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Introduction1 

This paper is the fourth in a series published by Tax Justice Aotearoa (TJA), following briefs that have 
explored the case for a capital gains tax, taxing wealth, net wealth taxes, and wealth transfer taxes.2 
Our aim in these briefs is to highlight different ideas about taxes that can help build a vibrant, 
resilient society where everyone flourishes.  
 
The global coronavirus pandemic has turned life upside down for families in New Zealand and across 
the world. While this virus has caused suffering, it has also given us a glimpse of what we can 
achieve when we pull together. Across the country we stayed at home and made sacrifices, all on 
behalf of others. Halting the virus has been the ultimate team effort. We’ve understood that each of 
us is safe only if every one of us is safe. 
 
This is a vision we can hold on to, rebuilding Aotearoa New Zealand even better than it was before, 
creating a country where we continue to look after each other and ensure every family and whanau 
has the support they need to thrive. This will require us to continue to pull together, working 
collectively to help each other out. 
 
This is where our taxes have a crucial role to play. Taxes are our shared contribution to the things 
that none of us can obtain on our own but that we all need to survive and thrive. Things like: high-
quality health and education systems, a professional police force, roads to get us to work on time, 
and national parks that preserve our precious wildlife. The public health advice, hospitals, and 
support services that we all made use of during the lockdown are the very things that previous 
generations’ taxes helped to build, for all of us. We need to keep pulling together like this to rebuild 
better and stronger. 
 
Founded in August 2018 and linked with the global Tax Justice Network, Tax Justice Aotearoa (TJA) 
provides analysis, ideas and information to create an informed dialogue about how tax builds 
societies where all people flourish. These policy briefs contribute to this goal, including this one on 
income tax. 
 
This Policy Brief focuses on options to reform Aotearoa New Zealand’s income tax system, to make it 
fairer and to raise the revenue we need to get the world we want. Looking at the changes needed to 
New Zealand’s income tax system, this brief: 

• discusses the history of income taxes 

• argues that tax-free thresholds are not an effective way to reduce economic inequality 

• outlines several options for higher top tax rates that could raise approximately $1.5 to $2bn 

• briefly discusses the implications this would have for corporate tax rates and measures to 
combat tax avoidance. 

 
Based on this exploration, TJA supports introducing at least one new top tax rate and does not 
support a tax-free threshold. 
  

                                                           
1 Tax Justice Aotearoa and the author acknowledge the valuable feedback on this paper received from Andrea 
Black, Bill Rosenberg, Lisa Marriott, Louise Delany, Mike Smith and Michael Fletcher. All errors remain the 
responsibility of Tax Justice Aotearoa. 
2 All Tax Justice Aotearoa policy documents can be found on the TJA website: 
https://taxjustice.nz/policy/https://taxjustice.nz/policy/ 

https://taxjustice.nz/policy/https:/taxjustice.nz/policy/
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Why income taxes exist 

Our lives, individually and collectively, depend on the provision of good public services, such as 
hospitals, schools, national parks and ultrafast broadband. As previous briefs in this series have 
argued, these collective services can be compared to a lake or pool that is held in common, and from 
which everyone draws. In order for that pool to be replenished, people have to put back into it. In 
other words, they need to pay their fair share of taxes. 
 
Although the main forms of tax up until the nineteenth century were customs or excise taxes, 
income taxes rapidly became the dominant form after their introduction in the late nineteenth and 
early twentieth centuries. 
 
FIGURE 1 

 
Source: Debasis Bandyopadhyay, Robert Barro, Jeremy Couchman, Norman Gemmell, Gordon Liao and Fiona McAlister, 
Average Marginal Income Tax Rates in New Zealand, 1907-2009, Working Paper 01/2012, July 2012, p.6. 

 
Taxes are levied in part on people’s economic resources, namely income and wealth. Because taxes 
are levied regularly, and income is earned regularly, the two fit together naturally. People’s income 
is one measure of their current command of resources and therefore their ability to pay tax. 
However, that does not in any way diminish the need for wealth taxes, as argued in TJA policy briefs 
one, two and three. 

Why income taxes are progressive 

Most income tax systems around the world are progressive, so that richer taxpayers pay not just a 
larger amount but also a larger proportion of their income in tax. This is fairer than a flat tax3 for two 
main reasons. First, the same proportion of one’s income means different things at different points 
on the scale. A sum of $3,000 may be the same percentage of an income of $10,000 as $30,000 is for 

                                                           
3 Income tax could be levied at a flat rate, so that everyone pays, for instance, 30 per cent of their income in 
tax. This would technically be a proportional tax: everyone pays the same proportion of their income, albeit 
the resulting amount is larger for richer taxpayers. 



   
 

 4 

someone earning $100,000. But taking it from the former in tax will much more greatly limit their 
ability to buy things like food and pay for rent than is the case for the latter. 
 
Second, as a pragmatic point, public services cannot be properly funded without more support from 
richer taxpayers. The Aotearoa New Zealand government currently spends one-third of GDP, around 
$100 billion a year, to deliver public services for our collective benefit. Arguably, it needs to spend 
significantly more, to provide services of the quality and range seen in Western European and 
Scandinavian countries. And there is no way that spending can be funded by higher taxes on poor 
households, who simply do not have enough to give. If we want a country with functioning 
institutions, world-class public services, and a business-enabling environment, richer households 
must contribute more. 
 
However, as the table below shows, income taxes in Aotearoa are now much less progressive than 
they were in the 1980s. (The figures have been converted into today’s dollars, i.e. adjusted for 
inflation.) 4 
 
Aotearoa New Zealand Income Tax Rates 1986, 1991, 2001 and 2020 

1986 1991 

On income between… … you paid tax at On income between… … you paid tax at 

$0 and $13,500  
$13,500 and $56,500 
$56,500 and $67,700 
$67,700 and $85,800 

Over $85,800 

20% 
33% 
45% 
56% 
66% 

$0 and $16,700 
$16,700 and $54,100 

Over $54,100 

15% 
28% 
33% 

2001 2020 

On income between… … you paid tax at On income between… … you pay tax at 

$0 and $14,100 
$14,100 and $56,400 
$56,400 and $89,100 

Over $89,100 

15% 
21% 
33% 
39% 

$0 and $14,000 
$14,000 and $48,000 
$48,000 and $70,000 

Over $70,000 

10.5% 
17.5% 

30% 
33% 

 
Source: Statistics New Zealand (for 1986 and 1991); Tax Review 2001, Final Report (‘The McLeod Report’), October 2001, 
p.9 (for 2001).  

 
  

                                                           
4 Inflation adjustments made using: https://www.rbnz.govt.nz/monetary-policy/inflation-calculator. 

https://www.rbnz.govt.nz/monetary-policy/inflation-calculator
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Figure 2 shows the history of the top effective marginal tax rate – that is, the rate actually paid by 
top earners, once various additional and social security taxes are included. 
 
FIGURE 2 

 
Source: Bandyopadhyay et al., Average Marginal Income Tax Rates, p.11. 

 
The information presented in the table above and Figure 2 must be treated with caution. The simple 
tax rates listed in historical documents can often be different from those actually paid, thanks to an 
array of rebates, tax credits and exemptions. Nonetheless a few brief points can be made. First, in 
exceptional circumstances during wartime, the effective top tax rate (including special ‘additional’ 
taxes and social security taxes) was as high as 80-90 per cent. Second, for the 50-year period 1938-
1988, the top tax rate was on average over 60 per cent. This encompassed the greatest period of 
economic growth in New Zealand history, 1945-1975, suggesting that such rates are no burden on 
growth and indeed may foster it, through the investments in infrastructure they make possible. 
 
Third, New Zealand has generally taxed the first few dollars of income more steeply in the past than 
today. Fourth, the top tax rate previously cut in at a point that would seem low to modern eyes. 
However, New Zealand incomes were simply much lower then (even accounting for inflation). Data 
from both the World Inequality Database and Inland Revenue suggest that only the richest few 
percent would have paid the 66 per cent rate in 1986.5 
 
Fifth, today’s top tax rate is half that of the 1980s. So although taxes on low income earners have 
also fallen, it is hardly surprising that the Tax Working Group found that our tax system does 
                                                           
5 The World Inequality Database gives $75,600 as the average income for those earning between the 90th and 
95th percentiles in 1986 (in today's money), compared to the $85,800 (again in 2019 dollars) threshold for the 
66% rate. See: www.wid.world. IRD data, meanwhile, shows just 3% of filers had incomes over $38,000, the 
contemporary threshold for the 66% rate. It is not clear how much the latter data is influenced by the fact that 
low earners did not have to file tax returns. Bill Rosenberg, personal communication, 25 June 2017. 
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relatively little to reduce economic inequality.6 When GST and ACC levies are included, the richest 
New Zealanders only pay fractionally more of their income in tax than do the poorest. And if untaxed 
capital gains, which go largely to the richest fifth, were included, we would probably find that the 
rich pay less of their income in tax than the poor.7  

Income tax in Aotearoa New Zealand today 

The figure below shows which taxes Aotearoa New Zealand relies on, as against OECD norms. 
 
FIGURE 3 

 
Source: https://www.oecd.org/tax/revenue-statistics-new-zealand.pdf 

 
Though it may appear that New Zealand makes disproportionate use of corporate income taxes, 
Figure 3 does not account for the imputation of tax on dividends, which effectively credits back taxes 
on corporate income to Aotearoa shareholders. Once these are included, taxes on corporate 
incomes are below the OECD average. Social security contributions, however, are a major difference. 
In addition, New Zealand’s middle classes are lightly taxed by international standards. The table 
below shows English-speaking countries’ ‘tax wedges’ – the percentage of an employee’s gross 
salary that goes to the government. Aotearoa’s low and middle earners would both pay much more 
tax in those countries (let alone in Scandinavia), some of it in social security contributions. 
 
Percentage of Gross Salary to Government by Country 

Country Employee on 2/3 Average Wage Employee on Average Wage 

New Zealand 12.8% 15.4% 

Australia 19.7% 26.2% 

Canada 25.6% 30.3% 

Ireland 23.4% 29.3% 

United Kingdom 29.6% 32.7% 

USA 27.5% 29.7% 
Source: OECD Taxing Wages (2011), reproduced in Rob Salmond, The New New Zealand Tax System: New Zealand taxes in 

comparative perspective, Institute of Policy Studies, Wellington, 2011. 

                                                           
6 Tax Working Group, Future of Tax: Final Report Volume I, Wellington, February 2019, p.31. 
7 This assumes that capital gains are in fact a form of income. Work is underway to model the above claim. 

https://www.oecd.org/tax/revenue-statistics-new-zealand.pdf
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Options for reform 

In the short term, there appear to be two main potential areas for reform, at the poorer end and the 
richer end of the scale: a tax-free threshold, and at least one new top tax rate.8  

Option One: A tax-free threshold 
New Zealand taxes every dollar that people earn. But some countries have a tax-free threshold, so 
that people do not begin paying taxes until they earn over a certain amount. The intuition is that one 
should not tax people, thus requiring them to contribute to collective services, before they have 
earned enough to cover basics like food. In the UK, no tax is paid on the first £12,500 (roughly 
NZ$25,000); in Australia, that figure is $18,200.9  
 
There are, however, at least two counter-arguments. The first is that a threshold does not benefit 
only poorer taxpayers. If New Zealand had a threshold of $10,000, everyone, including the richest 
taxpayers, would get a tax cut of $1,050. (That is, $10,000 multiplied by the current 10.5% rate.) That 
would, of course, make a much greater difference to poorer than richer households. But given that 
New Zealand already taxes its richest taxpayers lightly, it should probably not implement any policy 
that reduces their taxes.10 If the desire is to help the worst off, there are more targeted ways of 
doing so.  
 
Secondly, and relatedly, tax-free thresholds can be very expensive. The Tax Working Group 
calculated that a threshold of just $5,000 would cost $1.8 billion a year.11 (A lower threshold could 
be contemplated, but would be so low as to make relatively little difference.) This is over half the 
estimated revenue from a capital gains tax. The threshold could conceivably be ‘clawed back’ if 
people lost the exemption once they entered the top tax bracket; but that kind of measure 
complicates the tax system and is not widely used. 
 
What’s more, Aotearoa New Zealand will need every cent of extra tax revenue for things only 
government can provide: a massive state house-building programme, investment in renewable 
energy, other climate change mitigation schemes, restoring the health service, and recovery from a 
coronavirus-induced recession. In light of these spending needs, requiring probably tens of billions of 
dollars every year, a broad-based $1.8 billion tax cut seems hard to defend. The situation might be 
different if Aotearoa already had a high tax take and could afford revenue-neutral changes that 
simply shift tax payments from poorer to richer households. But while that could certainly be 
modelled as a desirable future path, it is not the present situation.12 Hence the Tax Working Group 
was right to conclude that the best way to assist those on low incomes is not to introduce a tax-free 
threshold, but to increase benefits and tax credits. 

                                                           
8 This paper avoids the terms 'lower end' and 'upper end', on the basis that these terms subtly reinforce 
negative and positive views of people at those respective ends, given the general association of 'higher' with 
'better’ and ‘lower’ with ‘worse’. 
9 See: https://www.gov.uk/government/publications/rates-and-allowances-income-tax/income-tax-rates-and-
allowances-current-and-past, and Tax Working Group, Future of Tax: Final Report Volume I, Wellington, 
February 2019, p.84. 
10 In addition, some of the beneficiaries would be low-income members of high-income households – people 
doing small amounts of part-time work while their spouse has a full-time, high-paying job, for instance. 
11 Tax Working Group, Future of Tax, p.85. 
12 Some also argue that, since tax is currently deducted from benefits, a tax-free threshold would be a 
relatively easy way to increase the actual value of those benefits. But welfare system technicalities mean that 
a law change would in fact be required. Ibid. 

https://www.gov.uk/government/publications/rates-and-allowances-income-tax/income-tax-rates-and-allowances-current-and-past
https://www.gov.uk/government/publications/rates-and-allowances-income-tax/income-tax-rates-and-allowances-current-and-past
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Option Two: Increased top tax rates 
At 33 per cent, New Zealand’s top tax rate is extremely low by developed country standards, as 
Figure 4 below shows.  
 
FIGURE 4 

 
Source: Adapted from Glenn Kessler, Ocasio-Cortez’s 70-percent tax rate: Not so radical?, Washington Post, 31 January 
2019 (Accessed 29 April 2020 at: https://www.washingtonpost.com/politics/2019/01/31/ocasio-cortezs-percent-tax-rate-
not-so-radical/). 

 
This suggests Aotearoa New Zealand could significantly raise its top rate without being out of step 
internationally. In doing so it would increase the fairness of the tax system and generate extra 
revenue. But how much higher should the top rate be? 
 
The economists Thomas Piketty, Emmanuel Saez and Stephanie Stantcheva argue that the rate that 
would maximize tax revenue lies between 57 and 83 per cent globally, depending on various 
assumptions.13  This would be consistent with the 60-70 per cent rates that have been common in 
New Zealand history. This research assumes that taxes do not generally deter effort, though they 
can do so if they reach very high levels. Detailed modelling in Aotearoa likewise finds that raising the 
top tax rate would enhance overall well-being.14 
 
However, the rate must be discussed in conjunction with a discussion about the point at which it 
cuts in. Australian’s 45 per cent top tax rate, for instance, applies to income over A$180,000.15 And 
while much higher rates have been mooted overseas – in his new book Capital and Ideology, Piketty 
suggests they could reach 90 per cent, while the US politician Alexandria Ocasio-Cortez backs a 70 
per cent rate – they would apply only at very high levels.16 Even Piketty’s 70 per cent rate would only 

                                                           
13 Thomas Piketty, Emmanuel Saez and Stefanie Stantcheva, ‘Optimal taxation of top labor incomes: a tale of 
three elasticities’, NBER Working Paper 17616, Cambridge, Massachusetts, November 2011. 
14 John Creedy, Norman Gemmell, Nicolas Hérault and Penny Mok, ‘Microsimulation Analysis of Optimal 
Income Tax Reforms: An Application to New Zealand’, Victoria Business School Working Paper 08/2018, 
Wellington, May 2018. 
15 See: https://www.superguide.com.au/boost-your-superannuation/income-tax-rates. 
16 Thomas Piketty, Capital et Idéologie, Editions du Seuil, September 2019, p.1130. Glen Kessler, ‘Ocasio-
Cortez’s 70-percent tax rate: Not so radical?’, Washington Post, 31 January 2019, 
https://www.washingtonpost.com/politics/2019/01/31/ocasio-cortezs-percent-tax-rate-not-so-radical/ 
(accessed 30 March 2020). 

0%

10%

20%

30%

40%

50%

60%

Sw
ed

en

D
en

m
ar

k

Ja
p

an

A
u

st
ri

a

Fi
n

la
n

d

N
e

th
e

rl
an

d
s

B
el

gi
u

m

Is
ra

e
l

Sl
o

ve
n

ia

Fr
an

ce

Ir
el

an
d

P
o

rt
u

ga
l

N
o

rw
ay

Ic
el

an
d

Lu
xe

m
b

o
u

rg

So
u

th
 A

fr
ic

a

A
u

st
ra

lia

G
e

rm
an

y

G
re

ec
e

Sp
ai

n

U
K

It
al

y

So
u

th
 K

o
re

a

Sw
it

ze
rl

an
d

U
S

N
e

w
 Z

e
al

an
d

Top tax rates in high income countries

https://www.washingtonpost.com/politics/2019/01/31/ocasio-cortezs-percent-tax-rate-not-so-radical/
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apply to incomes more than 100 times the average (around NZ$3 million).17 Ocasio-Cortez’s 70 per 
cent rate would apply at US$10 million (NZ$17 million). Given the relatively small number of 
Aotearoa New Zealanders earning such sums, these rates would be unlikely to generate much 
revenue (although they might discourage the paying of such salaries in the first place) while probably 
being politically unpopular.18 
 
Inland Revenue data shows how many people might be affected by new top tax rates, as outlined in 
the table below. These data are based on 3.8 million tax returns covering virtually all adults, 
including beneficiaries. If one looked at salary-earners alone, those on $88,000 would probably not 
be in the richest tenth. In addition, many higher incomes that should be declared are absent from 
this data, either disguised as corporate income or consisting of (non-taxable) capital gains. So, 
people earning $88,000 may not consider themselves well-off, even if they are in the richest 10 per 
cent of return filers. However, the 39 per cent top rate introduced by Helen Clark in 1999 did cut in 
at $60,000, the equivalent of $92,000 today. 
 
Income earned by richest 20%, 10%, 5% and 3% of the population    

To be in this group in 2018 … … you need this much income 

Richest 20% $67,000 

Richest 10% $88,000 

Richest 5% $115,000 

Richest 3% $150,000 
Source: https://www.classic.ird.govt.nz/aboutir/external-stats/revenue-refunds/income-distrib-individual-
customers/income-distrib-individ-customers.html. 

 
Public opinion also provides useful context. Polling in 2014 by AUT’s Peter Skilling showed strong 
backing for a higher top rate: 64.8 per cent supported it to some degree (7-10 on a 10-point scale), 
with just 17.7 per cent opposed (1-4) and 17.6 per cent relatively neutral (5-6).19 But among those 
who responded to the question, ‘If you support a higher top tax rate, to what level of income should 
it apply?’, only 11.7 per cent of respondents wanted it to apply below $100,000. The most popular 
option was a threshold of $150,000, as the table below outlines. (The rate itself was not discussed.) 
 
Respondents’ support for the income level at which a higher top tax rate should apply 

Income level Respondent Support 

Under $100,000  11.7% 

$150,000 + 43.7% 

$200,000 + 20.0% 

$250,000 + 14.9% 

$500,000 + 8.3% 

Higher still 1.4% 
Source: Peter Skilling, Public Attitudes towards Inequality in New Zealand: Results of a 2014 Online Survey (N=1003), AUT 
University, 2014. 

 

                                                           
17 Inland Revenue data from 2018 shows the average tax return filer earns around $30,000. 
https://www.classic.ird.govt.nz/aboutir/external-stats/revenue-refunds/income-distrib-individual-
customers/income-distrib-individ-customers.html 
18 The effect of such high tax rates may be less to raise revenue and more to discourage firms from paying such 
high salaries in the first place. Piketty argues that this is precisely what happened in the post-war period: why 
ask for a large salary increase, after all, if most of it will be taken in tax? 
19 Peter Skilling, ‘Public Attitudes towards Inequality in New Zealand: Results of a 2014 Online Survey 
(N=1003)’, AUT University, 2014. 

https://www.classic.ird.govt.nz/aboutir/external-stats/revenue-refunds/income-distrib-individual-customers/income-distrib-individ-customers.html
https://www.classic.ird.govt.nz/aboutir/external-stats/revenue-refunds/income-distrib-individual-customers/income-distrib-individ-customers.html
https://www.classic.ird.govt.nz/aboutir/external-stats/revenue-refunds/income-distrib-individual-customers/income-distrib-individ-customers.html
https://www.classic.ird.govt.nz/aboutir/external-stats/revenue-refunds/income-distrib-individual-customers/income-distrib-individ-customers.html
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The above points can guide a sketch of a revised Aotearoa New Zealand tax structure. Since there is 
no one ‘ideal’ structure, three scenarios have been outlined below. The likely revenue raised has 
been calculated using a publicly available Treasury spreadsheet.20 These calculations are a rough 
estimate only, and do not include what are known as behavioural responses – that is, people 
choosing to work more or less, or attempting to evade or avoid tax. Because of limitations in the 
underlying data, rates that would apply above $150,000 cannot be modelled. All figures are rounded 
to two decimal places. The below provides detail for the findings of calculations for the three 
scenarios. 
 

Scenario 1: A new top rate 
Scenario 1 maintains the current structure except for adding a new rate of 50% on income over 
$150,000. This raises an extra $1.7 billion; at 45%, that new rate would raise $1.2 billion, and at 40%, 
$720 million. At 60%, it would raise $2.8 billion. 
 

Today, at current rates Scenario One: a new top tax rate 

On income between…  … you pay 
tax at 

On income 
between… 

… you pay tax at… … revenue 
change is: 

$0 and $14,000  10.5% $0 and $14,000 10.5% 0 

$14,000 and $48,000  17.5% $14,000 and $48,000 17.5% 0 

$48,000 and $70,000  30% $48,000 and $70,000 30% 0 

Over $70,000  33% $70,000 and 
$150,000 

33% 0 

  Over $150,000 50% + $1.7bn 

  Revenue raised $1.7bn 

 

Scenario 2: Two new rates 
Scenario 2 introduces a top rate of 50 per cent on income over $150,000, as above, and raises the 
rate on income between $70,000 and $150,000 from 33 to 40 per cent. This effectively restores the 
Clark-era 39 per cent rate, and significantly boosts estimated revenue. But this may not be viable, 
bearing in mind that Clark’s rate cut in at $92,000 (in today’s money), and that the middle classes 
may be reluctant to pay more in general taxation. 
 

Today, at current rates Scenario Two: two new tax rates 

On income between…  … you pay 
tax at 

On income 
between… 

… you pay tax 
at … 

… and the 
revenue change 
is 

$0 and $14,000  10.5% $0 and $14,000 10.5% 0 

$14,000 and $48,000  17.5% $14,000 and 
$48,000 

17.5% 0 

$48,000 and $70,000  30% $48,000 and 
$70,000 

30% 0 

Over $70,000  33% $70,000 and 
$150,000 

40% + $1.7bn 

  Over $150,000 50% + $1.7bn 

  Revenue raised $3.4bn 

 
 

                                                           
20 See: https://treasury.govt.nz/publications/model/aggregate-personal-income-tax-revenue-estimate-tool. 

https://treasury.govt.nz/publications/model/aggregate-personal-income-tax-revenue-estimate-tool
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Scenario 3: Compromise scenario 
The first two scenarios assume that the existing tax brackets – the points where the 17.5 per cent 
and 30 per cent rates cut in – will remain. In practice they are likely to change, because the National 
Party has promised to raise them and there is the potential for the Labour Party to respond to this 
pressure and do likewise. Scenario 3 crudely assumes that the brackets will shift from $14,000 to 
$15,000 and from $48,000 to $50,000 respectively. In addition, it pushes out the point where 
Scenario 2’s 40 per cent rate applies, to $90,000, in line with the Clark-era 39 per cent rate. This has 
the effect of slightly reducing the tax on income between $70,000 and $90,000 (from 33 per cent to 
30 per cent). This scenario thus responds to possible political changes and concerns over tax from 
some portions of the Aotearoa New Zealand population. The bracket shifts reduce tax revenue by a 
combined $500 million, while the $70,000-$90,000 tax cut creates a further $330 million drop. This 
is effectively offset by the increase on tax between $90,000 and $150,000, leaving the new top rate 
over $150,000 (at either 50 per cent or 60 per cent) as the net revenue generator. 
 

Today, at current rates Scenario Three: compromise scenario 

On income 
between…  

On income 
between… 

On income 
between… 

… you pay tax 
at … 

… and the revenue 
change is 

$0 and $14,000  10.5% $0 and $15,000 10.5% -$190m 

$14,000 and 
$48,000  

17.5% $15,000 and $50,000 17.5% -$310m 

$48,000 and 
$70,000  

30% $50,000 and $90,000 30% -$330m 

Over $70,000  33% $90,000 and 
$150,000 

40% +$900m 

  Over $150,000 50/60% + $1.7bn / + $2.8bn 

  Revenue raised $1.8bn/$2.8bn 

 
Any number of other scenarios could of course be modelled. In Scenario 3, for instance, the tax cut 
between $70,000 and $90,000 could be removed by keeping tax for that bracket at 33 per cent, 
effectively creating an extra bracket and increasing that scenario’s revenue by $330 million. And 
although the revenue-raising potential of rates applying much further up the scale – at $3 million, 
say – appears limited, such rates could be modelled using other data. 
 
Regardless, the above scenarios suggest the potential for raising revenue is reasonable – but also 
limited. Viable scenarios would produce something in the ballpark of $2 billion, without even 
accounting for the no-doubt considerable attempts that richer individuals would make to avoid or 
evade tax increases. Although this does not diminish the need to reform income taxation, it does 
reinforce the point that the most significant gaps in the New Zealand tax system, and therefore the 
greatest opportunities for increasing fairness and raising revenue, lie elsewhere, with the taxation of 
capital gains, wealth and inheritances, as argued in other TJA policy briefs. 
 
At a conceptual level, there are also other ways income tax could be reformed. The 2019 Tax 
Working Group report effectively argued that capital gains – the sums made from selling assets – 
were a form of income and should be taxed at the same rate.21 Equally, gifts and inheritances could 
be treated as an irregular form of income, and taxed accordingly. But this is politically unlikely. Full-
scale reform of income tax would also have to account for the rest of the tax system and indeed the 
welfare system. But such questions are beyond the scope of this brief. 

                                                           
21 Ibid., p.15. 
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Income and corporate taxes: preventing leakages 

To properly discuss corporate tax requires a separate policy brief. But corporate taxation has one 
clear connection with income tax rates that merits attention. If income taxes are raised, then the 
greater the difference between the income and corporate tax rates, the greater the incentive for 
people to claim that their personal income is in fact corporate income, and thus pay less tax. Such 
attempts are inevitable whenever there is a gap between different tax rates. When, for instance, the 
top income tax rate was higher than the rate at which income from trusts was taxed, a significant 
amount of personal income was ‘reclassified’ as trust income. 
 
How to address this is a complex question, and one largely beyond this policy brief. However, the 
options can broadly be stated as follows. 

• One can accept that there will be a significant gap between income and corporate rates, and 
police the distinction vigorously. Particularly if the top income tax rate were raised as high as 
50 or 60 per cent, it would probably be neither possible nor sensible to raise the corporate 
rate commensurately. Most countries have, as above, much higher income tax rates than 
New Zealand does. Yet they all manage to generate significant income tax revenue despite 
having much larger disparities between their income and corporate tax rates than New 
Zealand does. Presumably they do so by passing reasonably stringent regulations on how 
income has to be classified, and enforcing those regulations firmly. 

• Conversely, it could be argued that the complexity of this regulation and enforcement is too 
great, and that such efforts will always be bypassed in any case. Along those lines, the 
argument could be made for raising the corporate tax rate, at least to some extent. Such an 
argument has been outlined by CTU economist Andrea Black.22 

• Another option is some combination of the above: a partial increase in the corporate tax 
rate to reduce incentives and opportunities for avoidance or evasion, combined with 
enforcement measures to police the remaining gap. 

Conclusion 

Aotearoa New Zealand has an opportunity to examine its income tax schedule, spread contributions 
more evenly across different income tax earners, and raise revenue for important public services 
that help us all. TJA suggests that there be no tax-free threshold, given that there are better ways to 
provide support for people on lower incomes. At least one new top tax rate should be introduced, 
however, to raise revenue and enable those who earn more to contribute appropriately. Aotearoa 
New Zealand’s current top tax rate is low in comparison with the rest of the world, so raising it 
would not put us out of step with our OECD peers. TJA also supports exploring social security 
contributions as a way to enhance government revenues and social cohesion. Corporate taxes could 
be raised, though this would need further investigation. In the meantime, rigorous enforcement of 
corporate and personal income taxes is required to stop tax avoidance and evasion. 
 
In summary, income taxes are an important contribution to the collective wellbeing of Aotearoa 
New Zealand and its people – both for the present and the future. It is thanks to the past 
contributions of New Zealanders – the taxes they paid to build a functioning health system and 
government institutions – that we got through the coronavirus pandemic relatively well. And an 
even better funded health system could pay nurses what they are really worth, provide enough 
personal protective equipment and testing for all, and furnish the intensive care beds we need. That 
is the future benefit to be gained by generating greater tax revenue now. 

                                                           
22 See: https://letstalkabouttaxnz.com/2019/09/16/tax-and-small-business-2-company-tax-rate/. 
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