When Marriage and Work Do Not Pay
Family First have launched an on-line calculator that families can use to estimate how much better off they would be in financial terms from marriage or by earning an extra $100.

To use this calculator the family simply enters their details and then the calculator works out their treatment under current tax and welfare programmes (personal income taxes, ACC levy, Working for Families credits, main welfare benefits and the Accommodation Supplement).

Note that the personal income tax scale and Working for Families tax credits assumed to be in operation are those that apply from 1 April 2009, while the rules for main welfare benefits and the Accommodation Supplement are assumed to be those in operation from 1 April 2008 (as the 1 April 2009 rates were not available at the time of the launch).

Background

Marriage penalties and poverty traps indicate how families are influenced by the family income assistance system when they change their family structure or work effort:
· marriage penalties occur when two parents (or spouses) have a higher total income (after income transfers and living costs) when separated than when a partnered unit. The presence of marriage penalties means that some people are discouraged from entering into or remaining in a relationship in the nature of marriage by the family income assistance system
· poverty traps occur when there is a range of hours of work where, due to taxes and the clawback of assistance, there are few or no financial incentives for people to enter into or remain in work, or to increase their hours of work or wage rates.

Marriage penalties and poverty traps arise from the complex interaction of a wide range of family income assistance programmes.
 Modelling undertaken by NZIER on these financial incentives in New Zealand showed that:

· marriage penalties are higher for families with children than for families without, which reflects the greater provision of targeted assistance to families with children

· for families with and without children, marriage penalties are higher the greater the disparity between the primary and secondary income earners’ incomes. This reflects the situation where one person has to largely forego an unabated independent income, the other person faces additional clawback of assistance, and there is little increase in the household gross income
· poverty traps are higher for families without children at lower income levels, but higher for families with children at higher income levels. This reflects the fact that for families with children the clawback of assistance takes place at higher incomes and/or at lower rates of abatement and the greater levels of targeted assistance provided to families with children.
As well as these financial incentives, people’s decisions regarding work effort and family structure are influenced by many other factors, including social norms, uncertainty and the administration of the family income assistance system. 
Nevertheless, economic security is important to families, with around half of the respondents to a recent UMR survey on what makes a successful marriage identifying an adequate income and good housing as being very important. Marriage penalties and poverty traps may also have effects on the perceived fairness of and the administration and compliance costs associated with the family income assistance system.
What could be done?
Reform to the family income assistance system needs to strike a balance between policy objectives, such as reducing child poverty, improving financial incentives for caregivers to work, compensating families with children for the additional costs that they face and supporting single-income partnered families. Striking an appropriate balance between these goals requires hard decisions to be made.

While no single approach has been taken to reforming family income assistance internationally, New Zealand could draw some important lessons for reform from overseas. Among OECD countries New Zealand places a relatively large reliance upon allocating and withdrawing assistance on the basis of income. In countries such as Australia, Canada, the United Kingdom and the United States, options such as time limiting assistance or greater targeting on the basis of family structure have also been given emphasis.

Consideration of these experiences with reform overseas and whether New Zealand could take a broader approach to designing its family income assistance system could thus provide fruitful directions for further research and debate.
� 	These programmes include the personal income tax scale, the ACC earners’ levy, the Working for Families Tax Credits (especially the Family Tax Credit, the In-Work Tax Credit, and the Minimum Family Tax Credit), main welfare benefits (the Unemployment Benefit and Domestic Purposes Benefit), the Accommodation Supplement and Child Support.
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