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Executive Summary

Nei rā ka tau mai rā te ao hurihuri nei; he hau mai tawhiti,  
he tohu raukura nā ngā tīpuna. 
Inā Te Tiriti o Waitangi tonu! He tauira, kōkiritia te kaupapa nei! 
Rau rangatira mā. 
Nāu! Nāku! Kia ora ai tātou. 
Tēnā koutou. Tēnā tātou! 
Kia ora tātou katoa!

As the changing world swirls about us, we muster wisdoms from 
our pasts to help, helping us to forge ahead in a new world. 
Bearing the raukura plume of our forebears, and the dignity of Te 
Tiriti o Waitangi, we can address, grapple with, and overcome this 
challenge!

Greetings all! We invite you to contribute and to participate – 
knowing that from everyone’s efforts, new paths are found. Our 
greetings, and our acknowledgments to all.

Kia ora tatou katoa!

The tax system matters to everybody 

Few areas of public policy contribute as much to the 
welfare of New Zealanders as taxation. Taxes allow 
the Government to fund the vital public services – 
such as healthcare, education, justice, expenditure 
on healthy ecosystems, and defence – that underpin 
our living standards. 

The calculation and payment of tax also imposes 
obligations on New Zealanders and the tax system 
affects different groups of people in different ways. 
As a consequence, tax is not just for ‘experts’ – all 
New Zealanders have a stake in the design of our 
tax system.

About the Tax Working Group 

The Government has established the Tax Working 
Group (the Group) to examine further improvements to 
the structure, fairness, and balance of the tax system. 
The Group has also been directed to apply a particular 
focus on the future to its work, with a view to exploring 
the major challenges, risks, and opportunities facing 
the tax system over the next decade and beyond.
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We want to hear your views

This paper calls for public submissions on a range 
of issues that the Group considers important to its 
work. Public submissions will inform the Group’s 
consideration of proposals for improving the tax 
system. 

The Group will provide an interim report on 
these proposals to the Ministers of Finance and 
Revenue in September 2018. There will be further 
opportunities for public comment following the 
publication of that interim report. 

In the spirit of openness and inclusion, the Group 
would now like to encourage all New Zealanders to 
share their own views about what is working – and 
what is not – in the current tax system.

Challenges, risks, and opportunities

Tax systems have always had to evolve alongside 
changing practices in business, technology, and 
society. However, technology today – particularly 
in the area of digital communications – is having a 
radical impact on the way businesses operate, both 
within and across national borders.

Within this context, the Group has identified eight 
broad challenges, risks, and opportunities that will 
affect the tax system over the coming decade and 
beyond:

• changing demographics, particularly the aging 
population and the fiscal pressures that will bring;

• te ao Māori and the role of the Māori economy 
in lifting New Zealand’s overall living standards;

• the changing nature of work;

• technological change and the different business 
models that will bring;

• falling company tax rates around the world; 

• environmental challenges, including climate 
change and loss of ecosystem services and 
species;

• growing concern about inequality; and

• the impacts of globalisation and changes in its 
patterns.

Our tax system will need to be sufficiently robust to 
deal with these challenges, and sufficiently nimble 
to take advantage of the opportunities. There will 
also be other shocks and surprises that we have not 
considered and cannot foresee.

The Group would therefore like to hear your views 
on how these challenges and opportunities might 
affect the tax system, and, equally importantly, 
whether you consider there are any other key issues 
that policymakers will need to prepare for.

The purposes and principles of a 
good tax system

Even as the tax system evolves in response to these 
risks and opportunities, it will still need to fulfil the 
central purpose of tax policy: to provide sufficient 
revenue to the Government to fund the provision of 
public goods, services, and transfers. 

But the design of the tax system will also have 
broader impacts on the wellbeing of New Zealanders 
across the social, economic, and environmental 
dimensions. The Group intends to be mindful of these 
impacts as it develops recommendations for reform. 

In recognition of the broad basis of wellbeing, the 
Treasury uses the Living Standards Framework to 
incorporate a more comprehensive range of factors 
into its analysis. The Living Standards Framework 
identifies four ‘capital stocks’ that are crucial to 
intergenerational wellbeing: 

• Financial and physical capital, such as roads, 
factories, and financial assets.

• Human capital, such as skills and knowledge.

• Social capital, such as trust, cultural 
achievements and community connections.

• Natural capital, such as soil and water.

The Living Standards Framework encourages us to 
consider how policy change is likely to impact each 
of the four capitals, and broadens our assessment 
beyond strictly economic considerations.
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The established criteria that have been used in past 
tax reviews (both domestically and overseas) are 
also useful when considering the costs and benefits 
of various reforms:

• Efficiency: minimise impediments to economic 
growth and avoid distortions (biases) to the use 
of resources.

• Equity and fairness: achieve fairness including 
through ‘horizontal equity’ (the same treatment 
for people in the same circumstances) and 
‘vertical equity’ (higher tax obligations on 
those with greater economic capacity to pay). 
Procedural fairness is also important for a tax 
system.

• Revenue integrity: minimise opportunities for 
tax avoidance and arbitrage.

• Fiscal adequacy: raise sufficient revenue for 
the Government’s requirements.

• Compliance and administration costs: minimise 
the costs of compliance and administration, and 
give taxpayers as much certainty as possible.

• Coherence: ensure that individual reform 
options make sense in the context of the entire 
tax system.

As you read this paper, the Group would encourage 
you to consider which principles and frameworks are 
most important to you in evaluating the tax system, 
and to test your own ideas and proposals against 
them.

The design of the current tax system

New Zealand currently has a ‘broad-based, low-rate’ 
tax system. The Government raises about 90% of its 
tax revenue from three tax bases:1

• Individual income tax

• Goods and services tax (GST)

• Company income tax. 

There are very few exemptions to these three 
taxes (which is why our tax system is described as 
‘broad-based’). The benefit of having a broad base 
is that it allows the Government to raise substantial 

1 This figure excludes local government rates, which are sometimes included in measures of total tax revenue for ease of 
comparison with other OECD countries.

revenue with relatively low rates of taxation. Overall, 
the current level of tax revenue, including local 
government rates, is equivalent to 32% of gross 
domestic product (GDP), which is slightly below the 
OECD average of 34% of GDP.

New Zealand’s tax system is distinct in other ways. 
Unlike many other countries, New Zealand does not 
generally use the tax system to deliberately modify 
behaviour – with the notable exceptions of alcohol 
and tobacco excise taxes, which are intended to 
discourage drinking and smoking. 

New Zealand’s approach to the taxation of 
retirement savings is also distinct. The tax system 
does not offer large concessions for retirement 
savings; retirement savings contributions are taxed 
when they are made and as investment income is 
earned, rather than when the savings are drawn 
down in retirement.

The Group’s work provides an opportunity to 
examine whether a broad-based, low rate system 
remains fit-for-purpose, and whether there is a 
case to depart from the internationally distinctive 
approaches to behavioural taxes and retirement 
savings. It is also an opportunity to explore whether 
there is a case to broaden the base further, for 
example with new taxes such as a comprehensive 
capital gains tax (excluding the family home).

The results of the current tax system

Revenue outcomes

New Zealand’s broad-based, low-rate system 
succeeds at raising relatively high amounts of 
revenue with relatively low rates. Compared with 
other OECD countries:

• New Zealand has one of the lowest top 
personal tax rates, but the proportion of income 
tax to GDP is high. 

• New Zealand’s company tax rate is relatively 
high, and the proportion of company tax 
revenue to GDP is high.

• New Zealand’s GST rate is relatively low, but 
the proportion of GST revenue to GDP is high.
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New Zealand’s GST is one of the simplest and most 
comprehensive in the world. There are two main 
exemptions – for financial services, and for low-
value imported goods.2 These exemptions reflect 
past judgements that it would be too administratively 
complex to include financial services and low-value 
imported goods in the tax.

Distributional outcomes

Higher-income households play an important role in 
funding the Government. According to established 
income measures, the share of all income tax 
paid increases as household income increases. 
Households in the top income decile (that is, the 
10% of households with the highest incomes) pay 
around 35% of all income tax, whereas households 
in the lowest five income deciles (that is, 50% of 
households) collectively pay less than 20% of all 
income tax.

The tax and transfer system (transfers are 
payments like Jobseeker Support and New Zealand 
Superannuation) reduces income inequality, 
although by less than most of our comparator 
countries. New Zealand’s tax and transfer system 
provides a similar reduction in measured income 
inequality to the Canadian system, but a smaller 
reduction than Australia or the OECD average.

Income inequality in New Zealand rose rapidly in 
the late 1980s to mid 1990s, but has been broadly 
stable in New Zealand since then. Information about 
wealth is less comprehensive than for income, but 
the information we do have indicates that wealth is 
distributed much less equally than income.

Savings

There is some debate about the influence of our 
tax settings on the rate and composition of saving 
in New Zealand. In a broad-based, low-rate tax 
system, there should ideally be no difference in 
marginal effective tax rates between different 
types of investments. Relative to other countries, 
New Zealand’s marginal effective tax rates are quite 
uniform, but it may be possible to achieve more 
consistency in the treatment of different types of 
investments.

2 Long-term residential accommodation is also not subject to GST, but applying GST to rent would raise various practical and 
fairness issues.

Overall outcomes

The Group is keen to hear public views on the 
overall performance of the tax system, and has a 
particular interest in assessments of the fairness and 
balance of our tax settings.

Thinking outside the current system

New Zealand has reduced its use of other tax 
bases under the broad-based, low-rate tax system. 
Previous reforms have eliminated the sales tax, 
excess retention tax, land tax, estate duty, stamp 
duty, gift duty and cheque duty. New Zealand also 
does not levy financial transaction taxes, wealth 
taxes, or a general capital gains tax. The Group 
will examine whether there is a case to introduce 
any additional taxes, particularly in light of growing 
international debate about income and wealth 
inequality.

The Group also acknowledges public concerns 
about the tax practices of some multinational 
corporations, which exploit inconsistencies and 
mismatches in domestic tax rules in order pay little 
or no tax anywhere in the world. In this regard, 
New Zealand is currently implementing a suite of 
measures – developed in cooperation with other 
OECD countries – that will further strengthen 
the rules for taxing income from investment in 
New Zealand.

But we also need to consider the taxation of income 
from the digital economy. Internet-based firms can 
trade with customers over the internet without having 
a physical presence in the customer’s country that 
is necessary for income tax to be charged under 
present rules. This issue is becoming increasingly 
important as the digital economy accounts for a 
greater proportion of business activity.

The Group invites comment on what the public sees 
as the most significant inconsistencies in the current 
tax system, and which of these should be addressed 
most urgently.
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Specific challenges

In addition to the issues discussed above, the 
Government has directed the Group to advise on a 
number of specific challenges:

• How would a capital gains tax (excluding 
the family home) or a land tax (excluding the 
land under the family home) affect housing 
affordability, and would these taxes improve 
the current system for capital income taxation? 
Relevant considerations will include: the 
impacts of these taxes on property-owners and 
renters; the ease of administering these taxes; 
the interaction of these taxes with the rest of 
the tax system; the extent to which the tax will 
incentivise productive investment as opposed 
to speculation; and the possibility of allowing 
for reductions in other taxes as a result of 
introducing them.

• Is there a case to introduce a progressive 
company tax (i.e. lower company tax rates for 
smaller businesses) in order to support small 
business?

• Is there a case to make greater use 
of environmental taxation to improve 
environmental outcomes and diversify the tax 
base?

• Could the Government assist low-income 
people by introducing GST exemptions for 
certain goods and services?

The Group seeks public views on all of these 
matters. It also invites submissions on the question 
of which taxes should be lowered if new sources 
of tax revenue can be found (keeping in mind the 
guidance in the Terms of Reference for tax revenue 
to remain at approximately 30% of GDP).

Concluding thoughts

New Zealand’s tax system has many strengths, but 
it cannot stand still. We are living in an era of rapid 
technological change, rising economic uncertainty, 
and mounting environmental challenges. Our tax 
system must be robust to these challenges, even as 
it takes advantage of the administrative and other 
opportunities afforded by innovation.

However, it is important that we maintain the trust 
and confidence of all New Zealanders in the integrity 
of the tax system. In a democracy such as ours, 
the ability of the Government to raise revenue rests 
ultimately on the consent and acceptance of all 
New Zealanders. 

In order to maintain this acceptance, and fulfil the 
trust of New Zealanders, we must ensure that the 
tax system is fair, balanced, and administered well. 
This is the goal the Group is working towards. Your 
submissions will help us achieve it.
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The Tax Working Group (the Group) has been 
established by the Government in order to examine 
improvements in the structure, fairness, and balance 
of the tax system.

This paper is a call for public submissions on a range 
of issues that the Group thinks are important for the 
purpose of carrying out its work. Specific questions 
that we are particularly interested in your views on are 
contained throughout the paper at the beginning of 
each chapter. Submitters may submit on other issues, 
but should be aware of the exclusions in the Terms of 
Reference. The Terms of Reference are attached as 
an appendix to this paper.

To help submitters, this paper also provides 
information and context on New Zealand’s current tax 
system and tax concepts. Terms that are italicised are 
explained in more detail in the glossary.

Process
The Group is chaired by Hon Sir Michael Cullen 
and is supported by a secretariat of officials from 
the Treasury and Inland Revenue. The Chair has 
appointed an independent advisor to assist the Group 
with its deliberations and understanding of the issues.

The Group held its first meeting in January 2018 
and will continue to meet regularly until February 
2019, when the Group’s final report to the Minister 
of Finance and the Minister of Revenue will likely 
be issued. The indicative timeline for the Group’s 
work also includes an interim report to the Minister 
of Finance and Minister of Revenue in September 
2018. There will be a further opportunity for public 
submissions on the Group’s proposals contained in 
the interim report following its publication.

Submissions
The Group seeks submissions on the issues set out 
in this paper. In particular, the Group is interested in 
solutions to problems that the Group, or submitters, 
have identified.  

Submissions should include a brief summary of 
major points and recommendations. They should 
also indicate whether it would be acceptable for the 
Group and the secretariat to contact those making the 
submission to discuss the points raised, if required.

Submissions should be made by 30 April 2018 and 
can be emailed to submissions@taxworkinggroup.
govt.nz or submitted online at https://taxworkinggroup.
govt.nz

Alternatively, submissions may be addressed to:

Tax Working Group Secretariat 
PO Box 3724 
Wellington 6140 
New Zealand

Submissions will be proactively released and only 
redacted or withheld on the grounds of privacy, 
commercial sensitivity, or any other reason under the 
Official Information Act. Those making a submission 
who consider that there is any part of it that should 
properly be withheld under the Act should clearly 
indicate this.

In addition to seeking written submissions, the 
Group intends to discuss the issues raised in this 
paper with key interested parties.

1
Introduction
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2
• What do you see as the main risks, challenges, and 

opportunities for the tax system over the medium- to long-term? 
Which of these are most important?

• How should the tax system change in response to the risks, 
challenges, and opportunities you have identified?

• How could tikanga Māori (in particular manaakitanga, 
whanaungatanga, and kaitiakitanga) help create a more future-
focussed tax system?

Predicting the future is inherently difficult. We 
want to make sure we are taking into account the 
most important changes and, with that in mind, 
we describe some below. We also want your 
ideas and welcome submissions on challenges 
and opportunities that we have missed. Future 
challenges and opportunities that we believe could 
affect New Zealand include:

• changing demographics, particularly the aging 
population and the fiscal pressures that will 
bring;

• te ao Māori and the role of the Māori economy 
in lifting New Zealand’s overall living standards; 

• the changing nature of work;

• technological change and the different business 
models that will bring;

• falling company tax rates around the world; 

• environmental challenges, including climate 
change and loss of ecosystem services and 
species;

• growing concern about inequality; and

• the impacts of globalisation and changes in its 
patterns.

Along with challenges there will be opportunities. 
Technology will undoubtedly provide new and 
low-cost ways of collecting tax information and tax 
revenue and monitoring compliance. Initiatives in the 
tax system could assist in achieving other, broader 
outcomes, such as improving fairness or responding 
to environmental concerns.

The future environment
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Changing demographics – 
the aging population and 
fiscal pressures
Like much of the developed world, New Zealand has 
an aging population. In He Tirohanga Mokopuna – 
the latest statement on New Zealand’s long-term 
fiscal position – the Treasury describes the fiscal 
consequences of an aging population as:3

• slower revenue growth from lower labour force 
participation, and

• increased expenses, largely due to higher 
spending on healthcare and New Zealand 
Superannuation.

It is also important to note other demographic 
changes. The ratio of people aged 65 and over 
as a proportion of people aged 15-64 is projected 
to more than double, from 23 percent in 2016 to 
50 percent in 2068.4 At the same time, projections 
suggest that Māori, Pacific and Asian populations 
will continue to have a much younger age structure 
than the total New Zealand population. These 
groups are not only younger; they are growing faster 
than the overall New Zealand population, and will 
play an increasingly important role in our economic 
future. However, if the educational, employment 
and income outcomes of Māori and Pacific groups 
remain behind the total population, this transition 
carries risk.

The Government’s fiscal objective for the tax 
system is to support a sustainable revenue base 
to fund government operating expenditure around 
its historical level of 30 percent of gross domestic 
product (GDP). If the Government is to continue 
providing healthcare and superannuation at 
current levels, then the level of taxation will need to 
increase, or spending on other transfers or publicly 
provided goods and services will need to fall. 

3 New Zealand Treasury, He Tirohanga Mokopuna: 2016 Statement on the Long-Term Fiscal Position. (Wellington, 
New Zealand: 2016) <http://www.treasury.govt.nz/government/longterm/fiscalposition/2016/he-tirohanga-mokopuna> 
[accessed 2 March 2018]. 

4 Population projections overview, Statistics New Zealand (2016) <http://archive.stats.govt.nz/browse_for_stats/population/
estimates_and_projections/projections-overview/nat-ethnic-pop-proj.aspx> [accessed 2 March 2018].

5 Primary expenses are government expenses excluding debt-finance costs. The primary balance is revenue excluding 
investment revenue less primary expenses. These projections represent a “what if” scenario. Note that the primary balance 
may not sum to components owing to rounding. 
Source: New Zealand Treasury, He Tirohanga Mokopuna: 2016 Statement on the Long-Term Fiscal Position, p.60. 

Table 1 illustrates the timing and magnitude of the 
issue.

Table 1: Projections for Government 
Expenditure and Revenue (per cent of GDP) 
based on a scenario of historical spending 
patterns5

2015 2030 2045

Primary expenses 28.4 31.1 33.8

Primary revenue 28.9 29.8 29.8

Primary balance 0.5 (1.2) (4.0)

Projections like those in Table 1 raise intergenerational 
equity issues if one generation considers it is 
required to make an unreasonable contribution 
to superannuation and health costs relative to 
the benefits it receives. The same occurs when 
governments operate continuously in deficit; today’s 
deficits need to be funded by tomorrow’s taxes.

The current tax system will face changes of its 
own due to the aging population, even if spending 
requirements do not increase. The tax mix will change. 
Taxes on capital income (for example, interest on 
term deposits, dividends, etc.) and consumption (for 
example, goods and services tax (GST)) may become 
relatively more important and taxes on labour income 
relatively less important as a source of future revenue, 
if the proportion of those earning capital income 
relative to labour income increases. Over time it is 
likely that a focus on capital income taxation will be 
increasingly important in ensuring that the tax system 
is as fair and efficient as possible.

The flexibility of the tax system is important for the 
future. At the same time certainty – the ability to 
signpost the desired direction of tax policy and avoid 
unexpected policy shocks – is also important.
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Te ao Māori and the future 
Māori economic development will 
be a key driver of improved living 
standards in Aotearoa New Zealand
Māori – as employees, owners, governors, managers 
or kaumātua – are the cornerstone of Māori economic 
development. 

Māori economic development can be characterised 
in two parts: ‘the Māori economy’ and ‘Māori in the 
economy’. ‘Māori in the economy’ refers to people 
identifying as Māori participating in the economy. This 
happens in many ways (for example, as taxpayers, 
business owners, entrepreneurs and consumers). 

The ‘Māori economy’ refers to a spectrum of business 
activities – from small and medium-sized enterprises 
(SMEs) directly lifting the living standards of 
individuals and whānau, to purpose-driven collective 
businesses and asset holding companies reinvesting 
in hapū and iwi. The Māori economy also includes 
capital stock that is specifically identified as Māori 
(e.g. Māori freehold land, Iwi assets and Māori 
businesses). 

The Māori economy is growing and there is potential 
for further growth. Between 2010 and 2017, the Māori 
asset base grew from an estimated $36.9 billion to 
approximately $50 billion.6,7 Māori also have a thriving 
entrepreneurial base. With approximately 8,500 Māori-
owned SMEs and a further 21,000 Māori classified as 
self-employed, Māori SMEs will continue to add to a 
growing asset base.8 

6 KPMG, He Kai Kei Aku Ringa: Māori Economy Investor Guide (Wellington: Ministry of Business, Innovation and 
Employment, 2017). <http://www.mbie.govt.nz/info-services/infrastructure-growth/maori-economic-development>  
[accessed 1 March 2018]. 

7 To understand the composition of the Māori asset base, refer to BERL’s 2010 estimate: Dr Ganesh Nana, Fiona Stoke  
and Wilma Molano, ‘The Asset Base, Income, Expenditure and GDP of the 2010 Māori Economy’, BERL (2011)  
<http://berl.co.nz/assets/Economic-Insights/Economic-Development/Maori-Economy/BERL-2011-The-Asset-Base-Income-
Expenditure-and-GDP-of-the-2010-Mori-Economy.pdf> [accessed 1 March 2018]. 

8 KPMG, He Kai Kei Aku Ringa: Māori Economy Investor Guide.
9 Statistics New Zealand, ‘Māori unemployment rate at nine-year low, but twice New Zealand rate’, Statistics New Zealand (2018) 

<https://stats.govt.nz/news/maori-unemployment-rate-at-nine-year-low-but-twice-new-zealand-rate> [accessed 2 March 2018].
10 Benefit Fact Sheets for the quarter to 31 December 2017, Ministry of Social Development (2017) <http://www.msd.govt.nz/

about-msd-and-our-work/publications-resources/statistics/benefit/index.html> [accessed 2 March 2018]. 
11 Note that 95% of people on the Social Housing Register already receive some form of housing support such as 

accommodation supplement from the Government. See: Housing Quarterly Report, Ministry of Social Development (2017) 
<https://www.msd.govt.nz/about-msd-and-our-work/publications-resources/statistics/housing/housing-quarterly-report.html> 
[accessed 1 March 2018].

12 Housing Quarterly Report, December 2017, Ministry of Social Development. 

The growth of the Māori economy can be 
characterised by a strong focus on intergenerational 
sustainability, diversification, and tikanga Māori. 
Values such as manaakitanga (the care of land and 
each other), whanaungatanga (wider kindship ties) 
and kaitiakitanga (guardianship and sustainability) 
drive business, investment and distribution decisions. 

While the promise of the Māori 
economy continues to grow, 
disparities persist between Māori and 
other New Zealanders 
The Māori unemployment rate of nine percent is 
double that of the national unemployment rate.9 In 
addition, over a quarter of working-age Māori adults 
and their whānau receive a benefit, whereas the 
national rate sits at approximately 10 percent.10 

These disparities also appear in the context of 
housing in Aotearoa New Zealand. Forty-four 
percent of people on the Social Housing Register11 
(that is, people assessed as being eligible for 
public housing) are Māori. Fifty-seven percent of 
emergency housing grants are required by Māori.12

We want to hear from Māori 
The Group is interested in hearing from Māori on a 
range of issues. 

All Māori individuals, companies and trusts under 
which Māori benefit are subject to the tax system, and 
Māori will have a number of cross-cutting interests in 
issues on the Group’s agenda. This includes issues 
like housing, capital gains tax (CGT), charities and 
land taxes covered elsewhere in this paper. 
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However, with changing demographics and the 
growing role of the Māori economy, we also 
encourage submissions on:

• Whether the Māori authority tax regime 
supports or hinders Māori economic and social 
development. 

• Whether there are parts of the current tax 
system that warrant review from the point of 
view of te ao Māori 

• How tikanga Māori might be able to help create 
a more future-focused tax system. 

The changing nature of work
The gig economy generally refers to workers who 
have less regularity in their sources of income, 
working hours and conditions, and often operate as 
independent contractors. 

Our pay-as-you-earn (PAYE) system currently 
provides a highly efficient way of collecting revenue, 
which is easy to comply with and has relatively low 
administration costs. However, if self-employment 
rates increase in the future, this could put pressure 
on the PAYE system and affect compliance rates. 
In particular, growth in the ‘gig economy’ may mean 
that changes need to be made to the way that 
independent contractors pay their tax to ensure 
that compliance remains high and that the cost of 
complying with tax for these workers is low. 

It is not just technological change that is driving the 
changing nature of work. Patterns of globalisation 
and the aging population (both discussed elsewhere) 
also intersect with the way we work and will require 
adjustments.

Labour adjustments are not always easy, particularly 
for people who are already experiencing economic 
hardship. While the gig economy can bring more 
flexibility for some workers, it can also increase 
economic insecurity for other New Zealanders, 
leading to an increased sense of precariousness 
and vulnerability. This emphasises the importance 
of accessible and effective social services, resilient 
families and whānau, and the wider need for the tax 
and transfer system to work effectively. 

13 Kevin Jenkins, ‘Platforms in Aotearoa: Our fast-growing sharing economy’, Policy Quarterly 14.1 (2018), 10-17.  
<https://www.victoria.ac.nz/__data/assets/pdf_file/0006/1347234/PQ14-1-Jenkins.pdf> [accessed 1 March 2018]. 

In addition, labour is becoming more internationally 
mobile. As a result it is likely that it will become more 
common for people to be working for short periods in 
New Zealand, and for New Zealanders to be working 
for short periods abroad. It is important that the tax 
system minimises double taxation while ensuring 
that double non-taxation does not occur.

Technological change and its 
impact on tax bases
The internet will continue to change the way that 
businesses operate. Tax systems have always had 
to evolve with evolutionary changes in business 
practices and technology. However, recent 
changes in technology, particularly with digital 
communications, are changing business practices 
and the way people earn income. 

The traditional company tax model was created 
in a very different economy. Services can now be 
supplied into New Zealand by businesses that do 
not have any physical presence here, which limits 
New Zealand’s ability to tax those businesses.

There is rapid growth in the sharing economy.13 The 
sharing economy generally refers to people using 
online platforms to share assets such as their house 
or car with third parties. It is now common for people 
to rent out their homes (or part of their homes) for 
short periods of time. As this becomes a larger part 
of the economy, the amount of income that might 
not be subject to third-party withholding or reporting 
regimes will increase. This raises the question of how 
to ensure that tax compliance overall remains high.

Technological advancements in transport may affect 
the traditional base of fuel excise duty as vehicles 
become more fuel efficient. Blockchain technologies 
and the use of cryptocurrencies may allow sizable 
transactions to be made without using traditional 
intermediaries. This could undermine third-party 
reporting and withholding of tax. Encryption hides 
the transaction and may remove information that can 
be used in audits.
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There are other, more speculative arguments that 
the future will bring great disruption to the returns to 
labour and capital. While technological advancement 
has historically resulted in both job destruction and 
creation, some commentators question whether the 
coming wave of technological change will actually 
create jobs. If material overall job destruction occurs, 
then the implications for society would be far wider 
than the implications on the tax system. However, we 
might expect the tax revenue from labour taxation to 
fall. It is possible that there will also be a permanently 
larger number of people who are persistently under-
employed, and this could put pressure on the transfer 
system (for example, transfer payments such as 
Working for Families tax credits and Jobseeker 
Support).

At the same time, if business costs reduce as a 
result of technological change, company taxes 
should raise additional revenue from greater profits 
to the extent that those companies remained 
in the New Zealand tax base. There is and will 
be uncertainty and disagreement about what 
direction New Zealand and the world are headed, 
but New Zealand must have a tax system flexible 
enough to gather revenue to fund government 
services and transfers. 

Opportunities for tax 
administration and policy 
from technological change
The shift to digital technology and greater 
globalisation has reshaped how businesses and 
individuals interact and connect, as well as their 
expectations of government. A modern, digital 
revenue system needs to serve the needs of all 
New Zealanders. Inland Revenue’s Business 
Transformation programme aims to help people get 
their tax and social policy payments right from the 
start, avoid errors, and give them a clearer view of 
what they have paid and what they owe during the 

14 This is done by companies attaching an imputation credit for the company tax paid when it pays dividends to domestic 
shareholders.

15 This statistic does not include the recent corporate tax rate cuts in the USA, from 35% to 21%.

year. This creates new opportunities to help people 
spend far less time and effort ensuring they have 
met their obligations and received their correct 
entitlements, as tax will be withheld correctly and 
assistance provided at the time it is needed. 

It is intended that in the future Business 
Transformation will provide opportunities to make 
wider tax system changes. As an example, one area 
that is likely to grow in importance is the treatment 
of data held by the tax administration as Inland 
Revenue looks to improve the value of information it 
holds and make greater use of it. 

Another example is the recently enacted Accounting 
Income Method for paying provisional tax. This has 
been an opportunity for the efficient administration of 
existing tax bases, created by the increased use of 
cloud accounting systems. The tax system must be 
able to seize these opportunities.

Company tax pressures
At 28%, New Zealand’s company tax rate is 
relatively high. For domestic shareholders, 
New Zealand’s imputation regime means that 
the final tax rate on investments in companies is 
normally taxed at the shareholder’s marginal tax 
rate.14 When factoring in imputation, New Zealand’s 
tax rate on domestic shareholders is the sixth lowest 
in the OECD. Foreign shareholders do not receive 
imputation credits and for them it is the company 
rate that is relevant. As at 2017 New Zealand’s 
company rate is the tenth highest in the OECD, 
with the unweighted OECD average being 24.9%. 
Figure 1 compares historic company tax rates for 
New Zealand, Australia and the OECD average.15 
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Figure 1: Historical trends in statutory company tax rates
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New Zealand has reduced its rate in recent years 
(in 2007 it was 33%), but other OECD countries 
have reduced their rates by a greater margin than 
New Zealand, resulting in New Zealand climbing up 
the OECD rankings of corporate tax rates. As noted 
in Chapter 7, Australia has a (temporarily) lower tax 
rate for smaller firms. 

It is in New Zealand’s best interests to set 
its corporate tax rate according to its own 
circumstances and constraints; it is not simply a 
matter of trying to have a tax rate that is lower than 
the rest of the world or our immediate neighbours. 

The top personal tax rate, and the rate for trusts, is 
33%. The 5% rate differential between the company 
and personal tax rates encourages what are referred 
to as tax sheltering arrangements. There is a risk 
of tax sheltering when the company tax rate is 
significantly lower than the top personal rate. By 
world standards, New Zealand has a relatively small 
gap between its company rate and its top personal 
rate but New Zealand has experienced significant 
tax sheltering in the past and has relied on a high 
degree of alignment with relatively few protections 
against this form of sheltering. Additional protections 

would need to be considered to support a larger 
difference between company and personal rates if 
such a difference comes about in the future.

New Zealand must be aware of the international 
environment and future governments should have 
the option of reducing the company tax rate if this is 
considered sensible without the possibility of greater 
personal tax sheltering being an overwhelming 
obstacle.

Environmental challenges
Climate change is having, and will continue to have, 
significant impacts on people, the environment, 
and the economy.  New Zealand has committed to 
reducing net emissions by 30 percent below 2005 
levels by 2030, and the Government has announced 
that it will develop a new emissions target for 
2050.  Due to the proportion of emissions that 
come from the agriculture sector, where emissions-
reduction options are limited, New Zealand may face 
higher costs than other countries to meet its targets.
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Using the tax system to ensure that consumers 
and producers face the costs of emissions and 
other environmental harm could be one way 
we can meet our international obligations and 
encourage innovative ways to reduce pollution. The 
Government has recently announced the creation 
of an independent Climate Change Commission. 
Although still being established, the Commission 
is expected to advise the Government on climate 
policy including changes to how we price carbon. 
The treatment of agricultural emissions, which are 
currently excluded from New Zealand’s Emissions 
Trading Scheme, has been flagged as an initial area 
of focus for the Commission.

Environmental challenges extend well beyond climate. 
New Zealand is a biodiversity hotspot, and the unique 
species and ecosystems make up the country’s 
natural capital. New Zealanders’ wellbeing is closely 
linked to the ecosystem services that natural capital 
provides. Indigenous biodiversity has rapidly declined 
and continues to be threatened, especially on private 
land. New Zealand now has one of the highest 
proportion of native species at risk, and in a review 
of 71 rare ecosystems in New Zealand 45 species 
were found to be threatened with extinction.16 It is 
possible for pricing and tax instruments to play a 
role in addressing these challenges. Government 
responses to such challenges have also included 
targeted regulations aimed at discouraging unwanted 
behaviours. As well as being valuable in its own 
right, the natural environment supports tourism – a 
significant part of New Zealand’s economy.

Concern about inequality
The New Zealand public, like the public in many 
countries, is concerned about inequality. The 
tax system can play a major role in combatting 
inequality both through taxing people with higher 
incomes at higher rates, and through redistribution 
and spending. It will be important that New Zealand’s 
tax system can play that role now and in the future. 

16 Ministry for the Environment and Statistics New Zealand, ‘Rare ecosystems’, Statistics New Zealand (2015)  
<http://archive.stats.govt.nz/browse_for_stats/environment/environmental-reporting-series/environmental-indicators/Home/
Biodiversity/rare-ecosystems.aspx> [accessed 2 March 2018].

Tax systems can be thought to affect inequality 
through three dimensions: the progressivity of taxes, 
the overall level of taxation, and the mix of taxes. As 
progressivity of taxes increases, and overall levels of 
taxation increase, inequality falls. The mix of taxes is 
important because some taxes are likely to be more 
or less progressive than other taxes.

Changing patterns of 
globalisation
Globalisation has allowed New Zealanders to 
engage internationally in an unprecedented way. 
The array of products and services available to 
New Zealanders and the opportunities to produce 
for a global market are greater than they have 
ever been. At the same time, changing patterns of 
production and employment can impose significant 
costs on local communities.

In the tax context, the shifting of economic activity 
that was previously located in New Zealand limits 
New Zealand’s ability to tax those firms under the 
traditional model for taxing cross-border investment. 

Looking to the future, it is an open question as to 
the direction of globalisation. Recent events (for 
example, “Brexit” – the majority vote in the UK 
referendum to leave the European Union) might 
suggest that in some countries globalisation may 
retreat. 

We must have a tax system that meets our revenue 
needs while not unduly restricting our ability to 
engage with the rest of the world.
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• What principles would you use to assess the performance of the 
tax system?

• How would you define ‘fairness’ in the context of the tax 
system? What would a fair tax system look like?

17 U.S. Supreme Court Case, Compania General de Tabacos de Filipinas v. Collector of Internal Revenue, 275 U.S. 87, Argued 
and Submitted Oct. 18, 1927; Decided Nov. 21, 1927.

What are taxes?
The primary objective of tax policy is to provide 
revenue for the government to fund the provision of 
public goods and services, and redistribution. Oliver 
Wendell Holmes put it more succinctly: “Taxes are 
what we pay for civilized society”.17 Increasingly 
there are other objectives for tax systems: for 
example, to influence behaviours, or encourage 
sustainability.

Public goods and services provided to its residents 
by the New Zealand Government include healthcare, 
education, policing, and defence. Transfers are 
payments to residents who might be on low 
incomes, or who live in hardship, or meet some 
other criteria like having young families. The 
Government raises the revenue for the public goods 
and services and transfer payments from a number 
of sources. Some services provided have a direct 
charge (for example, renting DOC hut space on 
tramping tracks). Some revenue is raised from 
imposing fines in order to discourage unwanted 
behaviour (for example, speeding fines). However, 
by far the largest source of revenue is taxation, 
which is a legal requirement imposed on individuals 

and entities (such as companies and trusts) to pay 
some amount of money to the government (without 
any direct connection with the supply of goods or 
services).

There are some things that a government is best 
placed to do. A justice system, parliamentary 
democracy, social support entitlements, public 
health, public education, roads, natural disaster 
relief, standard setting, regulation, national parks, 
protection of ecosystems and species conservation 
are all examples of expenditure that create a 
modern, compassionate, and prosperous society. 
These are goods and services where provision by 
the government can ensure that society is made 
better off. We may debate the extent of these 
examples, but few would doubt the need to provide 
them.

Taxes also fund a safety net that maintains a 
minimum standard of living. In this way, taxes could 
be seen as a payment for a kind of social insurance 
that mitigates the impact of unexpected economic 
shocks with the intention that everyone regardless of 
income can participate in society. 

3
Purposes and principles of a good 
tax system
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Figure 2: Tax as a proportion of GDP and GDP per capita (USD ) in OECD countries (2015)
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Few areas of public policy can contribute as much 
to New Zealand’s welfare as a well-performing 
tax system. Tax is half the story when considering 
the Government’s overall budget and roughly 
equivalent to one-third of New Zealand’s GDP. A 
well-performing tax system ensures that society 
can fund the things it cares about, while ensuring 
that households and businesses have appropriate 
incentives to work, save, innovate and invest. 

As illustrated in Figure 2, high-income countries 
have a variety of tax levels relative to GDP, and it 
is generally the lower-income countries that have 
the lowest tax-to-GDP ratios. This may be because 
as incomes increase, countries choose to spend a 
greater proportion of national income on transfer 
payments and publicly provided goods and services.

Taxes and wellbeing
The ultimate purpose of public policy is to 
improve the wellbeing and living standards 
of New Zealanders. Many factors affect 
New Zealanders’ living standards, and many of 
these factors have value beyond their contribution 
to material comfort. Aggregate national income, 

or GDP, is an important enabler of higher living 
standards – not least because of its direct 
connection to the tax base – but it is not designed 
to be a measure of wellbeing. 

To measure wellbeing comprehensively, income 
measures therefore need to be supplemented 
with measures of other factors, such as health, 
connectedness, security, rights and capabilities, 
inequality, and sustainability.

In recognition of the broad basis of wellbeing, the 
Treasury uses the Living Standards Framework 
to incorporate a more comprehensive range of 
factors, distributional perspectives, and dynamic 
considerations into its analysis. The Living 
Standards Framework identifies four capital stocks 
that are crucial to intergenerational wellbeing: 
financial and physical capital; human capital; social 
capital; and natural capital. 

The Treasury represents the ‘four capitals’ visually 
as flax strands. When woven together (raranga), the 
strands come together to produce a strong mat (kete). 
Wellbeing is best achieved, metaphorically, when the 
four capitals are all strong and supporting each other.



18Future of Tax  Submissions Background Paper

Source: The Treasury

Businesses, households, and the government 
combine the four capital stocks in various ways to 
generate fl ows of tangible and intangible goods 
and services that enhance wellbeing now and in 
the future. Intergenerational wellbeing depends 
on the sustainable growth and distribution of 
the four capitals, which together represent the 
comprehensive wealth of New Zealand.

The Living Standards Framework is evolving, and 
the Treasury will be doing further work to ensure it 
is in synergy with te ao Māori. While many concepts 
already refl ect a Māori worldview of te pae tawhiti (a 
long-term, intergenerational view), whanaungatanga 
(connectedness) and kaitiakitanga (guardianship), 
work continues to further refi ne and test this 
framework. 

Source: The Treasury
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The Framework is intended to be a flexible tool that 
can help identify dynamics and trade-offs across 
social, economic, and natural domains. 

These dynamics are complex, and our knowledge 
about them is incomplete. The Framework is 
intended to encourage analysis that pushes beyond 
the more easily measured (but narrow) financial 
dimensions, and to identify complementarity,  
substitutability, interactions and trade-offs between 
the different capital stocks. 

The Living Standards Framework has aspects 
in common with other, international frameworks 
developed overseas. New Zealand is a signatory to 
the Sustainable Development Goals – a collection of 
17 global goals set by the United Nations. The goals 
are more outcome-specific than the four capitals, but 
capture many of the same ideas.

The key benefit of applying the Living Standards 
Framework to policy analysis is therefore that it 
encourages a broad consideration of the wellbeing 
impacts of policy change. In this spirit, the Group 
encourages people reading and responding to 
this paper to explore and share their own views 
about how the design of the tax system affects the 
wellbeing of New Zealanders.

The established criteria that have been used in past 
tax reviews (both domestically and overseas) are 
also useful when considering the costs and benefits 
of various reforms. These criteria include:

• Efficiency: Taxes should be efficient and 
impose as little cost on society as possible. By 
this it is meant that taxes should be imposed 
in a way to maximise national welfare, by not 
creating biases between different investments 
or activities, unless there are sound reasons 
to believe that there are wider social costs that 
these taxes are addressing.

• Equity and fairness: The tax system should 
be fair. This involves both horizontal equity (fair 
treatment of those in similar circumstances) 
and vertical equity (fair treatment of those with 
differing abilities to pay tax). 

• Revenue integrity: The tax system should 
minimise opportunities for tax avoidance and 
arbitrage and provide a sustainable revenue 
base for the government.

• Fiscal adequacy: The government 
should raise sufficient revenue to meet its 
requirements.

• Compliance and administration costs: 
Taxpayers’ costs of complying with the 
tax system and the government’s costs of 
administering the tax system should be kept 
to a minimum. One important aspect of this is 
to provide as much certainty to taxpayers as 
possible as to what tax is due.

• Coherence: Individual reform options should 
make sense in the context of the entire tax 
system. While a particular measure may 
seem sensible when viewed in isolation, 
implementing the proposal may not be 
desirable given the tax system as a whole.

Coherence is really a means of satisfying the other 
objectives outlined above rather than being an 
end in itself. A coherent tax system is one that fits 
together. For example, it is common internationally 
for governments to decide that personal income 
should be taxed at a set of increasing marginal tax 
rates. For such a system to be coherent it is vital that 
the statutory tax rates on personal income “stick”. 
The tax system loses coherence if this progressive 
tax system can be circumvented by, for example, 
individuals sheltering income in trusts or companies. 
Similarly, the tax system loses coherence if there are 
arbitrary differences in the ways that different forms 
of savings or investment are taxed.

Distribution and equity
Taxation has a number of fairness implications. The 
taxes imposed on each person must be seen to be 
fair in light of the person’s income, consumption, 
wealth, or other measure in relation to other people 
subject to the tax. Fairness implications are usually 
referred to as ‘equity’ considerations in tax policy. 

What is fair to one person might not seem fair to 
another. To help frame this difficult discussion, tax 
policy has traditionally relied on the concepts of 
horizontal and vertical equity to guide reform.
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Horizontal equity is a principle whereby those in the 
same circumstances should pay the same amount in 
taxes. Vertical equity is a principle whereby those in 
better circumstances should pay higher amounts (and 
often higher proportions of income and/or assets) in 
line with their greater economic capacity to pay. As 
expressed through the political system, it is clear that 
New Zealand as a society accepts that a progressive 
tax system (where those on higher incomes pay 
higher proportions of tax) is a fair system.

The Group also understands that a key part of 
horizontal equity relates to the rules that apply to 
different structures. Some people have more than 
one option for structuring their business affairs, 
whereas others do not. For example, an employee 
will always have tax deducted at source by their 
employer through the PAYE system. A contractor 
doing broadly equivalent work may be able to conduct 
their business as either a sole-trader, a partner in 
partnership, through a company or through a trust. 
Such decisions can allow tax rate benefits as well as 
the ability to access work-related deductions. This has 
implications for horizontal equity.

It is also important to recognise that sometimes the 
principles of horizontal and vertical equity are, for 
various reasons, not adhered to. Inconsistencies in 
the system are referred to in Chapter 5. 

Another important aspect of fairness is procedural 
fairness. Taxpayers should have as much certainty 
of their tax situation as possible, and should be 
treated fairly by the tax department.

The adequacy of the personal tax system and 
its interaction with the transfer system is outside 
the scope of the Group’s review (the Terms of 
Reference note that this will be considered as part of 
a separate review of the welfare system). However, 
when looking at fairness as a concept, the Group 
considers that the amount of tax paid per person or 
group is only one side of the consideration. Because 
tax revenue is used to fund government services, 
looking at how the tax revenue is spent and on 
whom it is spent are also an important part of the 
fairness question. 

Therefore, when thinking about the distribution 
of taxes, equity and fairness, it is best to think of 
the tax and transfer system overall, rather than 
individual taxes in isolation. 

Efficiency and other impacts 
of tax
Tax funds expenditure that raises the living 
standards of New Zealanders, both collectively 
and individually. Without the revenue to fund that 
expenditure, the public goods that households and 
businesses enjoy would be absent. 

Tax policy generally focuses on how to raise 
that revenue in the fairest and most efficient way 
possible. Putting aside the ‘use’ of the revenue, 
transferring the equivalent of a third of GDP 
from individuals and entities in the economy to 
government may have (usually unwanted) other 
impacts. Tax policy concentrates on how to raise the 
revenue at the least cost to society.

The unwanted impacts are sometimes called the 
deadweight costs of taxation. These are costs 
imposed on society by people changing their 
behaviour in response to the tax. For example, if 
two different investments were taxed at different 
rates, the tax system would be inducing people to 
invest in the more lightly-taxed investment. This will 
mean that even when a lightly-taxed investment is 
making lower returns before tax, investors may still 
invest in it because its after-tax returns are higher. 
This is a cost because society will end up poorer as 
investment is directed toward investments with lower 
pre-tax returns, solely for tax reasons, rather than 
the most efficient investments. 

Another example is tax on income from labour. In the 
absence of taxation, the private returns from working 
would be higher. In such a situation, people might 
make different choices about how often they work 
and for how long, and at what sort of job. In short, 
labour taxation changes the relative reward to work 
and this can cause people to change their behaviour.

In the business context, a tax system will be least 
distortionary if it taxes economic income and 
provides deductions for the true cost of inputs in 
creating that income. This is because a tax on profits 
(i.e. after allowing deductions for costs) will generally 
lead to firms continuing to make similar businesses 
decisions with a tax that they would without the tax. 



21Future of Tax  Submissions Background Paper

As an example, consider a firm that can spend $9 to 
make $10 in revenue. If there is a 20% tax on profit 
then the firm will still have the incentive to make 
the investment as they will make a post-tax return 
of $0.80 (that is, 80% of the $1 profit). However, if 
instead the firm was not allowed to take deductions 
and there was a 20% tax on revenue, the firm will 
not make the investment because after tax they 
will make a $1 loss (they would be taxed $2 on the 
$10 revenue).

Other taxes that promote efficiency seek to ensure 
that consumers and producers face the social costs 
of their activities. These taxes try to approximate 
the social costs of an activity. A tax or price on traffic 
congestion is one example of this.

Tax incidence
One other important principle is that of tax incidence. 
This principle intersects both fairness and efficiency 
considerations. Tax incidence is about who 
ultimately bears the costs of a tax. A good example 
is excise tax. While firms that produce alcohol and 
tobacco are statutorily and administratively liable for 
excise tax, it is normally assumed that the incidence 
(that is, who actually bears the cost of the tax) is felt 
by consumers of these products.

Another example is a payroll tax. A payroll tax is 
paid by an employer, generally as a percentage 
of an employee’s wages. While the employer 
administratively pays the tax to the tax department, 
employees’ wages may be reduced by some or all 
of the tax. The result is that the employee pays the 
tax to the extent his or her wages are reduced. The 
incidence point is an important point because if we 
confuse statutory incidence with who really bears the 
cost of the tax, our intuitions may lead to erroneous 
conclusions on fairness. While it is hard to estimate 
actual incidence with precision, it is vital to keep in 
mind when thinking about tax changes.
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• New Zealand’s ‘broad-based, low-rate’ system, with few 
exemptions for GST and income tax, has been in place for over 
thirty years. Looking to the future, is it still the best approach for 
New Zealand? If not, what approach should replace it?

• Should there be a greater role in the tax system for taxes that 
intentionally modify behaviour? If so, which behaviours and/or 
what type of taxes?

• Should the tax system encourage saving for retirement as a 
goal in its own right? If so, what changes would you suggest to 
achieve this goal?

18 New Zealand’s total tax revenue as measured against GDP includes around 2 percentage points of local government 
revenue – most of which is rates on property.

19 One important difference between New Zealand and Australia is that New Zealand funds a universal pension scheme out of 
taxation, whereas Australia funds a near-universal superannuation scheme out of compulsory employer contributions (which 
are not counted as taxation). If the same effect were achieved instead by levying a tax on employers and the Government 
accumulating the funds, the Australian tax to GDP ratio would be considerably higher. 

This chapter compares New Zealand’s tax system 
to others in the OECD to provide an international 
perspective. International comparisons are always 
difficult because inevitably there are nuances that 
make like-with-like comparisons difficult. Nevertheless, 
comparisons can be useful to provide context for 
New Zealand. Other countries can and do have tax 
systems that vary materially from New Zealand’s own. 

How much does 
New Zealand tax?
In New Zealand, the central government spends an 
amount equivalent to about 30% of GDP on services 
and transfers, so it needs to raise about the same 

amount of revenue each year in order to maintain 
spending without increasing debt. Over time there 
has been some fluctuation in government revenue, 
with the current level slightly below the OECD 
average of tax revenue equivalent to 34% GDP, as 
illustrated in Figure 3. Note that these OECD figures 
include local government taxes (such as rates) for 
ease of comparison, but the Group is not considering 
any changes to local government taxation in 
New Zealand.18,19

4
The current New Zealand tax system
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Figure 3: Tax revenue as a percentage of GDP
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20 Social security contributions are compulsory payments to government that provide an entitlement to receive a future benefit. 
Payroll taxes are taxes paid by employers, employees or the self-employed, either as a proportion of payroll or as a fixed 
amount per person, and that do not provide entitlements to social benefits.

What does New Zealand tax?
In general terms, a tax base refers to the application 
of tax to a revenue stream or activity. The largest tax 
bases for central government in New Zealand are:

• Individual income (individual income tax)

• Company income (company income tax)

• General consumption (goods and services tax)

• Consumption of specific goods and services
(excise taxes imposed on sales of tobacco
products, alcoholic drinks, and motor fuels)

Broad base, low rate

New Zealand is generally described as having a 
“broad-based, low-rate” tax system. This refers to the 
tax base, and tax rate. A broad base means that few 
things are exempt from a particular tax. As shown in 
Figure 4, New Zealand gets approximately 90% of 
its tax revenue from three tax bases (excluding local 
government taxes) – individual income, company 
income, and general consumption. This is a more 
concentrated source of revenue than most OECD 
countries, which raise significant proportions of 
revenue from social security contributions and payroll 
taxes, as shown in Figure 5.20 
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Figure 4: New Zealand source of taxation revenue (2017)
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Figure 5: Source of taxation revenue 2015 – OECD countries
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One example of a broad-based tax in New Zealand is 
our GST, which has almost no exemptions. Similarly, 
our income tax has few exemptions (one notable gap 
is particular capital gains). In contrast, other countries’ 
tax systems often allow deductions for things like 
superannuation contributions, health care expenses, 
and mortgage interest on owner-occupied dwellings. 

Having a broad tax base allows New Zealand to 
raise substantial tax revenue with relatively low tax 
rates. Fewer exemptions also means a simpler tax 
system and less opportunity for tax avoidance. The 
top income tax rate in New Zealand is currently 33%, 
which is low for developed countries. Our GST rate 
of 15% is also low internationally.

21 For this analysis, family is defined as a one-earner married couple with two children and earnings at the average wage level, 
and calculations do not include consumption taxes.

22 In Figure 6, “core government services” is expenses relating to government departments not covered under other 
classifications, and “primary services” is expenditure relating to primary industries.

Unlike many other countries, New Zealand does 
not have a tax-free threshold on income earned 
by individuals, companies or trusts. Consequently, 
our income tax applies broadly – from the very first 
dollar of income. Although they often have a tax-free 
threshold, most other OECD countries have a payroll 
tax or social security tax that applies to the first dollar 
of wage income. When these are included, for 2016 
New Zealand has the lowest average effective tax rate 
in the OECD for families with children.21 

The Government spends in a variety of areas, as 
shown in Figure 6, but the three primary areas 
are social security and welfare (which includes NZ 
Superannuation), health, and education.22 

Figure 6: Core Government Expenses (Year ending 30 June 2017)
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Source: The Treasury
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Taxes and behaviour

Some tax systems aim to incentivise certain types of 
behaviour. There are two main justifications for using 
tax to modify behaviour.

The first justification is that an activity has social 
costs (and so is taxed at a higher rate), or has social 
benefits (and so is taxed at a lower rate or subsidised). 
These are taxes based on externalities and are 
sometimes called Pigouvian taxes. Environmental 
taxes often have these goals. Pigouvian taxes are 
consistent with a broad-based low-rate system.

The second justification is that an activity may be 
harmful or beneficial to an individual, and for some 
reason the individual may not be able or willing to 
act in their best interest. The tax therefore seeks 
to discourage the individual from partaking in the 
harmful behaviour. 

New Zealand does, in a few selected cases, 
deliberately incentivise or discourage particular 
behaviour (for example, tobacco and alcohol excise 
tax). Recently there have been calls for further 
exceptions – in particular for sugary drinks.

Tax and retirement savings

In New Zealand, personal income from capital (other 
than some non-taxed capital gains) is taxed at the 
same rate as income from labour under our income 
tax. Some commentators think that New Zealand 
should tax income from capital at a lower rate to 
encourage more saving, particularly for retirement. 
New Zealand’s lack of concessions for retirement 
savings is rare among OECD countries. However, 
the Government does provide material support to 
those in retirement through universal superannuation 
– expenditure on payments of New Zealand
Superannuation is expected to be $13.7 billion in the
2017/18 financial year – more than all other benefit
payments combined.

When thinking about retirement savings, there are 
three possible taxation points. These are: at the 
stage of contribution, when the contribution itself 
earns income, and when all savings (the contribution 
and the income earned on the contribution) are 

23 In other words, a TTE approach is consistent with the broad-base, low-rate framework.

withdrawn. In most OECD countries, contributions 
to retirement savings are made out of income that is 
not taxed. Investment earnings on retirement savings 
are also exempt, and it is not until the drawdown 
phase where withdrawals of capital and accumulated 
earnings are taxed. This approach is often described 
as EET – Exempt-Exempt-Taxed. At the same time, 
social security pensions are means-tested in many 
countries. This means that additional retirement 
savings directly reduce the cost of social security 
pensions to the government (because wealthy 
individuals do not qualify for a means-tested pension), 
which may partially explain why these countries 
provide tax concessions for retirement savings.

New Zealand takes a different approach to most 
other countries. Our comprehensive income tax is 
often described as TTE – Taxed-Taxed-Exempt. 
This means that contributions are made out of 
income that is taxed (usually an individual’s labour 
income), the income earned from the investment is 
taxed (regardless of whether it is earned before or 
during retirement), but amounts “withdrawn” from the 
investment are not taxed. This approach ensures that 
economic distortions to save in a retirement account 
instead of through other savings are minimised.23 
New Zealand is also unusual compared to other 
OECD countries in that New Zealand Superannuation 
is universal, so additional retirement savings do not 
reduce the amount of New Zealand Superannuation 
paid out. If New Zealand were to switch to a system 
where income earned on the investment was not 
taxed, the fiscal cost would be significant.

Along with the non-taxation of particular capital 
gains, there are other exceptions to New Zealand’s 
general tax neutrality across different types of 
savings – some small concessions for retirement 
savings have been introduced in recent years with 
the establishment of Portfolio Investment Entities 
(PIEs) and KiwiSaver, both in 2007.

KiwiSaver provides modest incentives to save 
for retirement, and the automatic enrolment of 
employees when they take up new jobs means that 
many people are ‘nudged’ into saving.
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• Does the tax system strike the right balance between
supporting the productive economy and the speculative
economy? If it does not, what would need to change to achieve
a better balance?

• Does the tax system do enough to minimise costs on business?

• Does the tax system do enough to maintain natural capital?

• Are there types of businesses benefiting from low effective tax
rates because of excessive deductions, timing of deductions or
non-taxation of certain types of income?

Individual income tax
The New Zealand tax system raises relatively 
high amounts of revenue considering its relatively 
low rates. The comparison of OECD countries 
in Figure 7 shows New Zealand collects the fifth 
highest proportion of taxes on personal income as 
measured against GDP, despite having the sixth 
lowest top statutory personal rate. This can be 
explained by New Zealand’s relatively low threshold 
for the top marginal personal tax rate ($70,000) 
compared to our average wage. This suggests that 
New Zealand’s broad-base low-rate system lives up 
to its name in collecting large amounts of revenue by 
taxing income earned by individuals broadly, but at 
relatively low rates.

It is important to note that the personal income taxes 
in the above chart do not include social security 
contributions or payroll taxes. While New Zealand 
does not have any of these, other OECD countries do.

5
The results of the current tax 
system
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Figure 7: Taxes on personal income as percentage of GDP (2015)
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24 ‘Financial Statements of the Government of New Zealand for the year ended 30 June 2017: Notes to the Financial 
Statements: Note 3’, The Treasury (Wellington: The Treasury, 2017) <http://www.treasury.govt.nz/government/
financialstatements/yearend/jun17/27.htm> [accessed 2 March 2018].

25 GDP data sourced from Statistics New Zealand.
26 Through the process of consolidation, some income tax revenue paid by entities owned by the Government is removed from 

total tax revenue calculations.
27 Based on Inland Revenue analysis.
28 Sub-central company taxes are included for ease of comparison. This statistic and Figure 8 do not include the reduction in 

the US corporate rate from 35% to 21%.

Company income tax
In the year ended 30 June 2017, the Government 
collected $12.6 billion in company tax.24 This 
represents 4.6% of GDP in 2017.25 In 2015, 
New Zealand’s collection of company tax was the 
highest in the OECD as measured as a proportion of 
GDP (as shown in Figure 8), but when New Zealand 
data is reported on a consolidated26 basis it is the 
fifth highest in the OECD.27 Once more this suggests 
a broad and robust tax base. It should be noted, 
however, that New Zealand’s company tax rate is 
higher than average. As at 2017 New Zealand has 
the tenth highest company rate of the 35 OECD 
countries.28

Because of New Zealand’s imputation system, there 
is only limited additional tax at the shareholder-level 
when dividends are paid out of income that has 
been taxed at the company level. This additional tax 
applies for taxpayers on the top marginal rate, and 
is the difference between the corporate rate and the 
taxpayer’s marginal tax rate. Many other countries 
have an additional layer of tax at the shareholder 
level for domestic shareholders with no credit for tax 
at the company level. Those additional shareholder-
level taxes are not taken into account in Figure 8 
but are taken into account in the taxes on personal 
income in Figure 7. When factoring in imputation, 
New Zealand’s tax rate on domestic shareholders is 
the sixth lowest in the OECD.
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Figure 8: Company income tax rates and revenues (2015)
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29 Long-term residential accommodation is also not subject to GST, but applying GST to rent would raise various practical and 
fairness issues.

The company tax rates in Figure 8 are statutory 
rates. If some sectors of the economy habitually 
pay lower effective rates, perhaps because they can 
apply excessive deductions, or benefit from timing 
regimes or some of their income is not taxed, it 
may be appropriate to consider whether those tax 
concessions are still relevant and fair. Conversely, 
some business expenses may not be deductible 
under existing rules and consideration should be 
given to whether this is appropriate. 

Goods and services tax
GST is a broad-based value-added tax on general 
consumption in New Zealand imposed at a single 
rate of 15 percent with very few exemptions. Having 
few exemptions and a single rate creates a relatively 
simple system. However, there are concerns that 
New Zealand’s GST is regressive in that lower-
income households tend to pay a larger proportion 
of their income in GST. 

New Zealand’s GST is among the most 
comprehensive in the world. To the extent there are 
exemptions, they pale in comparison to the multitude 
of exemptions and differential rates across the rest 
of the world. As shown in Figure 9, New Zealand 
collects the highest equivalent percentage of GDP 
through its GST in the OECD (based on 2015 
data), despite having one of the lower value-added 
tax rates across the OECD. This reflects a very 
broad GST base, but also a different treatment of 
government spending compared to other countries. 
If we were to calculate GST on government 
spending on the same basis as other countries, we 
would have the eleventh highest level of GST as 
measured against GDP.

Goods and services excluded from GST include 
financial services, and low-value imported goods.29
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Figure 9: Value-added taxes as a percentage of GDP (2015)
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Financial services are difficult to apply GST to 
because it is difficult to isolate and separate out the 
service provided by financial institutions from the 
savings component of a loan. Banks and financial 
institutions generally charge for the service they 
provide through a margin between the interest rate 
that they charge and the interest rate that they pay. In 
principle this charge for the service should be subject 
to GST, but it is difficult to accurately identify the 
amount of this margin on a transaction by transaction 
basis and therefore difficult to apply GST to it. 

Due to the growth of online shopping there is an 
increasing volume of imported goods on which 
GST is not collected. This is because the GST 
(and other duties) owing on these goods is below 
an administrative de minimis. The rationale for the 
de minimis is to achieve a balance between the 
administrative costs of collecting the GST at the 
border and the revenue collected, as well as to 
facilitate the clearance of goods at the border. The 
Group has been asked for advice on this by the 
Minister of Finance and has already provided that 
separately.

Recent developments suggest there may be cost-
effective options for collecting GST on low value 
imported goods. In particular, from 1 July 2018 
Australia will become the first country to require 
offshore suppliers that sell more than AU$75,000 per 
year of goods valued below AU$1000 to Australian 
consumers to register for and charge GST on 
these sales. This follows on from the fact that many 
countries, including New Zealand, have required 
offshore suppliers of digital services to domestic 
residents to register for and collect GST.   

Cash transfers and income 
tax paid
The following charts give indications of the level 
of redistribution given by New Zealand’s tax and 
transfer system. It is important to note that the 
income measure used for these charts does not 
include untaxed capital gains and some other 
important benefits associated with owner-occupied 
housing. As a result, it will understate the income of 
some households, in particular some higher income 
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Figure 10: Percentage of income tax and transfers across deciles

12%

22%

17%

10% 9%
7% 6% 6% 5% 6%

1% 2% 3%
5%

6%
8%

10%
12%

17%

35%

0%

5%

10%

15%

20%

25%

30%

35%

40%

1 2 3 4 5 6 7 8 9 10

Pe
rc

en
ta

ge
 o

f o
ve

ra
ll 

ta
x 

re
ce

iv
ed

 o
r p

ai
d

Deciles of equivalised disposable household income

Government transfers Income tax

Source: Bryan Perry, Ministry of Social Development, 2017. Data based on Household Economic Survey 2015

30 Figures 10 and 11 use equivalised household income, which means they need to be interpreted as comparisons of the 
consumption capabilities for those in the various deciles. Equivalised household income is intended to enable comparisons 
in the purchasing power between households with different sizes and characteristics, which reflects that larger households 
need more income to have the same purchasing power as smaller households. For example, a one person household with 
no children earning $13,000 of income is treated the same as a two person, two child household earning $28,100. As a 
result of using equivalised household income, the amount of income a household needs to earn to be in each income decile 
differs depending on the characteristics of the household. For a sense of scale, a two adult, two-child household earning 
less than $42,300 is in the bottom decile, while a household with the same characteristics earning between $71,400 and 
$82,100 is in decile 5 and one earning more than $175,400 is in the top decile.

31 Bryan Perry, Household incomes in New Zealand: Trends and indicators of inequality and hardship – 1982 to 2016 
(Wellington, New Zealand: Ministry of Social Development, 2017) <https://www.msd.govt.nz/documents/about-msd-and-
our-work/publications-resources/monitoring/household-income-report/2017/2017-incomes-report-wed-19-july-2017.pdf> 
[accessed 2 March 2018].

households. A related issue is that this is based on 
survey data, and surveys exclude extreme outliers, 
particularly those who have extremely high incomes 
or wealth. It should also be noted that the transfer 
measures used only include cash transfers and 
not other government spending that can reduce 
inequality such as education or health spending.

Higher-income households play an important role 
in funding the government. Figure 10 illustrates 
how the share of all income tax paid increases as 
household income increases over the deciles – with 
decile 1 being the 10% of households with the lowest 
incomes and decile 10 being the 10% with the highest 
household incomes.30 Households in the top income 

decile pay one third (35%) of all income tax collected 
while receiving 6% of all transfers (almost entirely from 
New Zealand Superannuation).31 Those in the bottom 
five income deciles collectively pay less than 20% of 
all income tax. 

Figure 11 shows the difference between income tax 
paid and government transfers for each household 
income decile. For the bottom four income deciles 
the amount households receive in transfers is 
greater than what they pay in income tax. The 
difference is greatest for decile 2 households, 
which is due to the high number of New Zealand 
Superannuation recipients in this group.
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Figure 11: Income tax less government cash transfers

-$30,000

-$20,000

-$10,000

$0

$10,000

$20,000

$30,000

$40,000

$50,000

$60,000

1 2 3 4 5 6 7 8 9 10

D
iff

er
en

ce
  i

n 
or

di
na

ry
 d

ol
la

rs

Deciles of equivalised disposable household income

Source: Bryan Perry, Ministry of Social Development, 2017. Data based on Household Economic Survey 2015

32 The ‘Gini’ score is a method of measuring income inequality by comparing the share of total income in a country held by 
each person in that country. A score of 100 represents maximum inequality where one person has all the income and a 
score of 0 represents full equality where everyone has the same income. It is important to note that the Gini score is only 
one way of measuring inequality, albeit a very common one. The data in Figure 12 is based on the age 18-65 population 
rather than the entire population.

33 Bryan Perry (2017). 

Income inequality refers to the uneven distribution 
of income among households. Income inequality is 
often used as a measure of fairness across society. 
Figure 12 shows the inequality-reducing impact 
of taxes and transfers by comparing the ‘Gini’ 
scores for households before and after taxes and 
transfers.32

Inequality is greater when considering household 
income after housing costs. Figure 13 shows that 
inequality after housing costs has been increasing 
over time. This reflects both that housing costs 
generally make up a greater proportion of household 
income for lower income households than for higher-
income households, and that housing costs have 
been growing faster than incomes.33

Looking at expenditure inequality is also a useful 
indicator. Income inequality is partly attributable 
to households having different incomes over their 
lifetime (generally relatively low when young, high 
when middle aged, and low when retired). The 
other limitations of income data are that it excludes 
capital gains and imputed rents, and will not 
account for income earned in entities owned by the 
household or individual (e.g. trusts, companies). 
Looking at expenditure inequality mitigates these 
problems. Expenditure data has less of a lifetime 
income problem as households will generally 
“smooth” their consumption to some extent and 
try to consume based on their expected lifetime 
income. If households or individuals have received 
substantial capital gains, or have income in entities, 
this will influence their expenditure, which will tend to 
increase with their greater income or wealth.
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Figure 12: Income inequality before and after taxes and transfers

15

20

25

30

35

40

45
19

85
19

86
19

87
19

88
19

89
19

90
19

91
19

92
19

93
19

94
19

95
19

96
19

97
19

98
19

99
20

00
20

01
20

02
20

03
20

04
20

05
20

06
20

07
20

08
20

09
20

10
20

11
20

12
20

13
20

14
20

15

G
in

i s
co

re
 x

 1
00

 (1
8-

65
 y

ea
rs

)

Year

Before taxes and transfers
(market income)
After taxes and transfers
(disposable income)

Source: Bryan Perry, Ministry of Social Development, 2017

Figure 13: Income inequality before and after housing costs
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Figure 14: Inequality of household spending 1984 to 2013: Expenditure
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At the same time, expenditure data has its own 
limitations. Survey data on expenditure systematically 
fails to match national aggregate data. The survey 
data tends to underestimate consumption, suggesting 
some under-reporting of expenditure by survey 
recipients.

Similar to income inequality, the expenditure 
inequality measure in Figure 14 shows increasing 
inequality from 1984 until the mid-1990s. However, 
unlike income inequality, expenditure inequality 
has decreased since the mid-1990s. Expenditure 
inequality is an aggregate concept and there can 
be important nuances that are not picked up in 
aggregate measures if the price of particular goods 
and services has changed over time.

Figure 15 shows that, compared with other OECD 
countries, New Zealand’s level of income inequality 
is above average and higher than Australia, although 
lower than the United Kingdom and United States.

New Zealand’s tax and transfer system provides a 
similar reduction in measured income inequality to 
Canada, but a smaller reduction than Australia or the 
OECD average, as shown in Figure 16. 

Other countries have chosen to have high tax and 
high transfer systems. The Scandinavian countries 
are good examples of these systems. Transfers tend 
not to be targeted, with the result that the fiscal cost 
requires substantial taxation. To date, New Zealand 
has used a more targeted approach. This reduces 
the fiscal cost of transfers, which allows lower 
taxes. This more targeted approach does result in 
high effective marginal tax rates on lower income-
households as benefits are withdrawn as earnings 
increase, and it limits the redistributive power of the 
system as a whole.
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Figure 15: Income inequality in OECD countries (2014/15)
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Figure 16: Reduction in the Gini coefficient on account of the tax and transfer system
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The Ministry of Social Development’s Household 
Incomes in New Zealand report summaries the 
inequality-reducing power of New Zealand’s tax and 
transfer system in the following way:34

• The inequality-reducing power of the tax and
transfer system on market income inequality
has steadily declined for New Zealand from
27% to 17% over the last three decades (using
the Gini).35

• The size of the impact reflects not only the
original level of household market income
inequality but also changes in policy settings
and in the number of people receiving a main
working-age benefit (the latter has declined
since the mid-1990s except for a brief rise
following the Global Financial Crisis).

• The inequality-reducing power of New Zealand’s
tax-benefit system is currently relatively low
compared with that for other OECD countries,
including those who (like New Zealand) have
lower unemployment rates (for example,
Germany, Norway, the UK and Australia). It is
below the OECD average.

This Group’s Terms of Reference exclude 
consideration of “the adequacy of the personal tax 
system and its interaction with the transfer system” 
and instead, the Government has indicated its 
intention to review the welfare system. The Tax 
Working Group will, however, be looking at the 
fairness of the tax system; an important part of the 
tax and transfer system.

34 Household incomes in New Zealand: trends in indicators of inequality and hardship 1982 to 2016, Ministry of Social 
Development <https://www.msd.govt.nz/about-msd-and-our-work/publications-resources/monitoring/household-incomes/
index.html> [accessed 2 March 2018].

35 This data is only for the 18-65 age group, whereas the data in Figure 16 is for the total population.
36 Household net worth statistics: Year ended 30 June 2015 (Statistics New Zealand, 2016) <http://archive.stats.govt.nz/~/

media/Statistics/Browse%20for%20stats/HouseholdNetWorthStatistics/HOTPYeJun15/hh-net-worth-stats-2015-tables.xlsx> 
[accessed 2 March 2018].

Wealth inequality
The central government taxes income and 
consumption, but not wealth. Wealth is distributed 
much less equally than income. Figure 17 illustrates 
the level of wealth inequality among households.

Part of the reason is that wealth tends to depend 
on age as people accumulate assets through their 
working lives. On average older people are wealthier 
than younger people, as shown by Figure 18. There 
is also likely to be substantial wealth inequality within 
each age group. Owner-occupied housing is also 
strongly associated with higher-wealth quintiles: 40% 
of owner-occupied housing (by value) is held by the 
20% of households with the highest net worth, while 
1% is held by the 20% of households with the lowest 
net worth.36

Excluding owner-occupied housing from the wealth 
statistics, illustrated in Figure 19, also shows that the 
vast majority of non owner-occupied housing wealth 
is held by the wealthiest quintile.
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Figure 17: Median household net worth by quintile (2015)

$8,000 $97,000 

$289,000 

$561,000 

$1,356,000 

$0

$200,000

$400,000

$600,000

$800,000

$1,000,000

$1,200,000

$1,400,000

$1,600,000

Quintile 1
Under $39,500

Quintile 2
$39,500 to
$183,699

Quintile 3
$183,700 to

$399,799

Quintile 4
$399,800 to

$814,799

Quintile 5
$814,800+

M
ed

ia
n 

ho
us

eh
ol

d 
ne

t w
or

th

Household net worth quintile
Source: Household net worth statistics, Statistics New Zealand

Figure 18: Median personal net worth by age group (2015)
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Figure 19: Net worth (excluding owner-occupied housing) held by each net worth quintile ($m)
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Figure 20: Average tax wedge faced in OECD countries (2016)
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Average tax wedge
Figure 20 shows the average tax wedge (average 
amount of tax paid on each dollar earned) once 
transfers are taken into account across OECD 
countries, but does not include value-added taxes 
like New Zealand’s GST. New Zealand has one of the 
lowest tax wedges across all OECD countries for both 
single workers and for married one-earner couples. 
This predominantly reflects that New Zealand does 
not have any social security or payroll taxes.

Tax on household savings
One policy concern that has been raised in 
New Zealand is the different tax treatments of 
different investments – in particular, the treatment 
of housing as compared with other investments. If 
our broad-based, low-rate system is working well, 
there should be only minor (or no) differences in 
the tax treatment of different forms of investment. 
One way to systematically look at whether the tax 
system is balanced and neutral toward saving in 
different forms is to look at marginal effective tax 
rates on household savings. Marginal effective tax 
rates measure the tax rate on real, pre-tax income 
for investments that earn the same rate of return and 
will depend on a number of assumptions that are 
open to question.37

The tax rates in Figure 21 below vary because of:

• the non-taxation of capital gains when some
assets are expected to earn capital gains;

• the difference between the company, PIE, and
personal rates;

• the different tax treatment of foreign shares
compared with domestic shares;

37 In this exercise it is assumed that the real risk-free return is 3%, inflation is 2%, and the statutory marginal tax rate is 33%.
38 The PIE, superannuation fund, company and foreign shares are all assumed to be holding interest-bearing deposits that 

earn this risk-free rate.
39 In the case of owner-occupied housing, equity has a positive tax rate (rather than 0%) because housing is subject to local 

property taxes (rates). In Figure 21, rates are assumed to be 0.34% of the market value of a property, based on Inland 
Revenue analysis.

40 The situation for foreign shares is more complicated as individual investors and trustees receive a $50,000 de minimis, 
whereby if the cost of the shares is less than or equal to $50,000, individuals must return the dividends as income instead of 
paying tax under the FIF rules. Individuals can use the ‘comparative value’ method if the cost is over $50,000 but the returns 
are lower than 5%. If the returns were 3%, individuals would pay tax on 3%. If the returns were -5%, individuals would pay 
no tax but would get no relief for losses. These more generous options are not available for PIEs that hold foreign shares.

• the levying of local government taxes on real
property; and

• the taxation of gains that are solely due to
inflation.

As nominal income is fully taxed (that is, income 
including the inflation component), a 33% tax on the 
nominal return (that is, the real return plus inflation) 
on savings in a bank account is actually a materially 
higher tax on the real return. As risk-free rates have 
declined around the world, the relevance of taxing 
nominal rather than only real returns has increased. 
Figure 21 assumes a 3% real risk-free rate.38 This 
is a low assumption relative to historical risk-free 
rates, but is high relative to current risk-free rates in 
New Zealand.

As shown in Figure 21, owner-occupied and rental 
housing is undertaxed relative to other assets.39 It 
is noted that the Terms of Reference for the Group 
specifically exclude any recommended changes to 
the tax treatment of owner-occupied housing. 

Foreign shares are relatively highly taxed under 
the foreign investment fund (FIF) rules and the fair 
dividend rate (FDR) system, whereby income is 
calculated at 5% of the opening value of the shares 
each income year. If real returns are only 3% (as 
assumed), this will overtax foreign shares.40

Under a broad-based, low-rate system, ideally the 
bars in Figure 21 would line up perfectly and there 
would be no difference in marginal effective tax rates 
between the types of investments. Relative to other 
countries, New Zealand’s marginal effective tax rates 
on savings are quite uniform, but there may be room 
for improvement to make our current system more 
consistent. Consistent treatment should improve 
both fairness and efficiency.
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Figure 21: Marginal effective tax rates on savings
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41 Sources: ‘The State of New Zealand’s Environment’, Ministry for the Environment (1997) <http://www.mfe.govt.nz/
publications/environmental-reporting/state-new-zealand%E2%80%99s-environment-1997-chapter-eight-state-our-2> 
[accessed 2 March 2018]. 
‘Land cover’, Statistics New Zealand (2015) <http://archive.stats.govt.nz/browse_for_stats/environment/environmental-
reporting-series/environmental-indicators/Home/Land/land-cover.aspx> [accessed 2 March 2018] 
‘New Zealand’s wetlands at risk’, Department of Conservation (2018) <http://www.doc.govt.nz/news/media-releases/2018/
new-zealands-wetlands-at-risk/> [accessed 2 March 2018].

42 Ministry for the Environment and Statistics New Zealand, Our fresh water 2017 (2017) <http://www.mfe.govt.nz/sites/
default/files/media/Environmental%20reporting/our-fresh-water-2017_1.pdf> [accessed 2 March 2018].

43 Bill Kaye-Blake, Chris Schilling, Chris Nixon and Killian Destremau, Water management in New Zealand (Wellington: NZIER, 
2017) <https://nzier.org.nz/static/media/filer_public/d2/ce/d2cef6fa-3b58-4f11-bb0b-7b2a684ac181/nzier_public_discussion_
paper_2014-01_-_water_management_in_nz.pdf> [accessed 2 March 2018].

44 OECD, OECD Environmental Performance Reviews: New Zealand 2017 (Paris: OECD Publishing, 2017) 
<http://dx.doi.org/10.1787/9789264268203-en> [accessed 2 March 2018].

The environment
New Zealand’s resource-based economy and the 
wellbeing of New Zealanders are heavily dependent 
on protecting our natural capital base. However, 
New Zealand’s natural capital is under pressure. 
Nearly 75% of native forests and 90% of native 
wetlands have been cleared, although protections 
have stemmed the loss of especially native forest.41 
In addition, 72% of native freshwater fish species 
are now threatened or at risk of extinction.42 Surface 
water use is under pressure in many parts of the 
country, including most South Island regions.43 

Nitrate levels have generally worsened at monitored 
water sites, although phosphorous levels have 
improved. New Zealand is one of few OECD 
countries where emissions of major air pollutants 
has increased in recent years – New Zealand had 
the second highest level of carbon emissions in the 
OECD per dollar of GDP in 2017.44 New Zealand 
has one of the largest and most comprehensive 
fishing quota systems in the world to maintain fish 
stocks. Nonetheless, 17% of fish stocks have been 
deemed to be overfished and 6% have collapsed.
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New Zealand imposes royalties on the extraction 
of natural resources. Royalties are used to ensure 
the public gets a fair share of the profits generated 
from the use of the country’s resources. Specifically, 
they often attempt to capture the “rent” – the profit 
generated by a miner over and above a reasonable 
economic return. Currently, New Zealand’s royalties 
are typically a percentage of either the revenue or 
profit generated by a miner. An alternative approach 
is a resource rent tax, which attempts to estimate the 
rent generated by a miner and directly apply a tax to 
that rent.

Charities
The not-for-profit sector plays an important role 
in New Zealand society and our economy.   It 
comprises over 114,000 organisations, with 28,000 
charities controlling assets of over $55 billion and 
generating gross revenue of $18 billion.45  Charity 
surpluses (including from business income) totalled 
$2 billion in 2016/2017 and are exempt from income 
tax.  Tax benefits attached to donations made to 
not-for-profits cost the Government $274 million in 
2016.46  This cost will continue to increase as the 
value of donations increases and technology makes 
it easier for donors to claim their tax credits.    

The not-for-profit sector is diverse and different tax 
treatments can apply to different groups within the 
sector.  It includes:

• tax charities – whose status generally results
in income tax exemption.  This category covers
organisations registered under the Charities Act
2005 (including businesses owned by charities)
and a small number of non-resident charities
approved as a tax charity by the Commissioner
of Inland Revenue;

• donee organisations – whose status gives
tax benefits to donors who make monetary
donations to them.  This category includes
charities and organisations with cultural,
philanthropic and benevolent purposes;

45 Based on publicly available data held by Inland Revenue, Statistics New Zealand and the Department of Internal Affairs.
46 Based on Inland Revenue aggregated tax return data.
47 Lisa Marriott, ‘Justice and the justice system: A comparison of tax evasion and welfare fraud in Australia and New Zealand’, 

Griffith Law Review, 22.2 (2013), 403-429.
48 Lisa Marriott, ‘The Construction of Crime: The Presumption of Blue-Collar Guilt and White-Collar Innocence’ Social Policy 

and Society, 16.2 (2017), 237-251.

• charitable organisations – organisations that
benefit from various concessions under the
fringe benefit tax (FBT) rules.  This category is
a subset of donee organisations; and

• other not-for-profit organisations –
organisations not otherwise covered above,
which do not have the purpose of making a
profit for a proprietor, member or shareholder.
They can access tax exemptions or other
administrative concessions provided for in both
the Income Tax Act and the GST Act.

Administration
A good tax system is one where the tax due is 
actually collected. New Zealanders should not 
be able to avoid paying tax through evasion or 
avoidance arrangements. This is an area where it is 
difficult to collect reliable data, for obvious reasons.

Whether penalties are consistent and appropriate is 
also relevant. Some research suggests that a higher 
proportion of people who commit welfare fraud are 
given prison sentences compared to tax evaders, for 
comparatively smaller offences.47 Furthermore, tax 
debts are more likely to be partially written-off than 
welfare debts.48 Given these differences, there is a 
question about whether the current administration of 
tax debt and tax evasion is fair.  

Finally, it is important that tax is not evaded through 
participation in the ‘informal’ sector – also referred to 
as the “grey” or “black” economy. These terms refer 
to activity that is generally unrecorded or operates 
outside of a set of regulatory or legal institutions. 
This might include people receiving payments 
“under the table”, and areas of the economy where 
regulatory institutions have not yet caught up to real 
activity.

The tax administration system needs to be able 
to ensure high levels of compliance with tax 
obligations, in all sectors. The current approach 
in New Zealand is to not require taxpayers to file 
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tax returns unless they have income where tax 
has not been deducted at the source. That lowers 
compliance costs for those who do not have this sort 
of income, but a system where more people have to 
file and actively declare they have no other income 
might increase compliance.

The administration of the tax system also has 
fairness implications. Tax that is not collected means 
that others must pay more. When there are disputes, 
these disputes should be conducted in a fair manner 
for all parties. 

Compliance and administration costs should be kept 
as low as possible while ensuring compliance with 
the law. The Inland Revenue Department collects 
$100 for every $0.85 spent on administering the 
tax system. That is around the middle of the OECD 
countries in terms of the costs of collection. 

However, international comparisons are difficult in 
this area because revenue authorities have different 
responsibilities (for example, Inland Revenue 
operates KiwiSaver but does not collect excise 
duties). Furthermore, a low cost of collection cannot 
necessarily be interpreted as a positive thing; it 
might be that the amount of audit activity should be 
increased, even if that would increase the cost of 
collection ratio.

The use of technology in the future may open 
opportunities to reduce compliance costs and increase 
compliance, through targeted and cost effective audit, 
and low-cost ways to assess and pay tax. 
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• What are the main inconsistencies in the current tax system?
Which of these inconsistencies are most important to address?

• Is there a case to consider the introduction of any new taxes
that are not currently levied? Should any taxes be reduced if
new taxes are introduced?

49 ‘Regulatory Impact Statement: Abolition of gift duty’, Inland Revenue Tax Policy (Wellington: Inland Revenue 2010) 
<http://taxpolicy.ird.govt.nz/publications/2010-ris-gift-duty/overview> [accessed 2 March 2018].

Other taxes
One question is whether there are any taxes that 
New Zealand is not currently levying that it should 
be. Under our system as it is today, New Zealand 
has limited recourse to other tax bases. 

In previous reforms, New Zealand has eliminated:

• Excess retention tax (for undistributed company
profits)

• Sales taxes (replaced with GST in 1986)

• Land tax

• Estate duty

• Gift duty

• Stamp duty

• Cheque duty

In addition to removing the taxes above, 
New Zealand has not (in recent times) had many 
of the other small taxes that other countries have. 
If technological or other developments make taxing 
income or consumption difficult, New Zealand may 
have to find other tax bases.

Taxes that other countries use include stamp duties 
on land and financial transaction taxes, including 
taxes on currency transactions (sometimes called 
Tobin taxes). Stamp duties apply to tax some 
percentage of the value of a transaction (usually 
land, but also sometimes securities transactions). 
New Zealand has not had any material transaction 
or turnover taxes in recent times. 

The possibility of additional taxes on the financial 
sector is sometimes raised. These take the form of 
either financial transaction taxes (mentioned above), 
or financial activities taxes.

Inheritance tax is outside of the scope of the Terms 
of Reference for the Group. Without an inheritance 
tax, it becomes less feasible to implement gift duty. 
This is because gift duty without an inheritance tax 
would likely discourage people from providing large 
gifts until inheritance and as a result, a gift duty 
would likely not raise much revenue. In the 2009/10 
tax year (immediately before gift duty was repealed), 
New Zealand collected just $1.62m in gift duty 
revenue.49

6
Thinking outside the current system
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Wealth taxes generally tax the “net wealth” – 
assets minus liabilities – of taxpayers each year. 
Internationally, wealth taxes are far less popular 
in practice than they used to be. Only five major 
countries imposed wealth taxes in 2017 (Argentina, 
France, Norway, Spain and Switzerland) compared 
to twelve countries in 1990, and many of those that 
do still have wealth taxes are making steps towards 
removing them.50 With growing recent concern 
about income and wealth inequality, there has been 
a renewed interest in wealth taxes internationally 
despite the falling use of them in practice.

Other countries also use payroll and social security 
taxes. Payroll taxes are taxes paid by employers, 
employees or the self-employed, either as a 
proportion of payroll or as a fixed amount per person. 
They are similar to social security taxes but they do 
not provide entitlements to social benefits, whereas 
social security taxes do. While they are legally and 
administratively paid by employers, they are generally 
assumed to be borne by workers whose wages are 
likely to be lower by the amount of the tax.

International tax
The New Zealand tax system operates on a broad 
principle of taxing all income that has a source in 
New Zealand, as well as taxing all income earned 
by New Zealand residents, regardless of where that 
income is earned. This is known as “source taxation” 
and “residence taxation” respectively.

The taxation of non-residents raises significant 
amounts of revenue. In the 2016 income year, non-
resident controlled companies in New Zealand paid 
nearly $4 billion of company income tax, which is 
around 36% of the total corporate tax take.51 This 
figure does not take into account tax attributable to 
non-resident ownership of companies in New Zealand 
that are controlled domestically. In the year to 30 June 
2017 non-residents also paid $599 million by way of 
non-resident withholding tax.52 The question of who 
bears the cost of these taxes is particularly important. 
While these taxes are paid by companies, some 

50 OECD, The Role and Design of Net Wealth Taxes in the OECD (Paris: OECD Publishing, 2018) <http://dx.doi.
org/10.1787/9789264290303-en> [available15 March 2018].

51 Based on Inland Revenue aggregated tax return data.
52 ‘Financial Statements of the Government of New Zealand for the year ended 30 June 2017: Notes to the Financial 

Statements: Note 3’, The Treasury (Wellington: The Treasury, 2017) <http://www.treasury.govt.nz/government/
financialstatements/yearend/jun17/27.htm> [accessed 2 March 2018].

argue that the cost is at least partly – and perhaps 
mainly – borne by domestic residents through higher 
prices and lower wages.

Base erosion and profit 
shifting (BEPS)
The issue of some multinational corporations 
paying little or no tax anywhere in the world by way 
of exploiting inconsistencies and mismatches in 
countries’ domestic tax rules – a practice known 
as BEPS – is an issue that has received significant 
comment and concern worldwide. In response to 
this global concern, the OECD developed a 15-point 
Action Plan, which was finalised at the end of 
2015, recommending a combination of domestic 
reforms, tax treaty changes, and transparency and 
administrative measures that would allow countries 
to strengthen their laws in a consistent manner and 
work together in combatting BEPS. 

New Zealand is currently in the process of 
implementing new measures that will strengthen the 
existing rules for taxing income from investment into 
New Zealand. These new measures are contained 
in the Taxation (Neutralising Base Erosion and Profit 
Shifting) Bill, which was introduced into Parliament 
on 6 December 2017. The Terms of Reference 
for the Group state that the technical aspects of 
New Zealand’s BEPS agenda are not our focus. 

The digital economy
The BEPS Action Plan is largely focussed on steps 
needed to repair and reinforce existing international 
tax norms. One of these norms is the principle that 
income should generally be taxed in the place where 
the activities or assets giving rise to that value occur 
or are located. Applying this principle, non-residents 
who sell goods or services to residents without 
having any physical presence in the resident country 
are not generally subject to income tax. 



45Future of Tax  Submissions Background Paper

“The digital economy” is a phrase often used to refer 
to internet-based platforms that can serve customers 
anywhere. Others prefer the term “digitising economy” 
to reflect the fact that there is not a separate digital 
sector of the economy and that more and more 
activity in all areas of business is moving online. 

Although the taxation of the digital economy was 
considered in the development of the BEPS Action 
Plan, there was no consensus for change and so 
the Action Plan recommended that further work be 
conducted on how to address the tax challenges 
posed by the digital economy. 

Since the release of the Action Plan, concern about 
the application of the current international tax 
framework to the digital economy has increased. 
Internet-based companies can trade with customers 
over the internet without having the physical 
presence (a permanent establishment) in the 
customer’s country necessary for income tax to be 
charged under the existing framework. This allows 
them to derive significant income from a country 
without being liable for income tax there. In addition, 
the internet-based company may derive some of its 
value from data or content provided by consumers in 
a country, but this value is also not currently able to 
be taxed by that country. Media reports have noted 
that many of these companies have also managed 
to minimise residence-based taxation (that is, tax in 
the company owners’ countries of residence).

This issue is becoming increasingly important with 
the rapid growth of the digital economy. In 2015, 
the total consumer online shopping market in 
New Zealand was estimated by Nielsen to be $4.7 
billion.53 Of that, approximately $2.1 billion was 
spent on purchases from offshore – a growth rate of 
approximately 13% on the previous year. There is 
also a significant business-to-business e-commerce 
market.

There is general agreement about the need for a 
long-term solution for the taxation of income arising 
in the digital economy. Some countries have also 
called for an equalisation tax as an interim measure.  

53 Nielsen, New Zealand E-Commerce Report 2016 (Nielsen New Zealand, 2016) <http://www.shopnielsen.com/all/what-
makes-kiwis-click-new-zealand-e-commerce-report-2016> [accessed 2 March 2018].

54 The levy revenue to HPA was $11.8m in the year ended 30 June 2017. Source: ‘Health Promotion Agency Annual Report for 
the year ended 30 June 2017’, Health Promotion Agency (2017) p. 54, <https://www.hpa.org.nz/sites/default/files/HPA%20
Annual%20Report%202017_web.pdf> [accessed 2 March 2018].

An equalisation tax is a flat tax on gross payments 
by a country’s own residents to non-resident internet 
companies that are not subject to income tax in the 
payer’s country. For example, an equalisation tax 
of 5% would require an offshore internet company 
to pay $5 of tax for every $100 it received from 
New Zealand customers for certain transactions 
(with no deduction for expenses). Important 
questions to consider are who is likely to bear the 
cost of these taxes – domestic residents or foreign 
companies, and the potential impact of such taxes 
on New Zealand companies trading offshore.

The OECD is considering the issue and will provide 
a draft report to the G20 in April 2018. However, 
there is still significant disagreement internationally 
over whether such equalisation taxes are desirable, 
and to what they should apply. 

Hypothecating tax revenue
Under the current public finance system, 
New Zealand seldom dedicates particular tax 
revenues to particular spending objectives 
(sometimes called “hypothecation”). There are 
exceptions. The Health Promotion Agency (HPA) 
levy funds the HPA (along with additional funding 
from the Government). This is a small levy on 
produced and imported alcohol (separate and 
additional to excise tax).54 ACC levies may be 
regarded in some ways as a “hypothecated” tax, as 
the levy directly funds ACC payments.

Hypothecation can ensure that the public understand 
and support the need for the tax (if they understand 
and support the need for the spending it funds). 
But there are some downsides to hypothecation. 
The government spending may be justified 
regardless of how much money is raised by the tax 
– hypothecation might limit worthy spending in the
area if the tax revenue falls short. At the same time
the level of spending in other areas might be more
worthy than the hypothecated area – hypothecation
might limit worthy spending in other areas if the tax
can only fund spending in one particular area.
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• How, and to what extent, does the tax system affect housing
affordability for owners and renters? Is there a case to change the
tax system to promote greater housing affordability? If so, what
changes would you recommend?

• Should New Zealand introduce a capital gains tax (that excludes
the family home)? If so, what features should it have?

• Should New Zealand introduce a land tax (that excludes the land
under the family home)? If so, what features should it have?

• What are the main opportunities for effective environmental
taxation?

• Should the tax system do more to support small businesses? In
particular, is there a case for a progressive company tax?

• Should the tax system exclude some goods and services from
GST? If so, what should be excluded? What else should be taxed
to make up for the lost revenue?

In its Terms of Reference, the Government asked 
the Group to look at some specific areas:

• whether a system of taxing capital gains or land
(not applying to the family home or the land
under it), or other housing tax measures, would
improve the tax system;

• whether a progressive company tax (with a lower
rate for small companies) would improve the tax
system and the business environment; and

• what role the taxation system can play in
delivering positive environmental and ecological
outcomes, especially over the longer term.

The Group will also consider whether New Zealand 
should remove GST from any particular goods.

This chapter sets out some information on these 
areas but first discusses housing affordability, on the 
basis that it has been argued that our current tax rules 
(and in particular the lack of tax on rental property 
gains) may have contributed to unaffordable housing.

7
Specific challenges
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Housing affordability
House prices are high relative to costs of living, 
income, and rents in many parts of New Zealand. 
They are particularly high in growing cities such as 
Auckland, Hamilton, Tauranga and Queenstown. 
The ‘median multiple’ (the median house price 
to median income ratio) is commonly used to 
measure housing affordability, with ratios above 3 
representing unaffordable housing markets. In 2017, 
median multiples stood at 8.8 in Auckland, 5.5 in 
Wellington and 5.4 in Christchurch, with the highest 
being 8.9 in Tauranga.55

Increases in house prices could be a possible cause 
of the observed increase in wealth inequality in 
developed economies. In New Zealand, although 
there has been little sustained change in household 
income equality before housing costs over the past 
decade, household incomes after housing costs 
have become much more dispersed, with greater 
inequality since the mid-2000s.56 High house prices 
and rents also lead to increases in overcrowding and 
homelessness, and impose heavy costs on society. 

There are many causes of housing unaffordability, 
which have been documented in previous reports and 
reviews.57 Of particular interest to us, however, is the 
impact of the tax system on the housing market.

Rental property investments are taxed on the 
‘net rental income stream’ (that is, rent received 
minus expenses such as rates, insurance and 
maintenance) but any capital gains (including both 
the inflation component and any real increases in 
value) on the rental property are normally untaxed. 
Rates paid to local authorities are also due on both 
rental and owner-occupied housing. 

Any capital gains on non-owner-occupied properties 
that are bought and sold within two years are 
currently taxable under the bright-line test.58 

55 ‘14th Annual Demographia International Housing Affordability Survey: 2018’, Demographia (2018) <http://www.demographia.
com/dhi.pdf> [accessed 2 March 2018].

56 Perry (2017).
57 See, for example, the New Zealand Productivity Commission’s 2011 report on Housing Affordability: <https://www.

productivity.govt.nz/inquiry-content/1509?stage=2> [accessed 2 March 2018].
58 The Government has introduced legislation to increase the bright-line period to five years.

Land affected by changes to zoning, consents, or 
other specified changes may be taxed on sale, if the 
sale is within 10 years of acquisition, and at least 
20% of the gain on disposal arises from the change 
(subject to an exclusion for residential land). If at 
least 20% of the gain is attributable to the change, 
the whole gain on sale is taxable. However, the 
taxable amount is reduced by 10% for each year the 
taxpayer has owned the land.

Land disposals may be taxed if an undertaking or 
scheme involving more than minor development or 
division was commenced within 10 years of the land 
being acquired. Land disposals may also be taxed 
if none of the other land provisions apply, and there 
has been an undertaking or scheme of division or 
development involving significant expenditure on 
specified works (subject to a number of exclusions).

In addition, if someone is a dealer in property, or it 
is their purpose or intention to sell the property for 
a profit, their gains are taxed as ordinary income. 
Enforcement of these rules can be difficult, given the 
fact-specific and subjective nature of the tests.

Taking all of this into account, real property held for 
more than two years (soon to be five) is undertaxed 
relative to other investments when there are capital 
gains. The Government has signalled its intention 
to extend the existing bright-line test from two years 
to five years and introduce a policy of ‘loss ring-
fencing’. These measures are still being finalised 
but are intended to make the tax system fairer. The 
Government intends these measures to improve 
housing affordability for purchasers and reduce 
demand from speculators. Under a loss ring-fencing 
policy, a property investor will no longer be able to 
use tax losses on rental properties to offset their tax 
on other income. 
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Capital gains tax
A capital gains tax taxes the increase in the value 
of a capital asset like property or company shares. 
While New Zealand does not have a general CGT it 
does tax certain categories of capital gains. These 
include certain land transactions described above, 
shares that are regularly bought and sold, and 
gains on financial instruments. Gains on the sale of 
owner-occupied residential property and long-term 
investments in rental properties are not taxed. Gains 
attributed to farmland are not taxed when farms 
are sold, nor is the increase in value of a business 
when sold, nor are gains on most shares. The latter 
includes shares held as investments as well as 
shares in private companies.

The costs and benefits of capital gains taxes have 
been discussed at length in previous tax reviews (for 
example, the 2010 Victoria University Tax Working 
Group)59. 

Capital assets are owned disproportionately by higher 
income households and so introducing a capital gains 
tax would make the tax system more progressive. A 
capital gains tax would allow for more government 
spending, or cutting of other taxes. Not having a 
CGT favours investment in assets that are expected 
to appreciate over assets that earn taxable income. 
These favoured assets are primarily land and shares.

A CGT that is due on “realisation” (when an asset 
is sold) raises some practical issues. It can create 
a degree of “lock-in”, whereby a taxpayer defers 
selling an asset to defer the tax. There is also 
potential for double taxation of shares if income is 
taxed at the company level and increases the share 
price, and the share price gain is also taxed.

Another significant issue is the treatment of capital 
losses. Most countries limit capital losses to be 
offset only against capital gains. This is generally to 
prevent revenue loss from taxpayers accelerating 
their capital losses and deferring their capital gains. 
However, it may be viewed as unfair if a person with 
a real capital loss is not allowed to deduct it.

59 Page 49: <https://www.victoria.ac.nz/sacl/centres-and-institutes/cagtr/pdf/tax-report-website.pdf>
60 Pages 50-51.

More technical questions on a CGT are attached as 
an appendix to this paper and we invite submissions 
on these. We note that the Terms of Reference 
specifically exclude any changes to owner-occupied 
housing and the land underneath it, so any 
consideration of CGT will proceed on that basis.

One other issue we encourage submitters to engage 
with is the possible impacts a CGT could have on 
Māori assets. We are also interested in suggestions 
from Māori on an appropriate framework to use 
when exploring the impacts of a CGT on Māori. 

Land tax
A land tax imposes an annual tax liability on 
landowners, calculated by reference to the value 
of land owned by them. A land tax was considered 
in some detail by the 2010 Victoria University Tax 
Working Group.60 

A universal land tax is efficient because land is in 
fixed supply. In other words, no more or less land 
can be created or directed to particular uses, so long 
as the tax applies to all land. This conclusion needs 
to be softened if the land tax excludes some forms 
of land (as the Terms of Reference to the 2018 Tax 
Working Group do with respect to owner-occupied 
land). Because of that exclusion a land tax would 
introduce a preference in favour of land used for 
owner-occupied housing over other uses (including 
rental housing unless land used for rental housing 
were also exempt).

A land tax is generally regarded as having low 
administration and compliance costs given the 
existence of local authority land valuation systems 
for imposing rates.

A land tax taxes one asset type and accordingly 
impacts those people and organisations holding 
their capital in that form. Annual payment of land tax 
raises cash flow issues for some landowners with 
lower income levels.
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As with the capital gains tax discussion, the Tax 
Working Group encourages submissions on what 
the appropriate treatment of Māori land might be 
when it is a taonga asset. 

Again we note that the current Terms of Reference 
exclude any changes to the taxation of the family 
home, and so the Group will consider a land tax on 
that basis. 

Progressive company tax
New Zealand’s company tax rate is 28% with no 
lower tax rates for smaller firms. The Terms of 
Reference direct the Group to examine the impact 
of a lower tax rate for small companies. This would 
provide more support for smaller firms.

Some other countries do provide lower tax rates for 
small firms. Currently, Australia has a small business 
company tax rate that is lower than the usual 
company rate. For the 2017-18 income year, the 
small business company tax rate is 27.5%, applying 
to businesses with revenue less than $25 million. 
The usual company tax rate is 30%, although the 
Australian Government has announced that it 
intends to lower the usual company rate so that 
eventually the rates are the same.

We would be interested in views on how such 
a differential tax regime might interact with our 
imputation system (and any proposed CGT on 
the sale of private company shares) and what 
consequential changes would be needed to 
counteract tax sheltering arrangements (where 
income is moved from higher rate activities into 
lower rate private companies). 

The tax system and positive 
environmental outcomes
Environmental taxes are charges levied on tax 
bases that have a proven, specific negative impact 
on the environment. They include both charges on 
pollution (for example, a landfill waste levy) and 
charges on resource use (for example, a water

61 OECD, Working Party No. 2 on Tax Policy Analysis and Tax Statistics – OECD Tax Policy Developments (2016) CTPA/CFA/
WP2(2016)1.

consumption charge when the supply of clean water 
is limited). They sit alongside regulation, incentive 
programmes and trading schemes (such as our 
emissions trading scheme) as policy options for 
government to address environmental challenges. 

New Zealand collects relatively little revenue from 
environmental taxes as a percentage of GDP 
compared to other OECD countries, as shown 
in Figure 22. Environmental taxes amount to 
approximately 4.2% of total tax revenue, which is 
equivalent to 1.3% of GDP. Environmental taxes that 
generate more revenue are not necessarily better 
taxes. The OECD notes that many environmental 
taxes in OECD countries are poorly designed and 
targeted.61 The definition of “environmental” is 
also broad: as an example, in some cases the tax 
revenue on petrol excise taxes is ring-fenced to be 
used to build roads. Nevertheless petrol taxes are 
included in the list of environmental taxes because 
they are environmentally related.

Environmental taxes can be a powerful tool to 
efficiently reduce pollution and encourage better 
use of natural resources. Other tools to achieve 
these outcomes include government regulation 
(fines and penalties under industry specific regimes) 
and limiting supply through quota systems. If 
an environmental tax is set to reflect the cost of 
pollution to society (that is, the externality), the price 
of the activity will increase to reflect its true cost. 
This encourages polluters to do less of the polluting 
activity and to switch to lower polluting alternatives. 
It also creates incentives for producers to find 
innovative ways of lowering pollution.

New Zealand offers some tax incentives to promote 
activities that align with environmental objectives. 
However, tax incentives can have disadvantages 
relative to the levying of an environmental tax. They 
can involve ‘picking winners’, which may prejudice 
other good alternatives. They are also fiscally costly.
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Figure 22: Environmental tax revenue across OECD and other countries (2013)
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Existing tax incentives include accelerated 
deductions of forestry capital costs (for example, 
planting or tending costs), accelerated deductions 
for some types of environmental expenditures, and 
the exemption of electric vehicles (EVs) from road 
user charges until EVs make up 2% of the national 
fleet. 

There is also the question of whether there are 
areas of our income tax system that unintentionally 
favour environmentally-damaging activities. For 
example, FBT is not charged on (“on-premises”) 
employer-provided car parks. This will tend to 
encourage employers to provide car parking space 
instead of other compensation that would be taxed.

GST exemptions for 
particular goods
Successive governments have maintained (and 
even widened) the broad base of New Zealand’s 
GST rather than trying to increase progressivity by 
introducing lower rates on goods and services that 
low-income people disproportionately consume. 
However, removing GST from some goods and 
services is often discussed in public debate as a 
way to ensure that people can afford more of these 
goods and services. 
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Capital gains tax (CGT): A tax on the increase in the 
capital value of an asset.

Capital income: Income that is a return on invested 
capital (that is, income from owning something rather 
than from personal effort) such as interest, dividends, 
rental income and the return on capital invested in a 
business.

Deadweight cost: A technical name for the efficiency 
cost of taxation.

Deduction: An amount subtracted from taxable 
income as an allowable expense

Effective tax rate: The rate at which real, pre-tax 
profits or income is taxed

Efficiency	cost	of	taxation: Cost to society due 
to individuals, households, and firms making 
consumption and production choices in order to pay 
less tax, in the case where the tax is not intended 
to change behaviour deliberately (i.e. is not a 
Pigouvian tax).

Estate duty: A tax on a person’s assets at the date of 
their death.

Environmental tax: A charge levied on a tax base 
that has a proven, specific, negative impact on the 
environment. 

Excise tax: A tax on the sale of a specific good. 
Excise taxes are indirect taxes, which means that the 
tax is levied on the producer of the good rather than 
the consumer, and the amount of the tax is generally 
included in the price charged for the good.

Externalities: A consequence of an economic activity 
or transaction experienced by unrelated third parties

Fair dividend rate: Method of taxing foreign shares. 
Income is deemed to be 5% of the opening market 
value of shares, and tax is paid on this amount.

Fringe	benefit	tax: A tax on most non-cash benefits 
provided by employers to employees

Fuel excise duty (FED): A charge on petrol 
purchased for road use. Currently payable at 59.524 
cents per litre.

Gig economy: The trend in workers having temporary 
jobs, less regularity in their working conditions and 
operating as independent contractors, in part due to 
technological developments.

Gift duty: A tax imposed on a transfer of property 
without full payment for the property.

Goods and services tax (GST): A broad-based 
value-added tax on consumption in New Zealand.

Gross domestic product (GDP): The total value of 
goods and services produced in the economy in a 
year.

Horizontal equity: The principle that people with 
similar income and assets should pay the same 
amount in taxes.

Imputation regime: Regime that integrates company 
tax with personal income tax for residents, ensuring 
that residents are not double-taxed on their income 
from companies.

Labour income: Income from personal effort, 
including salaries and wages (as well as the returns 
from the owner of a closely held business working in 
that business).

Glossary
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Land tax: A tax liability on an owner of land, usually 
calculated as a proportion of the unimproved value 
of the land.

Living standards framework: An approach 
developed by the Treasury, based on four capitals 
(human, social, natural, and financial and physical), 
for analysing living standards and intergenerational 
wellbeing.62 

Marginal effective tax rate (METR): A theoretical 
measure of the tax rate on real, pre-tax income for 
investments that only just make economic sense.

Marginal tax rate: The rate of tax applied to the 
next dollar of income earnt.

Nominal return: A nominal return on an asset is the 
return before accounting for the effect of inflation.

Payroll taxes: Taxes paid by employers, employees 
or the self-employed, either as a proportion of payroll 
or as a fixed amount per person, and that do not 
provide entitlements to social benefits. 

Permanent establishment (PE): A physical 
presence in a country that gives rise to a tax liability.

Pigouvian tax: A tax designed to correct the 
problem of externalities, by altering the price of an 
activity so that effects on third parties are taken into 
account by market participants.

Portfolio investment entity (PIE): A PIE is a form 
of collective investment vehicle where investors 
combine resources to make investments. PIEs pay 
tax on investment income based on the prescribed 
investor rates of their individual investors, rather 
than at the entity’s tax rate. The prescribed investor 
rate is a final rate and is capped at the company tax 
rate (28%). There is no additional layer of tax when 
a PIE distributes money to investors, so saving in 
a PIE can provide a small tax break compared to 
saving directly by an individual.

Real return: This is the nominal return adjusted for 
inflation. It is a closer estimation of economic income 
compared to the nominal return because it preserves 
the value of capital over time.

62 More information can be found here: <http://www.treasury.govt.nz/abouttreasury/higherlivingstandards/>

Risk-free return: This is the expected rate of return 
that a completely risk-free investment generates. 
The difference between the risk-free return and the 
expected return on a risky investment is sometimes 
called a risk premium.

Road user charges: A charge for vehicles powered 
by fuels other than petrol – primarily diesel vehicles. 
Road user charges very by vehicle weight, reflecting 
the greater level of road wear caused by heavier 
vehicles.

Sharing economy: Consumers using online platforms 
to share assets (usually in return for payment) they 
are not currently using, such as their house or car.

Social security contributions: Compulsory 
payments to government that provide an entitlement 
to receive a future benefit. 

Tax incidence: A concept that looks at who 
ultimately bears the costs of a tax.

Tax sheltering: Methods of reducing taxable income 
for the purpose of minimising tax.

Tax wedge: Total taxes (income taxes, payroll 
taxes, plus employer and employee social security 
contributions), as a percentage of gross (i.e. pre-tax) 
wages.

Te	ao	Māori: The Māori world.

Tobin tax: An excise tax on currency transactions.

Transfers; transfer payment: Government 
spending paid in cash rather than in kind, including 
benefits and Working for Families tax credits.

Value-added tax (VAT): A VAT is a type of 
transaction-based consumption tax that is levied at 
each stage where value is added in the production 
process and at the point of sale. New Zealand’s GST 
is a form of VAT.

Vertical equity: The principle that those with higher 
income or assets should pay higher amounts of tax.

Wealth tax: A tax on the “net wealth” – assets minus 
liabilities – of taxpayers each year.
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The Tax Working Group has been established 
by the Government in order to examine further 
improvements in the structure, fairness and balance 
of the tax system.

The New Zealand tax system has been justifiably 
commended internationally for being a simple and 
efficient system. The Government’s starting position 
is that the guiding principle for the New Zealand tax 
system – namely, that tax should operate neutrally 
and as much in the background as possible – is 
sound. 

The Working Group will consider what improvements 
to this framework could improve the structure, 
fairness and balance of the tax system. In particular, 
the Working Group will consider the impact on the 
tax system of the likely economic environment over 
the next decade.

The Government has the following objectives for the 
tax system:

• A tax system that is efficient, fair, simple and 
collected

• A system that promotes the long-term 
sustainability and productivity of the economy

• A system that supports a sustainable revenue 
base to fund government operating expenditure 
around its historical level of 30 per cent of GDP

• A system that treats all income and assets in 
a fair, balanced and efficient manner, having 
special regard to housing affordability

• A progressive tax and transfer system for 
individuals and families, and

• An overall tax system that operates in a simple 
and coherent manner.

The Working Group should report to the Government 
on:

• Whether the tax system operates fairly in 
relation to taxpayers, income, assets and wealth

• Whether the tax system promotes the right 
balance between supporting the productive 
economy and the speculative economy

• Whether there are changes to the tax system 
which would make it more fair, balanced and 
efficient, and

• Whether there are other changes which would 
support the integrity of the income tax system, 
having regard to the interaction of the systems 
for taxing companies, trusts, and individuals.

In examining the points above, the Working Group 
should consider in particular the following:

• The economic environment that will apply 
over the next 5-10 years, taking into account 
demographic change, and the impact of 
changes in technology and employment 
practices, and how these are driving different 
business models

• Whether a system of taxing capital gains or 
land (not applying to the family home or the 
land under it), or other housing tax measures, 
would improve the tax system

• Whether a progressive company tax (with a 
lower rate for small companies) would improve 
the tax system and the business environment, 
and

• What role the taxation system can play 
in delivering positive environmental and 
ecological outcomes, especially over the longer 
term.

Appendix 1 – Tax Working Group – 
Terms of Reference
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In considering the matters above, the Working Group 
should have due regard to the overall structure 
of the tax system to ensure it is fair, balanced 
and efficient, as well as simple for taxpayers to 
understand and comply with their tax obligations.

The following are outside the scope of the Working 
Group’s review:

• Increasing any income tax rate or the rate of 
GST

• Inheritance tax

• Any other changes that would apply to the 
taxation of the family home or the land under it, 
and

• The adequacy of the personal tax system and 
its interaction with the transfer system (this will 
be considered as part of a separate review of 
Working for Families).

In addition, the focus of the Working Group should not 
be on more technical matters already under review as 
part of the Tax Policy Work Programme, including:

•	 International tax reform under the Base 
Erosion and Profit Shifting agenda, and

•	 Policy changes as part of Inland Revenue’s 
Business Transformation programme.

The Working Group will be able to recommend 
further reviews be undertaken on specific issues 
which the group considers it has not been able to 
explore sufficiently, or that were excluded from its 
terms of reference but which could benefit from being 
considered in the context of its recommendations.

The Working Group’s membership will include 
individual(s) with expertise in Māori community and 
business environments. 

The Working Group will be supported by a 
secretariat of officials from Treasury and Inland 
Revenue, and it will be able to seek independent 
advice and analysis on any matter within the scope 
of its Terms of Reference. The Working Group 
will have an independent advisor to analyse the 
various sources of advice received by the Working 
Group and help to analyse and distil the information 
to assist the Working Group’s deliberations. The 
Working Group will be expected to engage with the 
public in developing its recommendations.

The Working Group should have its first meeting no 
later than February 2018, issue an interim report to 
the Minister of Finance and Minister of Revenue no 
later than September 2018, and issue a final report 
to the Minister of Finance and Minister of Revenue 
no later than February 2019. These dates may be 
varied with the consent of the Minister of Finance.
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If you think the Group should design a capital gains 
tax (CGT) for Government consideration, we need 
your feedback now on a number of detailed design 
issues:

• Should the CGT be a separate tax or part of the 
income tax? Most countries tax capital gains as 
part of the income tax. 

• Should capital gains be taxed on an accrual 
basis or only when realised (i.e. only when 
the asset is sold)? Most countries tax on a 
realisation basis. How should matrimonial 
property settlements and disposal of assets on 
death be treated?

• What assets should be covered given that 
the terms of reference exclude any tax on 
the family home? Should it include just rental 
properties, shares, collectibles, private assets 
such as cars? 

• Should assets held by KiwiSaver and other 
savings schemes be taxed?

• Should assets held offshore be subject to tax? 

• How would a capital gains tax integrate with 
current tax laws, such as when land sales 
are already taxable, our company imputation 
system and our CFC/FDR rules?

• When should non-residents be subject to tax?

• Should capital losses be ring-fenced to be 
offset only against capital gains income or 
should they be offset against any income? If 
capital gains are taxed on a realisation basis 
tax base maintenance considerations suggest 
that capital losses should be ring-fenced.

• Should there be roll-over relief allowing capital 
gains re-invested in similar assets to be treated 
as unrealised? If so, when should roll-over 
relief apply? For example, should a farmer 
selling a farm and buying a new farm be taxed 
on the increase in value of the old farm? 

• How should death, emigration and immigration 
be handled?

• How should gifts and gambling winnings be 
taxed?

• What should the rate of tax on tax on capital 
gains be – the normal income tax rates, or 
some other rate(s)? 

• Should any allowance be given for inflation in 
calculating capital gains? 

• Should there be a de minimis rule?

• What administrative implications would there be 
from a capital gains tax?

• What rules should govern the transition into a 
capital gains tax? The options seem to be cost 
of the assets (retrospective taxation of past 
accrued gains), valuation at date of introduction 
or only assets acquired post introduction (the 
Australian rule). 

• How should family trusts be integrated into the 
system?

Appendix 2 – Design issues with a 
capital gains tax
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Chapter 2: The future 
environment
What do you see as the main risks, challenges, and 
opportunities for the tax system over the medium- to 
long-term? Which of these are most important?

How should the tax system change in response to 
the risks, challenges, and opportunities you have 
identified?

How could tikanga Māori (in particular 
manaakitanga, whanaungatanga, and kaitiakitanga) 
help create a more future-focussed tax system?

Chapter 3: Purposes and 
principles of a good tax 
system
Principles for assessment

What principles would you use to assess the 
performance of the tax system?

Defining ‘fairness’

How would you define ‘fairness’ in the context of the 
tax system? What would a fair tax system look like?

Chapter 4: The current 
New Zealand tax system
Frameworks

New Zealand’s ‘broad-based, low-rate’ system, with 
few exemptions for GST and income tax, has been 
in place for over thirty years. Looking to the future, 
is it still the best approach for New Zealand? If not, 
what approach should replace it?

Taxes and behaviour

Should there be a greater role in the tax system 
for taxes that intentionally modify behaviour? If so, 
which behaviours and/or what type of taxes?

Retirement savings

Should the tax system encourage saving for 
retirement as a goal in its own right? If so, what 
changes would you suggest to achieve this goal?

Chapter 5: The results of the 
current tax system
Fairness and balance

Does the tax system strike the right balance 
between supporting the productive economy and 
the speculative economy? If it does not, what would 
need to change to achieve a better balance?

Appendix 3 – Questions for 
submitters
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Tax and business

Does the tax system do enough to minimise costs 
on business?

Does the tax system do enough to maintain natural 
capital?

Are there types of businesses benefiting from low 
effective tax rates because of excessive deductions, 
timing of deductions or non-taxation of certain types 
of income?

Chapter 6: Thinking outside 
the current system
What are the main inconsistencies in the current tax 
system? Which of these inconsistencies are most 
important to address? 

Is there a case to consider the introduction of any 
new taxes that are not currently levied? Should any 
taxes be reduced if new taxes are introduced?

Chapter 7: Specific 
challenges
Housing affordability

How, and to what extent, does the tax system affect 
housing affordability for owners and renters? Is there 
a case to change the tax system to promote greater 
housing affordability? If so, what changes would you 
recommend?

Capital gains tax

Should New Zealand introduce a capital gains tax 
(that excludes the family home)? If so, what features 
should it have?

Land tax

Should New Zealand introduce a land tax (that 
excludes the land under the family home)? If so, 
what features should it have?

Environmental taxation

What are the main opportunities for effective 
environmental taxation?

Progressive company tax

Should the tax system do more to support small 
businesses? In particular, is there a case for a 
progressive company tax?

GST exemptions for particular goods

Should the tax system exclude some goods and 
services from GST? If so, what should be excluded? 
What else should be taxed to make up for the lost 
revenue?
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