.6
26.7
23.6
-60.1%

Including the CTC
60.2
27.6
45.7
42.1
38.6
-36%

AWE = total average weekly earnings (Stats NZ)

Table 4: Three-child family (all under13) on AWE  


Oct 1986
Year ended March 1993/4
Year ended June 1999
Year ended June 2001
Year ended June 2002 est.
1986-2002
% change

Average consumer price index 

June 99 quarter = 1000
625
909
1002
1044
1075
72%

Maximum nominal value of assistance

Includes Family Benefit ($ per week)
86
88
111
111
111
36% 

Maximum value of FS in 2001/2 $
148


 
111
 -21 % 

Average total weekly earnings ($)

Income threshold for abatement

2nd abatement threshold
412

14 000
587

17,500

2,7000
 656

20,000

27,000
669

20,000

27,000
686

20,000

27,000
66.6%



Annual income for low income family on AWE  ($)
21424
30524
34112
34788
35672


Family’s weekly nom Family Support ($)
60.30
32.80
52
48
37
-38%

Family Assistance in 2001/2 ($) 
103.7



37
-64%

Including the CTC  
60.3
32.80
97
93
82


Including the CTC  2001/2 ($)
103.7



82
-21 %

Families with older children appear to have fared better, as Family Support for a second child 13 years or over was significantly increased in 1993 and 1996-1998. However there have been increases in user charges and loss of other assistance for older teenagers. This requires detailed and careful research to ascertain the real position of those with older children and this is not attempted here.

The addition of CTC has significantly improved the picture for those families who qualify. Even so, from Table 3, the one-child family on ¾ AWE still has a loss of 36% of real assistance since 1986. But the two-child family at this level is entitled to $85.6 a week, a real loss of only 13%, and the three-child family gets $132.60 which essentially restores them to the 1986 level. However the failure to raise the $27,000 threshold in line with inflation negates some or all of the advantage for middle income families. Table 4 shows the three-child family on AWE has had a 20% decline in real assistance even with the CTC.

For the one-child family, by the time the AWE income level is reached there is no entitlement to any assistance at all. This means a family comprising a caregiver, a child and one earner pays as much tax as a single person on AWE. This is unusually harsh compared to the treatment of such a family unit in other countries
. Most European countries for example have universal child benefits. 

The UK child benefit is well supported and regularly adjusted. In 2001 its weekly value is £15.50 for the eldest child who qualifies (£17.55 lone parent rate). For each other child who qualifies the value is £10.35. In Australia a one-child family on the average wage may be still entitled to some abated tax credits, but as of right gets a quasi-universal payment of Aust$18.70 (St John et al., 2001). While translating into NZ dollars may give a misleading impression, the contrast is interesting. The one-child family in the UK gets, as of right, an astonishing NZ$55 per week as a fully universal payment. The one-child family in Australia gets around NZ$23 a week until joint family income exceeds $73,000 (NZ$91,000)
. For additional children the top threshold of $73,000 is adjusted by $3000 for each child. The abatement rate from this level of joint income  is 30%.

EMTRs

The full targeting of all family assistance causes high effective marginal tax rates (EMTRs) over long income ranges, especially for larger families. Between $20,000 and $27,000 of joint income the minimum EMTR for the main income earner is 39%. For joint incomes over $27,000 the EMTR becomes 51% up to $38,000 and 63% beyond that. Table 5 shows the income level at which Family Support and the CTC are finally extinguished for different numbers of children under 13. The community services card disappears well below these limits a shown in Table 6.

The EMTRs can be compounded by student loan repayment (to 61% or 73%) and/or loss of student allowances (to 86% or 98%) if there are older tertiary-age children living at home. The thresholds for abatement of a student allowance against joint parental income does not recognise the existence of other younger children in the family, and has been set at only a little above the second threshold for Family Support. 

Table 5: Cut out points for Family Support and the CTC*

1 child
less than $33,546 a year

2 children
less than $41,693 a year

3 children
less than $49,840 a year

4 children
less than $57,986 a year

5 children
less than $66,133 a year

6 children
less than $74,280 a year

IRD web page* Note this income level is the same for a sole parent as for a couple. 

Table 6: Cut out points for the community services card

5 person family
$43,935

4 person family
$39,089

3 person family
$34,243

2 person family
$29,398

Source: WINZ web page

Indexation

There was no improvement to family support in the 1999, 2000 or the 2001 budgets. The budget table forecast the position for families for the years ended June 2002 to 2006. Over this time frame nominal GDP is expected to increase by 24%, and inflation is expected to be nearly 10%, but there are no projected increases in family assistance. Families are significantly affected by food prices that appear to have risen more rapidly than the CPI itself. For example in the year ended May 2001, the food index rose 6.2%. Of this fresh fruit and vegetables rose 16.5%, meat 11% making it even harder for parents to choose healthy food. Annual inflation was running at more than 3% for the year ended June 2001 providing the seventh consecutive annual increase in the index. Families can expect to fall further behind both in real terms and relative to rising living standards as this decade unfolds. 

Other kinds of support for families may also suffer from a lack of indexation, such as medical subsidies and childcare subsidies. Low-income earners too, have not had an adjustment to the lowest tax bracket since 1986. The 15% rate applies up to an income of $9,500, but should apply up to around $13,000 if restored to its real 1986 value.

The issue of inflation adjustment is not entirely ignored. Ironically, the 2001 budget included a commitment to raise the minimum child support paid to the Crown by liable parents. 

The Child Support Amendment Bill increases the minimum rate from $10 a week to $12.75 a week or $663 a year from 1 April 2002. The minimum rate has not been adjusted since it was set in October 1990. The increase reflects the actual and expected movement in the Consumer Price Index from March 1990 to March 2002. In the future the real value of the minimum payment will be automatically maintained.’ About 79,000 liable parents would be affected by this change. (Ministerial announcement 22nd June 2001).

This selective approach is inconsistent. If it is equitable for liable parents’ contribution to be indexed it is also equitable for family support to be indexed. 

The old

In contrast to the young, the old managed to protect their position from the onslaught of the 1991 Budget (St John, 1992). During the 1990s those with no other resources did experience a relative decline in their pension (Figure 1), but better-off superannuitants became much more generously treated from the mid 1990s. 

The removal of the gentle income test (called the surcharge) in 1998 made pensions fully universal as they had been prior to 1984. Better-off pensioners with other income also gained from the reduction of the middle tax rate from 28% to 21% and the extension of the top tax threshold to $38,000. While a 39% rate on incomes over $60,000 was introduced in 1999, it is easily avoided by the retired. Wealthier superannuitants also gained in the 1990s from the removal of all death duties and the failure to implement a proper capital gains tax. Indexation changes to the pension made by the National government in 1998 were reversed on the election of the Labour government cementing the pension at 65% of the net average wage for a married couple. In 2001, money was set aside for investment in the Superannuation Fund, intended to protect the pension from any further change (St John, 2001b).

Figure 1 - The replacement rate for the state pension relative to the average wage (couple rate)
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To illustrate the gains made by the better-off elderly, various household situations can be synthesized. To take an extreme, a household couple both aged 65, say both on incomes of $60,000 each gained a total weekly increase in income from $90 a week from the tax cuts, and an after-tax increase of $286 a week from the pension. A total of $376 extra a week for the wealthiest older couple, might be contrasted with the extremely modest goal of providing a universal child benefit of $15 per week per child suggested in the discussion below.

Discussion and conclusion

There is little discussion in New Zealand about the design and purpose of family assistance, nor its rationale. WINZ statistics show that there are 307,000 children in New Zealand whose parents access a main benefit. These children are not eligible for the CTC and have experienced a severe loss of purchasing power Family Support since 1986. To give each of these children the maximum entitlement to the CTC would cost approximately $250m pa. This would be a highly cost effective way to reduce poverty as only the poorest families (who currently are excluded) would gain. 

More desirably, as CPAG has argued, the Child Tax Credit should be extended to all families as a universal and indexed payment. This would cost over $500m and should be done in conjunction with tax scale changes as outlined in the CPAG submission to the tax review (view at http://www.cpag.org.nz/). 

In contrast to family assistance New Zealand enjoys a pension system that appears to be inclusive for the elderly and provides an as of right universal pension. In contrast to NZ superannuation, assistance to families with children and those on benefits has been highly targeted, and ungenerous. Technocratic solutions to high EMTRs have failed (St John & Rankin, 1998). Family assistance is the poor relation in the welfare system. Reflecting this, there have been no increases since 1998, and the latest budget provides for no increase in family assistance for inflation over the next five years. Other aspects of the welfare state, subsides for healthcare, childcare subsidies, accommodation supplement, income that can be earned while on benefit are also neglected in terms of automatic protection from inflation.

Serious attention to the tax system including a review of the 1996 tax reductions may be needed to find the extra revenue to extend more universalistic ideas to the working age population and children. A return to surcharge that might mimic the effects of more progressive tax for the old may is also needed to improve intergenerational equity.
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� This discussion paper draws on, and updates working papers � ADDIN ENRfu ��(St John, 1994, 2001a; St John & Rankin, 1998)�. It represents work in progress. Comments welcome.


� Child poverty is a complex problem, manifested in many ways eg. a high incidence of third world diseases, school transience, food hunger, failure to learn, child abuse, etc. See discussion in � ADDIN ENRfu ��(St John, Dale, O'Brien, Blaiklock, & Milne, 2001)�. 


� For an account of recent policy for the old see � ADDIN ENRfu ��(St John, 2001b, 2001c, 2001d; St John & Gran, 2001; St John & Willmore, 2001)�.


� At the launch of the CPAG 2001 report in Wellington in January, the Deputy Prime Minister recounted how, in his family, the family benefit in the 1940s was enough to pay the rent.


� This scale has been criticized for assuming large economies of scale for extra children � ADDIN ENRfu ��(Carson & Easton, forthcoming)�. 


� See for example the Issues Paper for the 2001 Tax Review � ADDIN ENRfu ��(McLeod R, 2001)�. 


� These data are progress totals, some families will not have finalised their IRD position for 2000.About 12,500 families also had a tax credit payment in the form of GMFI or parental tax credit ($20m)


� An unknown number are entitled but are not registered 


� See for discussion � HYPERLINK "http://www.adobe.com/products/acrobat/readstep.html" �http://www.adobe.com/products/acrobat/readstep.html� � ADDIN ENRfu ��(Freiler C, Stairs F, Kitchen B, & Cerny J, 2001)�


� Only about 6 % of children lose entitlement to the quasi universal child payment.


� The spike in the 1976 1978 period reflects the introduction of National Superannuation, while the spike in 1986 reflects timing of the introduction of GST
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