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OVERVIEW OF SUBMISSIONS FROM ORGANISATIONS AND
ACADEMICS

This paper provides a summary of submissions to the Working Group that were provided by
organisations and academics®. A separate paper is being prepared summarising other personal
submissions.

One hundred and ninety-eight submissions were received from organisations and twenty-one
submissions were received from academics. Submissions covered a wide range of topics;
however, the majority of submissions focused on one of five key themes. These were:

e fairness and progressivity;

e productivity and international competitiveness;

e the natural environment;

e health outcomes; and

e New Zealand’s savings rate.

Other areas raised by a number of submitters were the tax treatment of charities, property
taxation, and a range of tax administration issues. In all of these areas there were were a wide
range of views, and there generally was not universal agreement.

Nineteen submissions were received from Maori organisations, making up 15% of the total
number of submissions received from organisations (roughly in line with the Maori
population in New Zealand). The submissions covered a wide range of topics, including:

e the Maori authority tax regime;
how a capital gains tax would apply to Maori whenua and Treaty settlement assets;
environmental taxes;
charities;
the importance of fairness in the tax system; and
how tikanga frameworks could be incorporated into the tax system.

A summary of these submissions can be found under the relevant sections in this paper.

This summary generally focuses on points raised in submissions that are within the scope of
the Terms of Reference. However, some areas outside of scope have been included, in
particular where there were a significant number of submissions on the matter.

Where issues relate to areas which the Working Group has previously received advice from
the Secretariat, or where it is on the forward agenda, this has been noted.

This paper has been prepared relatively quickly. The Secretariat intends to undertake further
quality assurance of this paper. As a result, this paper should be considered draft and subject
to change.

! For the purposes of this report, we have included academics specialising in tax or areas relevant to a tax area
(for example public health academics). We have also included some tax specialists who have previously been
involved in reviews of the tax system.
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FRAMEWORKS: OVERVIEW

The frameworks for evaluating tax reform attracted a fair amount of interest, with sixty-five
submitters commenting on the topic. The majority of submitters endorsed the Working
Group’s approach of evaluating the tax system according to the established principles of tax
policy design (efficiency, equity, revenue, integrity, fiscal adequacy, compliance and
administration costs, and coherence), while also applying a broader lens under the Living
Standards Framework. Submitters considered that the established principles of tax policy
design provide a proven method of evaluating tax policy, while the Living Standards
Framework provides a broader perspective.

Some submitters proposed alternative principles for the Working Group to use in evaluating
tax policies.

Submissions were also received for and against New Zealand’s broad-based, low-rate tax
policy framework.

Similarly, submissions were received for and against the use of the Living Standards
Framework.
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FRAMEWORKS FOR ASSESSMENT

Issue: Tax policy principles

Submission

(Business New Zealand, Chartered Accountants Australia and New Zealand, DairyNZ,
ExportNZ Central, EY, Federated Farmers, Fertiliser Association, Horticulture New Zealand,
Moana New Zealand, New Zealand Taxpayers’ Union, PWC, Rural Women New Zealand,
Sam Warburton, Venture Taranaki Trust, Wellington Chamber of Commerce, Whanganui
District Council)

Sixteen submitters endorsed the use of the established principles of tax policy design
(efficiency, equity, revenue integrity, fiscal adequacy, compliance and administration costs,
and coherence). Submitters considered they were proven principles that are still relevant,
robust and should continue to be applied.

Some submitters believed there should be a high threshold to depart from these principles,
while others considered that the Living Standards Framework could be usefully applied in
conjunction with these principles.

Issue: Living Standards Framework

Submission

(Association of Salaried Medical Specialists, Chartered Accountants Australia and New
Zealand, Corporate Taxpayers Group, EY, Federation of Women’s Health Councils,
Meridian, Ministry of Business, Innovation and Employment, New Zealand Educational
Institute, New Zealand Nurses Organisation, Ngati Whatua Orakei Whai Rawa Limited,
Public Health Association of New Zealand, PWC, Te Rinanga o Ngai Tahu)

Eleven submitters endorsed the use of the Living Standards Framework to assess tax policy.
Submitters considered that the Living Standards Framework enables a broader assessment of
the impacts of tax on wellbeing, including intergenerational wellbeing.

Two submitters advised caution with the use of the Living Standards Framework for
evaluating tax policy. These submitters noted that the Living Standards Framework is still in
development and in many case will not be relevant given the financial focus of tax. These
submitters raised the concern that the Living Standards Framework may result in incoherence
if it is not seamlessly incorporated into the assessment (Chartered Accountants Australia and
New Zealand, EY).

Issue: Alternative principles

Submission

(AMP Capital, BNZ, Canterbury District Health Board, Chartered Accountants Australia and
New Zealand, Christchurch East Labour Electorate Committee, Corporate Taxpayers Group,
Deloitte, Department of Public Health, Dr Simon Chapple, Employers and Manufacturers
Association (Northern), Environment and Conservation Organisations of New Zealand,
Fertiliser Association, Hapai Te Hauora Mdaori Public Health, Horticulture New Zealand,
Income Equality Aotearoa New Zealand, Human Rights Commissions, Justice and Peace
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Commission, McGuinness Institute, Moana New Zealand, National Community Action on
Youth and Drugs Advisory Group, National Council of Women NZ, New Zealand Nurses
Organisation, New Zealand Taxpayers’ Union, NZ Super Fund, NZ Venture Capital
Association, Parliamentary Commissioner for the Environment, NZ Post Primary Teachers’
Association, Property Council of New Zealand, Public Health Association of New Zealand,
Ravensdown, Salvation Army, Social Policy Evaluation and Research Unit, Te Pitahitanga 0
Te Waipounamu, The Manufacturers’ Network, University of Otago, Waikato-Tainuli,
WellSouth, Wise Response)

A number of submitters suggested alternative or additional principles to evaluate tax policy.
These principles were either additions to the proposed principles, reformulations of them, or
represented different emphases on certain factors.

Suggested additional or alternative principles included:

e economic growth; long-term productivity; international competitiveness;

e eliminating child poverty; reducing global inequalities; facilitating well-being;
redistribution; progressivity; equality;

o simplicity; certainty; predictability; low business risk; convenience;

e recognition of Te Ao Maori; Mahitahi and kotahitanga; collaboration; unity; koha;

e Kkaitiakitanga: custodians for future generations; manaakitanga: looking after people
our way; whakapapa: our genealogy; whakatipuranga: prosperity for future
generations;

e human rights; non-discrimination; honesty; transparency; all taxpayers being treated
equally; user pays;

e atax system with an explicit revenue target; financial stability;

e health outcomes; environmental outcomes; and

e some submitters considered that the tax system should have an explicit goal of
changing behaviour, while others considered there should be an explicit goal for not
changing behaviour.

Secretariat’s comment

The Working Group has agreed to apply the established principles of tax policy design in
conjunction with a broader assessment under the Living Standards Framework. Most
submitters appear comfortable with this approach. The additional or alternative considerations
raised by some submitters can be accommodated within a broader assessment under the
Living Standards Framework. The Secretariat does not recommend a change to the agreed
assessment framework in light of the submissions received.

Issue: Broad-base, low-rate framework

Submission

(Andrew Coleman, AMP Capital, Business New Zealand, Chartered Accountants Australia
and New Zealand, Chapman Tripp, Corporate Taxpayers Group, Craig Stobo, DairyNZ,
David McLay, ExportNZ Central, Diabetes New Zealand, Dr Simon Chapple, Financial
Cohorts Forum (Christchurch), Foodstuffs, Goodman, Income Equality Aotearoa New
Zealand, Institute of Directors, Investors Association, KPMG, McGuinness Institute,
Meridian, New Zealand Wine, NZ Property Investors’ Federation, NZ Super Fund,
Olivershaw, Property Council of New Zealand, Salvation Army, Serious Fraud Office,
Tauranga Property Investors Association, The Manufacturers’ Network, Wairarapa Property,
Wellington Chamber of Commerce)
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Thirty submitters supported New Zealand’s broad-base, low-rate framework for taxation.
Submitters considered it has served New Zealand well and has helped support the fairness,
efficiency, simplicity, certainty, transparency, and stability of New Zealand’s tax system.

Some submitters noted that there could be justifications for departures from a broad-base,
low-rate framework, for example in having a lower tax rate for capital, or for deliberate
behaviour change on an exceptions basis.

One submitter explicitly opposed New Zealand’s broad-base, low-rate framework. This was
on the basis that New Zealand needs to have a lower tax rate for capital (Andrew Coleman). In
addition, a number of submitters, although not explicitly disagreeing with the broad-base,
low-rate framework, suggested changes that were not in line with the framework (see Issue:
Exceptions from GST).

One submitter considered that the Working Group should explore using the tax system as a
greater macro-economic stabiliser. This submitter considered that in a low-interest
environment there was a need for greater tools for stabilisation and there were a number of
options that could be explored (Dr Simon Chapple).
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FUTURE CHALLENGES: OVERVIEW

Submitters had a wide range of views regarding the future challenges for the tax system
which the Working Group should consider. Most considerations of future challenges came
with specific policy proposals to address these challenges and are summarised in later
sections.

The main challenges considered which are considered in later sections are:

Progressivity (Progressivity, Level of Taxation).

New Zealand’s ageing population (Level of Taxation and Savings).

Increasing pressures to New Zealand’s health system (Corrective Taxes, GST).
New Zealand’s internationally competitiveness and falling company tax rates
internationally (International tax, Business tax).

The fairness and integrity of the system (Capital, Land and wealth taxes, Property
taxation, International taxes).

Climate change and degredation of New Zealand’s natural environment
(Environment).

New Zealand’s low savings rates (Savings).

Specific challenges that are not covered in these later sections are outlined in the section
immediately below. These include:

The impact on tax collection and our tax bases of the changing nature of work.

The different business models being created by changing technology and the sharing
economy.

The greater reliance on the Maori and Pasifica population with an ageing population.
The reliance of the New Zealand tax system on a small group of individuals.
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FUTURE CHALLENGES

Issue: Changing nature of work

Submission
(ANZ, Chartered Accountants Australia and New Zealand, Deloitte, EY, Ministry of Business
Innovation and Employment)

Five submitters raised issues about the changing nature of work. These included:

e The changing nature of work may make PAYE an eroding tax base and there may be a
need to look at increased reliance on consumption and business tax (Chartered
Accountants Australia and New Zealand).

e New Zealand may need to look at how the tax system can support those needing to
upskill and retrain (Deloitte).

e New Zealand needs to consider the best manner to tax its workers with new business
models, for example whether everyone should be required to file a return (Deloitte);

e There is a key role for banks to play, working alongside other innovators and Inland
Revenue to collaboratively develop simple solutions to promote greater compliance
with tax affairs for this changing work environment. However, system changes take
time and should be done in partnership (ANZ).

e There is a need to re examine the employee contractor definition and associated rules
(EY).

e There is a potential for simplificiation and using technology and smart withholding
techniques to ensure that tax is correct. There is a need to look at greater use of
indirect tax and better incorporate digital presence factors (EY).

e One submitter was doubtful about the impact of policy changes on the hidden
economy given those in the hidden economy flout laws (ANZ).

Issue: Changing technology

Submission
(Business New Zealand, CPA Australia, Deloitte, Internet NZ, Ministry of Business
Innovation and Employment)

Five submitters considered that changing technology and business models such as the sharing
economy and increasing numbers of offshore businesses were things that tax system needed
to be able to accommodate. Specific points raised regarding this included:

e Small businesses are well behind counterparts in social media and measures to support
them should be looked at (CPA Australia).

e The current tax framework can be difficult to apply in the digital economy (Ministry
for Business Innovation and Employment).

e The sharing economy does not necessarily require special tax rules but it is important
that revenue authorities educate taxpayers about tax obligations in particular for those
who have historically had little interaction with the tax system. The opportunities for
data collection should be explored (Deloitte).

o Different technology may dictate use of different levers to ensure continuing
competence of the New Zealand tax system (Deloitte).

e There is a risk that the New Zealand company tax base is not sustainable (KPMG).

e A sensible short term approach to changing businesses is to make tax as easy as
possible to comply and look to use data better (Internet NZ).
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Issue: Maori demographics

Submission

(Maori Economic Development Advisory Board, Ministry for Business Innovation and
Employment, Nga Kaitatau Mdaori o Aotearoa Mdaori CFO Forum, Te Pitahitanga 0 Te
Waipounamu, Te Rinanga o Ngai Tahu)

Five submitters commented that with an ageing population Maori and Pasifica will make up a
greater amount of the working age population. The submitters considered this meant there
was a need to support the potential of rangatahi, addressing inequities, and improving
outcomes for Maori.

Issue: Reliance on small group of individuals

Submission
(Chartered Accountants Australia and New Zealand)

One submitter considered that there is a high reliance in our tax base on a small number of
individuals. This puts a high reliance on a small group which future challenges could erode.
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LEVEL OF TAXATION

Issue: Increasing level of taxation

Submission

(ActionStation, Association of Salaried Medical Professionals, Christchurch East Labour
Electorate Committee, Human Rights Commission, Income Equality Aotearoa, National
Community Action Aotearoa, New Zealand Nurses Organisation, NZ Post Primary Teachers’
Association, Public Services Association, Wise Response, Chartered Accountants Australia
and New Zealand)

Nine submitters considered that the Government should increase tax revenue. This was
generally on the grounds that more tax was needed to fund government services, and that
more government services were needed to improve wellbeing. Submitters considered that the
Working Group should comment on this in its report although they noted the limitations
contained in the terms of reference.

One submitter considered that the Working Group should look at whether collecting 30% of
GDP in tax revenue was sustainable in the future (Chartered Accountants Australia and New
Zealand).

Issue: Not increasing/decreasing level of taxation

Submission
(Business NZ, CPA Australia, DairyNZ, New Zealand Sugar Company, New Zealand
Taxpayers’ Union, NZ Super Fund, Wellington Chamber of Commerce,)

Seven submitters considered that any proposals from the Working Group should be fiscally
neutral or considered that overall taxation levels should decrease. These submissions were on
the grounds that the burden on taxpayers and distortionary costs of tax shouldn’t increase or
should decrease. Submitters considered revenue neutrality to be consistent with the Terms of
Reference for the Working Group.

Issue: Redistribution of revenue to Maori and Pasifika

Submission
(Nga Kaitatau Maori o Aotearoa Maori CFO Forum, Hapai Te Hauora Mdaori Public Health)

One submitter supported a morality- and values-based tax system which accommodates the
needs of Maori and Pasifika. The submitter argued that revenue should be redistributed to the
support services that Maori and Pasifika actually require. If done correctly, the current Maori
and Pasifika health inequities would be reduced (Hapai Te Hauora Maori Public Health).

One submitter considered that, while there is no contesting the benefits that taxation provides,
it is difficult to argue that the benefits of taxation have flowed equitably towards Maori. The
submitter considered that the key question to ask is: how can the tax system be designed to
create a more equitable outcome for Maori? The submitter proposed that the benefits of
taxation need to be explored alongside models of how better outcomes for Maori can be
achieved. The submitter noted that, while the promise of a Maori economy continues to
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grow, disparities persist between Maori and other New Zealanders, and this will need to be
considered in any decision on a new tax system (Te Piitahitanga o Te Waipounamu,).

Another submitter also considered that, while Maori entities pay tax, it is not always obvious
that the tax is redistributed to the Maori communities that need it. The submitter considered
that, as Maori entities often operate for the benefit of their communities, the Group should
consider whether giving these entities a credit for their actions could encourage even more
support for disadvantaged whanau. The submitter further argued that, on the grounds of
fairness, the Government’s efforts on tax collection should move to the global businesses who
pay little or no tax in New Zealand (Nga Kaitatau Maori o Aotearoa Maori CFO Forum).
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PROGRESSIVITY: OVERVIEW

Thirty-three submitters considered that New Zealand should have a more progressive tax
system and considered that the Working Group should have progressivity, support for low
income households, and poverty as a focus. Submitters proposed a range of proposals for
achieving this.

Three submitters did not support increasing taxes on the rich, with two considering they were

already taxed enough and one proposing a radical overhaul of the tax system which included
flat tax rates.
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PROGRESSIVITY

Issue: Support for a more progressive tax system

Submission

(ActionStation, Association of Salaried Medical Specialists, Business New Zealand, Child
Poverty Action Group, Christchurch East Labour Electorate Committee, Citizens Advice
Bureau, Department of Public Health, ECE Services, Environmental and Human Health
Aotearoa, Environmental Defence Society, Grey Power, Hapai Te Hauora Mdori Public
Health, Human Rights Commission, Income Inequality Aotearoa, Justice and Peace
Commission, Ministry of Social Development, National Community Action on Youth and
Drugs Advisory Group, National Council of Women of New Zealand, New Zealand College of
Midwives, New Zealand Council of Christian Social Services, New Zealand Council of Trade
Unions, New Zealand Educational Institute, New Zealand Nurses Organisation, NZ Post
Primary Teachers’ Association, Oxfam, Palmerston North Women’s Health Collective,
Poverty Action Waikato, Public Health Association of New Zealand, Public Services
Association, RetailNZ, Temperzone, Te Pitahitanga 0 Te Waipounamu, Te Rinanga o Ngai
Tahu, The Alliance Party, University of Otago, Waikato-Tainui, WellSouth)

Thirty-four submitters considered that New Zealand should have a more progressive tax
system and recommended that the Working Group should have progressivity, support for low
incomes, and poverty as a focus. Reasons for encouraging a more progressive system
included:

e There is a need to reverse the rising income and wealth inequality in New Zealand.

e New Zealand has poverty, homelessness and deprivation and many that are not able to
support their basic needs.

e Inequality and poverty leads to worse outcomes for education, health, social cohesion,
social wellbeing, societal co-operation, trust in society.

e Wealth and resources are shared equitably and the very rich in New Zealand do not
contribute enough.

e New Zealand’s tax system is poor at reducing inequality relative to other OECD
countries.

e Housing costs have made inequality and poverty issues worse.

e Maori are currently disadvantaged and there is a significant gap in outcomes between
Maori and non-Maori across income and other outcomes. There is a need for improved
income equity and better outcomes.

e An adequate standard of living is required for New Zealand to meet its obligations
under the International Covenant on Human Rights.

e The evidence that higher tax rates on high incomes inhibit growth are weak. Research
from Piketty-Saez-Stantcheva shows no correlation between the top marginal rate and
growth, and cuts in the top rate instead lead to higher pre and post-tax inequality.

e The current burden on wage earners is too high which leads to a significant constraint
on household spending and consumer confidence (Retail NZ).

e Some submitters considered that more progressivity would help address high effective
marginal tax rates. Some submitters noted this was primarily a welfare issue however
considered that more progressive tax system could assist nonetheless.

One submitter considered that equality is important for the sustainability of the tax system and
that the Working Group should ensure this is addressed to ensure the tax system is sustainable
(PwC). One submitter considered there was a case for reviewing the current tax thresholds
(Craig Stobo).
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Another submitter noted that the business community’s views on progressivity are nuanced
and depend on the scenarios given to them. The submitter noted a business survey they
commissioned. In this survey, respondents did not support raising the top personal tax rate
when asked generally, however when respondents were asked if they support raising the top
personal rate with the money being used to fund infrastructure and investment there was more
approval (Business New Zealand).

A number of proposals were recommended to make the tax system more progressive. These
included:
e a higher marginal tax rate for those on high incomes;
e increasing taxes that are disproportionately paid by the rich such as wealth, property,
inheritance and capital gains taxes;
a global wealth tax on billionaires;
reducing GST rates, or providing exceptions from GST;
introducing a tax-free threshold,
introducing income splitting;
ensuring all income is subject to tax;
inflation-indexation of tax brackets;
reviewing tax brackets and thresholds;
a higher company tax rate for all companies or those with high incomes;
using tax to improve housing affordability; and
more use of progressive government expenditure, including welfare transfers as well
as health, education and other spending.

Further submissions on some of these issues are summarised in other sections of this report
(see level of taxation, capital gains, land and wealth tax, other property taxation issues, GST,
company tax rate, other taxes and specific issues).

Issue: Opposition to increased taxes on rich

Submission
(Employers and Manufacturers Association (Northern), Professor Robert MacCulloch and Sir
Roger Douglas, The New Zealand Initiative)

One submitter considered that the tax system should not be used as a device for further
income redistribution. The submitter considered that income inequality is not rising in New
Zealand. The submitter considered that those in high incomes already pay much more in
taxes, noting that only the top 40% of income taxpayers were net taxpayers and that
increasing the tax on top incomes has negative impacts as the top income earners are sensitive
to the top tax rate. The submitter considered that the sources of income inequality matter,
including educational attainment, workforce participation, hours worked and household
formation (The New Zealand Initiative).

One submitter considered that the current tax brackets were appropriate (Employers and
Manufacturers Association (Northern)).

One submitter considered that a radical overhaul of the tax and transfer system was needed to

increase the amount of services that individual households pay for through savings accounts
and reducing tax, and flattening tax rates (Professor Robert MacCulloch, Sir Roger Douglas).
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Issue: Inflation index tax brackets

Submission
(Craig Stobo, National Council of Women of New Zealand, New Zealand Nurses
Organisation, New Zealand Sugar Company, New Zealand Taxpayers’ Union, RetailNZ,
Temperzone)

Six submitters supported inflation indexing tax brackets. For some submitters this was on the
grounds that it would help improve the progressivity of the tax system. For some submitters,
they considered that it would address bracket creep, which they considered an unprincipled
and non-transparent increase in taxes.

Issue: Income splitting

Submission
(Dr Simon Chapple, Income Equality Aotearoa New Zealand, National Council of Women of
New Zealand, Waikato-Tainui)

Four submitters considered that income splitting should be explored further by the Working
Group. For three submitters this was to improve the progressivity of the tax system (Income
Equality Aotearoa New Zealand, National Council of Women of New Zealand, Waikato-
Tainui).

One submitter considered that income splitting should not be just for couples but for
intergenerational households and extended whanau (Waikato-Tainui).

Another submitter supported looking at income splitting as they considered that the household
unit is the better measure for looking at tax from a fairness perspective and would align with
treatment for welfare (Dr Simon Chapple).

Issue: Alignment of tax rates

Submission
(Craig Stobo, Federated Farmers)

Two submitters considered that the Working Group should look to align the top personal rate,
company and trust rate. Submitters considered it would reduce aggressive tax planning.

Issue: Tax-transfer interface and social policy

Submission

(Chapman Tripp, Citizens Advice Bureau, Dr Simon Chapple, Maori Economic Development
Advisory Board, Ministry of Social Development, Ministry for Women, National Council of
Women of New Zealand, New Zealand Council of Christian Social Services, Salvation Army,
Te Putahitanga 0 Te Waipounamu, University of Otago, Department of Public Health,
Western Bay of Plenty District Council)
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Thirteen submitters commented on issues regarding the tax-transfer interface or issues with
social policy and welfare. These included:

High effective marginal tax rates are a concern, can create poverty traps and reduce
work incentives. Some submitters considered this was primarily a welfare issue, while
some considered that a more progressive tax system could play a role.

Some submitters proposed specific reforms to social policy such as increased benefit
levels or a universal basic income.

Concerns that student loan repayments, negatively impacted some households ability
to meet living costs.

The complexity of the welfare system is a concern.

Concerns regarding the inconsistent definition of income between tax and welfare and
of individuals being the focus for tax and households being the focus for welfare.

Issue: Secondary tax

Submission
(Ministry for Women, New Zealand Council of Christian Social Services, RetailNZ, Te Ropi

Pakihi)

Four submitters commented on secondary tax, noting issues of over-taxation at source for
many on lower incomes who work multiple jobs.
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Capital Gains Tax
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CAPITAL GAINS TAX: OVERVIEW

Submitters were split on whether New Zealand should introduce a capital gains tax with
thirty-nine submitters in support and thirty-four opposed to its introduction.

Submitters in favour of a capital gains tax emphasised the vertical and horizontal equity
benefits of a capital gains tax, as well as the significant issues of wealth inequality and
progressivity that it would help address. These submitters also emphasised the current
distortions created by the under-taxation of capital gains.

Submitters opposed to a capital gains tax were generally on the basis that the complexity,
compliance costs, and distortions created by a capital gains tax would outweigh the benefits.
Submitters considered that the design features likely required to make a capital gains tax
feasible would undermine its effectiveness.

Submitters on the design features of a capital gains tax are summarised in Appendix 1.
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SUPPORT OR OPPOSITION TO CAPITAL GAINS TAX

Issue: Support for capital gains tax

Submission

(ActionStation, Angel Association New Zealand, Baucher Consulting, Community Housing
Aotearoa, CPA Australia, Craigs Investment Partners, Department of Public Health, Dr
Simon Chapple, ECE Services, Environmental and Human Health Aotearoa, Forest Owners
Association, Goodman, Greenpeace, Income Equality Aotearoa New Zealand, Justice and
Peace Commission, Kiwi Property Group, McGuinness Institute, National Community Action
on Youth and Drugs Advisory Group, NZ Centre for Sustainable Cities, NZ Council of
Christian Social Services, New Zealand Council of Trade Unions, New Zealand Nurses
Organisation, NZ Post Primary Teachers’ Association, Palmerston North Women’s Health
Collective, Property Council of New Zealand, Poverty Action Waikato, Public Service
Association, Public Health Association of New Zealand, PwC, Rural Women New Zealand,
Stewart Group, Stride Property Group, Te Au Rangahau and Te Au Pakihi, The Alliance
Party, The Manufacturers’ Network, Te Ropi Pakihi, University of Otago, Wellsouth, Wise
Response)

Thirty-nine submitters supported the introduction of a capital gains tax in New Zealand. The
reasons stated for this support included that a capital gains tax would:
e improve the fairness and consistency of the tax system as it would treat all income the
same;
e help reduce inequality, in particular wealth inequality;
e reduce the current biases that exist in the treatment of speculative investments which
make capital gains relative to productive investments;
e generate revenue that could be used to increase government expenditure, or to reduce
the tax burden on other taxpayers;
e help improve the integrity of the tax system and reduce loopholes;
e reduce house prices and assist in reducing housing costs; however, other submitters
considered that it would not have a strong impact on the housing market, or that the
Group should be focusing on the tax policy rationale for introducing one, rather than
the housing policy rationale;
o help entrepreneurial activity and businesses with risky investments as allowing capital
losses would provide investors some respite from failure; and
¢ help simplify the capital/revenue boundary.

In addition, some submitters noted the complexity, administration and compliance costs a
capital gains tax would create. Some noted that these were manageable and that other
countries manage to address these costs.

A number of submitters indicated that their support was conditional on the capital gains tax
being limited to certain types of investment or having certain design features. The following
submitters supported a capital gains tax, only if it:

e was levied at a low rate (Te Au Rangahau and Te Au Pakihi, Te Ropi Pakihi);

e only applied to gains received from commercial activities (Te Ropi Pakihi);

o exempted the family home (Community Housing Aotearoa, Environmental and
Human Health Aotearoa, New Zealand Council of Trade Unions, Te Au Rangahau
and Te Au Pakihi, Alliance Party);

o allowed for capital losses and allowed for depreciation of commercial property
(Goodman, Kiwi Property Group, Property Council of New Zealand);
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e was inflation adjusted and levied on a realisation basis (Poverty Action Waikato);

e applied solely to rental property (Craigs Investment Partners);

e applied solely to non-residents (Rural Women New Zealand);

e revenue is hypothecated back to region by way of the marae or Maori Councils (Te Au
Rangahau and Te Au Pakihi); or

e excluded two dwellings per person (McGuinness Institute).

Issue: Opposition to capital gains tax

Submission

(AMP Capital, Chartered Accountants Australia and New Zealand, Child Poverty Action
Group, CNI Iwi Holdings Limited, Craig Stobo, DairyNZ, Employers and Manufacturers
Association (Northern), Federated Farmers, Foodstuffs, Institute of Directors, Kiwi Property
Group, Link, New Zealand Initiative, New Zealand Sugar Company, New Zealand Taxpayers’
Union, Nga Kaitatau Maori o Aotearoa Maori CFO Forum, Ngati Whatua Orakei Whai
Rawa Limited, NZ Centre for Political Research, NZ Property Investors’ Federation, NZ
Shareholders Association, Olivershaw, PEPANZ, Property Institute, Professor Michael
Littlewood, Public Trust, Retail NZ, Retirement Villages Association, Salvation Army,
Tauranga Property Investors’ Association, Te Rinanga-A-lwi O Ngapuhi, Te Rinanga o
Ngai Tahu, Te Tumu Paeroa, Venture Taranaki Trust, Wairarapa Property Investors
Association)

Thirty-four submitters opposed the introduction of a capital gains tax in New Zealand. The
reasons for this included:

e The design issues of a capital gains tax significantly reduce effectiveness of a capital
gains tax and increase complexity. Many aspects of a comprehensive capital gains tax
will be seen as unfair and reduce the fairness argument for a capital gains tax.

e The complexity, administration, and compliance costs of a capital gains tax are
significant. New Zealand is a special case as we have a significant number of
taxpayers owning capital assets and as a result compliance costs will be relatively
higher.

e A capital gains tax would not raise significant revenue and is not a stable source of
revenue.

e A capital gains tax will create further distortions; in particular, there will be a “lock-in
effect” (the situation where taxpayers avoid or postpone property sales because of the
tax liability) which will discourage the efficient use of assets.

e A capital gains tax that excludes the family home will be distortionary and will
encourage disproportionate investment into primary residences.

e A capital gains tax would increase the ‘cost of capital’ for New Zealand businesses
(i.e. New Zealand businesses will have higher borrowing costs and will have higher
costs in raising money for investment). This in the long-run will negatively impact
wages in particular as New Zealand needs more capital investment.

e A capital gains tax would negatively impact New Zealand’s savings rate, would
discourage entrepreneurial activity and businesses to develop;

e Evidence from Switzerland shows that removing a capital gains tax had a significant
positive impact on real income.

e The existing rules are sufficient, or the effectiveness of other property changes should
be reviewed before a capital gains tax is introduced.
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e A capital gains tax would not improve housing affordability and has not improved
housing affordability in other countries. A capital gains tax will increase the cost of
renting which will disproportionately affect poor, elderly and vulnerable.

e A capital gains tax would be borne disproportionately by Maori, either as the owners
of land or as renters. A capital gains tax was not in contemplation at the time of Treaty
settlements and will reduce the value of redress received.

e Capital gains taxes result in double taxation as assets are bought with taxed income
and the increase in value is from an increase in taxed returns.

e Specific issues with certain assets should be dealt with on a specific, more targeted
basis.

e A capital gains tax would create opportunities for avoidance, for example through
valuations.

e Compliance with the bright-line test is low so benefits of a capital gains tax are likely
overstated.

Three submitters opposed a capital gains tax on the grounds that a wealth tax or risk-free
return method would be a better approach for taxing capital gains (AMP Capital, Child
Poverty Action Group, Salvation Army).

One submitter opposed a capital gains tax if it was unrealised (Ngati Whatua Orakei \Whai
Rawa Limited).

One submitter considered that the secretariat’s analysis on effective marginal tax rates was
incorrect and was not a valid basis for recommending increasing taxes on rental property
(New Zealand Property Investors’ Federation).

Issue: Other comments

Submission
(Chapman Tripp, Corporate Taxpayers Group, EY, Ministry of Business Innovation and
Employment, Young IFA Network)

Some submitters commented on capital gains taxes, without providing support or opposition
to them. Points raised by them which are not covered in the bullet points above are:

e If the Government has concerns regarding residential property investment, then
consideration should be given to being targeted towards these gains, with methods
such as a risk-free rate of return method (RFRM) for taxing investments (Corporate
Taxpayers Group, EY).

e There is a case for tilting the balance of capital taxation from flows such as interest
and dividends towards stocks such as land and other stores of wealth (EY).

e Capital taxation needs to be considered holistically across all types of taxation of
capital (EY).

e The intergenerational impact of a capital gains tax needs to be considered (Ministry of
Business Innovation and Employment, Young IFA Network).

e Efficiency and consistency with the broad-base, low-rate framework do not justify a
realisation-based capital gains tax. If one is recommended, it will need to be done
primarily on the grounds of equity, fairness, and alignment with other countries
(Chapman Tripp).

Submissions regarding the design of a capital gains tax are outlined in Appendix 1.
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Secretariat’s comment

The submitters raise many of the issues discussed in the Secretariat paper on Extending the
Taxation of Capital Income. The submitters cover the main sides of the debate for and against
a capital gains tax, and confirm that the impact and social acceptability of capital gains taxes
depends heavily on detailed design choices. The Working Group will consider capital gains
taxes further in future sessions.
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LAND AND WEALTH TAX: OVERVIEW

Land tax

The majority of submitters were opposed to a land tax with twenty-seven submitters opposed
and eleven in favour of introducing a land tax.

Those in favour of a land tax considered that it would be an efficient and simple means of
collecting revenues that could be used to reduce inequality and would address housing issues.

The submitters opposed to a land tax considered that it would be unfair, as it would target a
specific type of asset. They also considered that the benefits of a land tax would be
undermined by design features, in particular the main home exception, and that cash flow
constraints as well as the impact on renters would make a land tax unattractive.

Some submitters strongly opposed the application of a land tax to Maori land on the basis that
it would unfairly impact Maori, cut across their Rangatiratanga, and reduce the value of
settlement redress.

Wealth tax and risk-free return method

Six submitters were in favour of a wealth tax and two were in favour of the risk-free rate of
return method. These submitters considered that they would be a better means of taxing
capital gains and addressing inequalities while avoiding some of the pitfalls of capital gains
taxation.

Two submitters were opposed to a wealth tax and submitted that the practical issues with a
wealth tax make them unattractive and have led to them being used less internationally.
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LAND TAX

Issue: Support for land tax

Submission

(Andrew Coleman, Baucher Consulting, Christchurch East Labour Electorate Committee,
MBIE, New Zealand Centre for Sustainable Cities, New Zealand Council of Trade Unions,
New Zealand Taxpayers’ Union, NZ Post Primary Teachers’ Association, Professor Michael
Littlewood, Public Health Association of New Zealand, The Alliance Party)

Eleven submitters supported the introduction of a land tax. For some submitters this support
was conditional on the basis that the tax is:
e Levied at a low rate (Christchurch East Labour Electorate Committee).
e Tailored to discourage land banking and the accumulation of land for speculative
rather than productive purposes (The Alliance Party).
e Levied on the unimproved value of the land (Baucher Consulting, MBIE, New
Zealand Centre for Sustainable Cities).
o Nationally consistent (New Zealand Centre for Sustainable Cities).
e Exempts the land under the family home (Baucher Consulting).
e Applied to property with a value above $1 million (NZ Post Primary Teachers’
Association).

Reasons for supporting a land tax included:

e Land taxes are simple, efficient taxes which are easy to comply with.

e A land tax could be used to reduce income and wealth inequality.

e The revenue from a broad-based, low-rate land tax could be used to lower other tax
rates, which means there will be less distortions; alternatively, the revenue could be
used for public expenditure.

e Cash flow issues with a land tax are not insurmountable as evidenced by the financial
arrangement and foreign investment fund rules.

e A land tax would create desirable incentives for land to be used more efficiently,
preventing urban sprawl, and would help prevent speculative land banking.

e Land taxes would counteract the current tax advantages for property and correct
distortions created by this tax treatment, such as artificial increases in price.

Issue: Opposition to land tax

Submission

(Business Central, CNI Iwi Holdings Limited, DairyNZ, ECE Services, ExportNZ Central,
Federated Farmers, Financial Services Council, Foodstuffs, Goodman, Horticulture New
Zealand, Housing New Zealand, Kiwi Property Group, KPMG, Maori Economic
Development Advisory Board, Ngati Whatua Ordkei Whai Rawa Limited, NZ Property
Investors' Federation, Property Council of New Zealand, Property Institute, Rural Women
New Zealand, Stride Property Group, Tauranga Property Investors’ Association, Te
Pitahitanga o Te Waipounamu, Te Rinanga o Ngai Tahu, Te Tumu Paeroa, Venture
Taranaki Trust, Wairarapa Property Investors Association, Wellington Chamber of
Commerce)

Twenty-seven submitters opposed introducing a land tax in New Zealand. Reasons included:
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Land taxes would be unfair as they tax a single class of capital asset, and would
negatively affect specific industries that are land-intensive.

The owner-occupied exemption significantly reduces the revenue and efficiency
benefits of a land tax.

Land taxes already exist through local government rates.

A land tax would increase business and rental costs and the burde