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Income tax revenue

A major component of Crown revenue comes from income taxes on individuals. In the year
ended 30 June 2020, a total of $40,797 million was received from individual income tax (including
fringe benefit tax)." This was equivalent to 48 percent of taxation revenue for the year.?
According to the Treasury’s Half Year Economic and Fiscal Update 2020 (HYEFU), individual tax
revenue of $42,348 million is forecast for the year ended 30 June 2021, rising slightly to $42,878
million in the following financial year.3

Current income tax rates

New Zealand has a progressive income tax rate regime, where the amount of tax on each
additional dollar earned rises as overall annual income rises (e.g. someone earning $50,000
would pay 10.5 cents in the dollar on their first $14,000 of income, 17.5 cents in the dollar on the
next $34,000 of income, and 30 cents in the dollar on the last $2,000). The individual income tax
rates and thresholds in force are shown in Table 1, including the new top income tax rate of 39
cents in the dollar for income over $180,000 from 1 April 2021 (following the enactment of the
Taxation (Income Tax Rate and Other Amendments) Act 2020).

Table 1: Individual income tax rates and thresholds from 1 April 2021

Income level Marginal income

tax rate (%)

$0 to $14,000 10.5
$14,000 to $48,000 17.5
$48,000 to $70,000 30
$70,000 to $180,000 33
Over $180,000 39

Note: There is an independent earner tax credit of $10 per week for those individuals earning between
$24,000 and $48,000 who do not received a benefit, Working for Families tax credits, or New Zealand
Superannuation. This tax credit is abated at 13 cents for every dollar over $44,000 (and is fully abated at
$48,000). Sources: Inland Revenue and Parliamentary Counsel Office.*>
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Income bracket creep

Income tax bracket creep is where individuals pay a greater proportion of their income in tax, as
a result of moving into higher marginal income tax brackets as their income rises (causing the
average amount paid in tax to rise over time). This could occur despite the taxpayer remaining
in the same job or profession, with their wage or salary rising in line with the cost of living (i.e.
inflation). In the first full income year following the last change in the income tax rates and
thresholds from 1 October 2010 (i.e. the tax year ended 31 March 2012), approximately 13
percent of income earners were in the top marginal income tax bracket, or 15 percent of wage
and salary earners. This has increased to 20 percent of income earners in the year ended 31
March 2019. More recent data, for wage and salary income only, showed that 26 percent of
wage and salary earners were in the top marginal tax in the year ended 31 March 2020. These
calculations exclude those taxpayers who filed a ‘nil’ annual return.

Distribution of individual income

Inland Revenue provides the distribution of individual income for the tax year ended 31 March
2019.% This data includes the number of individuals in each income band, the amount of taxable
income in that band, and the amount of tax assessed.” The data was derived from IR3 tax
returns, personal tax summaries and employer PAYE information.® The data includes people
with part-year incomes and can potentially include the incomes of children. People with
negative income because of losses are recorded as having nil taxable income by Inland
Revenue.® Aggregating individual income into the current income tax rates and thresholds
results in the following distribution of individual income for the year ended 31 March 2019.

Table 2: Distribution of individual income for the tax year ended 31 March 2019

Taxable Tax % of
Annual taxable Number income assessed % of taxable % of tax
income of people ($m) ($m) taxpayers income assessed
$0 to $14,000 1,153,870 4,979 523 25.4 2.5 1.3
$14,000 to $48,000 1,828,420 51,574 6,984 40.2 25.7 16.9
$48,000 to $70,000 703,640 41,040 7,400 15.5 204 17.9
$70,000 to $180,000 772,530 76,301 18,165 17.0 38.0 44.0
Over $180,000 86,580 27,162 8,177 1.9 13.5 19.8
Total 4,545,040 201,056 41,249 100 100 100

Note: 1. Includes 214,900 individuals with nil income.
Source: Inland Revenue.'®
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Secondary tax

According to Inland Revenue, “secondary tax is the name given to the tax rules which apply when
a person has more than one job. A common misconception is that secondary tax is unfair,
because tax is deducted from a person’s earnings from a second job at a higher rate than their
first job™.!" This is due to the progressivity of the income tax system, with the marginal income
tax rate rising as income increases. Secondary income tax codes are included as part of the tax
system to ensure that the correct amount of income tax is paid, regardless of whether an
individual pays income tax through one job, or multiple jobs.

Following the enactment of the Taxation (Annual Rates for 2018-19, Modernising Tax
Administration, and Remedial Matters) Act 2019 in March 2019, Inland Revenue will monitor the
tax paid by wage and salary earners through the year. If it appears that an individual is being
over (or undertaxed), Inland Revenue will suggest a more suitable PAYE tax code tailored to that
person.’? The March 2019 legislation means that tailored tax codes are easier to access. Key
changes included:'3

e “The process of applying for a tailored tax code has been simplified (including being able
to apply online).

¢ Inland Revenue will monitor changes in a person’s earnings and identify when a person
may benefit from using a tailored tax code.

¢ Inland Revenue will proactively contact individuals who may benefit from using a tailored
tax code and recommend that they consider changing their code.

e When an individual has consented to a change to a tailored tax code, Inland Revenue will
notify an individual's employer of their updated tax code”.

Inland Revenue announced on 21 August 2020 that they were sending out letters and emails to
those they thought might be on the wrong tax code.’ “In some cases we recommend tailored
tax codes to customers. These letters are recommendations only, so customers will need to
apply for a tailored tax code if they want to start using one”."
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