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Royal Commission to Inguire into and Report upon Social Security

ErizaseTH THE SECOND, by the Grace of God of the United Kingdom,
New Zealand, and Her Other Realms and Territories Queen,
Head of the Commonwealth, Defender of the Faith:

To Our Trusty and Well-beloved the Right Honourable Sir
Tuappeus Prarcey McCartay, a Judge of the Court of Appeal
of New Zealand; Aran Joun Danks, of Wellington, Chairman
of the University Grants Committee; JorN OUBRIDGE MERCER,
¢.B.E., of Wellington, medical practitioner; Mavis Apa TILLER,
of Wellington, married woman; and JouNn TURNBULL, 0.B.E., of
Wellington, company secretary :

GREETING :

Know YE that we, reposing trust and confidence in your integrity,
knowledge, and ability, do hereby nominate, constitute, and appoint
you, the said

Tuz Ricar Honourasre Sik THADDEUS Prarcey McCarTmy,
Aran Joun Dangs,

Joun Ousrmee MErrcer,

Mavis Apa TipLiLer, and

Joun TurnBULL

to be a Commission to receive representations upon, inquire into,
investigate, and report upon the social security legislation and related
legislation, in New Zealand; and, in particular, to receive represen-
tations upon, inquire into, investigate, and report upon the following
matters:

1. The principles upon which the present social security scheme of
monetary benefits and supplementary assistance are based and their
relevance in changing social and economic conditions.

2. Any changes considered desirable in the structure, coverage, and
administration of monetary benefits and supplementary assistance.

3. The criteria which should be used for determining rates of and
qualifications for monetary benefits and supplementary assistance,
including the means of meeting need.

4. The extent (if any) to which monetary benefits should be subject
to taxation.

5. The relationship between any proposals or recommendations you
may make, and any pensions or allowances payable under the war
pensions legislation that would, in your opinion, be affected by such
proposals or recommendations.

6. The relationship between social security monetary benefits, other
allied social services, and other schemes of income maintenance.
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7. Any changes considered to be desirable to the nature and extent
of medical, specialist, and pharmaceutical benefits, and the criteria
for determining entitlement thereto.

8. Any associated matters that may be thought by you to be rele-
vant to the general objects of the inquiry.

And, further, in carrying out this inquiry, We desire you to have
regard to the necessity of ensuring that the resources expended under
+the social security system are used to best advantage for the mainten-
ance of adequate living and health standards consistent with the
‘development of the economy and with other demands on resources.

And We hereby appoint you the said

Ture Ricat HoNnouRaBLE SIR THaDDEUS PEARCEY McCarTHY
to be the Chairman of the said Commission:

And for better enabling you to carry these presents into effect you
are hereby authorised and empowered to make and conduct any
inquiry or investigation under these presents in such manner and at
such time and place as you think expedient, with power to adjourn
from time to time and place to place as you think fit, and so that these
presents shall continue in force and any such inquiry may at any
time and place be resumed although not regularly adjourned from
time to time or from place to place:
~ And you are hereby strictly charged and directed that you shall
~ not at any time publish or otherwise disclose, save to His Excellency
 the Governor-General, in pursuance of these presents or by His
~ Excellency’s direction, the contents of any report so made or to be
~ made by you, or any evidence or information obtained by you in the
~ exercise of the powers hereby conferred on you, except such evidence
~ or information as is received in the course of a sitting open to the
~ public:
~ And it is hereby declared that the powers hereby conferred shall

be exercisable notwithstanding the absence at any time of any one or
~ any two of the members hereby appointed so long as the Chairman
~ or a2 member deputed by the Chairman to act in his stead, and two
~ other members, are present and concur in the exercise of the powers:

And We do further ordain that you have liberty to report your

~ proceedings and findings under this Our Commission from time to
time if you shall judge it expedient to do so:

~ And, using all due diligence, you are required to report to His

Excellency the Governor-General in writing under your hands, not

later than the 31st day of December 1970, your findings and opinions
~ on the matters aforesaid, together with such recommendations as you
think fit to make in respect thereof:

And, lastly, it is hereby declared that these presents are issued under
the authority of the letters patent of His Late Majesty King George
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the Fifth, dated the 11th day of May 1917, and under the authority
of and subject to the provisions of the Commissions of Inquiry Act
1908, and with the advice and consent of the Executive Council of
New Zealand.

In witness whereof We have caused this Our Commission to be
issued and the Seal of New Zealand to be hereunto affixed at
Wellington this 15th day of September 1969.

Witness Our Right Trusty and Well-beloved Cousin, Sir Arthur
Espie Porritt, Baronet, Knight Grand Cross of Qur Most Dis-
tinguished Order of Saint Michael and Saint George, Knight
Commander of Our Royal Victorian Order, Commander of Our
Most Excellent Order of the British Empire, Governor-General
and Commander-in-Chief in and over New Zealand.

ARTHUR PORRITT, Governor-General.
by His Deputy RICHARD WILD.

[L.s.]

By His Excellency’s Command—
J. R. MARSHALL, Acting Prime Minister.
Approved in Council—

P. J. BROOKS, Clerk of the Executive Council.
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Euxtending the Time Within Which the Royal Commission to Inquire
Into and Report Upon Social Security May Report

FLiZABETH THE SECOND, by the Grace of God of the United Kingdom,
New Zealand, and Her Other Realms and Territories Queen,
Head of the Commonwealth, Defender of the Faith:

To Our Trusty and Well-beloved the Right Honourable Sir
Tuappeus Prearcey McCartay, a Judge of the Court of
Appeal of New Zealand; Aran Joun Danxs, of Wellington,
Chairman of the University Grants Committee; JouN OUBRIDGE
MERCER, C.B.E., of Wellington, medical practitioner; Mavis
Apa TiLLER, of Wellington, married woman; and Joun TURN-
BULL, 0.B.E., of Wellington, company secretary:

GREETING :

Wrereas by Our Warrant dated the 15th day of September 1969,
issued under the authority of the Letters Patent of His Late Majesty
King George the Fifth dated the 11th day of May 1917, and under
the authority of and subject to the provisions of the Commissions of
Inquiry Act 1908, and with the advice and consent of the Executive
Council of New Zealand, you were appointed to be a Commission
to inquire into and report upon the matters in Our said Warrant set
out, being matters concerning social security:

And whereas by Our said Warrant you are required to report to
His Excellency the Governor-General, not later than the 31st day of
December 1970, your findings and opinions on the matters aforesaid,
together with such recommendations as you think fit to make in
respect thereof:

And whereas it is expedient that the time for so reporting should be
extended as hereinafter provided:

Now, therefore, We do hereby extend until the 30th day of Septem-
ber 1971, the time within which you are so required to report without
prejudice to the continuation of the liberty conferred upon you by
Our said Warrant to report your proceedings and findings from time
to time if you should judge it expedient to do so:

And we do hereby confirm Our said Warrant and the Commission
thereby constituted save as modified by these presents:

And it is hereby declared that these presents are issued under the
authority of the said Letters Patent of His Late Majesty, and under
the authority of and subject to the Commissions of Inquiry Act 1908,
and with the advice and consent of the Executive Council of New
Zealand.
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the Fifth, dated the 11th day of May 1917, and under the authority
of and subject to the provisions of the Commissions of Inquiry Act
1908, and with the advice and consent of the Executive Council of
New Zealand.

In witness whereof We have caused this Our Commission to be
issued and the Seal of New Zealand to be hereunto affixed at
Wellington this 15th day of September 1969.

Witness Our Right Trusty and Well-beloved Cousin, Sir Arthur
Espie Porritt, Baronet, Knight Grand Cross of Our Most Dis-
tinguished Order of Saint Michael and Saint George, Knight
Commander of Our Royal Victorian Order, Commander of Our
Most Excellent Order of the British Empire, Governor-General
and Commander-in-Chief in and over New Zealand.

ARTHUR PORRITT, Governor-General.
by His Deputy RICHARD WILD.

[L.s.]

By His Excellency’s Command—
J. R. MARSHALL, Acting Prime Minister.
Approved in Council—

P. J. BROOKS, Clerk of the Executive Council.
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Eatending the Time Within Which the Royal Commission to Inquire
Into and Report Upon Social Security May Report

FLizZABETH THE SECOND, by the Grace of God of the United Kingdom,
New Zealand, and Her Other Realms and Territories Queen,
Head of the Commonwealth, Defender of the Faith:

To Our Trusty and Well-beloved the Right Honourable Sk
TuapDEUS PEARCEY McCarTHY, 2 Judge of the Court of
Appeal of New Zealand; Aran Joun Danxs, of Wellington,
Chairman of the University Grants Committee; JouNn OUBRIDGE
MERCER, c.B.E., of Wellington, medical practitioner; Mavis
Apa TILLER, of Wellington, married woman; and Joun TURN-
BULL, O.B.E., of Wellington, company secretary:

GREETING :

Waereas by Our Warrant dated the 15th day of September 1969,
issued under the authority of the Letters Patent of His Late Majesty
King George the Fifth dated the 11th day of May 1917, and under
the authority of and subject to the provisions of the Commissions of
Inquiry Act 1908, and with the advice and consent of the Executive
Council of New Zealand, you were appointed to be a Commission
to inquire into and report upon the matters in Our said Warrant set
out, being matters concerning social security:

And whereas by Our said Warrant you are required to report to
His Excellency the Governor-General, not later than the 31st day of
December 1970, your findings and opinions on the matters aforesaid,
together with such recommendations as you think fit to make in
respect thereof:

And whereas it is expedient that the time for so reporting should be
extended as hereinafter provided:

Now, therefore, We do hereby extend until the 30th day of Septem-
ber 1971, the time within which you are so required to report without
~ prejudice to the continuation of the liberty conferred upon you by

- Our said Warrant to report your proceedings and findings from time
to time if you should judge it expedient to do so:

And we do hereby confirm Our said Warrant and the Commission
thereby constituted save as modified by these presents:

And it is hereby declared that these presents are issued under the
authority of the said Letters Patent of His Late Majesty, and under
the authority of and subject to the Commissions of Inquiry Act 1908,
and with the advice and consent of the Executive Council of New
Zealand.
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In witness whereof We have caused these presents to be issued and
the Seal of New Zealand to be hereunto affixed at Wellington this
30th day of November 1970.

Witness Our Right Trusty and Well-beloved Sir Arthur Espie
Porritt, Baronet, Knight Grand Cross of Our Most Distinguished
Order of Saint Michael and Saint George, Knight Commander
of Our Royal Victorian Order, Commander of Our Most Excel-
lent Order of the British Empire, Governor-General and Com-
mander-in-Chief in and over New Zealand.

ARTHUR PORRITT, Governor-General.
[L.s.]
By His Excellency’s Command—
KEITH HOLYOAKE, Prime Minister.
Approved in Council—
P. J. BROOKS, Clerk of the Executive Council.
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Further Extending the Time Within Which the Royal Commission to
Inquire Into and Report Upon Social Security May Report

ELIZABETH THE SECOND, by the Grace of God of the United Kingdom,
New Zealand, and Her Other Realms and Territories Queen,
Head of the Commonwealth, Defender of the Faith:

To Our Trusty and Well-beloved the Right Honourable Sir
Tuapbeus Prarcey McCartay, a Judge of the Court of Appeal
of New Zealand ; Aran Joun Danks, of Wellington, Chairman
of the University Grants Committee; Joun OUBRIDGE MERCER,
C.B.E., of Wellington, medical practitioner; Mavis Apa TILLER,

 of Wellington, married woman; and Joun TURNBULL, 0.B.E., of
Wellington, company secretary :

GREETING :

WuerEAs by Our Warrant dated the 15th day of September 1969,
issued under the authority of the Letters Patent of His Late Majesty
King George the Fifth dated the 11th day of May 1917, and under the
authority of and subject to the provisions of the Commissions of
Inquiry Act 1908, and with the advice and consent of the Executive
Council of New Zealand, you were appointed to be a Commission to
inquire into and report upon the matters in Our said Warrant set out,
being matters concerning social security :

And whereas by Our said Warrant you were required to report to
His Excellency the Governor-General, not later than the 31st day of
December 1970, your findings and opinions on the matters aforesaid,
together with such recommendations as you think fit to make in respect
thereof :

And whereas by Our further Warrant dated the 30th day of
November 1970, the time within which you were so required to report
was extended until the 30th day of September 1971 :

And whereas it is expedient that the time for so reporting should
be further extended as hereinafter provided:

Now, therefore, We do hereby extend until the 31st day of March
1972, the time within which you are so required to report without
prejudice to the continuation of the liberty conferred upon you by
Our first-mentioned said Warrant to report your proceedings and
findings from time to time if you should judge it expedient to do so:

And We do hereby confirm Our said Warrants and the Commission
thereby constituted save as modified by these presents:

And it is hereby declared that these presents are issued under the
authority of the said Letters Patent of His Late Majesty, and under
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the authority of and subject to the Commissions of Inquiry Act 1908,
and with the advice and consent of the Executive Council of New
Zealand.

In witness whereof We have caused these presents to be issued and
the Seal of New Zealand to be hereunto affixed at Wellington this
20th day of September 1971.

Witness Our Right Trusty and Well-beloved Sir Arthur Espie
Porritt, Barcnet, Knight Grand Cross of Our Most Distinguished
Order of Saint Michael and Saint George, Knight Commander
of Our Royal Victorian Order, Commander of Our Most Excel-
lent Order of the British Empire, Governor-General and
Commander-in-Chief in and over New Zealand.

ARTHUR PORRITT, Governor-General.
[L.s.]

By His Excellency’s Command—
KEITH HOLYOAKE, Prime Minister.
Approved in Council—
P. J. BROOKS, Clerk of the Executive Council.
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Letter of Transmittal

To His Excellency Sir Arthur Espie Porritt, Baronet, Knight Grand
Cross of the Most Distinguished Order of Saint Michael and
Saint George, Knight Grand Cross of the Royal Victorian Order,
Commander of the Most Excellent Order of the British Empire,
Governor-General and Commander-in-Chief in and over New
Zealand.

May 1T PLEASE YOUR EXCELLENCY

Your Excellency by Warrant dated 15 September 1969 appointed
us the undersigned TuADDEUS PEARCEY McCARTHY, ALAN JoHN
Danks, JouN OuUBRIDGE MERCER, Mavis Apa TiLrLEr, and Joun
TURNBULL, to report under the terms of reference stated in that
Warrant.

We were originally required to present our report by 31 December
1970, but this date was extended by Your Excellency initially to
30 September 1971 and later to 31 March 1972.

We now humbly submit Part I of our report which embodies an
introduction, a general survey of the inquiry and a gathering together
of our recommendations. We will be presenting the remainder of
our report to Your Excellency at a later date.

We have the honour to be
Your Excellency’s most obedient servants,
TaappEUus McCartry, Chairman.
Aran Danks, Member.
J. O. Mercer, Member.

M. A. TiLLeEr, Member.
J. TurnBULL, Member.

Dated at Wellington this 16th day of December 1971.
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Leiter of Transmitial

To His Excellency Sir Arthur Espie Porritt, Baronet, Knight Grand
Cross of the Most Distinguished Order of Saint Michael and
Saint George, Khight Grand Cross of the Royal Victorian Order,
Commander of the Most Excellent Order of the British Empire,
Governor-General and Commander-in-Chief in and over New
Zealand.

May 1T PLEASE YOUR EXCELLENGY

Your Excellency by Warrant dated 15 September 1969 appointed
us the undersigned TuappEUS PEARCEY MCCARTHY, ALAN JoHN
Danxks, Mavis Apa TiLLER, and JoEn TURNBULL, together with
Jou~n OusrmbcE MERCER, now deceased, to report under the terms
of reference stated in that Warrant. '

We were originally required to present our report by 31 December
1970, but this date was extended by Your Excellency 1n1t1a11y to
30 September 1971 and later to 31 March 1972.

On 16 December 1971 we presented to Your Excellency Part I
of the report required from us by Your Excellency’s Warrant of
15 September 1969. Dr Mercer died on the 30th day of
December 1971.

We now humbly submit the complete text of our report. This
received Dr Mercer’s approval prior to his death. Your Excellency
will see that it is a unanimous report except that one member,
Mrs M. A, Tiller, dissents from certain features of recommendations
numbered (84) and (87), and proposes alternatives.

We have the honour to be
Your Excellency’s most obedient servants,

TuappEUs McCartay, Chairman.
Araxn Danks, Member.
M. A, TiwLEr, Member.
J. TurnBULL, Member.

Dated at Wellington this 16th day of March 1972.




PART I

~This contains, in one chapter, an introduction to the report, a
general survey of the inquiry, and a gathering together of recommen-
dations and costs. o ’

P




Chapter 1. THE NATURE AND SCOPE OF
THE INQUIRY

INTERPRETATION OF THE WARRANT

1. Our Warrant directs our main concern to all social security
benefits and other monetary aid, and to certain specified health
benefits. We are required to examine the principles on which the
total social security system is based, the structure, coverage, and
administration of monetary benefits and supplementary assistance, and
the criteria and qualifications for determining their amounts and
eligibility for them.

2. Though necessarily our inquiry has focused mainly on income
support, it has nevertheless ranged widely, for income support lies at
the heart of not only social security, but of all social welfare. Further,
the ways and means of financing income support are closely inter-
woven not only with the economic structure of our society, but also
with the ways the community, and its government, seek to raise living
standards. We could not therefore deal effectively with the specific
matters of our Warrant without studying broader historical, economic,
fiscal, and social issues, and we found this broader study time con-
suming, especially as much necessary research data was not available.
We were conscious that ours was the first comprehensive inquiry into
social security for over 30 years and that our findings could influence
important action for the next 20.

3. Social security breeds more various opinions than it does hard-
and-fast rules. We found it hard to isolate basic principles, and to
establish criteria for appropriate levels of income support where few,
if any, existed before, and where people’s aspirations and consumption
habits, and society itself are continually changing. We have therefore
tried to keep in mind that social security is concerned with people
and that it is merely one facet of economic, social, and cultural
growth and change in the community.

4. We have accepted that we must, in terms of our Warrant, ensure
that social security fits into the genecral patterns (economic and
otherwise) of our society, and it must therefore remain flexible enough
to respond to continual social and economic change. Our Warrant
specifically requires us to ensure “that the resources expended under
the social security system are used to the best advantage for the
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 maintenance of adequate living and health standards consistent with
the development of the economy and with other demands on
resources”. 'We have not interpreted this to mean that we should
inquire into the whole range of governmental expenditure, nor even
that we should examine the whole range of State social service activity.
To do this would have meant examining the education system and
the hospital and health services generally, and this was clearly not
intended.

5. The question of how far we should inquire into the health
aspects of social security caused us a great deal of difficulty because
the health benefits specified in our Warrant cannot be thoroughly
examined in isolation from the general aims and organisation of the
delivery of medical services to the community (see further chapter
43). The Chairman found it necessary to inform parties interested
in presenting submissions about health, that the Royal Commission’s
Warrant had perforce to be interpreted in the following terms:

In this part of our inquiry we are restricted to the consideration
of certain “benefits”, and to possible changes to or extensions of them.
We are not required, as we are in respect of social security monetary
benefits, to consider structure, coverage, and administration. We have
no warrant to inquire whether a particular health service is needed, or
how it should be organised. We are required to look at specific health
services which are now available to the public, and to inquire as to
what extent the State should pay for these services or reimburse mem-
bers of the public for the cost of them.

Were we to go further than this we would find ourselves embroiled
in a host of problems which our Warrant excludes, and on which we
do not regard ourselves as competent to express considered opinions.

Nevertheless we appreciate that there is an inter-relation between
some of the matters with which we may be properly concerned, and
some matters with which we may not, and that it 1s difficult, if not
impossible to draw hard and fast lines. We do not therefore intend to
impose undue restrictions on the scope of the submissions made to us,
but wish to make it quite clear that hospital services, public and
private, are outside of our scope, as is the general organisation of the
health and medical services.

We are not necessarily restricted, however, to the three specific
benefits mentioned in our Warrant—medical, pharmaceutical, and
specialist. Section 116 of the Act provides that supplementary benefits
may be prescribed if “necessary for the effective operation of the
several classes of benefits expressly provided”. Some such supplementary
benefits have been prescribed, e.g., laboratory diagnostic and physio-
therapy benefits. We consider that these come within our scope, and it
follows that we could consider the institution of other supplementary
benefits which may be regarded as necessary for the effective operation
of medical, specialist, or pharmaceutical benefits, provided that the
service for which any benefit is suggested is one which is available to
the public, and the question to be decided is whether the State should
pay a benefit in respect of it.

2%
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6. Though we have on occasion been forced to stray into health
fields strictly beyond our province, we have made no attempt to deal
with many important questions which were drawn to our attention.
For example, should there be a regionalisation of administration
through elected health authorities? Should hospitals assume full
responsibility for a comprehensive health service? Should health and
welfare services be amalgamated? What can be done to alleviate the
shortage of skilled manpower? The fact that these questions were
raised indicates that there is a great deal of concern about the
organisation and development of health services generally. But
part VIII of this report is not a detailed study of the New Zealand
health service. It is related only to the consideration of some specific
health benefits.

7. If our responsibility was not so wide as some apparently thought,
it was nevertheless wide enough. As we saw it, our Warrant required
us to examine the social security and certain health benefits to ascertain
whether they adequately fulfilled not only the purposes for which
they were designed, but most importantly the purposes which they
might reasonably be expected to serve now and in the foreseeable
future; and to weigh the objectives which the benefits might serve
against the ability of the community to provide them.

THE ENVIRONMENT FOR REVIEW

Public O pinion

8. The New Zealand public in the 1970s is neither complacent
about our social security system, nor completely satisfied with how
it works. But we did not detect any widespread desire for radical
change. That ours was the first comprehensive public examination of
the system since the passing of the 1938 Act rather bears this out, as
did the tenor of the submissions themselves which concentrated more
on levels of monetary assistance and alleged administrative anomalies
than on criticism in principle of the system itself.

9. The income tests whereby eligibility is established for most
standard benefits was one basic feature of our system which did
attract a good deal of criticism for infringing the dignity of recipients.
It may or may not be significant that it was not social security bene-
ficiaries themselves who were most vocal on this, and that the criti-
cisms were in the main based on a theoretical assumption that means
testing must be resented rather than on evidence that it was. While
we would not deny that means tests can be applied, and have in past
times been applied, in a way which could only breed resentment, we
do not think that the two—means tests and resentment—are neces-
sarily inseparable. And unless our system is to be fundamentally
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changed and based on something other than the relief of need, some
sort of income testing is necessary and would indeed be demanded
py the public.

10. Some reflection of the considerable interest aroused by the report
of the 1967 Royal Commission of Inquiry into Compensation for
Personal Injury was inevitable, But in the event only a few submissions
drew attention to the earnings-related insurance approach to injury
compensation, and even fewer were interested in extending this
approach to social security as a whole. Nevertheless, we have con-
sidered the issue carefully and in depth in chapter 18. We concluded
that it was not a suitable basis for our New Zealand social security
system but that there was a case for extending it into the sickness field
along with industrial and other accidents, but outside of social security.

11. Apart altogether from the question of relating benefits to
earnings, there was support for basing entitlement to benefits on
contributions—whether such contributions were paid as taxes, or as
a form of insurance or otherwise. This too was inevitable and under-
standable, as it is widely known that many countries have systems of
this kind. But what is less well known is that such systems have not
often—if ever—succeeded in making it unnecessary to have parallel
systems for the relief of need requiring the sort of eligibility tests
which most proponents of such schemes hope to avoid. For this
and other reasons (which are discussed in chapter 14) we have pre-
ferred our own system—a mixture of selective (income tested) and
universal (not income tested) benefits paid from taxation.

12. Another suggestion, which we deal with in chapter 21, was that
the State should pay a ‘“mothers allowance” to all mothers of very
young children, not to cover costs, but to recognise the valuable
services given to the community by a mother in caring for her
children, and to compensate for the fact that she cannot at the
same time be in remunerative employment. We did not adopt this
proposal, but it is by no means without merit. A very important social
problem is involved and is likely to become more acute as more and
more women enter and re-enter the labour market, better equipped
for it and under increasingly better terms.

13. In only one submission was it stated that the 1938 system is not
relevant to the quite different conditions of the 1970s. But this, we
feel, was contradicted by the weight of evidence. In others, it was
asserted that the value of the benefits had been eroded. But even
apart from the fact that benefit coverage has been considerably
enlarged since 1938, it could not be substantiated that this was
generally true. On the contrary, evidence shows that most benefit
levels have kept pace remarkably well with changes in prices. The
really important point that submissions usually overlooked here is
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that one cannot gauge the adequacy of present benefits simply by
applying changes in prices or wages indexes to earlier benefit levels
whose adequacy is quite unknown. It became one of our major and
most difficult tasks to try to devise some means by which the adequacy
of income support can be tested not in relation to mere subsistence,
but in relation to community living standards.

14. Social security, like politics, is a subject on which there is a
great deal of room for differences of opinion, but very little place for
dogmatic assertion, expert or otherwise. What is poverty, or need,
or an ‘“adequate” income are relative questions. The answers can
only be value judgments, often powerfully affected by emotion. To
make matters worse, they have to be made in New Zealand without
the guidance of adequate data from social welfare and socio-economic
research. This is a major stumbling block. We clearly need to improve
and expand our social research. For all of these reasons it has been
difficult to identify consistent or dominating currents of public opinion
on social security problems.

15. However, certain general attitudes were discernible. We found
no public support for the view that the system has unduly affected
initiative, sapped self-reliance, or restricted economic social or cultural
growth and development. Rather, we found public opinion to be
marked by the same humanitarian approach which has characterised
New Zealanders from the carliest days of settlement, and generally
in support of a system which redistributes income and reflects com-
munity responsibility for ensuring that no one fails to reach an
adequate standard of living.

The Economic and Social Climate

16. Our inquiry took place against a background generally
characterised by economic expansion, rising employment, and rising
living standards, but also by rising inflation. By contrast, the Social
Security Act of 1938, like the Old Age Pensions Act of 1898, was
a response to severe economic depression. But apart from relatively
shortlived checks in economic activity, the years since 1938 have
been marked by continuing increases in incomes and productivity.
Full employment—once described as the miracle of the last 30 years
and certainly of overwhelming social-welfare importance—has for
the most part been maintained. Thus, while the consequences of
high unemployment was a preoccupation of the 1930s, the emphasis
of social welfare policies in later years has shifted to other areas
of need and to a more general approach to improving the quality
of New Zealand life.

17. Economic buoyancy has, however, raised some problems for
social welfare. On the one hand, inflation calls for restraint on
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spending and an increase in savings, investment, and productivity;
put on the other it aggravates the difficulties of those on fixed
incomes (of whom social security beneficiaries are an important
part) and makes it necessary to spend more money on supporting
incomes. It also compounds the problems of determining adequacy
of benefits. Moreover, increasing general affluence accentuates the
difficulties of the relatively few who are unable to benefit from it.
The cost of helping them—Iike other costs—rises steeply, leading
in New Zealand and elsewhere to reactions against the “burden” of
social security.

18. At the same time, public attention tends to focus less on
poverty and need and more on such things as better education
and technical training, the need for child care facilities, the use
of leisure, recreation, and, indeed, on the nature of the physical
environment itself.

19. Nevertheless, poverty does still exist here side by side with
plenty, and a social security system is needed now just as much as it
was in the 1930s. What has changed is that the community is
better able to bear the cost, and people’s needs have to be redefined
in the context of a more prosperous general community. The goods,
services, and amenities which are needed to make a living standard
adequate today are very different from those required in 1938.

20.In economic policy and planning there has been a shift
in emphasis from income protection towards quickening the rate
of economic growth. But economic growth is not an end in itself. It
has a social objective—to raise the living standards of the community.
And it must be noted that economic growth does not obviate (and
may indeed increase) the need for substantial redistribution of
incomes.

21. Thirty years ago it was argued that social security was not
only a humanitarian necessity, but would also help the economy by
stimulating demand, production, and employment. Under present
conditions, the accent is rather on holding demand in check. If
this is to be done there is an added reason why social security
expenditure should be concentrated primarily in areas of need.

The National Development Conference

22.In 1968 the National Development Conference set up a Social
and Cultural Committee on terms which recognised the close inter-
relationship of economic, fiscal, budgetary, and social policies. Thus
it was emphasised that economic goals are in fact social goals
having to do with people’s living standards and enjoyment of life.
Poverty and need are relative conditions affected by the living
standards enjoyed in the whole community, while income deficiency
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itself is only one kind of poverty. Family assistance, health standards,
and education, being concerned with human resources, have economic
as well as social significance.

23. For various reasons the Social and Cultural Committee was
able to offer only a few general comments on matters with which
we are concerned. Both the Committee and the National Develop-
ment Conference itself considered that basic social considerations were
involved and that these called for widespread public discussion.
For this reason the Conference recommended “an independent
and penetrating examination of the social security system”. Our
Royal Commission of Inquiry was set up as a result.

24. The attention of the National Development Conference was
directed to the fact that if the economy is important to the people,
the people are equally important to the economy. On the one
hand, economic growth enables the community to raise living
standards. On the other, better education, better health and living
conditions, and freedom from fear of poverty not only raise people’s
aspirations, but tend to stimulate effort and self help, and enhance
the capacity to produce.

25. The Social and Cultural Committee made two assertions of
special significance for our inquiry. The first, that “New Zealand
is spending a high proportion of its national income on social
services”, raises .the question of “the burden” of social services
expenditure which we examine in chapter 5 (see also appendix 14
for statistical data). We note here that this assertion cannot be
accepted without substantial qualification especially when these
“social services” (including social security, education, and health)
are examined separately. Social security expenditure is certainly
neither a large nor an increasing proportion of national income.

26. The Committee’s second assertion was that “some beneficiaries
are getting more than they need while others get too little”. Again
this statement must be qualified. It is clear from our inquiry that
the adequacy of benefits and allowances must be examined more
objectively than in the past and related more closely to living
standards in the mainstream of the community. It is also clear
that for benefits to be “adequate”, social security must be directed
primarily to those who need help. To distinguish their needs is
essential if financial resources are to be used properly and efficiently.
But when we consider the system as a whole, including the medical
benefits and health services and the particular problems of families
and the aged, we find ample justification for monetary and other
help of certain kinds being given irrespective of financial need.
We now have, and should retain, a mixed bag of selective and
universal benefits.
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Other Environmental Aspects

97. There are further environmental differences between the 1970s
and the 1930s directly relevant to our inquiry—among them,
changing consumption patterns and changing views about what are
the necessities of life or of any desired standard of living; greatly
improved health and education; increased longevity (if not life
expectancy) and other features of the population structure; the
growing number of married women at work; growth in occupational
superannuation and private insurance schemes; and the specialisation
of voluntary welfare organisations. We refer to these in their proper
contexts in this report.

28. Urban drift, the role of the family, affluence among the young,
the proper use of leisure, and many other social and cultural factors
influence the quality of living and thus social welfare aims, but did
not seem to be directly relevant to our inquiry.

T he Bi-racial Society

29. One question cannot be passed over—that of our bi-racial
society with its two strong cultures, Polynesian and European, and
its implications for social security policy.

30. We mention in chapter 2 that in the early days of European
settlement the Maori showed a stronger sense of community responsi-
bility for welfare than did the new settlers. In some ways this is still
true despite the very great problems of the Maori in adjusting so
rapidly to new cultural patterns and standards, and to the pressures
of a predominantly individualistic economic society—an adjustment
made more difficult by the quickening urban drift.

31. The Maori have not always enjoyed equal participation in
the social security scheme. Usually the differences in treatment arose
because it was considered that Maori needs were fewer, simply because
their mode of living was different. This approach has long since and
rightly been abandoned.

THE PROGRESS OF THE INQUIRY

Public Notification
32. The terms of our Warrant were advertised in October 1969
in the metropolitan and provincial press together with a notice
stating that:
(a) the Royal Commission would accept representations orally
or in writing ;
(b) any people or organisations wishing to be heard or to lodge
submissions should advise of such intention, giving a brief
indication of the topics to be covered;
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(c) a formal opening would be held on 24 November 1969 to
inform those interested of the procedures to be followed,
and to ascertain who wished to make representations—alter
which the Commission would adjourn to enable submissions to
be prepared ;

(d) the Commission would reconvene on 8 December 1969 to
receive certain background and historical papers from State
departments, and begin hearing representations on a date in
February 1970 to be notified.

Public Hearings

33. Our hearings continued intermittently until 18 March 1971 as
submissions flowed in. Written submissions continued to be received
until July 1971. We sat for a total of 52 days and received in all 321
submissions (3,047 pages) from the people or organisations listed
in appendix 1. Supporting oral evidence was recorded verbatim. It
ran to 2,207 pages.

The Quality of Submissions

34. Most submissions received were helpful to us in assessing trends
in public opinion, the desire and need for change, and the advantages
and disadvantages of the present social security and medical benefits
system. The quality of submissions naturally varied considerably, and
the greatest weakness of many was that assertions were made without
supporting facts, or that proposals for change were put forward
without analysis of the costs or of the effects on the system as a whole.

35. We were particularly impressed by the high quality of the
submissions presented by the Social Security Department. Its efforts
to help us get to grips with complex problems deserve full praise,
and the high calibre of its research and administrative staff was
apparent in all the papers presented to us. Because of the restraints
imposed under our terms of reference, the Department of Health
was less involved in the philosophy and aims of our inquiry. Neverthe-
less, the quality of its submissions was also high as were those received
from all the professional associations in the health field. In the later
stages of the preparation of the report we had the additicnal assistance
of the Social Security and Health Departments’ staff in the analysis
and assembly of data arising from the submissions for which
assistance we are grateful.

36. We are grateful, also, for the help given to us by the Treasury,
the Government Statistician, and the Departments of Inland Revenue
and Labour. We were, however, disappointed that a wider interest
was not shown by the universities in problems which we would have
expected to have been of major concern to the social scientists in the
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academic community. We were also disappointed by the relatively
minor part played in our inquiry by the different industrial and
political organisations. However, we appreciated all the more the
help received from those who did respond to our invitation to make
submissions.

Discussions Overseas

37. From the outset we considered it essential to take account of
trends and developments in social security policies overseas despite
the difficulties of comparing the relative effectiveness of different
approaches in different environments. We therefore investigated these
overseas ideas and developments in some depth.

38. It soon became apparent, however, that social welfare policies
were in a state of flux all over the world. Everywhere old ideas
and techniques (including some which we were being urged to
recommend for New Zealand) were being questioned and re-
examined. Nowhere did there seem to be satisfaction with the status
quo.

39.In these circumstances it was necessary for some of us to
visit a few of the countries where conditions were not too far
removed from our own. The Government therefore authorised the
Chairman and Mr John Turnbull to visit seven countries during
an 8-week period (April-June 1971) accompanied by the Com-
mission’s advisory officer. Sir Alan Danks also took the oppor-
tunity while in Australia on other business to look into certain
matters which appeared to be relevant to our inquiry.

40. There is no need here to describe the results of these investi-
gations in any detail. The following summary of our main
conclusions may nevertheless be useful.

® No system in operation overseas appears to be ideal. All are
being questioned and the demand for change is strong every-
where. :

@® Nowhere did we find the aims of social security policy or of
community responsibility clearly defined. Social security
administrators are everywhere prisoners of history, tradition, and
political will. Nevertheless, if any general trend can be dis-
cerned, it is towards more selectivity, better income redistribu-
tion techniques, and better identification of need.

® Everywhere we went we found high regard for the New Zea-
land system. This was especially true of our method of financing
through the tax system.

@ An important factor affecting social security policy everywhere is
the rate at which change is occurring within the market system,
with rapid obsolescence of skills, redundancy of managerial
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staff, fluctuating employment levels, added mobility of -labour,
and so on. New Zealand is only on the fringe of this at present,
and must be prepared to face similar problems.

® The “insurance” or contributory approach retains popularity
as a way of meeting the high cost of financing universal and
earnings-related benefits largely for political and psychological
reasons. The high cost and low level of universal benefits is
increasing the pressure for earnings-related contributory
supplements. In countries having national insurance systems or
flat-rate tax-financed universal benefits plus earnings-related
supplements, total returns on retirement from the work force
are generally low relative to both contributions or tax pay-
ments and past incomes.

® We were greatly impressed by the importance in a social security
and welfare context, of full employment, adequate minimum
wages, housing policies, education, rehabilitation and retrain-
ing, and social services. Cash benefits are obviously not the
sole answer.

® While we found everywhere a general recognition that any form
of means testing is disliked, there is also a strong belief that such
testing (that is, more selectivity) is inevitable. There was, we
found, little resentment in countries where the testing was flexible,
liberal, and based on trust. Public education, public relations, and
competent administration are key factors.

® We were impressed by the need for the greatest simplicity and
the smallest number of categories in implementing any selective
system. We were also impressed by the need for co-ordination
of voluntary agencies and State activity, and by the usefulness
of advisory committees.

® We noted a movement nearly everywhere we went towards the
unification of health and social security welfare services and
administrations.

@ Unfortunately, we found no philosopher’s stone to solve the
problem of determining the “adequacy” of benefits. But, equally,
we found nothing to suggest that our “belonging” aim (see
chapter 3) for the community’s dependants is not a desirable
one.

® It seems to be common experience overseas that variations in
housing costs create special poverty problems which must be
distinguished before they can be dealt with. We also found a
movement away from “aged communities” and away from
caring for the aged in institutional surroundings.

® We found divided opinion on whether child-care facilities were
a desirable priority for public policy, at least for very young
children,
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41. In the field of health we found:

® A fairly general agreement that health insurance has of itself
raised total health costs to the community. This is especially true
if the insurance is provided by the private sector.

@ A reduced emphasis on the family doctor and the personal doctor-
patient relationships. Nevertheless, in every country we visited,
we found the need for more general practitioners recognised, and
movement towards their organisation in group practices.

® In the United States there is a surprisingly strong movement
towards negotiation and restriction of doctors’ fees and incomes,
while the Scandinavians seemed to favour evolving a completely
salaried system. The general view seemed to be that when the
State contributes directly or indirectly to doctors’ incomes, some
control of fees is inevitable.

@ In every country we visited we found action being taken to
keep as many people as possible out of hospitals by such means as
attendance allowances, home aids, and half-way houses.

OUR APPROACH AND OUR CONCLUSIONS

42. Our approach to the inquiry as a whole and to the various
issues raised in it has first been to learn what has been done in the
past, and why it has been done. In chapter 2 we discuss the
historical background of our social security system, and in many other
chapters we outline the steps which have been taken to reach the
present position on specific issues or benefits.

43. It was not always easy to ascertain why particular things were
done. Certainly, we found no social principle or political theory
dominating the course of events in New Zealand. Rather the legisla-
tive actions taken at different times could more readily be seen as
attempts to reach objectives which then seemed necessary or
desirable. If there was a pattern in these objectives it was of fairly
hard-headed humanitarianism. If there was a characteristic common
to the actions taken, it was their practicality.

44. Nevertheless, we sought for some underlying theories or prin-
ciples by which we could measure the present system and be guided
in reshaping it. Our study in this respect will be found in chapter 3.
It embraces the experiences of other countries and the writings of
distinguished men. But we found no immutable theory.

45. We conclude that each country has to decide what values it will
adopt and what objectives it will strive for, and find such means of
attaining those objectives as is best suited to its own environment
and social and economic structure. We are satisfied that we can
learn from other countries, but cannot copy them.
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46. The principles and objectives which we consider appropriate
to social security in New Zealand are set down in chapter 3. There is
nothing very new in them; indeed they broadly confirm and support
those on which the present system has been built. But we emphasise
that the mere sustenance of life and health is not enough. What the
community must strive for is to ensure that everyone in it is able to
enjoy a standard of living close enough to the general community
standard for him to be able to feel a sense of participating in the
community and belonging to it. This, we feel, is the least that should
be aimed for, but it will not be easy to attain.

47. Probably the most fundamental question we have had to answer
is whether the present mixed system of categorical social security
benefits and supplementary assistance is in tune with the social and
economic realities of the 1970s. Subject to the proposals we make in
this report, we think it is. In any case, we failed to find an alternative
system which would be flexible and sensitive enough to deal adequately
with poverty and need, while at the same time offering some universal
benefits.

48. The further cur inquiry progressed and the more deeply we
examined the present system and various alternatives the clearer it
became that, as the first aim of any social security system must be to
relieve poverty and need, the means of doing this adequately and at
reasonable cost must be in the main selective. While much has been
written and said about ways of eliminating specific tests of individual
need, no system has succeeded in doing so. The contributory insurance
approach, frequently associated with an earnings-related benefit, has
certain advantages in matching benefits to contributions at least for
those who are able to contribute during their working lives. But, as
we point out later, it has some major disadvantages as an anti-poverty
technique and, like the negative-tax idea, does not succeed in removing
a test of need for many members of the community. In many ways
we found that the emotionally-charged question whether social security
should be selective or universal is really a non-issue. There can be
no clear-cut choice between the two, both seem to have a place, as
they already have in New Zealand.

49. One of our main tasks was to determine criteria by which the
adequacy of benefit levels could properly be assessed and this meant
seeking realistic definitions of poverty and need which would be in
tune with present thinking about reasonable living standards. In the
absence of much necessary statistical and research data, we have had
to resort to value judgments rather more than we would have wished.
Moreover, we have had to conclude that there is no single measure
which can be applied if a subsistence approach is to be avoided.
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50. Having reached certain conclusions on the main aims of income
maintenance and support, on the kind of system we considered most
suitable in New Zealand conditions, and on the determination of
adequate levels of assistance, we had then to examine the particular

roblems of the various categories of dependency (age, families with
children, disability, solo parenthood, sickness, etc.). This examination
uncovered a wide variety of issues either common to all beneficiaries
or peculiar to only some of the groups who need help. One of the
former was the impact of income limitations; one of the latter was
the special assistance needed by the incapacitated.

51. In the medical and health field the basic issue confronting us
was, in many ways, the same as that which exercised the Government
and the medical profession when the present system was being
devised—how to reconcile the need for free (that is, community-
financed) or low-consumer-cost medical services at various levels of
treatment (general practitioner, specialist, hospital) with main-
taining a fee-for-service system and preserving freedom of choice. But
wider issues intruded. Many of these relating to such aspects as the
quality and quantity of public medical and health facilities, and the
supply of practitioners of various kinds, were quite outside our terms
of reference. Yet they could not be ignored in considering the medical
and health benefit issues which were our responsibility. We reached
three fundamental conclusions. First, we see no advantages and some
positive disadvantages in changing our system to cone which would
place more emphasis on health-insurance techniques. Second, we
believe that, whatever the imperfections of the New Zealand health
and medical services may be, the basic aims of universal benefits and
readily accessible service at all levels have stood the test of time, have
received widespread commendation overseas, and should be preserved.
Third, we foresee significant changes in the delivery of medical services
(some of which we have commented on in this report) coming in
New Zealand and overseas. These will have important, and not
necessarily beneficial, implications especially for the public sector of
our health services. How these changes develop will therefore need
to be kept under constant critical scrutiny.

52. The importance of the issues we were directed to consider and
the very great amount of detail surrounding the different matters
upon which submissions were made, have led to a report which is
long and detailed. The specific changes which we propose are set
out in our recommendations, but a mere reading of these will give
little insight into the factors, philosophies, and calculations which lie
behind them. Nor will it inform the reader of the many submissions
for change or for new measures which we considered and did not
adopt. Such things can be gathered only by a comprehensive reading
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of the report. But to assist that reading we have throughout the report
endeavoured to separate out our conclusions on important matters in
their context, and these may be found usually preceding the recom-
mendations at the end of the various chapters, or in some cases as
the last chapter of a Part.

53. For convenience, we gather together now all the recommenda-
tions made in the report.

(1)

WE RECOMMEND THAT
Chapter 15. MEANS AND INCOME TESTS

Assuming that our other recommendations about benefit
levels (see recommendations (4) to (6)) are put into effect,
the present rules under which some beneficiaries are allowed
to have other income of $17 a week and others to have
$13 a week without abatement of benefit, and under which
benefits are abated by $3 for every $4 of other income
beyond these limits be changed so that (except in the case of
orphans benefit) :

(a) There be one allowable other income level instead of
two, and this be $10 a week and that benefits be abated by
$1 for every $2 in respect of other income over $10 a week
but not exceeding $25 a week, and by $1 for $1 in respect of
income above $25 a week.

(b) In respect of annual benefits the annual equivalents
namely $520 and $1,300 be substituted.

Chapter 18. EARNINGS-RELATED SOCIAL SECURITY

(2)

(3)

BENEFITS

Early consideration be given by the Government to the
extended use of the National Provident Fund to ensure that
employees without access to occupational superannuation
have better opportunities to provide a higher retirement
income.

Favourable consideration be given by the Government to the
future introduction of earnings-related “compensation”
for limited periods during incapacity caused by illness, to be
administered separately from the social security system as an
addition to the scheme for accident compensation proposed
as a consequence of the 1967 Royal Commission on Com-
pensation for Personal Injury, and that discussions with this
end in view be held between the Government and organisa-
tions likely to be affected.
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Chapter 19. THE DETERMINATION OF FLAT-RATE
BENEFIT LEVELS UNDER A SELECTIVE SYSTEM

(4)

(5)

For purposes of establishing the level of adequacy of benefits
at this time the ruling rate of wages paid to building and
engineering labourers, and the lower quartile level of adult
male earnings, be regarded as the major reference points.

(a) The married benefit rate be set close to 80 percent
of the designated earnings levels after payment of income tax
(say at $33 a week at September 1971);

(b) The unmarried benefit rate be set at 60 percent of the
married rate (say at $20 a week at September 1971).
Benefit levels continue to be reviewed from time to time and
adjusted as necessary. ,

Consideration be given to laying statistical data relevant to

the level of social security in one document before Parliament
each year.

Chapter 20. THE AGED—AGE AND SUPERANNUATION

(8)

(9)

(10)

(11)

(12)

BENEFITS

The age and superannuation benefits be retained as separate
benefits with the present different age qualifications and other
conditions (and, as we recommend in recommendation (59),
different residential qualifications).

The level of the superannuation benefit remain at parity
with the age benefit to the extent that it now does, and for
so long as the maintenance of an adequate level for age and
other income-tested benefits is not thereby prejudiced.

The concession as to allowable income for those who defer
application for age benefit beyond age 60 be abolished, pro-
vided, however, that the rights of those who have earned the
concession or who are over 60 at the time of the repeal
should be preserved.

The present suspension of payment of universal super-
annuation when beneficiaries leave the country be abolished,
allowing the appropriate authorities to determine whether
such funds, as any others, should be remitted overseas.

Superannuation benefit remain subject to income tax, and
the existing rebate of $58 be abolished.
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Chapter 21. ASSISTANCE TO FAMILIES

(13) The family benefit be increased from $1.50 to $3 a week.
(14) The existing mothers allowance and family maintenance
allowance be eliminated and the standard benefit rates which
we propose in recommendations (4) and (5) be increased
where a beneficiary is providing a home for a dependent
child or children to the following weekly amounts (with
appropriate family benefit to be paid additionally in each

case):
(a) For a married couple: $
(i) with one dependent child .. 36.00
(ii) with two dependent children .. 37.50
(iii) with three or more dependent child-
ren .. .. . .. 39.00
(b) For a solo parent:
(i) with one dependent child .. 30.00
(i1) with two dependent children .. 33.00
(iii) with three dependent children .. 34.50
(iv) with four or more dependent child-
ren .. .. .. .. 36.00

(15) If the family benefit is increased as we propose, the present
child exemption in the income-tax system be eliminated.

(16) In the event of a child for whom family benefit is payable
becoming eligible for a sickness, invalids, or unemployment
benefit, the amount of such benefit be reduced by the
amount of family benefit being paid on the child’s behalf.

Chapter 22. 4 PROPOSED DOMESTIC PURPOSES
BENEFIT

(17) A statutory domestic purposes benefit, subject to the normal
tests of income deficiency and residence, and to the specific
qualifications set out in recommendations (18) to (22) be
provided for solo parents, for women required to care for an
infirm or sick person and for women whose previous domestic
commitments have affected (or are deemed to have affected)
their ability to obtain employment.

Solo Parents
(18) Solo parents be distinguished for social security purposes by
the fact that they are responsible for dependent children, and
not by their marital status or the cause of their becoming
a solo parent.
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(20)

Women

(21)

Women

(22)

(24)
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All solo parents with dependent children fall within this
one selective statutory benefit category, irrespective of their
sex or marital status.

The rates of benefit for solo parents be as set out in
recommendation (14) (b).

caring for an Infirm or Sick Person

The benefit be available to any woman who satisfies the
Department that she is caring for a sick or infirm person
in respect of whom medical evidence establishes that it is
in the best interests of the patient that he remain outside an
institution but that he will be unable to do so without such
care, provided that:

(a) She is thereby prevented from obtaining other employ-
ment; and

(b) The person who is being cared for, or the spouse
of that person, is not financially able to pay adequately for
the service.

Alone

Women alone without dependent children be entitled to the
benefit if on losing the support of a husband, or when their
last child ceases to be dependent (that is, eligible for family
benefit), or on ceasing to be responsible for an incapacitated
relative they were :

(a) At least 40 years of age and had had care and control
of at least one dependent child or responsibility for an incapa-
citated relative for 15 years; or

(b) At least 45 years of age and had been married for 20
years; or ,

(c) At least 50 years of age and had been married for 10
years, or had had the care and control of at least one
dependent child for 10 years, or had been prevented from
taking employment for 10 years because of responsibility for
an incapacitated relative.

The entitlement of “widows” and domestic purposes bene-
ficiaries receiving benefit payments when the above recom-
mendation is put into effect be preserved.

Chapter 23. ORPHANS BENEFIT

The allowable income of $104 a year applicable to orphans
benefits be increased to $260 a year and the benefit be
abated $1 for $1 for income in excess of this.
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The Department be authorised to accept a child for the
purposes of an orphans benefit when the parent who has had
the past care and custody of the child has died and it is
satisfied that the other parent cannot be found and the
welfare of the child calls for such action,

Chapter 24. SICKNESS, INVALIDITY, AND RELATED

(26)

(27)

(28)

(29)

(30)

(35)

(36)

BENEFITS

The full adult rate of sickness and invalidity benefits be paid
from age 18.

The age of eligibility for sickness and invalidity benefits be
15 years.

The rates of sickness and invalidity benefits for those 15
years of age and under 18 be $15 a week (in terms of Sep-
tember 1971 conditions), and be reduced by the amount of
any family benefit paid for the beneficiary.

Sick pay and accident compensation for loss of earnings be
treated as at present in determining eligibility for or abate-
ment of social security benefits.

Where accident compensation for loss of earnings is received
in a lump sum instead of in periodic payments, the Depart-
ment be authorised to determine the benefit as though periodic
payments were being received.

Accident compensation specifically awarded for loss of
enjoyment of life be disregarded as income or earnings
whether received in lump sum or in periodic payments,

The Act be amended to remove present doubts about whether
people whose period of incapacity is indefinite are eligible
for sickness benefit.

The Act be amended to make it clear that invalidity benefits

may be granted when there is a severe disablement but the
incapacity for work is less than total.

The Department be given authority, as an aid to rehabilita-
tion, to disregard some or all of the earnings of a severely
disabled person when determining the amount of benefit
(see recommendation (80)).

There be no waiting period for sickness benefit when there
is medical evidence of incapacity for 3 weeks or more.

Registered dental practitioners be authorised to give certifi-
cates of incapacity due to conditions coming within the scope
of their profession.

T
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(37)

(38)

(41)

Provision be made for granting a disability allowance to
invalidity, sickness, and age beneficiaries to cover special
expenses arising from their disabilities. The amount up to,
say, $8 a week be determined after assessment by a
competent committee. The allowance, although paid as
supplementary assistance, be not subject to any means or
income test other than that determining eligibility for the
invalidity, sickness, or age benefit.

This disability allowance be made available to non-benefi-
ciaries subject to usual supplementary assistance conditions
except that the limit of assistance should be as in recommen-
dation (37) above.

The proposed disability allowance also be payable for
severely handicapped children, and in such cases it be pay-
able without income test to the person receiving the family
benefit in respect of the child.

Consideration be given to such measures as may be appro-
priate to relieve the parents of severely handicapped children
from the strain of the care of such children for, say, 1 month
in each year. The cost of this relief be borne by the State
where the condition of the child would qualify it for admis-
sion to a State-supported institution.

The question of sickness benefit for girls who have become
pregnant while still students (whether under or over the age
of 15) continue to be dealt with under the emergency pro-
visions of the Act so that all relevant circumstances can be
taken into account.

Chapter 25. SUPPLEMENTARY ASSISTANCE

Supplementary assistance be continued in its present scope
and form and with present eligibility conditions.

Urgent attention be given to reconsidering and reconstruc-
ting the living costs formulae, especially in view of the effect
which our recommendations as to basic benefit rates could
have on the current formulae.

Ways and means be investigated to ensure, as far as possible,
that those likely to be in need of supplementary assistance are
made aware of its availability, emphasising that the provision
of supplementary assistance where it is needed is part of the
community’s responsibility, and is not to be regarded as
charity.
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The home-help services of the Social Security Department be
continued and developed.

The present limit of $400 applied to advances for house
repairs be re-examined in the light of present costs.

The various formulae and limits used in the system be
reviewed from time to time in the light of changes in prices,
patterns of consumption, and other relevant data.

Chapter 26. UNEMPLOYMENT BENEFITS

The age of eligibility for unemployment benefit be reduced
from 16 years to 15 years.
The age of eligibility for the full adult single rate be
reduced from 20 years to 18 years.
The rate of benefit for those 15 years of age and under 18
be $15 a week (in terms of September 1971 conditions) and
be reduced by any family benefit payable in respect of the
recipient.
Present policy be changed to allow the first $10 a week of
personal earnings of an unemployment beneficiary to be
treated as ‘“‘other income” with the benefit abated $1 for
$1 for any such earnings in excess of the $10 a week.
The present policy of rigidly enforcing a 7-day stand-down
period be re-examined.
Applications from full-time students for unemployment assist-
ance be dealt with under the emergency provisions, and the
Act be amended to exclude them specifically from unem-
ployment benefit.
If there is legal doubt about whether the Department is
entitled to apply the criteria set out in section 58 of the Act
to beneficiaries as well as to applicants for benefit, the
following subclause be added in section 60 (3):

“(d) The applicant or beneficiary has failed to take

reasonable steps to cbtain suitable work”.

Chapter 30. THE MACHINERY FOR ADMINISTERING

SOCIAL SECURITY BENEFITS

(55) The machinery of administration of social security be

reconstructed to give it the following form:

(a) The Minister to retain parliamentary responsibility for
the administration of the Act and the Social Security Depart-
ment, with power to issue directives over the whole area of
the Department’s operations.

(b) The Social Security Commission to be reconstituted
to stand apart from the Department. It should consist of about
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(56)

(57)

(58)

seven members, one of whom should be the departmental
head (with possibly another departmental member) and the
others, people drawn from the community. One of the latter
should be appointed chairman.

The Commission, so reconstituted, should have two func-
tions :

(i) Advisory: Either on request by the Minister or on
its own initiative to proffer advice to the Government
on—

(a) changes needed in the field of social security
policy and scope;

(b) relevant activities of Government and volun-
tary organisations and the means by which they may
best be promoted ;

(c) the administration of social security generally;

(d) public relations and information services;

(e) any other matter referred to it by the Minister.

(ii) Appellate: To act as the final appeal body in the
appellate structure described below.

(c) The Department to be responsible for the executive

administration of social security as now.

An appeal system be constructed in the following form:

(a) Appeal committees of three people each drawn from
the community and to be known as social security committees,
be established in the main centres and other cities as needed,
to hear appeals from departmental decisions, including discre-
tionary ones, made within the committee’s area. The com-
mittee’s decision to be put into effect by the Department
unless within a fixed period leave to appeal has been applied
for (see (b)).

(b) The Social Security Commission to hear appeals, on
leave granted by it, from any decision of a social security
committee given on appeal from a departmental decision.
The decision of the Commission to be put into effect by the

~ Department unless within a fixed period it is overruled by a

directive of the Minister.

The proposed Commission and social security committees be
serviced by the Department and financed out of the social
security vote.

Should the Commission not be reconstructed in the form
and with the functions recommended above, an alternative
independent appellate system be set up outside the Depart-
ment with a number of appeal committees covering the
country and a final appellate body located in Wellington.
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Chapter 31. RESIDENTIAL CONDITIONS FOR

(59)

(63)

MONETARY BENEFITS

Residence tests be retained as an essential part of our social
security system and the following qualifications be adopted
for various categories of benefit:

(a) Sickness, unemployment, and family benefits—existing
rules to apply.

(b) Age and invalid benefits—10 years; to be applied, in
the case of invalids, irrespective of whether the disability
occurred inside or outside New Zealand.

(c) Superannuation benefit—20 years.

(d) Domestic purposes benefit—present widows benefit
rules to apply.

The present system for determining the allowances to be
made for absences from New Zealand be retained.

The present discretionary authority for the withholding of
benefits from people not “ordinarily resident” in New Zea-
lIand be retained.

In the case of temporary absences from New Zealand of
recipients of age, invalids, orphans, domestic purposes, and
family benefits, the benefit be paid on return to New Zea-
land for the whole period of absence provided the benefi-
ciary returns within 12 months. For absences in excess of 12
months the benefit be paid on return for the first 6 months
of absence provided the beneficiary returns to New Zealand
within 2 years. (See recommendation (11) for payment of
superannuation benefit during absences from New Zealand.)

Chapter 32. STARTING DATE OF BENEFITS

The Department have discretionary authority to start
paying a benefit from the date on which the applicant became
qualified for it, but (except in the case of sickness and
emergency benefits) not earlier than 6 months before the
application for the benefit is received.

Chapter 33. PAYMENT FOLLOWING A DEATH

(64)

The provisions of section 85 (2) of the Act giving the
Department a discretion to make a lump-sum payment on
the death of an age beneficiary leaving a widow, widower,
or dependent children be extended to invalids and our pro-
posed domestic purposes beneficiaries leaving like survivors.

e
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Chapter 34. PAYMENT OF BENEFITS TO PEOPLE IN

(63)

(66)

HOSPITALS

The following guidelines be adopted for the period of full
benefit entitlement for both general and psychiatric hospital
patients:

(a) Single patients with or without dependent children:
Full benefit entitlement for 13 weeks ; then review of whether
the benefit should be continued at full rate for a further
period, paid at a reduced rate considered appropriate after
review, or discontinued.

(b) Married patients with or without dependent children :
Full benefit entitlement in respect of the patient for 26
weeks ; then review of whether the benefit in respect of the
patient, as distinct from dependants, should be continued at
full rate for a further period, paid at a reduced rate con-
sidered appropriate after review, or discontinued.

(c) Family benefit: Full entitlement for 13 weeks, after
which the benefit should cease. The Department to have
discretionary authority, on receiving an application from the
parent, to resume family benefit payments at full or reduced
rates in cases where the circumstances justify it.

In all such cases the Department should seek guidance from
the hospital social worker.

Chapter 35. MAINTENANCE AND SOCIAL SECURITY

(67)

(69)

BENEFITS

The Department be entitled to make it a condition of the
grant of any benefit that the applicant take legal steps to
enforce compliance by a husband, wife, or father, of the
primary obligation to maintain the applicant and her (or
his) children; and to have authority in appropriate circum-
stances to postpone or waive this condition.

If a beneficiary refuses to take proceedings for a maintenance
order against the person primarily liable for the support of
those for whom the benefit has been granted, an officer of
the Department be authorised by statute to take those
proceedings and to compel the evidence of the applicant.

The Department continue to enforce compliance with main-
tenance orders and registered agreements.
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Chapter 36. MORAL JUDGMENTS AND CONJUGAL
STATUS

(70) The words referring to “moral character and sober habits”
be deleted from the social security legislation.

(71) The provisions enabling the benefit for single people to be
reduced to half that for married couples when household
living expenses are shared be repealed.

(72) The provisions whereby a man and woman living together
as man and wife may be treated as though they were legally
married be retained, but be combined in section 63 of the
Act, with repeal of section 74 (b).

Chapter 37. OVERSEAS PENSIONS

(73) The legislation be amended to make it clear that the discre-
tionary authority provided under section 70 of the Act lies
solely in determining whether or not an overseas pension or
benefit is analogous to a New Zealand benefit. (

(74) In the case of overseas war pensions, no pari of the pension
which can properly be regarded as compensation for the
disability suffered be deductible from New Zealand benefit
entitlement ; but any part of such a pension properly regarded
as economic (and thus analogous to our own selective social
security benefits) be so deductible except that, for New
Zealand superannuation and family benefits, small overseas
war pension elements for wives and children be not deduc-
tible.

Chapter 38. THE RELATIONSHIP BETWEEN SOCIAL
SECURITY BENEFITS AND WAR PENSIONS

(75) Any changes in the rates and structure of social security (
benefits arising from this repert be applied to those war
pensions and allowances which perform an economic function
equivalent to social security benefits.

Chapter 39. REHABILITATION AND RETRAINING (

(76) Whatever form of organisation be adopted, the State con-
tinue to accept the overall responsibility for rehabilitating
those who, for whatever reason, are unable to undertake
productive employment, and who have the capacity to benefit
from the programme; and for co-ordinating the medical,
assessment, training, and re-employment elements of rehabili- {
tation.
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(77)

(78)

(79)

(81)

(82)

(83)

As the rehabilitation facilities are built up, consideration be
given to making them available to people whose incapacity
for work arises from causes other than disability.

As rehabilitation facilities become available to other cate-
gories of people needing them, the rehabilitation allowance
system be also extended to cover such categories.

The existing rehabilitation allowance be not regarded as
“allowable other income” of social security beneficiaries (but
be payable in addition to “‘allowable other income”), and
to this end Part 2 of the Fifteenth Schedule of the Act be
amended to exclude the amount of the allowance from the
maxima specified, and to apply these maxima to all trainees
and not only to social security beneficiaries.

The Department be given authority in cases where a person
is assessed as being severely and permanently incapacitated
to determine a special individual level up to which the bene-
ficiary’s earnings will be disregarded in the asessment of
“other income” so that the beneficiary will have a positive
incentive to rehabilitation.

Chapter 42. MISCELLANEOUS MATTERS

Section 86 of the Act be amended to provide the Department
with an explicit discretion to waive recovery of an over-
payment of up to $100 which occurred as a result of an
administrative error and to which the beneficiary in no way
contributed.

Chapter 44. GENERAL MEDICAL SERVICES

If the general medical services benefit is to be increased, the
State which is carrying an increased share of the cost should
take some part in the fixing of general practitioner fees. This
will ensure that increases in benefit rates are not paralleled
by increases in fees. Appropriate machinery for this should
be constructed after consultation between the Government
and the medical profession.
The following classes of people be regarded as special groups
for the purposes of general medical services benefit:

(a) All people 65 years of age and over.

(b) All children up to their tenth birthday.

(c) All income-tested social security beneficiaries and
their dependants.

(d) All people receiving an economic war pension or
allowance, and their dependants.
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The basic amounts payable under general medical services
benefit (and to specialists under section 97(3) (b), (4) and
(5) of the Act) be as follows:

(a) Standard benefit $1.25.

(b) Special group benefit $2, provided that the benefit
is accepted by the doctor in full settlement. (Mrs M. A.
Tiller dissents from the proviso.)

The amount which is added to the benefit for urgent con-
sultations with, or attendances by, general practitioners out-
side normal hours be increased from 50c to 75c.

The extended-time payments be increased from 50c to 75¢ a
quarter-hour.

The increases proposed in recommendations (84), (83),
and (86) in so far as they apply to the special groups be
introduced without delay, but in so far as they apply to
standard rates be withheld until the machinery referred to
in recommendation (82) above is established. (Mrs M. A.
Tiller dissents from the withholding of the increases pro-
posed in recommendations (84), (85), and (86) from the
standard rates and would have them also introduced with-
out delay.)

The amounts payable under the general medical services
benefit be reviewed from time to time by the Government:

An appropriate benefit payable to doctors in full satisfaction
of charges for immunising children up to age 16 be negoti-
ated by the Government with the medical profession.

Chapter 45. SPECIALIST BENEFIT

The present system under which the specialist benefit is paid
generally for consultations and not for treatments, which are
or should be available through the public hospital system,
be retained.

The amount of the specialist benefit remain for the present
at the existing levels but the amounts payable under section
97 (3) (b) (4) and (5) of the Act be the same as may be
payable as general medical services benefit with the same
additions where relevant.

The possibility of instituting a specialist psychotherapy
(treatment) benefit be negotiated between the Government
and the medical profession; in the meantime when patients
are referred to psychiatric specialists for treatment the

apam—
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(93)

(94)

(95)

(96)

(97)

(98)

higher benefit under section 97 (5) be payable without
restriction as to the fee that may be charged.

The possibility of paying a specialist follow-up benefit for the
supervision of certain chronic illnesses be investigated by the
Board of Health, or some other expert body, having regard,
among other things, to the effect on the clinical services
offered by public hospitals.

The possibility of increasing the specialist consultation benefit
for special groups of patients be investigated and negotiated
between the Government and the medical profession.

The amount of the specialist consultation benefit be reviewed
periodically, taking account of all relevant considerations.

Chapter 46. PHARMACEUTICAL BENEFIT

The present substantially free pharmaceutical drug system
be retained and no general part-charge (either flat rate or
proportional) be imposed on the patient.

The Department of Health and the medical profession discuss
the conditions under which contraceptive drugs should
attract a pharmaceutical benefit when prescribed by a doctor
who has certified that the prevention of pregnancy is medi-
cally necessary for the patient.

Dentists be authorised to prescribe drugs necessary in the
practice of dentistry, under the pharmaceutical benefit system,
and the administrative details of this extension be negotiated
between the New Zealand Dental Association and the
Department of Health.

Chapter 47. SUPPLEMENTARY HEALTH BENEFITS

(99)

(100)

(101)

The laboratory diagnostic services benefits at present pro-
vided for medical purposes be continued at levels which meet
the whole cost of the services.

A properly qualified and experienced committee investigate
the scale of fees paid under the laboratory diagnostic services
benefit scale, with particular attention to the economies in
rates for individual items to be expected from increased
turnover and automated operation.

Private pathologists as a condition of entitlement to benefit
payments be required to take a reasonable responsibility for
training specialised staff under a scheme designed by an
expert committee appointed for that purpose.
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(102) The extension of the laboratory diagnostic benefit to services
requested by dentists be approved in principle; the
New Zealand Dental Association, the Department of Health,
and the New Zealand Society of Pathologists to draw up a
satisfactory scheme with such limitations and restrictions as
are necessary to safeguard the interests of all concerned,
including the taxpayer.

(103) For the reasons given in chapter 46, para. 48, pregnancy
tests where needed for medical purposes, and so certified
by a doctor, attract the laboratory diagnostic services benefit.

(104) The physiotherapy benefit be increased to $1 a treatment.

(105) Control of fees be reintroduced, preferably by the reimposi-
tion of a limit upon the additional charge which a physio-
therapist may make to the patient over and above the
benefit.

(106) The present dental benefits scheme be extended to include
children up to 18 years of age still attending school.

(107) An orthodontic benefit be introduced for children up to the
age of 18 years if still at school, the amount and conditions
of the benefit to be negotiated between the Dental Association
and the Department of Health.

(108) When a doctor rather than the dentist himself gives an
anaesthetic in a dentist’s surgery, the doctor receive a benefit
of the same amount ($5) as is at present paid to a dentist
for giving an anaesthetic.

(109) Wheelchairs be issued on loan by hospital boards in all appro- )
priate cases, including patients not in hospitals, solely on the
basis of medical need, and independently of any question of
financial means; and that the present practice of supplying
wheelchairs through the Social Security Department be
discontinued.

Chapter 48. PROPOSALS FOR NEW BENEFITS

(110) A chiropody benefit be introduced for people aged 65 years
and over referred by a medical practitioner to a registered
chiropodist for treatment; the amount, conditions, and )
method of payment to be negotiated between the Depart- (
ment of Health, the medical profession, and the Society of |
Chiropodists.

54. We do not see all of the above recommendations as of equal
importance or necessarily calling for simultaneous implementation.
Indeed, in respect of some which we consider to be very important— ’
such as the reconstruction of the Social Security Commission—there (
is no immediate urgency. But matters which we consider of prime




CHAPTER 1 31

importance and needing early consideration are first, the raising of
the levels of standard benefits; second, the relief of parents and others
bearing the financial cost of children, with particular regard to
adjusting anomalies; and third, the assumption by the State of a
greater share of the medical costs falling on the special groups which
we have designated. We think, too, that there is need for early atten-
tion to the extended use of the National Provident Fund for those
without access to occupational superannuation as it will take some
time to formulate and introduce the changes needed.

COSTS

55. Estimates of the additional costs of our proposals have been
made except in some minor areas where inadequate information is
available, but where, in any case, the additional expenditure is not
significant. The net cost of our proposals to the Government will
approximate $94 million a year (which includes $18 million
covering the cost of basic-benefit increases recently authorised
with effect from February 1972). This additional cost would have
been considerably more had it not been for the fact that benefit levels
have already been raised several times since we were directed to
conduct this inquiry. In September 1965 the standard benefit levels
were $13.25 (single) and $24 (married). By September 1971 they
were $16 and $29, having been increased by just over 20 percent in
2 years. The additional costs are itemised below:

Chapters Proposal $ (million)
15 and 19 Increase in basic benefits, adjustment of allow-
able income and rate of abatement .. 46.8
Additional for corresponding adjustments to
war and other pensions and allowances .. 8.7
20  Payment of superannuation benefit while the
beneﬁciary is overseas .. .. .. 4.0
21 Increase in family benefit .. 78.0
24 Variation in waiting period for smkness beneﬁt .3

31  Reduction in residence qualification for age and

invalids benefits o .. L0

32  Retrospective payment on late apphcauons .. } 0.1
33  Extension of provisions for payment after death

44 Increasein general medical services benefit 5.4

47  Increase in physiotherapy benefit 0.2

47  Extension of dental benefit . 0.2
Minor proposals for which thele is no adequate

data for estimating—say . .. .. 1.6

141.3
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This cost will be reduced by— $

20  Abolishing taxation rebate $58 a year for
superannuation beneficiaries

21 Abolishing taxation exemption for chlldren 3

21 Varying rates of family maintenance al-
lowances .. 1.3

34  Varying payments Whlle in hospltal o201

OOU1
O(D

Net additional cost .. .. $94.0

56. Expenditure on social security cash benefits for the year ended
31 March 1971 was $288 million, and it has been estimated that
expenditure for a full year at the rates of benefit for June 1971
would be $318 million. The annual cost of our proposals (which will
include the cost of the increases authorised with effect from February
1972) would increase this figure to $450 million. But there would be
an increased taxation yield of $43.9 miilion if our recommendations
in this area are accepted.

57. The cost of medical and supplementary benefits under Part
IT of the Social Security Act for year ended 31 March 1971 was
$21.1 million. Our proposals about these benefits would increase this
cost to $26.9 million.

SUMMATION

58. It will be apparent from what has already been said in this
chapter, and from our recommendations, that we have not been
persuaded that our social security system should be radically changed
at this time. We are in effect saying that the present system has worked
to the advantage of the nation since 1938, it has become part of
the economic and social fabric of the nation, it is capable, with
certain changes, of serving its purpose adequately in the foreseeable
future, and that no alternative which we examined is likely to do so
better and without considerable disruption of the other economic and
social elements which make up our national pattern of life.

59. Perhaps the strongest impression we have, as we come to the
end of our inquiry, is that our social security system is not something
apart from the mainstream of national life, any more than the people
who benefit from it are people apart from the community at large. A
social security system cannot be put on or off as the weather or the
mood changes. It grows with the nation and must develop with the
nation. And its effectiveness and adequacy are more powerfully
affected by factors outside the system—such as levels of health,
employment, and general prosperity—than by changes or adjustments
to or within the social security system itself.
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60. We considered a great number of suggestions for changes
rithin the system. Many of them made an immediate appeal as offer-
1g solutions for problems or anomalies. But as our inquiry progressed
re found that the social security system is itself extremely complex
nd that no question was simple and straightforward, without impli-
ations for many inter-related issues. Nevertheless, with the expert
nowledge and experience which was freely made available to us
nd with the opportunity and time to weigh advantage against dis-
dvantage which exists only within the framework of such an inquiry
s ours, we believe that we have been able to make recommendations
vhich are capable of improving what is already a good, well-
.dministered system, and of ensuring that it will be able to cope with
uture problems as it has coped with those of the past 30 years.

61. We have adopted what well may be regarded as a cautious
ipproach to some proposals for increases in monetary benefits or
:xtending benefit coverage. We have done this advisedly because we
1ave been conscious that our recommendations, if adopted, are likely
o cost something approaching $100 million a year, and that this is
>ound to have significant effects for taxation and for inflation. But
f the Government and the country accepts, as we do, that our present
jocial security benefit structure is basically sound, and if the adjust-
nents we recommend are made, the resulting structure should not
emain static.

62. Indeed, it must not do so because the pace of change in society
s likely to become even more rapid than it has been in recent years
wnd our social security system must be sensitive to changes in the
ommunity. We considered how best the desired attitude and approach
ould be achieved. Two factors impressed us. First, that Parliament
nust retain the power of decision on significant changes. Second, that
hose who look to social security for help are in the very nature of
hings unorganised and probably incapable of effective organisation
s one group in a society where organisational representation is the
wccepted way of getting things done. We concluded that a new Social
security Gommission largely composed of interested able laymen could
yrovide the element of dynamism which we seek, and this is discussed
n chapter 30. Such a Commission would not represent social security
eneficiaries. It would have a special responsibility to the community
o see that in the field of social security those changes are made
vhich will enable the system to continue to give effective support to
he changing needs of an evolving society.

(95}
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This cost will be reduced by— $
20  Abolishing taxation rebate $58 a year for
superannuation beneficiaries .. 5.9
21 Abolishing taxation exemption for children 38.0

21 Varying rates of family maintenance al-
lowances . . .. L.3
34 Varying payments while in hospital o201
— 47.3

Net additional cost .. .. $94..0

56. Expenditure on social security cash benefits for the year ended
31 March 1971 was $288 million, and it has been estimated that
expenditure for a full year at the rates of benefit for June 1971
would be $318 million. The annual cost of our proposals (which will
include the cost of the increases authorised with effect from February
1972) would increase this figure to $450 million. But there would be
an increased taxation yield of $43.9 miilion if our recommendations
.in this area are accepted.

57. The cost of medical and supplementary benefits under Part
IT of the Social Security Act for year ended 31 March 1971 was
$21.1 million. Our proposals about these benefits would increase this
cost to $26.9 million.

SUMMATION

58. It will be apparent from what has already been said in this
chapter, and from our recommendations, that we have not been
persuaded that our social security system should be radically changed
at this time. We are in effect saying that the present system has worked
to the advantage of the nation since 1938, it has become part of
the economic and social fabric of the nation, it is capable, with
certain changes, of serving its purpose adequately in the foreseeable
future, and that no alternative which we examined is likely to do so
better and without considerable disruption of the other economic and
social elements which make up our national pattern of life.

59. Perhaps the strongest impression we have, as we come to the
end of our inquiry, is that our social security system is not something
apart from the mainstream of national life, any more than the people
who benefit from it are people apart from the community at large. A
social security system cannot be put on or off as the weather or the
mood changes. It grows with the nation and must develop with the
nation. And its effectiveness and adequacy are more powerfully
affected by factors outside the system—such as levels of health,
employment, and general prosperity—than by changes or adjustments
to or within the social security system itself.
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60. We considered a great number of suggestions for changes
within the system. Many of them made an immediate appeal as offer-
ing solutions for problems or anomalies. But as our inquiry progressed
we found that the social security system is itself extremely complex
and that no question was simple and straightforward, without impli-
cations for many inter-related issues. Nevertheless, with the expert
knowledge and experience which was freely made available to us
and with the opportunity and time to weigh advantage against dis-
advantage which exists only within the framework of such an inquiry
as ours, we believe that we have been able to make recommendations
which are capable of improving what is already a good, well-
administered system, and of ensuring that it will be able to cope with
future problems as it has coped with those of the past 30 years.

61. We have adopted what well may be regarded as a cautious
approach to some proposals for increases in monetary benefits or
extending benefit coverage. We have done this advisedly because we
have been conscious that our recommendations, if adopted, are likely
to cost something approaching $100 million a year, and that this is
bound to have significant effects for taxation and for inflation. But
if the Government and the country accepts, as we do, that our present
social security benefit structure is basically sound, and if the adjust-
ments we recommend are made, the resulting structure should not
remain static.

62. Indeed, it must not do so because the pace of change in society
is likely to become even more rapid than it has been in recent years
and our social security system must be sensitive to changes in the
community. We considered how best the desired attitude and approach
could be achieved. Two factors impressed us. First, that Parliament
must retain the power of decision on significant changes. Second, that
those who look to social security for help are in the very nature of
things unorganised and probably incapable of effective organisation
as one group in a society where organisational representation is the
accepted way of getting things done. We concluded that a new Social
Security Commission largely composed of interested able laymen could
provide the element of dynamism which we seek, and this is discussed
in chapter 30. Such a Commission would not represent social security
beneficiaries. It would have a special responsibility to the community
to see that in the field of social security those changes are made
which will enable the system to continue to give effective support to
the changing needs of an evolving society.
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Chapter 4. ECONOMIC AND FINANCIAL
ASPECTS OF SOCIAL SECURITY

1. Though the aims of a social security system are essentially
humanitarian, they can be accomplished only through economic
means—by providing, for example, services and cash benefits. But
there are other less cbvious economic implications which affect the
extent to which these humanitarian goals of social security can, or
ought to be, pursued.

2.In essence, social security involves redistribution of national
product. Thus, economic policy for increasing national product per
capita is directly relevant to social security policy. The per capita
size of that product limits what can be done by redistribution. But the
process of redistribution itself, which increases the incomes of some
through benefits and reduces the incomes of others through taxation,
is likely to affect personal decisions about spending, saving, investing,
or working, and thus in turn to increase or reduce national product.

3. Income redistribution is not the only aim of State social and
economic policy. Resources must also be allocated to such things as
education, law and order, defence, and the preservation of a whole-
some physical environment, which contribute to the general well-
being of the community. Pursuit of social security aims will therefore
depend on how much the community wants them rather than other
kinds of public services or private spending.

4. Very few of the submissions touched on these and other
important economic aspects of social security policy. Those which did
were largely confined to suggesting changes in methods of administra-
tion or financing, for social or presentational reasons, and not because
present methods affected undesirably either the economy or its ability
to support measures of social policy. Indeed, if we were to judge by
the general nature of many submissions, we could only conclude that,
even among those of the general public who have professional interests
in social policy, there is widespread lack of appreciation of the plain
fact that if a social security system is to accomplish its goals, it
cannot be separated from the economic system through which it must
work.

5. We do not say that answers to many social security issues can be
found only in economic analysis and principles. But economic analysis




CHAPTER 4 69

can give a clearer view of what the community is doing through social
security with its available resources, and what the economic conse-
quences of any particular approach might be.

6. The proper starting point is the distribution of the national
product. In a subsistence or communal society the problem of distri-
bution is solved by authority of chiefs or other leaders, or by group
decision according to customary criteria usually (though not always)
related to need or status. This method still prevails in many parts of
the less industrialised world. Those who cannot work—young children,
the aged, or the sick—share total product with those who can.
Generally speaking, there is no essential functional link between work
(contribution to output) and income (share in output).

7.In industrialised individualistic societies, a person works for
money, the personal spending of which determines what shall be
produced. Who gets income to spend, and how much, depends upon
the price put upon one’s contribution. Those who cannot or do not
contribute through the market system get nothing directly from the
productive process. Given the social ethic that those who cannct
contribute nevertheless ought to receive a share, the problem is how
to modify or supplement the market mechanism in a way which
ensures that they do so without impairing the productive capacity of
the economy as a whole.

Economic Growth

8. Economic management has recently paid much attention to
economic growth and the setting of productivity targets in various
sectors. There has been a shift from the 1938 emphasis on massive
income redistribution to create purchasing power and stimulate eco-
nomic activity, to attaining real increases in the rate of growth in
relatively stable conditions. Consequent efforts to curtail consumption
and public expenditure and to increase savings and investment will
inevitably affect social security policy.

9. We are not competent to comment on the growth targets set by
the National Development Conference or, indeed, on the economic
policies to achieve them. However, we recognise that if there is to
be real economic growth, and if real living standards are to be
raised, savings rather than consumption need to be encouraged. It
does not follow that this is a legitimate argument for cutting
expenditure on social security benefits. Total public expenditure and
even total social services expenditure may well have to be checked;
but the level of social security expenditure must be determined by
need, and by a judgment (which we agree must finally be political)
of what level of income support is fair and adequate relative to
changing incomes and living standards in the community as a whole.
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10. It is generally accepted that economic growth is a prerequisite
to rising living standards throughout the community, and that per
capita incomes will rise if the national income increases. But social
security is primarily concerned not with per capita incomes or
“average” citizens, but with those individuals whose ability to share
in the production of the market system is reduced or removed. The
many submissions remarking on this point convince us that many
New Zealanders share our reservations about the simplistic view that
economic growth can of itself abolish poverty, and that growth
policies should have overriding priority. “Poverty amid plenty” is,
as we will note in chapter 10, a feature of rapid economic growth
in some countries overseas.

11. Economic growth does not obviate the need for income
redistribution. Indeed, if the dependent sector is to share adequately
in higher living standards, this need will become greater. Fortunately,
as economic growth occurs, the community is more able to transfer
resources to its dependants and to finance social and other expenditure
even though the proportion of gross national product so transferred
may fall.

12. Few would disagree with the view that the fundamental aims
of economic growth are social. Human betterment is the goal, and
the basic problem of both economic and social management is, we
suggest, how, while maintaining reasonable growth, to translate the
proper proportions of increasing production into increased current
consumption, better health, nutrition, education, and housing, and
better social facilities and services. This is a continuing need—not
just something to be done when certain growth targets have been
reached.

13. There is merit in the view that the basic aim of economic
development is to increase the capacity of the community to produce.
While this will naturally be affected by investment in machines and
plant, equally important is investment in people themselves and in
the environment in which they can best realise their capacity to
work productively and enrich their lives.

14. What is done now in all these areas affects what the com-
munity is able to produce in the future. We would find it difficult
therefore to accept without strong reservations any proposition
that social security expenditure merely increases present consumption
and thus tends to slow down savings, investment, and economic
growth. Despite study and inquiry we have found no conclusive
evidence on how expenditure on social security or medical benefits
has affected savings, investment, growth rates, or indeed, the
incentive to work. We shall refer later to issues of this sort. We note
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here, first, that there have been satisfactory growth rates in periods
when the ratio of social security expenditure to gross national
prodU.Ct has been higher than it is at present; and second, that
variations in social security payments have not affected decisions
to retire from work. We were told, however, that for some categories
(such as solo mothers), the present income test and rate of benefit
abatement may act as a disincentive. We consider this in chapter 15.

The Family and Income Protection

15. The social problem of dividing up total product between
workers and dependants exists in all societies. The more dependants,
the greater the workers’ burden at any one time. Nevertheless, the
mere existence of dependants does not demand collective State
action. Social security systems as we know them are relatively
modern; not so long ago the family, or kinship group, or locality,
supported its own dependants. The family still plays a main part
even within highly-developed money economies; indeed the need to
support close relatives is commonly recognised in social legislation.
What is seldom appreciated is that transfers of income among family
members (for example, from the working head of a household to
a wife, children, or aged parents) are still quantitatively a more
significant aspect of income redistribution than is any action by the
State. Family benefits, housing loans, and taxation exemptions may
be seen as efforts by the State to shift part of the burden of family
responsibilities.

16. Though the family remains of first importance, a State system
of social security is an implicit recognition that in a market economy
the family alone cannot be left to deal with dependency. In the first
place, family income is not necessarily related to the number of
people it must provide for. Second, except as far as it can draw on
savings, the family cannot protect its members if the breadwinners
become unemployed for any reason. Third, the family does not provide
for those unable to work who are not members of it. Fourth, the more
members in a family, the less likely that savings can be built up to
provide for times when incomes cease or there are large unforeseen
expenses (on medical care, for example). Fifth, the evolving
patterns of family income throughout its life do not correspond
exactly to its changing responsibilities.

17. This problem (of differing significance for European and Maori
or Island families) has been accentuated by the State’s prescribing
a minimum school-leaving age and restricting the employment of
women and children. As we note in chapter 21 when considering
aid to families, education and training of children seeks to develop
their human personalities and ensure they become more productive
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workers. The cost of this process depends on the size of the family
unit, and not on ability to meet such cost. Family benefits are a meang
of alleviating part of this cost, not only for equity’s sake, but to
provide more effectively for the future labour force.

The Family Income Cycle and Access to Amenities

18. Thus families are the main means of supporting dependants,
As well, individuals and families deal with the risk of income
failure or unforeseen expense by spreading income over the life-cycle
through two types of saving.

19. The first is in money entitlements—savings bank accounts,
debentures and shares, insurance policies, annuities, and private
pension rights. In economic terms this involves both the saver’s
restricting consumption out of current income, and the borrower’s
spending more than his current income. When savings accounts are
eventually spent the person concerned is drawing from the current
flow of goods and services of the economy more than he is simul-
taneously contributing. He will be less able to adjust his consumption
reliably over time if his savings lose value through inflation. But
he will usually make the attempt because it is not possible to
store up against times of need many types of necessary consumables
in the same way as a squirrel stores up nuts for winter.

20. The second type of saving lies in the storing up of those
varieties of durable goods which are capable of continuing to
yield real as distinct from money income. These are consumer
durables of all kinds—household equipment, clothing, heating
systems, furnishings, and most important a house itself. Most families
over their life-cycles build up much of this personal capital which
is of considerable importance in maintaining standards of living
when money income diminishes, or money savings become eroded
by inflation. Income of this kind cannot easily be measured; but,
equally, it cannot be ignored especially when one is considering
the adequacy of cash income in retirement when family responsi-
bilities are usually at their lowest.

21. In national income statistics, expenditure on consumer durables
other than houses is counted as consumption, not investment. But
in considering social security policy we should not ignore the fact
that such goods or amenities may yield a stream of benefits (“real
income”) for many years even though money income may fluctuate
or cease. It usually takes some money income to maintain such
capital intact over a long time or to meet money outlays associated
with it (mortgage repayments, interest, repairs, rates, hire purchase
commitments, and so on). On the other hand some commitments

CHAP

_ decli
. can

: suCk
| imp

is tl
hou
mel
inte
Wo!

an
va
cal
as!
arl

o\




TER 4 79

ine—for example, a table mortgage begun at the age of 20
be more or less paid off by the age of retirement. Other outlays,
1 as some house maintenance, can be deferred without seriously
airing the yield of real income from the asset. A further point
hat such real income, by contrast with the money income of a
isehold, is not eroded by inflation. Moreover, fixed cash commit-
nts (for example, for mortgage repayments, or hire purchase
erest) can be a strong incentive to earn more money by extra
rk, and so decrease the burden of such fixed. outlays.

22. Not much is known about the extent of this kind of capital
d the real income it yields, or of how it is distributed among
rious socio-economic groups in New Zealand. Such information
n only be had from the surveys of consumer expenditure and
sets which are now being planned in this country. Census data,
id various limited particular inquiries give some information.

23. The most important household asset is the house itself. House
wnership relative to renting has changed considerably since the
ind 1930s as table 1 shows.

Table 1
[ENURE OF ALL PERMANENT PRIVATE DWELLINGS

Percentage of Total
1936 1945 1951 1961 1966

enting and rent free .. 49 43 39 31 31
Jwned with:
Table mortgage .. oo 17 18 19 26 30
Flat mortgage .. .. 16 14 11 14 11
Mortgage free .. .. 18 25 31 29 28
100 100 100 100 100
dwned by occupier .. .. 51 57 61 69 69
lented by occupier . . .. 49 43 39 31 31

Source: Census data.

24.In its 1966 Report No. 10, the Monetary and Economic
Jouncil estimated that mortgage debt would be the equivalent
f about one-quarter of the total capital value of private household
roperty. It would be about one-third of the total value of the house-
old property mortgaged. The Council also estimated the capital
alue of consumer durables, including cars, boats, and baches, at
1,520 million. Household financial assets such as savings accounts,
ife insurance, and building society investments were valued at $3,000
nillion but this excluded all other shares, debentures, and the assets
f unincorporated businesses.
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workers. The cost of this process depends on the size of the family
unit, and not on ability to meet such cost. Family benefits are a means
of alleviating part of this cost, not only for equity’s sake, but to
provide more effectively for the future labour force.

The Family Income Cycle and Access to Amenities

18. Thus families are the main means of supporting dependants.
As well, individuals and families deal with the risk of income
failure or unforeseen expense by spreading income over the life-cycle
through two types of saving.

19. The first is in money entitlements—savings bank accounts,
debentures and shares, insurance policies, annuities, and private
pension rights. In economic terms this involves both the saver’s
restricting consumption out of current income, and the borrower’s
spending more than his current income. When savings accounts are
eventually spent the person concerned is drawing from the current
flow of goods and services of the economy more than he is simul-
taneously contributing. He will be less able to adjust his consumption
reliably over time if his savings lose value through inflation. But
he will usually make the attempt because it is not possible to
store up against times of need many types of necessary consumables
in the same way as a squirrel stores up nuts for winter.

20. The second type of saving lies in the storing up of those
varieties of durable goods which are capable of continuing to
yield real as distinct from money income. These are consumer
durables of all kinds—household equipment, clothing, heating
systems, furnishings, and most important a house itself. Most families
over their life-cycles build up much of this personal capital which
is of considerable importance in maintaining standards of living
when money income diminishes, or money savings become eroded
by inflation. Income of this kind cannot easily be measured; but,
equally, it cannot be ignored especially when one is considering
the adequacy of cash income in retirement when family responsi-
bilities are usually at their lowest.

21. In national income statistics, expenditure on consumer durables
other than houses is counted as consumption, not investment. But
in considering social security policy we should not ignore the fact
that such goods or amenities may yield a stream of benefits (“real
income”) for many years even though money income may fluctuate
or cease. It usually takes some money income to maintain such
capital intact over a long time or to meet money outlays associated
with it (mortgage repayments, interest, repairs, rates, hire purchase
commitments, and so on). On the other hand some commitments
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decline—for example, a table mortgage begun at the age of 20
can be more or less paid off by the age of retirement. Other outlays,
such as some house maintenance, can be deferred without seriously
impairing the yield of real income from the asset. A further point
is that such real income, by contrast with the money income of a
household, is not eroded by inflation. Moreover, fixed cash commit-
ments (for example, for mortgage repayments, or hire purchase
interest) can be a strong incentive to earn more money by extra
work, and so decrease the burden of such fixed outlays.

22. Not much is known about the extent of this kind of capital
and the real income it yields, or of how it is distributed among
various socio-economic groups in New Zealand. Such information
can only be had from the surveys of consumer expenditure and
assets which are now being planned in this country. Census data,
and various limited particular inquiries give some information.

23.'The most important household asset is the house itself. House
ownership relative to renting has changed considerably since the
mid 1930s as table 1 shows.
Table 1

TENURE OF ALL PERMANENT PRIVATE DWELLINGS

Percentage of Total
1936 1945 1951 1961 1966

Renting and rent free .. 49 43 39 31 31
Owned with:
Table mortgage .. oo 17 18 19 26 30
Flat mortgage .. .. 16 14 11 14 11
Mortgage free .. ... 18 25 31 29 28
100 100 100 100 100
Owned by occupier .. .. 51 57 61 69 69
Rented by occupier .. .. 49 43 39 31 31

Source: Census data.

24.In its 1966 Report No. 10, the Monetary and Economic
Council estimated that mortgage debt would be the equivalent
of about one-quarter of the total capital value of private household
property. It would be about one-third of the total value of the house-
hold property mortgaged. The Council also estimated the capital
value of consumer durables, including cars, boats, and baches, at
$1,520 million. Household financial assets such as savings accounts,
life insurance, and building society investments were valued at $3,000
million but this excluded all other shares, debentures, and the assets
of unincorporated businesses.
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25. Ownership of consumer durables and other household ameni-
ties is also very high, thus:

Table 2

AMENITIES IN NEW ZEALAND HOUSEHOLDS

1956 1961 1966
Percentage of dwellings with:

Hot water service .. 88 94 99
Bath or shower .. .. 94 97 99
Refrigerator .. .. 54 81 92
Washing machine .. 57 78 89
Television .. .. .. .. 64
Radio .. e .. .. .. 94
Vacuum cleaner . . .. .. .. 90

Source: Census data.

26. More detailed information about the housing status of the
elderly is available from a special survey made in 1962%. Though
this survey is now 10 years out of date, it shows that at that time
over 70 percent of beneficiaries between the ages of 65 and 74
years owned their own homes, although with increasing age the
elderly tend, because of growing infirmity, to live as part of a
family group. Those in the 65-74 age group renting dwellings
were only about 11 percent of men and 14 percent of women benefi-
ciaries compared with 31 percent in the case of all householders.

27. The importance of the home and its physical assets as a
defence against poverty in later life was shown in a recent survey
of poverty in Melbourne made by the Institute of Applied Economic
and Social Research, University of Melbournef. It showed that
when houses and other capital assets owned by the aged were taken
into account the percentage of aged “income units” below the
selected poverty line in terms of income dropped from 15 to
6 percent.

28. Though it would be reasonable to suppose that the composi-
tion of individual household assets and liabilities is likely to be
affected by factors such as age, number of dependants, or income,
very little is known directly on this subject as far as New Zealand
is concerned. However, an analysis made in 1966 by the Monetary
and Economic Council throws some light on the matterf. The
analysis was based on statistics of deceased peoples’ estates and

*Department of Health Special Report Series No. 10 Elderly Persons’ Accommo-
dation Needs in New Zealand 1962, Government Printer, Wellington, 1963.
+Ronald F. Henderson, Alison Harcourt, R. J. A. Harper, People in Pouverty,
Cheshire, Melbourne 1970.

igﬂleptﬁt No. 10 of the Monetary and Economic Council, Wellington, 1966,

e —— ——— At i £
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does not therefore pretend to show how any individual’s asset
structure might change over his lifetime. It must be interpreted
with due regard to the limitations inherent in the source material.

29. The Council’s analysis showed that, whatever the age of
deceased,
for small estates the greater proportion of assets are held in the
form of cash and money deposits, personal effects and furniture,
and real property (mainly in the form of a house). As wealth increases
the actual value of these items increases but the proportion of total
assets in these forms declines and the proportion held in financial
assets (shares, stock debentures, mortgages, loans to others) and
business assets increase.
Total assets show a peak at age 60 with net assets continuing to
rise until after age 75 as debts continue to be paid off. The debt
peak is at age 40, while real and personal property is also at a peak
at that age remaining constant until age 60 and then declining
somewhat. Cash, shares, and similar financial assets are, on the
average, constant between ages 25 and 35 and then begin to rise
sharply throughout life. The Council did not include in its analysis
the value of rights accumulating from the payment of superannuation
contributions (which increase with age). In the Council’s view the
data suggested :

. four phases in the average asset and liability pattern of
persons . . . Up till marriage they are net lenders to others, their
debts being smaller than their cash deposits, loans to others, and
shares. The age of retirement begins the fourth phase. The growth
of total assets is halted at the end of the active earning life and their
composition is changed as some private business assets and family
homes are sold. For the most part these persons seem to be neither
net lenders or net borrowers since the additional funds they are able
to invest in shares, loans and deposit accounts are supplied by the
purchasers of the physical assets they are disposing of.

30. All the foregoing material indicates that the private sector has
a considerable capacity for dealing with the general problem of social
dependency, and that it is important that this capacity should not
be impaired. Economic policy in general has a role to play, but so
also have other governmental policies, for example, those which
stimulate personal savings, home-ownership, and private provision
for age or sickness. These measures may reduce the need for the
State to intervene more directly through the social security system.

Demographic Factors

31. The extent of the social problem of dependency is likely to be
affected over time by changes in the age structure of the population,



76 CHAPTER 4

by technological cl.ange and economic development, as well as by
social and economic policy measures which can affect the proportion
of dependants to workers.

32.In 1938 much concern was expressed at the prospects of an
ageing population (that is, a growth in the proportion of the elderly
to total population) increasing the burden on the work force, making
it difficult for the economy as a whole to support the substantial
extension of cash benefits and the health services envisaged in the
1938 Social Security Act. The consultant actuary at that time, Mr
G. H. Maddex, estimated, for example, that in 1939 there would
be 37 men and women over 60 for every 100 men aged 16-60, and
that this ratio would be 50 : 100 in 1959, 57 : 100 in 1969, and
66 : 100 in 1979. Thus it was thought then that the community’s
burden of dependent aged would increase. Maddex’s projections
assumed that the population trends of the 1930s would hold good
for the next 40 years. The large rise in the birth rate after the
Second World War, however, has produced a quite different outcome.
Later statistics show that the ratio mentioned earlier was only 44 :
100 in 1969, and it has recently been estimated that it will be the
same in 1979. So far as benefits for aged are concerned, Maddex
estimated that in 1939 there would be 12 people drawing benefit for
every 100 people in the work force, rising to 18 in 1949 and con-
tinuing to rise as the proportion of the population over 65 years of
age rose. In fact, the ratio was only 15 : 100 in 1950, but had risen
to 22 : 100 for 1969. The latter figure, moreover, includes both age
and superannuation beneficiaries, and conditions of eligibility have
been greatly eased since 1939.

33. Changes and estimated changes in population structure are

shown in table 3.
Table 3

AGE DISTRIBUTION OF NEW ZEALAND POPULATION

Percentage of Total Population

0-14 15-59 15-64 60+ 654
1936 .. 28.5 63.2 65.3 10.2 6.4
1945 .. 28.6 60.7 62.7 12.9 8.7
1951 .. 29.5 57.3 61.4 13.2 9.1
1956 .. 31.5 55.8 59.4 12.6 9.1
1961 .. 33.1 54.7 58.3 12.2 8.6
1966 .. 32,7 55.4 59.1 12.0 8.3
1970 .. 32.0 55.8 59.7 12.2 8.3
1975 .. 31.4 56.3 60.2 12.3 8.4
1980 .. 31.6 56.4 59.9 12.1 8.5
1985 .. 32.5 55.6 59.2 11.9 8.3
1990 32.8 55.7 59.1 11.5 3.1

Source: 19361966, Census data.
1970-1990, Estimates supplied by Department of Statistics,
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34. Table 3 shows that from 1936 to 1951 the proportion of the
population over 65 increased but not as sharply as Maddex expected,
and also after the 193945 war the 0-14 year group rose. Thus the
main “dependent” age groups are now about 40 percent of total
population compared with just under 35 percent in 1936. But since
1936 the productivity of the economy has risen sharply and unem-
ployment has very greatly declined. (In 1936 the latter raised the
dependent group significantly above the level shown by population
structure.) ,

35. The important point for the future is that the proportions of
dependent to non-dependent age groups are not expected to change
much for at least the next 20 years. This is in marked contrast to a
number of other countries where “population ageing” is a major
social security problem.

36. The age structure shows only part of the picture. What we need
to know is the ratio of the work force as a whole to the total popula-
tion dependent on the output of that work force. Estimates of the
work force at 5-yearly intervals to the year 1990 are given in table 4.
These show that as a proportion of total population it will decrease
only very slightly over that period, depending on assumptions about
migration.

Table 4
- ESTIMATED LABOUR FORCE

At 31 Projected Labour Force Projected Labour Force as a
December Assuming Net Annual percentage of Projected
Migration of Population
b

(a) (b) (a) (b)
5,000 inflow 10,000 inflow

1970 .. 1,095,785 1,104,522 38.0 38.1
1975 .. 1,205,096 1,221,534 38.3 38.4
1980 .. 1,322,386 1,353,716 38.3 38.4
1985 .. 1,423,188 1,470,294 37.5 37.7
1990 .. 1,554,373 1,615,069 37.4 37.6

Source: Department of Statistics.

37. These projections assume that the proportion of women in
the labour force will be the same as in the recent past. In New
Zealand the proportion of women workers is very low compared
with countries of similar cultural background and stage of economic
development. There is therefore considerable room for an increase
and although it is impossible to make any useful forecasts of what
actual trends might be, it may be noted that changes in social atti-
tudes about the place of women in New Zealand society, equal-pay
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legislation, and economic pressures for higher real incomes, could
increase the proportion quite markedly over the period of the pro-
jections.

38. The projections also assume that participation rates of the
male work force will not change. For those over 60 years of age,
the participation rate now falls from around 80 percent at age
59 to 79 percent at age 60, and 50 percent at age 65, and 30
percent for those over 65. The proportion of men over 65 in the
work force has in fact been declining almost continuously since the
early 1890s (from over 85 percent to the present level of 30 per-
cent), though it seems to have stabilised since 1950. The effect of
age and superannuation benefits on retirement is considered in some
detail in chapter 20. We merely note here that the possible
effect on participation, and hence on the social burden of dependency,
must always be considered in any change in social policy.

39. One must note the effect of education policy and social
attitudes towards higher education. In the past 30 years there has
been a sharp increase in the number of people over 15 remaining
at school, or attending universities and other institutions. Whether
these students are financed privately or through State grants, the
proportion of dependants increases.

40. Finally, we note that the burden of dependants on a
community depends not only on their proportion of the work force,
but also on what level they are maintained relative to economic
growth, Those in families would by and large share in that growth
through the rise in family income. But this does not automatically
happen with the dependant who must rely upon State help from
the general community.
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Chapter 5. COSTS OF SOCIAL SECURITY

1. The rising costs to the State of adequate incomes for the
dependent, as well as medical benefits and health and welfare
services, have become a matter of great concern in many countries,
and in New Zealand. Here it has most recently been expressed by
the Social and Cultural Committee of the National Development
Conference, which drew attention to the apparent prospect of
a growing burden of social security on the economy at a time
when increasing resources would be needed for development.

PROPORTION OF NATIONAL INCOME

2. Changes in the money costs of social security cash benefits
since 1939 (along with other social services expenditure) are shown
in appendices 10 and 14. In summary the cash benefits show an
increase of over 13 times from $22.2 million in 1939 to $298.7
million in 1971. Money costs, however, can be misleading and
certainly do not show what the burden on the economy is or
has been. In the first place rising money expenditures in part reflect
inflation. Second, both the population and the economy have grown
considerably since 1939. Appendix 11A gives a better picture of
development. These figures show expenditures as a proportion of
national income. In 1939 cash-benefit costs were the equivalent
of 4.78 percent of gross national product. They rose to 7.03 per-
cent in 1947 and, after a decline in the 1950s, rose again to 7.21
percent in 1961. Since then the proportion has steadily declined
to stand at an estimated 5.5 percent for the year ended March
1971. This trend is not one which would justify the view that
social security cash-benefit expenditure on its own constitutes an
increasing burden,

3.1t must be noted also that, although in terms of national
income, outlay on cash benefits is not significantly greater now
than it was in 1939 and is well below the level of 1947, many
changes have been made both to rates of benefit and to conditions
of eligibility (see appendix 5 for details). The main changes occurred
in 1946 when the means test was removed from the family benefit,
and in 1960 when the universal superannuation benefit was lifted
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to parity with the income-tested age benefit. The scheme for
capitalisation of the family benefit introduced in 1959 also had
a significant effect on costs at that time. Other changes such as
the removal of the property test, and continued relaxation of allow-
able income limits, have all tended to make more people eligible
for benefits. At the same time the period from 1939 to 1961
saw an upward shift in the proportion of dependent people. Since
then a stable relationship has established itself and appears likely
to continue.

4. Rates of most benefits have also been continually increased.
While these adjustments have helped to increase money costs, the
general conclusion must be that, largely through growth, the
economy has been able to make better provision for a larger number
of people.

5. As with other policy goals (education, defence, etc.), the
resources to be given to maintaining dependants or providing medical
care are limited not only by the absolute size of community resources
related to population, but also by the strength of public desire
for the social security package as against other possible packages—
private consumables, public or private investments, and the like.
Unlimited resources would give unlimited attainment of all goals.
Hard reality dictates otherwise. We can have more of one thing
only by restricting others. From our own resources (that is, apart
from overseas borrowing) we can have more of everything in the
future only by increasing the size of our future national product
by investing in capital goods and human resources. But this means
restricting present consumption of either public goods or private
goods or both. These are the economic facts from which we cannot
escape.

6. It is always easy to point to needs that seem in themselves to
justify action. This is especially true of those areas of policy which
deal directly with people and their welfare—education, health,
and social security. But with limited resources public policy
cannot be based on absolute needs because any one element of our
“Total Social Services Expenditure” could absorb all or most of
the resources which it is considered prudent to extract from citizens
by taxation whatever its form or nomenclature. Public policy is
arrived at by deciding the relative merits of one type of expenditure
against others and the same kind of relative evaluation is necessary
within any broad programme. In essence what has to be decided,
as the economy grows, is the relative rate of growth not only of
public services in comparison with private expenditure but the relative




CHAPTER 5 81

rates at which particular kinds of services should expand. These are
essentially and finally political decisions.

7. Social security cash-benefit expenditures from 1939 to 1956
were generally about 26 to 27 percent of total Government current
expenditure (see appendix 11B). By 1961, because of the sharp
increases in both family and superannuation benefits the proportion
had risen to just under 30 percent. Since that time it has
declined steadily to slightly less than 24 percent in 1970, mainly
because the family benefit rate has been unchanged since 1958. There
has also been some decline in the share of age benefits, including
superannuation, in the total. For much the same reasons, cash
benefits as a proportion of total social services expenditure (including
education) have declined from nearly 48 percent in 1961 to 38.3
percent in 1970 (see appendix 11C). Social services expenditure as
a whole (excluding stabilisation subsidies but including education
and health) in the past 3 years has averaged almost 63 percent of
total Government expenditure, dropping to about 45 percent if
education costs are excluded. These compare with 62.5 percent and
48.6 percent respectively in 1961. Though total social services
expenditure has not been declining, more within that total has been
going to education and health (including hospitals and equipment)
and less to social security cash benefits.

8. From appendix 15 we note that total social services expenditure
in 1970 was a higher percentage (14.82 percent) of national income
than it was in 1950 (13.59 percent), but that the relationship has
remained fairly constant since 1960. The percentage of national
income spent on total social services expenditure excluding education
has fallen since 1960. For both social security cash benefits and total
health benefits (see appendix 11A) the percentage of national
income being spent has tended to fall since 1962.

FUTURE COSTS

9. Changes in social security can only be properly considered by
gaining some idea of what future commitments are implied by
present policies, that is, by assuming constant benefit rates. Table 5
gives such an estimate for the years ending March 1976 and March
1981 and compares them with the figures for the year ended March
1971. The assumptions on which the estimates have been made are
such that we feel confident that the total figures estimated to be
expended err, if at all, on the high side.
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Table 5
CASH BENEFITS—ESTIMATED EXPENDITURE

Estimates of

Number in Force Expenditure for Year
Benefit 31 March Ending 31 March
$(000)
1971 1976 1981 1971* 1976%* 1981%
Age .. .. 102,797 115,000 125,000 80,000 89,000 97,000
Superannuation.. 146,299 165,000 180,000 105,000 115,000 129,000
Widowst e 15,899 18,000 20,000 16,750 19,000 21,000
Invalids . 8,557 9,500 10,500 7,600 8,500 9,500
Unemployment . . 715 1,000 1,000 725 1,000 1,000
Miners and or-
phans Vi 410 400 400 280 260 260
Sickness .. 6,306 6,900 7,600 6,600 7,200 7,900
Family} .. 1,000,451 1,100,000 1,200,000 78,000 85,000 94,000
Emergency e 6,422 7,700 8,500 8,000 9,700 10,600
Supplementary
assistance .. .. .. .. 3,200 3,600 4,000
All benefits. . . . .. 305,000 340,000 375,000

#*Estimates consist of annual values of benefits in force at rates prevailing at 31 March
1971.

TIncludes deserted wives, etc.

$Numbers of children included in benefits (including those capitalised).

10. The assumptions on which the estimates in table 5 are based
are explained in the following paragraphs.

The Number of Beneficiaries

11. Estimated numbers of beneficiaries have been calculated on
the basis of population projections which assume a net immigration
inflow of 10,000 people a year from a base of 31 December 1970.
(A net inflow of 5,000 would be more realistic, and on that basis
total expenditure would be reduced by about $3 million for 1976
and about $7 million for 1981.)

12. Age: Numbers of age beneficiaries assume that the proportion
of those aged 60-64 on benefit will be approximately that of recent
years, 24 percent; and that the proportion of those over 65 drawing
age benefit will remain constant at about the average of the past
5 years. This implies that many people over 65 will prefer for presen:
reasons to continue on age benefit rather than switch to the non-
income tested superannuation benefit.

13. Superannuation: The assumption is that 61 percent of people
over 65 will draw superannuation benefit—slightly more than in
recent years. It is assumed that 92.5 percent of all people over 65
will be drawing either age or superannuation benefit.
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14. Widows: The estimate for “widows” benefits (which of course
includes women not actually widowed) allows for a slight increase
over 1971 in the proportion of women aged 16-59 drawing benefits
although it follows average experience over the past 10 years.

15. Invalids: For invalids benefits the ratio to population aged
16 to 59 fell significantly from 0.83 percent in 1951 to 0.55 percent in
1971. The reasons for this are not entirely clear but seem to be
related to falling incidence of tuberculosis and to a more positive
attitude in helping the handicapped participate in normal community
life and work. The rate of decline has, however, slowed down in the
last few years and our estimate is therefore based on a constant
factor of 0.33 percent.

16. Unemployment: No useful conclusions can be drawn from
past experience about unemployment benefits, and we have simply
included a nominal number. The obvious assumption here is that
full employment policies will continue.

17. Family: The estimate for family benefits is also based on the
past ratios between the number of children aged 0-16 years and the
number for which benefit is paid. Capitalisation of the benefit, as well
as the tendency for more children to remain at school until 18, have
been allowed for.

18. Sickness: The ratio of sickness benefits to working population
has increased since 1961 from 0.28 percent to an average of 0.36

percent in recent years. We have assumed the latter percentage
will hold.

19. Emergency : Emergency benefits have risen from 0.20 percent
in 1966 to 0.37 percent in 1971. We assume that it will be 0.40
percent for both 1976 and 1981.

20. Supplementary: These estimates are not much more than a
guess based on the expectation that the rising trend of recent years
will continue although this will, we assume, be affected by the level
of standard benefits actually paid from time to time. Benefit numbers
have not been shown in this case as they are not very meaningful.

Expenditure

21. Estimates of expenditure based on the forecasts of benefit
numbers are simply annual values; that is, they show the expenditure
that would result if the benefit numbers indicated drew benefits for
a full year at rates applying at 31 March 1971. These estimates
allow for various factors such as the payment of family maintenance
allowances (included in the estimates for the relevant benefit),
differential rates paid for unmarried beneficiaries, and benefits to
dependent wives of age beneficiaries.



CHAPTER 5

84

99 The rates of benefit used are those in force at 31 March 1971.
In this exercise no account has been taken of the increases in benefits
given by the 1971 Budget. Nor has there been any attempt to allow
for future increases in rates either to meet increases in the cost of
living or to enable beneficiaries to share in economic growth. In other
words, the estimates are simply a projection of the cost of present
policies at the above rates aimed at showing how capacity to pay these
or higher benefits will be enhanced by economic growth.

23. Table 5 shows that the annual value of cash benefits would
under these assumptions rise by approximately $35 million between
1971 and 1976 and by a further $35 million in the next 5 vyears, a
total increase of some $70 million. The table is not in any way a
forecast of actual expenditure, but simply seeks to indicate how much
extra it would cost to give benefits on present terms and conditions
to more beneficiaries. Population increase is the most important factor,
though there are also underlying assumptions about the extent to
which the increased population will become eligible for benefit. One
aspect of this, of course, is the assumption that the conditions of the
income tests which apply to most benefits will not change. Thus,
because money incomes as well as real incomes are expected to rise
with economic growth, if there is no change in income-test (for
example, in the amount of allowable income) the numbers of full
beneficiaries would tend to reduce. But this is not likely to be
significant.

24. We must take into account the expected growth in gross
national product over the 10 years which roughly coincides with the
planning period used by the National Development Conference. One
difficulty is that estimates of economic growth are being revised on
the basis of recent experience, and will need to be further revised
when Britain enters the European Economic Community. At this
stage therefore we can do no more than assume a conservative estimate
of growth in gross national product (somewhat less than the National
Development Conference projection) when indicating what could be
available to increase benefits, or extend them, or liberalise their
conditions. We are in any case merely seeking to establish orders of
magnitude rather than to give a precise estimate of what could be
available.

25. In its Report No. 21 of May 1971, the Monetary and Economic
Council estimated gross national product at $5,425 million for the
year ended 31 March 1971. The annual value of cash benefits in force
at that date shown in table 5 was $305.99 million or 5.6 percent.
This is somewhat lower than in the immediately preceding years
though consistent with the generally falling trend in the ratio of cash
benefits to gross national product which appendix 11a shows through

(e DR e
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the 1960s. If gross national product were to rise over the next 10
years at say 4 percent a year (slightly less than the targets of the
National Development Conference) then on a “no change in benefit”
basis, the annual value of cash benefits in 1976 would be the equivalent
of 5.06 percent of gross national product in that year, and 4.60
percent in 1981. Conversely if cash benefits were to be the same
proportion of gross national product in 1976 and 1981 as in 1971,
then expenditure could rise in 1976 to $370 million, and in 1981 to
$450 million. Various alternative assumptions about the proportion
of cash benefits to gross national product and about growth rates of
gross national product can of course be made. Some of these are
set out, with their implications for cash-benefit expenditure, in the
following tables:

Table 6

PROJECTION OF CASH BENEFITS AS PROPORTION OF
GROSS NATIONAL PRODUCT

GNP Estimated Percentage of GNP Needed to
Year Ending Growth GNP Pay for Cash Benefits if
Rate ($ million) 1970-71 Rates Continue
Percent
31 March 1976 4 6,600 5.06
' 3 6,290 5.31
31 March 1981 4 8,030 4.60
3 7,310 5.05
Table 7

' PROJECTED CASH BENEFIT EXPENDITURE

Estimated At5.6 percent

Year Ending GNP of GNP 6% 6.5% 7%
(§ million)  (1970-71
level)

31 March 1976 .. 6,600 370 396 429 462
6,290 342 377 409 440

31 March 1981 .. 8,030 450 482 522 562
7,310 - 409 439 475 512

SUMMARY

26. What emerges from these tables is that if cash benefits remain
at the 1970-71 levels, then the proportion of national income
absorbed by them will reduce as gross national product grows.
And further, that if the cash benefit rates are increased at the same
percentage rate as gross national product is growing (for example
by 3 percent or 4 percent) then approximately the same proportion
of national income will be required as in 1970-71.
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27. Presenting future expenditure possibilities in this way also
highlights a number of important policy issues.

(a)

(b)

There is no necessary reason why cash benefits should remain
constant at any particular relationship to gross national
product. In some circumstances (for example, where the
numbers of the dependent group were rising significantly) a
rise in the proportion may be desirable if the dependants are
not to lose real income. This is not expected to be an
important factor in New Zealand as our earlier analysis of
demographic trends indicated. There may also be a rise
in the ratio if the dependent sectors are to receive a greater
share of product than they have in the past. And a fall in
the ratio may be quite appropriate in the light of demographic
factors or if a period of economic growth increases the ability
of individuals and households to make their own provision
for retirement. The essential point is that too much emphasis
placed on a ratio of this kind introduces too inflexible an
element into public policy decisions, and this may result in
doing too little or too much in the field of social security.

Unless it is thought that social security beneficiaries are
already receiving more than they should then it seems to
us that they must share in any growth. Otherwise benefits
must become inadequate. As we have stated elsewhere,
social security is more and more concerned with relative
poverty, and the adequacy of benefit levels must be considered
against the living standards of the rest of the community.

(¢) There is in addition the need to decide on how social security

as a whole should share in total social services expenditure,
and in State expenditure as a whole.

28. The Government must decide these matters against the com-
peting demands both for various expenditures, and for reduced
taxation. We cannot judge unequivocally what the relative balance
in expenditure should be. Indeed we would be strongly opposed to
basing benefit-expenditure policy on any preconceived notion that
social security expenditure should be a rising, constant, or falling
percentage of gross mnational product, or of total Government
expenditure. The main criterion for benefit levels must be adequacy.




87

Chapter 6. SOCIAL SECURITY AND THE
DISTRIBUTION OF INCOME

1. It is important to note that every governmental act of spending
changes the distribution of incomes. The process is not confined to
social security transfers. It is necessary to consider separately the
distribution effects of social security expenditure, and of taxation,
before bringing them together to examine the extent of redistribution.

2. Social security expenditure increases the money which people
have to spend, and has therefore an inflationary effect, which, if
not checked would distort the distribution aimed at. The collection
of taxes not only provides the funds for the social security expenditure,
but by reducing money incomes checks the inflationary effect and
tends to preserve the aim of the social security distribution. But it
must be remembered that those who receive benefits—and especially
“universal” benefits—may also pay taxes and to this extent the
redistributive aims of the social security system are modified by the
taxation system,

3. The distributional changes brought about by the social security
system are not easy to discern. Those on lower incomes (such as
the aged, sick, or widowed) have their incomes increased by cash
grants. In addition, those with family responsibilities receive grants
regardless of income, and so also do many people over 65. Further-
more everybody, regardless of income, is entitled to share in the
medical services. However, while it is relatively easy to ascertain
which individuals or households receive cash grants, it is much
more difficult, in our present state of knowledge, to determine which
receive the benefits of medical services and how these are related
to money incomes. About all that can be said is that most of the
cash benefits are received by people on low incomes and that those
over 65 and those with families gain at the expense of other members
of the community. So far as medical services are concerned, the aged
and those with young children are likely to receive relatively more
than other members of the community because it is in these age
groups that the need for medical care is highest.

4. The question of “who pays” is even more difficult to answer.
In the first place it is impossible to say what the structure of the
taxation system would be if there were no social security. In New
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Zealand the taxation system is by and large composite and does
not direct taxes to specific purposes, except for the National Roads
Fund. Thus it is not possible to separate out what kinds of taxation
or which person’s taxation could be said to be needed to counter-
balance social security expenditure. Nor is it possible to sort out
personal taxes paid and compare these with personal benefits received,
as is sometimes attempted.

5. Some general points may be made. First, personal income
taxation with various exemptions helps to shift the distribution
towards those with children as compared with those without, and
towards those who are making private provision for retirement,
the latter mainly in the higher income groups. With a progressive
rate structure, those on higher incomes have their incomes reduced
more than proportionately, thus shifting distribution in favour of
the lower income groups. Commodity taxation on the other hand
is not directly related to income except through consumption. In
this case, those with families and those who buy taxed commodities
(cigarettes, beer, and motorcars, for example) would pay more
than those who do not.

6. From another standpoint, redistribution may be seen as a shift
in net incomes in time—within generations and between generations.
Those now in the labour force are “paying” through taxes for
social security benefits and other State services being consumed
by those who have retired. It is assumed that when the present
generation has retired the government of the day will be willing
to continue the benefits, and tax the then work force accordingly.
Again, there are continuing transfers within the present generation
of the work force in favour of those with family responsibilities and
against those who are single, or whose family responsibilities have
lessened.

7.1t is easier to state such generalities than to discover facts
about income distribution in New Zealand and how this is affected
by social security, taxation, and State activities generally, for very
little is known at present.

8. We need to know much more than we do for several cogent
reasons.

(a) Social security policy, among other things, should ensure
a desirable income distribution and, in particular, that
benefits are not negated by taxation or other State policies.

(b) It is desirable to know whether policies intended to improve
income distribution in fact do so.

(¢) It is desirable to be able to compare alternative policies
in terms of their expected results, without guesswork.
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(d) It is desirable that the public should be able to judge the
implications for them of any proposed policy (such as an
increase in benefit rates or coverage). They must be able
to see that increased social security expenditure has to come
out of increased productivity, increased taxation, or savings
in other governmental expenditure.

(e) Changes in the distribution of incomes can affect patterns
of demand, consumption, saving, and investment, and hence
the growth and composition of the total product available
for distribution.

9. Attempts have been made overseas to measure the effects of
budgetary policy (especially for social services) on the distribution
of incomes. It is, however, generally agreed that all such studies are
open to very considerable objections on conceptual as well as
statistical grounds, and any results have to be treated very cautiously.
The same reservations necessarily apply to the study prepared
for us by Mr L. V. Castle of the Department of Economics,
Victoria University, and appended to this chapter as table 8. The
figures cannot be taken literally. They are indicative only. As
Mr Castle points out, the study pretends to do no more than
give a broad picture of income redistribution in New Zealand
on the basis of inadequate and outdated information, especially
regarding the composition of households. The procedures followed
for the allocation of benefits and taxes to the selected income groups
also suggest that the results should be cautiously treated. Further,
as these were the only figures available at the time of writing,
the study relates to one income year (1965-66) with the tax and
benefit rates that applied at that time. Since then there has been
an important revision of the income tax structure and a new
tax (the payroll tax) has been introduced. The general rise of
incomes under the influence of inflation and economic growth
must also be borne in mind.

10. Nevertheless the study suggests a number of points about
the state of income distribution in New Zealand in 1965-66 which
are unlikely to have changed much, except in actual money terms.

11. First, most earners had incomes under $2,800 before tax. If
allowance is made for the large number of married women, students,
part-time and casual workers in the two lowest groups, most full-
time earners had incomes between $1,500 and $2,800. Total income
before tax was thus concentrated into a fairly narrow middle
range.

12. Second, though there was marked progression in income tax
above incomes of $3,600, tax as a percentage of group income was
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more or less proportional over a fairly wide range of incomes,
which includes most taxpayers, because of the predominance of the

% percent social security tax which applied at that time. This
yielded 44 percent of all income tax on individuals. Largely because
of this, the distribution of incomes after tax was not markedly
different from the pre-tax distribution. Those in the upper income
range were somewhat worse off and those in the lower ranges
slightly better off. This does not take account of company taxation,
the net distribution effect of which is unknown. When the 7% per-
cent social security tax was abolished, other changes in the income
tax rates, and personal and other exemptions occurred. Given the
low level of income at which the minimum tax-rate of 8 percent
now applies, these changes are not likely to have markedly affected
distribution.

13. Third, social security cash benefits resulted in a strong upward
shift in the relative position of those with under $1,000 of other
income—a result that could be expected. However, the extent of
the redistribution was modified by the effect on net incomes of the
universal superannuation and family benefits which are paid at
all income levels. Around 45 percent of the latter was estimated
to have been paid to those on incomes above the average.

14. Fourth, even after education and health expenditure as well
as consumer subsidies were taken into account, the distribution
of incomes (apart from those at either end of the scale) was not
markedly different from the distribution that obtained before tax.
A general conclusion therefore might be that under the tax system
in force, the social security system as a whole was in 1965-66
relatively neutral in its redistribution effects except at the very
lowest incomes. We have seen no evidence to suggest that the
position is much different in 1970-71. However, much more work
needs to be done in this area by those responsible for advising the
Government on social services expenditure and taxation policy.




Table 8
DISTRIBUTION OF INCOMES, TAXES, AND BENEFITS

Q
(Year Ended 31 March 1966) =
1. 2. 3. 4. 5. 6. 7. 8, 9. 10. 1L 12, 13. E
"
Income Group 0~ 1,000- 1,500- 2,000~ 2,400~  2,800- 3,200~ 3,600- 4,000- 6,000- 8,000- 10,0004+ Total o
$ 1,000 1,499 1,99 2,399 2,799 3,199 3,599 3,999 5,999 7,999 9,999
1. Number of tax returns . e 338,150 180,070 176,890 160,770 139,680 96,990 57,570 33,820 59,940 18,370 5,232 6,257 1,273,739
2. Percentage of total . 26.5 14.1 13.9 12.6 11.0 .6 4.5 2.7 4.7 1.4 0.4 0.5 100
3. Income returned less superarmuatlon
benefit (3000) .. .. . 158, 700 223,960 317,370 364,130 358,940 287,700 193,180 126,850 282, 930 124, 440 46, 310 92, 280 2,576,790
4. Percentage of total . 8. 14.1 is.o 11.2 . 4. 1.8 100
5. Total assessed individual tax ($000) 8, 480 20,470 36, 400 45,010 47, 300 41,270 30,100 21,550 57 500 32, 510 14,750 37, 850 393,190
6. Percentage of total .. . 2.9 5.2 11.4 10.5 7.7 5.5 4.6 8.3 3.7 9.6 100
7. Tax as percentage of group income .. 5.3 9.1 ll 5 12.4 13 2 14.3 15.6 17.0 20 3 26.1 31.9 41.0 15.3
8. Estimated total social securxty tax on
individuals ($000) .. . 6,630 13,990 21, 043 24,802 24,741 20, 064 13,590 8,986 20,285 9,046 3, 391 6,839 173,380
9. Percentage of total group income .. 4.1 6.2 ’6.6 6.8 6.9 ’6.9 7.0 7.0 7.2 7.3 7.3 4 6.7
10. Percentage of total tax for group .o 78.2 68 3 57.8 55.1 52.8 48.6 45.1 41. 7 35.3 27.8 23.0 18.1 44,1
11. Estimated total ordinary income tax
.. .. .. e 1,850 6, 480 15,357 20,208 22, 559 21,206 16, 509 12, 563 37,215 23, 463 11,358 31,042 219, 810
12, Percentage of total group tax. e 1.2 ’2.9 4.8 5.6 6.3 7.4 13.1 18.9 24.6 33.6 8.5
13, Percentage total tax for group 21.8 31.7 42 44.9 47.7 51.4 54 9 58 3 64.7 72.2 77.0 81.9 55.9
14, Income (line 3) minus direct tax (line a)
($000 . .. 150, 220 203,490 280, 970 319, 120 311, 640 246, 430 163,080 105,300 225 430 91, 930 31, 560 54, 430 2,183,600
15. Percentage of total 1. .. 6.9 9.3 i2.9 iz i4.3 i1 7.5 4.8 4.2 1.4 2.5 100
16. Indirect tax allocated ($000) . 23 327 20,246 27,508 30, 809 30, 149 23, 767 15,625 10,123 21, 566 8, 803 3,081 5,061 220,064
17. Percentage of total . oo 9. 12 i4.0 is.7 1 . 4.6 9.8 1.4 2 3 100
18. Net income for group after tax ($000) e 126, 893 183, 24-4- 253,462 288,311 281,491 222,663 147,455 95,177 203,864 83, 127 28,479 49,369 1,963,535
19, Percentage of total . .o 6.5 12.9 14.7 14.3 11.3 7.5 4.8 10.4 4: 2 1.5 2.5 100
20. Superannuation benefit .o .. 26,955 12, 230 9,560 3,500 2,770 1, 750 1,380 850 2,240 700 270 375 62,580
21, Family benefit .. 2,456 ,315 7,227 11,998 14,033 10 945 6,946 3,929 6,946 2,175 562 631 70,166
22. Family benefit capxtahsatxon '955 955 956 2,865 2,865 .o . oo .o v .o v 8,596
23. All other cash benefits and war pensmns
(except family and superannuation).. 89,583 3,054 3,054 3,054 2,000 1,000 1,000 750 1,000 250 250 250 105,245
24, Group income after cash benefit and
tax ($000) . . 246, 84—2 201, 798 274, 259 309 728 303,159 236, 358 156, 781 100,706 214,050 86, 252 29,561 50, 625 2,210,119
25. Percentage of total . .o .o 1.2 12.4 is.7 io 4.6 . 2.3 100
26. Education e . 4, 648 4, 382 13,678 22 710 26, 561 20 718 13, 148 7, 4-38 13, 148 4, 117 1,062 1,190 132,800
27. Percentage of total .. . . 3.5 10.3 7.1 20.0 5.6 9.9 5.6 3.1 0.8 '0.9 100
28. Health .. e .o 20, 947 10, 097 18,687 23 509 24,413 18 235 11,303 6,480 11, 4—53 3, 617 904 1,055 150,700
29. Percentage of total . e i3.9 ’6.7 i2.4 i5.6 i6.2 2.1 7. 4.3 7.6 2.4 0.6 0.7 100
30. Group income (lme 24) plus health .. 267,789 211, 895 292,946 333,237 327 572 254,593 168,084 107,186 225,503 89,869 30,465 51,680 2,360,819
31. Percentage of total . i1.3 9.0 12.4 4.1 10.8 7.1 4.5 9.6 3.8 1.3 2. 0
32. Group income plus health plus education 272, 437 216, 277 306,624 355, 947 354 133 275,311 181,232 114, 624 238,651 ~ 93,986 31,527 52,870 2,493,619
33, Percentage of total . .. .. {0.8 8.7 i2.3 4.3 i4.2 it.o 7.3 9.6 3.8 1. 2.1 100
34. Consumer sub51dles. . .o . 1,338 1, 115 4, 720 8, 846 10, 109 4,943 2,081 1, 115 2,453 335 37 74 37,166
35, Percentagc of total . .. .o '3.6 ’3.0 93 97 13.3 5.6 ’3.0 6.6 0.1 0.2 100
36. 32 plus 34 .o .o 273,775 217, 392 311 344 364— 793 364, 242 280,254 183,313 115,739 241, 104- 94, 321 31,564 52,944 2,530,785 o
37. Percentage of total . .o .. 10.8 12.4 11.1 7.2 4.6 3.7 1.2 2.1 100 —
38. 3 minus 36 .. .. 115, 075 -6, 568 —6,026 +663 -|-5 302 -7,446 —7,867 —11,111 —41, 826 —30 119 —14,746 —39, 336 —46,005
39. 36 as percentage of 3 .. .. 172.5 7.1 98.1 100.2 101.5 97.4 94.9 91.2 75.8 68.2 57.4 98.2

Sources

Mr L. V. Castle (see paragraph 9)
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Chapter 7. TAXATION OF BENEFITS

THE CASE FOR TAXING BENEFITS

L. Item 4 of our Warrant requires us to consider “the extent (if
any) to which monetary benefits should be subject to taxation”. We
have already discussed in the previous chapter the parts played by
taxation and social security benefits in the redistribution of incomes,
and we have noted that the redistribution effected by one may be
offset or defeated by the other. The two policies should therefore be
co-ordinated, and it is apparent that this has received less attention
in the past than would seem desirable. It is beyond the terms of our
Warrant to reappraise the tax system to try to establish co-ordination
but the question of taxing benefits is inseparable from other important
social security problems.

2. Submissions from the Social Security Department and from
the Treasury dealt directly with this question; some others touched
upon it usually from the peint of view of using taxation to eliminate
means or income tests. The Commissioner of Inland Revenue at our
request commented on some points raised.

3. Taxation of benefits has been advocated on two main grounds.
The first is that it would allow the present income test to be elimina-~
ted, while leaving the net revenue-expenditure position of the State
unchanged. In our opinion this view is mistaken—the more so when
the present relatively low maximum income tax rate of 50 percent
at higher levels of income is taken into account. It is indeed
administratively possible to tax all benefits whether they are subject
to an income test or not. It is also theoretically possible to preserve
the net revenue-expenditure position by collecting extra taxes to the
exact amount of total additional benefits. But it is not possible to take
in tax from any individual, the exact amount he has received in
additional benefit. Therefore, many people would in fact retain a
good amount of additional benefit, thus increasing their net disposable
incomes. Other people would have to pay extra taxes, thus decreasing
their net disposable incomes. There would be repercussions of un-
known magnitude both because of the effect on the economy of the
increase in gross expenditure and because of the shift in distribution
of incomes. In terms of social security aims, those who are most needy
would not have received an extra penny, because they are not the
ones who would have benefited by removal of the income test. Indeed
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those most needy would be worse off to the extent that tax is paid
on benefit as it would be under the present tax structure in New
Zealand.

4. The second argument is that taxing of benefits is desirable in
order that all income should be treated alike, regardless of source.
Other things being equal, people with the same total income would
then pay the same amount of tax.

5. A proper appraisal of this view can be made only by considering
the circumstances of the different types of benefits, and the aims they
are supposed to serve. The benefits fall into two broad classes, those
that are subject to an income test and those that are not.

INCOME-TESTED BENEFITS

6. So far as the income-tested benefits are concerned the aim is
clear. It is to give beneficiaries disposable incomes “adequate” by
acceptable community standards but still flexible enough to allow
them to have a small amount of other (and often taxable) income
without affecting the benefit. Under the present allowable-income
rules, some beneficiaries will receive in benefit and earnings as much
or more than some workers who pay tax on total earnings. The
beneficiary pays less tax. If the allowable-income rules were
liberalised, this would become more common. The idea that the
total incomes of both kinds of people should be taxed is obviously
attractive, as then there would be equity between the full-time
worker and the part-time worker-beneficiary, and some problems in
respect of a beneficiary’s wife’s earnings would be solved. It would
remove one obstacle to liberalising the allowable-income rules.

7. However, it can only be in respect of very few beneficiaries that
any anomaly arises. Many have no income beyond their benefit. It
would be illogical to reduce the benefit in their case by taxation. To
preserve an adequate standard of living, the basic benefit would have
to be increased by the amount of the tax; or the tax exemptions would
have to be equated with the benefit. The former course would be
administratively inefficient, and would lead to further complications.
The latter course would seriously disrupt the taxation system. In any
case, it confuses the separate functions of the social security and
taxation system. We agree with the Commissioner of Inland
Revenue that “‘the special tax exemptions (personal, wife, children)
are not intended to represent the amount required for the main-
tenance of the individual or his family. They are rather a device by
which some tax adjustments are made depending on individual
circumstances and within the context of the overall revenue figures
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required for Government purposes.” Nevertheless the present disparity
between exemptions and benefit levels exemplifies the need for
greater awareness of the inter-action between different Government
policies.

8. Many other beneficiaries have small incomes which are
insufficient to bring them up to the level of full-time wage earners,
The additional income is taxable, but they pay less than if the benefit
portion were also taxable. If this is an anomaly it does not seem to
us to be a significant one, particularly as in most cases the additional
income will be earned, and the State will gain from the extra
production.

9. In chapter 19 we accept the possibility that there may be some
cases—and they would be few—where a full-time worker might earn
less from his work (or very little more), than the total of earnings
and benefit received by a beneficiary in more-or-less comparable
circumstances (they cannot be the same). In these cases the com-
parison is made worse when earnings are taxed and benefits are not.
But these cases are so rare that there can be no justification for seek-
ing to correct them by a measure which would adversely affect all
beneficiaries.

10. Thus we cannot support the view that income- or means-
tested benefits should be taxed. There may be better ways of
alleviating any tax inequity between beneficiaries and non-
beneficiaries. Ensuring that earnings are adequate may be one of
them; changes in the rules of allowable income may be another;
and perhaps people receiving full benefit should not also be allowed
to claim a personal income tax exemption. The last suggestion and
also the present great disparity between the income exemptions and
basic benefit levels might well be studied when attempts are being
made to co-ordinate taxation and social security policies.

BENEFITS NOT INCOME TESTED

11. Miners benefit, war disability pension, superannuation benefit,
and family benefit are universal benefits not subject to income test.
They raise different issues.

Miners Benefit

12. Miners benefit has been free of income test since it was
first introduced under the Miners Phthisis Act of 1915. There are
no strong grounds now for changing, after 55 years, the rather
more favoured position of those on miners benefit (compared
with others on invalidity benefit) either for income test or taxation.

Wayr Disability Pension

13. War disability pensions have also always been exempt both
from an income or means test and from taxation. Presumably the
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argument is that they compensate for injury suffered in the defence
of the country, the level of pension representing some degree of
personal compensation and having only a tenuous link with the
aim of compensating for loss of income.

Superannuation Benefit

14. Superannuation benefit is exceptional in that it is the only
benefit taxed, though only from 1 October 1951 when the benefit
was raised to $150 per annum. It has never been income tested
and undoubtedly many receive it who would not be eligible if
it were. Superannuation beneficiaries receive also a tax rebate of
$58 a year, so that even though the benefit is taxed the rate
structure applied is more favourable than that applied to other
taxpayers. The special treatment derives from the fact that uni-
versal superannuation was exempted from social security tax,
which has now been absorbed into ordinary income tax. Insofar
as superannuation benefit is not related to need, we can see
no reason why it should not be taxed along with other income
and in line with the taxation of income from private pensions.
Our view therefore is that superannuation benefit should continue
to attract tax. Some administrative problems consequent upon
this decision (including the special tax exemption of $58) will be
discussed in chapter 20 when we deal with retirement benefits.

Family Benefit

15. Family benefit is also not income tested nor is it assessed
for tax. Its aims are quite different from any of the income-tested
benefits or the superannuation benefit. As we see it, it is intended
basically to narrow the financial gap between families with children
and those without. It is not intended primarily as a means of
income maintenance, though it will raise the per capita income
within the family. It may also be seen as a kind of subsidy to
those who are rearing the next generation of citizens. From this
standpoint, and from the standpoint of equity, payment without
an income test is justified. Taxation of the benefit would moreover
so reduce it in the case of those on higher incomes that the
aims of the benefit would be largely nullified.

16. The purposes of the family benefit and those of the tax
exemption for children are closely connected. Neither is intended
to meet the full costs of child raising, but both represent an
attempt to gain equity between those with and those without
children, as well as to recognise the work of the family in bringing
up the next generation. Thus, it would be administratively sunpler
if only one technique were emploved and we discuss this further in
chapter 21.
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Chapter 8. SOCIAL SECURITY AND THE
SUPPLY OF LABOUR

1. Important factors affecting the burden of social security
on the community are the proportion of total population in the
work force at any time, and the productivity of that work force.
Other things being equal, a reduction in labour input (fewer work-
ers, less hours, or less intensive work) will tend to reduce total
product or raise its cost, leaving less for distribution among all mem-
bers of the community. But a reduction in economic product does not
necessarily reduce well-being, because this is affected by many
other things—Iike leisure, or lack of anxiety about one’s own future
or that of one’s family or friends. If a person is obliged to work even
though sick, or if a widow, by working, deprives her children of the
love and guidance and the feeling of security they need, then not
working may possibly increase well-being.

2. Therefore we must take care in considering the effects of social
security on the incentive to work. Reducing work is not always
undesirable. And we must have a clear view of the aims of any
particular benefit before evaluating the observed effects.

3. With given preferences between work and leisure, and given
wage rates, the usual general theoretical conclusion is that the pay-
ment of a cash benefit will tend to reduce the supply of work effort
in the individual case®. But whether and to what extent this would
happen in practice either for particular people or for beneficiaries in
general, cannot be predicted from economic theory as it stands at
present. Indeed experiments which we observed in the United States
suggest that in some cases at least, the payment of benefit-income
increases economic and cultural aspirations and gives a positive incen-
tive to work. However, in New Zealand there has been almost no
empirical research done on the problem of work incentives or dis-
incentives in relation to benefits. There have nevertheless been plenty
of opinions, one being that social security benefits encourage “idlers
and loafers” and enable those who could work to sponge on the rest
of the community.

4. We must again assert that there is little hard evidence to
support or disprove such a view. Such limited evidence as there

*See R. A. Musgrave, Theory of Public Finance and A. Williams, Public Finance
and Budgetary Policy.
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is tends to disprove it in the case of men over 60, but to
support the proposition that current “allowable other income”
limits and rates of benefit abatement may deter some.  classes
of beneficiary from working as much as they could.

Unemployment Benefit

5. The Social Security Department’s paper on the subject
(Submission No. 261) reviewed overseas evidence about the effects
of unemployment, sickness, and retirement benefits on work effort.
In the case of unemployment benefits, the evidence showed
little basis for the belief “that the provision of unemployment
benefits is liable to foster idleness in the general working population.
Rather, there is some evidence to suggest that for most people
work is a source of satisfaction which cannot be replaced simply
by finance in the form of unemployment benefit.”

6. The department noted that New Zealand experience, like
that overseas, suggested that people do not often abuse unemploy-
ment benefit. However, New Zealand has for 30 years had little
unemployment, and it is impossible to say what the effect here
would be if there was a serious shortage of jobs for a long period.

Sickness Benefit

7. As for sickness benefit, overseas experience is again our main
guide. There is some evidence that there is an inverse relation-
ship between levels of unemployment and rates of sickness absence,
low absence rates being associated with high unemployment, and
vice versa. Further, provisions for sickness benefit or paid sickness
leave seem to be associated with higher rates of sickness absence
than is the case where no such benefits exist, or where sick
pay is much below wages. The waiting period or the extent of
entitlement is of further significance. As the department says, “if
a worker has to wait a week before he qualifies for a benefit
there may be an incentive for him to get back to work quickly
if his illness is not likely to be lengthy, as opposed to a scheme
with no waiting perlod before he qualifies for a benefit. On the
other hand, assuming he can obtain a medical certificate, he
may decide to stay away longer in order to qualify for beneﬁt.

8. The department also noted that in New Zealand there was no
apparent increase in sickness benefits granted when the waiting period
was waived for married men with dependent children where the
sickness lasted Ionger than 3 weeks. It-commented: “if the benefit
is available for a restricted length of time for any one period of
unemployment or for a certain restricted period accumulated in any
one year, then there would seem to be a greater incentive for the
worker to get back to work in order to conserve future entitlement.”

5
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9.In Britain, social security sickness benefit has apparently led
to a rise in the rate of sickness absence. A research symposium
commented that “if sickness benefits are introduced or improved
for short-term absences attributed to sickness then in general
the amount of such short-term absence increases . . . there is some
indication that these benefits have resulted in an increase in
absences of at least two weeks duration attributable to sickness”¥.
This coincides with information given to us in some other countries.

10. Although it may be concluded that sickness payments, what-
ever their source, tend to increase rates of sick absence, it is difficult
to carry this conclusion much further as in New Zealand we know
very little about the incidence of sick absence or about sick leave
conditions given by employers, or how widespread the latter are.
Neither do we have any information about how job interest, and a
host of other things affect sick absence. We simply do not know what
the effect of sickness benefit has been in New Zealand. We note how-
ever that the ratio of granted sickness benefits to total labour force
fell sharply during the early years of the scheme, but it rose
somewhat during the 1960s. To what extent the decrease may
have been due to improved provisions for sick pay for employees
we cannot say. It can be expected that if sickness benefit
conditions are substantially liberalised the ratio will rise once
again, but it is impossible to say by how much. We must also
note that an increase in sick absence is not necessarily a bad
thing because, as the Department points out, it “could well have
long term positive results through lengthened working lives of
healthier workers, less demand for major health services through
early attention to minor illnesses and generally through achieving
a community better able to enjoy life”.

Retirement Benefits

11.In the case of age and superannuation benefits there is
once again no unequivocal evidence that payment of benefit
reduces the supply of labour by encouraging people to retire
from the labour force. It is true that in the United States increases
in retirement benefits and increases in the proportion of persons
over 65 receiving them have been accompanied by a sharp drop,
since 1950, in the proportion of such people in the labour force.
Similarly in New Zealand this proportion showed a very rapid
decline from the late 1890s, when old age pensions were first
introduced, until 1950. However, the rate of fall has slowed down
considerably, and indeed the male participation ratio has been
almost stable.

*Report on research symposium “Absence from Work Attributed to Sickness”
Occupational Health, Jan—-Feb 1969, pp. 39-41.
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12. On . the basis of studies overseas, and of New Zealand
experience, it seems apparent that the reasons for retirement
are much more complex than a mere desire to exchange wages
for an unearned social security benefit. Other things impinge—
social pressure to retire at a traditional age, ill health, desire for
more leisure as well as time to take up long-deferred interests,
need to care for an ill spouse, work boredom, compulsory retire-
ment. In this connection we may speculate whether the principal
factor—both in the United States and New Zealand—Ileading to the
reduced numbers of older people in the work force has not been the
unwillingness of employers to employ such people, and whether this
has made social security provision for them more necessary.

13. The relationship between benefits and retirement thus seems
somewhat indirect, the income from benefits allowing people beyond
the eligible age to retire for non-economic motives rather than
inducing them to retire. Nevertheless if the benefit did not exist, or
was paid at a higher age some people would have to go on working
for longer than they do. In this sense it is probably true that
benefits do reduce the supply of labour where they are an adequate
substitute for earned income, and where the person concerned is fit
for employment. It would, however, be illogical if, at one and the
same time, society accepted it as right and proper that in terms of
social and individual well-being people ought to be enabled to retire
at a particular age, and still deplored the fact that they did. There
is nothing inconsistent in a social welfare policy for age which allows
those of the aged who wish to do so to work, and gives to those who
do not wish to work opportunity and the means of retirement.

Other Benefits

14. We are able to say very little about the effect on the work force
of other types of benefit. Invalids by definition cannot work or can
only work in special circumstances or at restricted activities. Eligi-
bility for widows benefit already takes some account of employ-
ment possibilities. Where there are dependent children, the conditions
for paying a benefit may (as we have already noted) sometimes act
as a disincentive to work. The well-being of dependent children is an
important matter here. Sociologists and psychologists differ the world
over on whether it is desirable to discourage mothers from working,
at least before their children reach a certain age.

15. Again there is no evidence about the effect of family benefit
on work effort. Stories are heard from time to time of people with
large families “living on the family benefit”. Undoubtedly there are
cases where something of the sort does occur, but the benefit for 10
children is still only $15 a week. We feel that there would be other

5*
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important factors operating in such cases, including low employment
opportunities through personal or environmental factors. We do not
believe that the family benefit is an important work disincentive even
though it may inhibit extra work effort in some cases.

Benefit Conditions and Abatement

16. The particular conditions of income-tested benefits generally
could exercise a special influence on work effort separate from the
effects of any benefit itself. The main points here are the effects of the
allowable income level and the rate of benefit abatement.

17. A point which needs to be emphasised, however, is that so long
as benefits are significantly lower than wage rates, the financial incen-
tive is to work. That incentive will be reduced if the gap is reduced,
but other incentives such as work satisfaction will still operate. The
financial incentives are lowest where wages are lowest—and this has
special apphcatmn to women—and where work opportunities are not
great—as in the cases of disabled people and of women with
dependent children.

18. For those who have full work capacity wage rates ought
to constitute an adequate financial incentive to work. For those whose
work capacity is very limited the allowable other income should con-
stitute a sufficient incentive to increase their income. But for those who
have greater work capacity, but by reason of disability or domestic
responsibilities cannot reach full capacity, the financial incentive to
do more than what is necessary to earn the amount of allowable other
income is admittedly small.

19. Thus social security benefits do not constitute a disincentive to
work. However, they do reduce the positive incentive which proper
wage rates should provide. The area in which this reduction is signi-
ficant is comparatively .small, being restricted to those who receive
income-tested benefits and who have considerable but less than full
work capacity, and whose benefits would be reduced but not
eliminated if they worked as much as they could.
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Chapter 9. CONCLUSIONS ON ECONOMIC
ASPECTS

1. Consideration of social security policy cannot be separated from
an examination of the general economic framework. In part III we
have attempted to assess the significance of various aspects of  this
dynamic framework such as the relationship between social security
expenditure and gross national product, growth and employment
levels, and the ratio of the young and the old to the rest of the popu-
lation. Although much of the information we would have liked to have
used is totally or partly lacking or is inconclusive, our view is that
present and foreseeable economic conditions in this country do not
closely constrain the judgments and decisions we are called upon to
make. In any case we believe firmly that the resources to be allocated
to social security cash benefits must be decided by need and by assess-
ing priorities within the general conspectus of public revenues and
disbursements. As we have noted, only those who are politically
answerable to the people can, in the final analysis, properly make
decisions on levels of social security expenditure.

2.'This does not mean, however, that no useful guldehnes can be
indicated as these summary points show:

On Growth: The expanding economy can accommodate absolute
improvements for beneficiaries as part of the advance in hvmg
standards we can reasonably expect.

On Incentives: There is little evidence that early forebodings that
social security would foster dependency and idleness have come true.
If the over 65s nowadays are more likely to be retired, those rather
younger, and married women, increasingly may seek personal fulfil-
ment in work. In a mixed situation social secunty benefits may not
play a dominant part.

On Population: The old and the young constitute the groups which
demand most support from the social security benefit system. The
proportion they bear to the work force which supports them is likely
to remain about comstant in the foreseeable future and this fact has
important consequences for policy.

On Costs: The relative costs of social security benefits are shown
to have fluctuated and the statistical possibilities set out demonstrate
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that there is considerable room for variation in benefit levels without
radical departure from the relative cost burden which has been
accepted in the past.

On Taxation: Taxation and social security benefit policies are
closely related facets of the income-support system. But in New Zea-
land the righe hand of the tax gatherer has not always known as well
as it might what the left hand of the cash-benefit disburser has been
doing. If social security costs are to be met not from specific taxation
or contributions but from general taxation (as we conclude later)
we must emphasise that any enlargement of benefits or of the scope
of the social security system will involve either increased revenue
from taxation which may come from growth (and would not neces-
sarily require an increase in tax rates), or an adjustment of other
Government expenditure priorities. No general case is seen for the
taxation of income-tested or family benefits.

On Income Redistribution: There are some uncertainties about
how far our public revenues and expenditures (including taxation
and benefit payments) affect the transfer of incomes from the better
off to the needy. Some tentative evidence suggests that within our
egalitarian income structure there is less redistribution than might be
expected. It should be borne in mind therefore that the distributional
effects of any proposed changes on either side of the ledger should be
closely scrutinised: there is a probability that beneficiaries themselves
pay for a considerable proportion of their benefits. The income redis-
tribution over time which commonly occurs (whereby the working
population helps to support its young, old, and other dependants in
the expectation that its individual members will receive their benefits
at the due time) is an acceptable and justifiable state of affairs.

On Productivity: There are countervailing forces at work here and
the total net effects are unknown. Social security payments may
marginally encourage consumption rather than saving in the short

run; but they are likely to aid productivity by creating a sound social
and economic environment.

3. We conclude from this survey that New Zealand’s economic
circumstances and prospects are sufficiently open to permit variations
in social security benefits to be effected either on general grounds of
political priorities or on particular grounds of desirability and equity.




PART IV

NEED AND INCOME MAINTENANCE

In chapter 3 we concluded that “need and the degree of need”
should be the primary test and criterion of the help to be given by
the community. Here we consider the essential problem of what
we mean by “poverty” and “need”. Surprisingly few submissions
of substance dealt with this, and most of these confined themselves
to assertions that present benefit or allowable “other income” levels
were inadequate, but did not try to define such concepts as
“reasonable living standards” or “needs”, or to suggest how one
might go about determining the adequacy of income-maintenance
aid. Little, if any, attention was paid to methods of financing
benefit payments, or to the costs of increasing them. Typical of the
submissions received was one which “urgently requested . . . an
adequate increase [in age benefit] to ensure a reasonable standard
of living”. This proposition begs the two key questions: What is
“adequate”? What is “reasonable”?
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Chapter 10. CONCEPTS AND DEFINITIONS
OF POVERTY AND NEED

1. Throughout this chapter we deal mainly with primary poverty,
where a person or family does not have the income to pay for the
goods and services regarded by the community as essential to a
“reasonable standard of living”. Secondary poverty, the misuse or
inefficient use of income, is doubtless a problem here as everywhere.
Its cure rests mainly in education, training, and counselling.

2. Today’s poverty (it is said) is yesterday’s standard of comfort.
It is as obvious that “affluence” in one country may be “subsistence”
or near destitution in another. “Poverty levels” vary in time and
place according to the changing standards of living enjoyed by the
majority of a particular community. Poverty should not be confused
with the old poor-law definition of “destitution”, or with “sub-
sistence”, for it can (and does) exist at levels of income well above
those needed to pay for the essentials of life. Moreover, in any
society, those at the bottom of the income scale will be relatively
poor compared with those higher up. The important point is, then,
not that relative poverty should be eliminated, but that no one should
have a standard of living below the level the community as a whole
regards as reasonable. And standards of living are not determined by
cash income alone.

3. Poverty is also a subjective concept. Some would measure it by
inability to meet personal commitments irrespective of the standard
of living these commitments might represent. Others may relate it
to past incomes, or other people’s income standards, without any
thought of what may be an essential or reasonable minimum income.

4. As both “poverty” and ‘“‘adequacy of income maintenance”
are relative and subjective concepts, precise definition or measure-
ment is extremely difficult. We found among the many definitions
of poverty that of the Economic Council of Canada one of the most
useful®:

To feel poverty is, amongst other things, to feel oneself an unwilling
outsider—a virtual non-participant in the society in which one lives.
The problem of poverty in developed industrial societies is increasingly
viewed not as sheer lack of essentials to sustain life, but as an
insufficient access to certain goods, services and conditions of life
which are available to everyone else and have come to be accepted
as basic to a decent minimum standard of living,

*The Challenge of Growth and Change, 1968, p. 104.
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5. We are impressed by the relevance of this definition to New
Zealand.  Our assessment of poverty is therefore made within the
context of the levels of living enjoyed by the mainstream 'of the
population. It is not based on determining some minimum subsistenice
level related only to the “life and. health’ goal. At any time people
must have the means of belong:mg to their commumty and enjoying
a standard of living approaching that which is normal for the com-
munity as a whole.

6. But we found no precise formula for determmmg that normal,
standard of living, and our inquiries overseas showed that many
other countries face the same problems of definition, measurement,
and evaluation. Subjective judgments (political dec131ons) have to be
made in determining, for benefit-level purposes, the point at which
the aim of “belonging and participating” has been achieved, or must
be modified by other policy goals. There is very wide scope for edu-
cated guesswork ; but to comply with our terms of reference, we must
try to suggest how benefit levels may be fixed equitably within the
Limits of the income resources the whole community is willing
or able to transfer from one income group, (or one policy aim) to
another. ,

7.1t should be noted that a positive dlstmctlon has to be made
between “income”, “economic well-being”, and “‘standard of living”.
In a cash economy, income represents potential economic well-being.
In seeking to ensure ‘“adequate” income maintenance for various
dependent categories, the first need is to try to determine a particular
level of economic well-being relative to that enjoyed by the main-
stream of the community. Only then can the incomes of beneficiaries
be set to meet that aim. Even if the first need can be met, one must
still consider (among other things) the effects of taxation—both
its incidence and income redistribution effects, and the use of such
devices as differentials between married- and single-rates, family
benefits and supplementary assistance to meet variations in personal
or family living costs. It is also necessary to take account of the
life cycle of incomes and the accumulation of household amenities.

8. Another important general point has to be noted. It cannot be
assumed (as was the case in some of the submissions received)
that poverty and employment are mutually exclusive. Nor do
minimum wages necessarily set a ceiling on the income which may
be received by social security beneficiaries. The fact is that poverty,
defined in a relative sense, can and does exist among the fully
employed—for example, among families with only one wage earner
particularly if that is a woman, in a community where many
families have two adults earning the upkeep. It may be seen in
families with many children or other dependants, or in those with
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abnormally high housing costs. Payments such as the family benefit
can partly compensate for the fact that wages are determined
without taking account of the varying family circumstances of
individual wage earners.

9. That non-working beneficiaries should nof, under a selective
tax-financed system, have significantly higher cash incomes than
full-time workers with comparable family responsibilities seems a
reasonable general proposition. But its force depends on the level
of wages taken as the measure, and whether fair and reasonable
minimum wage levels are guaranteed under the market system. It
would, we consider, be quite unrealistic, in terms of aims we have
accepted in chapter 3, to argue that beneficiaries should never
receive more income than the lowest paid full-time workers in the
community. We consider it important to see that benefits and
allowable “other incomes” are never so tied to minimum wages
that beneficiaries who depend solely on social security assistance
are deprived of an acceptable standard of living.

10. Considering the way economic growth is now being stressed,
we note that some of the poorer people in the community may gain
least from economic growth, rising productivity and rising (and
more costly) consumption patterns. This is because the poorer people
include the aged, the disabled, the less educated or trained (in short
those with the least bargaining strength in the market), and solo
parents. It has indeed been a feature of rapid economic growth in
the richer countries of the world that rising general affluence has
tended to intensify the problem of poverty.

11. The phenomenon of “poverty amid plenty” is fortunately
less noticeable in New Zealand, largely because of our high levels
of employment, education, health, and technical skills, the avail-
ability of effective wage-fixing procedures, the existence over many
years of a widely based social security system, and the traditional
egalitarianism of our society. Nevertheless, there is some poverty
amid our plenty, and it is liable to increase as our economy develops.
The problem is to ensure that the dependent sections are not
removed from the main body of the community by failure to match
the rate of change in levels of income maintenance to the rates of
change in prices, incomes, and productivity in the rest of the
community. Fortunately, the economic growth which tends to widen
the so-called “poverty gap” between the dependent and non-
dependent also increases the resources available to narrow it.

12. Another problem in an environment of economic expansion
and affluence is that rising incomes, consumption, expectations, and’
financial commitments (for example, hire purchase, high mortgage
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repayments or rents) aggravate the difficulties faced by families
in the event of sudden loss of income. This problem has led to
increasing interest in earnings-related social insurance schemes and
has, for example, prompted some of the conclusions of the 1967
Royal Commission on Compensation for Personal Injury. We con-
sider this matter in more detail in chapter 18.

13. To the lower-income groups, poverty or deprivation is not a
statistical or sociological matter. It is a fact of life which cannot be
changed by altering definitions or juggling with more or less sophisti-
cated instruments of measurement. Yet, if levels of community-
financed aid are to be determined primarily by need within the
dependent categories (as we think they should), some measure of
relative poverty must be attempted, and some standard of “adequacy”
of benefit payments must be devised which takes account of the
individual’s or the family’s own resources. To accept the principle
of basing assistance on need clearly demands some sort of system
for testing need. As we have noted, “need” relates to the “adequacy”
of income to give a ‘“‘reasonable” standard of living compared to
that enjoyed by most of the community. The question is: How
does one measure such relative and subjective concepts?

14. Before considering the techniques for doing this, we must
note one other general difficulty. We have seen that “needs” and
income “adequacy” in the dependent sections vary with changes
in income, productivity, and generally accepted norms of consump-
tion and use of amenities within the rest of the community. But they
also vary within the various categories of dependency. The needs of
an aged person living alone and paying rent or house mortgage
and maintenance costs may be very much greater than those of one
living with relatives, or owning a debt-free house and garden. One
widow may be left in much better circumstances than another so
that the fact of widowhood is not necessarily a criterion of need.
Variations in family size affect the costs of family needs and
commitments. Thus any categorical system of social security which,
as in New Zealand, stresses meeting need must be selective, flexible,
and somewhat more discretionary in its administration than might
otherwise be necessary. It is in this context that the use of income
or means tests, and supplementary assistance, have to be considered.
Poverty and deprivation affect individuals, each differently. Hence
the idea of simply determining a ‘“‘poverty line” below which the
income of any person or family is not allowed to fall (for example,
under a negative tax system) must be regarded with considerable
reserve. The attractive simplicity of such a system conceals its
disadvantages and weaknesses, as we try to show in chapter 17.
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Chapter 11. ATTEMPTS TO MEASURE
POVERTY AND NEED

INTRODUCTION

1. The nineteenth century poor-law approach to measuring poverty
held that destitution was both the definition and the test of the condi-
tion. No great advances have since been made in determining how
to measure poverty or to define adequacy of income-maintenance pay-
ments. There have, however, been great changes of attitude about
the condition (or degree of poverty) which income-maintenance
policies should be designed to deal with. Words like “destitution’ and
“subsistence” are seldom heard today, although they were common
enough even in 1938.

' 2. The fact is that in New Zealand no satisfactory measurement of
poverty has ever been made. Neither has any co-ordinated attempt
been made to assess particular needs in the various dependent cate-
gories, or to determine the adequacy of benefits in terms of clearly
prescribed welfare or standard-of-living goals. Indeed, it has only
recently been decided to make nation-wide household expenditure
surveys from which, among other things, normal patterns of con-
sumption or use of amenities might be determined. Such patterns
obviously have a part to play in establishing levels of income at which
different kinds of beneficiaries may be said to belong to and partici-
pate adequately in the mainstream of New Zealand life. The difficul-
ties we faced in trying to comply with item 3 of our Warrant
(criteria for determining appropriate rates of monetary benefits)
have therefore been formidable.

3. Many assertions were made to us about the erosion of the value
of the 1938 scheme, some on quite false premises. It is necessary to
put the matter in perspective. When the 1938 Act was formulated
the emphasis was on giving minimum incomes to people “not able
to fend for themselves”. Benefit levels were low even compared with
the wages of the time and were probably close to subsistence. Whether
the framers of the Act liked it or not, a means- or at least income-
tested system had to be retained for financial reasons and also to
distinguish those “not able to fend for themselves” and thus eligible
for help “according to their needs”. A tentative start was made
towards a system of universal superannuation (which was intended
eventually to replace the age benefit) to give people reaching the
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prescribed age cash help irrespective of need. The universal family
benefit came later. We have seen no evidence to suggest that it was
intended in 1938 to remove income or means tests from all other
categories of dependency.

4. The basic benefit level of 30s. ($3) a week established under the
1938 Act for a single age beneficiary was not, as far as we can now
ascertain, fixed according to any formula. Certainly no measurement
of adequacy was applied then or since (except to a limited extent
in the different context of the 1952 supplementary assistance scheme).
It is equally certain that the basic benefit in 1938 was not in any way
related to a prescribed or tangible level of subsistence. We do know
that the figure seemingly plucked from the air—$6 per week for an
aged couple if both were eligible (only $3.50 per week if the wife
was not eligible) —happened to be 65.3 percent of the then minimum
award wage rate for unskilled labour (£4 13s. 4d. or $9.33 a week
before tax) fixed by the Arbitration Court in 1937, more than a year
before the 1938 Act came into force.

5.1t is clear from contemporary statements that the basic 1939
benefit was simply the most the Government felt it could afford, after
taking into account economic conditions and the pension levels pre-
viously in force. It is therefore of little use in determining the
adequacy of present benefits. We can say that over the period from
1939 to 1970 the benefit levels have risen faster than the price indexes
(see appendix 8). But the usefulness of comparing relationships
between benefits and wages in 1938 with 1970 depends entirely on
which wage rates are used. There can be wide variation. Moreover
there is no satisfactory measure (nor was there in 1939) of changes
in living standards. ' ‘

6. We shall come back to these aspects later. We should note, how-
ever, that the basic issue is not whether the real value of present benefits
is lower or higher than in 1939 but rather whether present benefit
levels are adequate according to present needs and currently accepted
standards of living. We need to find acceptable ways of determining
adequate levels of income maintenance in present conditions. In this
context, cost of living and benefit-wage relationships are useful indi-
cators.

ATTEMPTS TO MEASURE POVERTY AND ADEQUACY*

7. The first known attempts to measure poverty and minimum
living standards were made by Ernst Engel in Germany and Seebohm
Rowntree in Britain in the late nineteenth and early twentieth
*In preparing this historical review we acknowledge our indebtedness to a Decem-

ber 1968 study entitled Historical Development of Concepts and Measures of

Minimum Living Standards prepared by the Canadian Department of National
Health and Welfare.
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centuries. Their efforts were part of a liberal movement away from
the poor-law approach.

8. Engel believed it possible to apply statistical quantitative methods
to the study of social phenomena and, in particular, to the study of
consumption. His studies led to the formulation of “Engel’s Law of
Consumption” which stated that as income increases, families spend
more money on food but that this larger amount takes a smaller share
of income leaving proportionately more money to buy other things.
Accordingly, if a low proportion of total income was spent on food
the family was likely to be prosperous. A high proportion spent on
food indicated that the family was deprived. Empirical studies over-
seas have since reinforced the validity of Engel’s Law, as has the
limited study undertaken in New Zealand by the Public Service
Association during 1952 and 1953. Efforts to find similar laws for
other kinds of necessities such as shelter and clothing have failed.

9. Engel’s attempts to derive social data from the observation of
family budgets were somewhat crude. With more sophisticated statis-
tical techniques, however, overseas studies based on Engel’s Law
became more useful (although by no means conclusive) for social
welfare. From a social security point of view, the recent decision to
make regular household expenditure surveys in New Zealand is most
important.

10. In Britain Seebohm Rowntree was the first to attempt a more
adequate study of poverty based on Engel’s pioneering work. Like his
contemporary, Charles Booth, Rowntree recognised that there was
no absolute definition of poverty and that its meaning was relative to
time and place. In his earlier studies around 1900 Rowntree started
by interviewing working-class families and drawing up a list of con-
sumption “necessities” under such headings as food, clothing, fuel,
and household expenses. He then estimated how much it would cost
to buy these goods and services at current prices. Families which had
insufficient income to buy the “necessities” were defined as living in
“primary poverty”.

11. In drawing up his list, Rowntree was the first to use nutritional
studies. He made the basic assumption (which is not always valid)
that housewives selected the necessary family diet with a careful
eye on nutrition and on the lowest prices. The “nutritional”
approach in determining minimum living standards is, however, full
of difficulties. In considering whether such a technique would be
useful in setting benefit levels in New Zealand, we were confronted
by very strong reservations on the part of health authorities as
to whether it is possible to draw up nutritional standards with any
kind of precision, or to cost them adequately.
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12.In a later study Rowntree based his work on a British
Medical Association report on nutritional needs, and translated
these into the cheapest possible diet. His efforts here—and similar
studies in other countries—have never been entirely accepted by
doctors or sociologists for three main reasons.

(a) One can, of course, scientifically assess the nutritional needs
for various ages and activity. But when the wide range of
substitute foods at various prices is taken into account, the
assessments can be only rough guides for estimating minimum
or desirable living standards.

(b) Consumers are credited with more knowledge and skill
than they usually have, and their traditional buying habits
and tastes tend to be ignored.

(c) Somewhat arbitrary value judgments of basic individual and
family needs have to be made.

13. Rowntree’s technique also suffered because in dealing with
other necessities such as housing and clothing he based his calcu-
lations on current average expenditures which were not necessarily
related to desirable or even minimum standards. Nevertheless, his
methods have been used as a guide—notably by Lord Beveridge
whose 1949 British National Assistance benefit rates are said to
have been closely related to Rowntree’s 1936 subsistence standards.
Despite the weaknesses of the nutritional approach, we feel that
its usefulness (for example, in assessing the varying needs of the
aged and young children) should be more fully examined in New
Zealand, and that research in this area should be encouraged. It
will be noted below that nutritional assessments already play a
part in calculating “poverty lines” in the United States. The place
of such assessments in determining benefit levels would appear to
be established.

14.In the 1950s the British sociologist, Peter Townsend, took
Rowntree’s work a step further by concentrating on what ought
to be regarded as “necessities”. He wished to determine a desirable
minimum standard of living in a given society at any point of
time rather than a minimum level of subsistence.

15. It is not necessary here to spell out Townsend’s rather compli-
cated proposals. Suffice it to say that he regards subsistence standards
based on minimum nutritional or similar approaches as relatively
valueless unless one also studies the expenditure patterns of those
who have suffered sudden loss of income to find out what individuals
and families actually treat as expendables and what they regard
as necessities. We would agree that in trying to determine desirable
levels of income maintenance and adequate living standards in
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New Zealand no one approach (nutritional, minimum expenditure
on necessities, cost of living changes, or benefit-wage relationships)
is entirely satisfactory on its own. All have their place and their
relative values. ’

16. In the United States and in some other countries the thinking
of people like Engel, Rowntree, and Townsend has been developed
in recent years. A technique employed in the United States to
determine “poverty lines” (but not levels of public assistance) is
described as the “market basket” approach. It is worth a closer look.
We should stress, however, that neither in the United States nor
elsewhere is this approach regarded as a completely satisfactory
method of either measuring relative poverty or determining income-
maintenance aid, though it is regarded as a useful technique if
used with such other indicators as may be available.

17. Mollie Orshansky is one of the principal authors of the
United States “market basket” approach®. She sought to establish
a minimum income for individuals and families of varying sizes
and living in different regions by first calculating the amount of
money needed to buy the minimum adequate diet determined by
regional food consumption studies made by the United States
Department of Agriculture. Because surveys have shown that lower-
income families in the United States spend an average of one-
quarter of their income on food, it is assumed that if more than
one-third is spent on food the family must be deprived or in
poverty. Thus the “poverty line” for individuals and families of
varying sizes and in various regions is calculated by multiplying
the cost of the appropriate “market basket” of food by a “poverty
factor” of three. This rather crude but reasonably flexible means
establishes the various “poverty lines” below which the individual
and different family incomes should not, in theory, be allowed
to fall.

18. We found from our inquiries overseas that the Orshansky
technique and variations of it are still regarded as crude measure-
ments and lacking in scientific precision. The composition of the
various “market baskets of food” is based on value judgments,
as are decisions on the appropriate “poverty factor” to use in
relating actual food costs to desirable minimum income levels. As
Mollie Orshansky herself put it:

Counting the poor is an exercise in the art of the possible. For

deciding who is poor, prayers are more relevant than calculation
because poverty, like beauty, lies in the eye of the beholder .

*Mollie Orshansky, Counting the Poor: Another Look at the “Poverty Profile”.
Social Security Bulletin, Washington, Vol. 28, No. 1, 1965.
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- Whatever the possibilities for' socio-economic research in' general,
when it comes to defining poverty you can only be more subjectlve
or less so. You cannot be non-subjective®.

Nevertheless, we consider that the Orshansky techmque could
eventually be of some use in New Zealand in helping to determine
the adequacy of social security benefits and minimum desirable
income levels. The main problem here is that we do not yet have
the statistical data to enable us to make even these crude calcu-
lations.

19. Fortunately the Department of Statistics will soon begin wide-
ranging surveys of household expenditure patterns. We were told
by the Government Statistician that such surveys will facilitate a
general view of both the actual living conditions of various categories
of social security beneficiaries (or any group for that matter), and
their level of living relative to other groups in the community. They
will also give facts about changes in consumption patterns (over
time and at various levels of inceme) which will greatly help define
“needs” and aid judgment on the “adequacy’ of benefit payments.
The Government Statistician said :

The concept of minimum needs becomes “operational”, only if it
can be given a measurable content. Attempts to measure minimum
needs proceed by determining what commodities and what quantities
of .each, are to be regarded as necessary. Since it is convenient to
have a money measure of the cost of maintaining a minimum living
standard, investigators generally go on to price this basket of
commodities with a view to comparing its price with the incomes of
families or individuals or households in the social groups with which
they are concerned. Though it obviously has its limitations, the worth
of the household expenditure survey data to the calculation of a
minimum living standard and the cost of its maintenance must be
recognised. In the first place, the survey will bring together in a
coherent fashion, all the commodities upon which people have spent
their money; the expenditure on these commodities assisting the
determination of what commodities (and in what quantities) are to
be regarded as necessities and the recording of these in monetary
values.

Once the minimum living standard has been operationally defined,
we will find that poverty too has been defined. In this respect poverty
will be the negative counterpart of the term “minimum living
standards”. A family will be in poverty if its minimum requirements
are not being satisfied. The minimum living standard may therefore
be termed “the poverty line”.

ASSESSMENT OF RELATIVE NEEDS

20. We now examine in a little more detail “relative needs”, that
is how cash incomes and standards of living are related to personal,

*“How Poverty is Measured”, Monthly Labor Review, February 1969.
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social, and environmental factors. We are concerned in essence with
those variables (for instance, age, sex of family head, family size,
locality) which determine the differing amounts of cash income
individuals or families need to enjoy a similar standard of living,
a matter of direct relevance to adequacy of benefits and services.

Lack of Data in New Zealand

21. Again it must be noted with regret that there are at present very
serious gaps in the data. For example, the New Zealand census now
gives information on dependent children of married men, widowers,
and widows, but not for those of separated, divorced, or single
women. Much more is being done overseas to collect information on
such matters as:

(a) identifying personal, environmental, and social character-
istics which predispose sub-groups of the population to a
certain standard of living;

(b) showing the extent of poverty or unacceptably low living
standards among the fully employed ;

(c) suggesting more scientific methods to measure relative needs
and income adequacy against a reliable standard of living
scale; and

(d) highlighting the interrelationship of all forms of income
redistribution—social security, savings, taxation, health,
education, housing, and rehabilitation services.

22. It is becoming more and more clear from overseas studies
that there is much common ground in research and policy relating
to poverty, social security, consumer behaviour, and social and
economic planning. New Zealand has much to do in this area.

23. Appendix 20 comprises a useful submission (No. 262) made
by the Social Security Department—‘“Implications of Relative Needs
for the Structure of Cash Benefits”. Without endorsing every detail,
we consider that its conclusions are of great importance in determin-
ing income-maintenance policies which take account of the wide
range of variation in individual and family needs and circumstances.
We fully agree that the Departments of Statistics and Social Security
should, in close collaboration, try to identify variations of need and
circumstances within dependent categories.

24, There is no point here in trying to list every conceivable
variation in circumstances which might have a bearing on standards
of living and benefit adequacy. We list merely some of the important
ones.

25. Personal factors: These include age, sex, marital status, the
number and ages of dependants, occupational status, solo parenthood,
invalidity, sickness, and dependency on those in hospitals or prisons.
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A complicating factor is the stage reached in its life cycle by any
economic family unit when withdrawal from the market system
takes place.

26. Environmental factors: These include population density,
urban-rural differences, or broader regional characteristics, which
exert an important influence (among many others) on differences
in cost and range of choice. For example, the cost and availability
of housing, food, education, work, transport, medical facilities, and
many other things are likely to vary according to such factors.

27. Social factors: These include the broad and pervasive customs
and standards which themselves are influenced by current wages and
salaries, employment and retirement policies; also the incentives and
sanctions generated by taxation, investment, insurance, education,
home ownership, family, property, and employment legislation, and
the many other elements affecting social activation and behaviour.

28. Appendix 20 examines in some detail the following key
questions relevant to adequacy of benefits:

(a) What are basic needs and how do they vary?

(b) How does the cost of maintaining a child (and children
of different ages) compare with the cost of maintaining
an adult?

(c) How does the cost of maintaining a man compare with the
cost of maintaining a woman?

(d) What are the costs of working?

(e) Are economies of scale (for example, in bulk purchasing)
made by larger families?

(f) How are individual needs related to housing and other
overheads?

We do not intend to cover this ground again in the body of
the report. But several general propositions are worth noting here,
and will be referred to again in other chapters dealing with
specific benefits.

29. It is clear, in the first place, that “basic” needs will change
over time due to numerous factors and that concepts of minimum
standards based on “necessities” should have little relevance to
present day efforts to determine the “adequacy” of income-main-
tenance payments. Second, present circumstances of beneficiaries are
conditioned by past incomes, savings opportunities, and consumption
habits. Third, it is necessary to study expenditure patterns and
standards of living throughout the community to ensure that people
dependent on benefit income can “belong to and participate in” the
life of the community at an appropriate level of living. But it is clear
that New Zealand’s statistical and economic and sociological research
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has not yet been developed to the point where full account can be
taken of the various factors affecting “need” or where reasonably
scientific measurements of poverty and benefit adequacy can be
made.

30.In this context the Social Security Department presented
to us a valuable study on possibilities of compiling a “Scale of
Living Standards” as a guide to the adequacy of social security
benefits. This study makes a new and inventive approach to a
problem which is bedevilling the administrators of income-mainten-
ance programmes throughout the world. During our overseas visits
we found that the New Zealand department’s study had created
a great deal of interest and evoked much favourable comment. We
have decided therefore to publish the study (Submission No. 260)
as appendix 19 in the hope that it will provoke debate amongst
economists, sociologists, and people in general.

31. This “standards of living scale” approach has not so far as
we know been tested anywhere in the world. At this stage, we
cannot say that it would answer the problems of measuring relative
poverty, determining needs in various dependent categories, or
establishing the adequacy of benefit levels. But the concept is too
important to brush aside. We are strongly of the view that its
relevance and usefulness should be tested as soon as possible. We
consider that money and staff should be made available to enable
the Departments of Statistics and Social Security to make the
“Scale of Living Standards” study. There is clearly a close relation-
ship (and some overlapping) between the Social Security Depart-
ment’s concept, and the household expenditure surveys that the
Department of Statistics is now authorised to make. To avoid
unnecessary duplication, and to ensure that the necessary data is
collected from the household expenditure surveys, authority for
the preliminary study should be given without delay.




117

Chapter 12. INCOME-MAINTENANCE
MEASUREMENT AND BENEFIT ADEQUACY
IN NEW ZEALAND

1. We deal here with a number of matters pointing to the adequacy
or the inadequacy of benefit levels and we take first the available
evidence, indirect and direct.

INDIRECT EVIDENCE

2. It has been argued that the rising cost of supplementary
assistance, and the increase in the numbers of grants of such
assistance, show that standard benefits and allowances for dependants
are inadequate. These increases are claimed to be all the more signifi-
cant because many beneficiaries are not aware that supplementary
assistance is available, or are reluctant to submit to the relatively
severe means test. ' :

3. There is no doubt, as table 9 shows, that the numbers of
supplementary assistance grants and the amounts spent have risen
steeply since the scheme began in 1952. It is also apparent that
the total of supplementary assistance has increased at a greater
rate than has the total amount spent on all monetary benefits
or on income-tested monetary benefits.

4. But these facts do not of themselves prove that the standard
benefits and allowances for dependants are inadequate. Other
factors have undoubtedly played a part in supplementary assistance
increases. The administration of the scheme has become more liberal
and has extended into such fields as home help, and help towards
meeting rest-home charges for old people in Auckland and Christ-
church especially. The increases in the normal maxima for continuing
grants have not only had an effect on the amounts granted, but
have tended to make it more worth while to apply for supplementary
assistance. Further, beneficiaries and welfare organisations have
become more widely aware of the scheme, and there would be
some justification for assuming that reluctance to apply and to submit
to the means test, has decreased.
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5. Tables 9, 10, 11, and 12 show respectively supplementary
assistance costs for selected years, application and approvals for
supplementary assistance from 1965 to 1971, and categorical analyses
of continuing grants as at 31 March 1970 and 1971.

Table 9

SUPPLEMENTARY ASSISTANCE COSTS FOR FINANCIAL
YEARS 1952-71%

Continuing Grants Lump Sum Grants Total Expenditure
in Force at 31 March During Year (Including Home
Help and
Assessed Rest Homes)
Year Number AnnuasI; Value Number Vaﬂlsue 5

1952 .. 57 .. .. .. 4,384
1953 .. 1,127 88,768 672 16,634 42,574
1955 .. 3,229 248,804 1,335 35,118 270,324
1958 .. 4,721 " 386,884 1,339 41,000 436,402
1961 .. 5,743 548,846 1,448 46,376 615,718

1964 .. 7,660 1,171,874 1,750 58,308 1,176,980
1967 .. 10,581 1,977,226 2,406 82,354 2,108,168
1970 .. 12,887 2,337,793 3,125 114,042 2,702,992
1971 .. 13,968 3,004,000 2,816 117,241 3,163,548
#In considering the upward trend in costs, it must be remembered that supple-
mentary assistance limits were raised in 1955, 1964, 1965, and 1970. At

September 1970 the normal weekly limits were $4.50 (single) and $6 (married)
although these may be raised in particular cases.

Table 10
APPLICATIONS FOR SUPPLEMENTARY ASSISTANCE

Financial New Renewal Total Total
Year Applications Applications Applications Approvals
1965 .. . 6,915 7,699 14,614 12,592
1966 .. . 8,076 8,827 16,903 14,815
1967 .. .. 8,775 9,978 18,753 16,432
1968 .. .. 9,026 10,983 20,009 17,587
1969 .. .. 11,605 12,033 23,638 20,260
1970 .. .. 11,916 13,482 25,398 21,550

1971 .. .. 13,842 14,509 28,315 23,847
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Table 11

SUPPLEMENTARY ASSISTANCE GRANTS IN FORCE AT
31 MARCH 1970

b,
Income-tcst(:c% Benefits Supplt(mrzentary (b) as Percentage
Assistance of (a)
(Continuing
Grants)*
Category Number .
Age . .o 98,905 8,248 8.3
Widows .. .. 15,663 1,220 7.8
Orphans .. - 315 . .
Invalids ‘e . 8,342 843 10.1
Unemployment . 983 39 4.0
Sickness .. . 5,876 342 5.8
Emergency .. .. 5,266 1,009 19.2
Totals .. .. 135,350 11,701 8.6

*This is not to be confused with “Total Approvals’ shown at 21,550 in the
preceding table, as this figure includes lump-sum grants and also grants made
to non-beneficiaries and to universal superannuitants. Nor is the total to be
confused with the 12,887 shown in force in table 9 which includes non-
beneficiaries and universal superannuitants.

Table 12

SUPPLEMENTARY ASSISTANCE GRANTS IN FORCE AT
31 MARCH 1971

a b
Income-test(ec% Benefits Supplénzentary (b) as Percentage

Assistance of (a)
(Continuing

Category Number Grants)*

Age .o .- 102,797 8,851 3.6

Widows .. .. 15,8399 1,206 7.6

Orphans .. .. 319 .. ..

Invalids .. .. 8,557 902 10.5

Unemployment .. 715 23 3.2

Sickness .. .. 6,306 413 6.5

Emergency .. Ep 6,422 1,245 19.4

Totals .. .o 141,015 12,640 9.0

*Footnote to preceding table applies.

6. Tables 9 and 10 illustrate the rapidly increasing use of
supplementary assistance. But tables 11 and 12 show that only less
than 9 percent of the main income-tested beneficiaries—age and
widows—were receiving continuing supplementary assistance grants.
It is true that this does not take account of lump sum grants,
but these are much fewer in number and we were informed that
most of them are made to people who are also receiving continuing
grants.
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7. We also ascertained that 72 percent of age beneficiaries, and
51 percent of widow beneficiaries as at 31 March 1971 had other
incomes of less than $4 per week. It is people with such low incomes
that the supplementary assistance scheme was designed to help, and
who could be expected to need assistance from it if basic benefits were
too low. And indeed 98 percent of the age beneficiaries receiving
supplementary assistance, and 93 percent of the widow beneficiaries
receiving supplementary assistance, were in this very low-income
group. ‘

8.1t did seem surprising to us, however, that such a small pro-
portion of those with very low incomes—one in eight of the low-
income age beneficiaries, and one in seven of the low-income widows
—was receiving supplementary assistance. It could not be concluded,
on this evidence, that the basic benefit level is too low.

9. All that the evidence tells us is that a significant number of
beneficiaries could not meet their reasonable commitments out of the
basic benefit, but that a much greater number who had no other
income—or very little—did manage to do so. And this illustrates a
point which is fundamental to the determination of benefit levels.
The circumstances of beneficiaries vary so very greatly because of
their personal characteristics and habits, their location, and their
degree of family support—to mention only some of the factors—
that no benefit level can exactly meet the needs of all of them.
Unless the level is so high that the great majority are getting more
than they need, some will inevitably get too little. If the level is
designed to meet the needs of the majority a system of supplementary
assistance will be necessary for the remainder.

DIRECT EVIDENCE

10. Many submissions asserted that basic benefit levels were
inadequate. But of all the submissions received only four tried to
make actual comparisons between household maintenance costs and
benefits, or benefit plus other income. The results varied widely.
For example, stated costs of actual food bought ranged from
$3.12 to $7.50 per head per week. A few others sought to prove
inadequacy by referring to price-index (usually described incorrectly
as “cost of living”) changes or benefit-wage relationship changes.
On a basis of price indexes there is in fact no case to be made,
while the benefit-wage rate approaches showed wide variations
according to which wage level was chosen and usually ignored the
facts that “average wage” figures include a wide range of actual
wages and exclude taxation payable on them.
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11. The use overseas of family budget surveys or prescriptive
budget techniques (such as the Orshansky method described in
chapter 11), notwithstanding their obvious limitations, encouraged
us to obtain such data as was available on the per capita spending
on food. In the absence of information about family spending we
looked at per capita weekly food costs in New Zealand public
institutions.

12. Armed Forces: The weekly per capita averages for all three
services are: 1965-66, $6.15; 1966-67, $6.41; 1967-68, $6.67;
196869, $7.04; 1969-70, $7.24. The cost of food for the armed
forces is understandably quite high despite the advantages of bulk
contracting. The most interesting aspect is that per capita food
costs for basically the same dietary pattern rose by 17 percent in
the 4 years.

18. Child Welfare Homes: The weekly per capita averages are:
1966-67, $3.43; 1967-68, $3.78; 1968-69, $4.06; 1969-70, $4.13.
Food produced in institutional gardens, orchards, and farms (2
cases) is not included in the above costs. Food is often donated.

14, Prisons: In 196970 the actual cost of food in prisons averaged
$163 an inmate a year or $3.10 a week over and above food
produced within the institutions. The Justice Department estimated
that costs were reduced by approximately 25 percent on account
of bulk contract purchases, and institutionally grown food. A com-
parative figure of say $4.13 a head a week would therefore seem
reasonable.

15. Depariment of Labour Hostels: The weekly per capita average
for 1969-70 differed from hostel to hostel and place to place.
Avonhurst Maori Youth Hostel, Wellington, $3.45; Public Service
Boys’ Hostel, Wellington (Antrim House), $4.40; Public Service
Boys’ Hostel, Wellington (Orient House), $3.23; Public Service
Girls’ Hostel, Wellington (Hobson Street), $2.46; YWCA Hostel,
Woburn, $2.83; Miners’ Hostel, Huntly, $3.85; Miners’ Hostel,
Ohura, $5. Variations in costs in these figures are explained by
differences in the numbers and sexes of those housed, and in the
meals provided. For example, Antrim House, Wellington, provides
a midday meal, but the other Wellington hostels do not.

16. We also tried to discover a basis for applying a nutritional
approach to assessing minimum-adequate food intakes and food costs.
Again there were no data, nor were we able to get an. agreed
opinion from nutritionists as to what “market basket” of food
was a desirable balanced diet at various ages and levels of activity.
The wide range of food substitutes available, different prices, and
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the variations in buying and cooking skills compounded the diffi-
culties. Nevertheless such information as was available should be
recorded.

17. Basing its approach on the United States Nutritional Research
Council’s 1968 recommendations for minimum nutritional require-
ments, the University of Otago produced the following weekly food
costs (at first-quarter 1970 prices) for a minimum “no-treat” diet:

$
Adult male (moderately active) .. 2.80
Adult female (moderately active) .. 2.45
Teenage boy .. .. .. 3.50
Teenage girl .. . .. 2.80
School child . .. .. 2.10
Pre-school child . .. .. 1.40

The university stressed that these figures are based on “minimal food
requirements and few people would be happy eating on such a
limited meal plan”.

18. Later some new weekly food costs were published by the
Department of University Extension of the University of Otago,
based on the Department of Health pamphlet Food for Health,
which is itself based on the nutritional requirements laid down
by the American board mentioned above. These figures, at February
1971 prices in Dunedin, are:

Man

Woman .
Boy (11-17)..
Girl (11-17)..
Child—10 years
Child—>5 years
Child—4 years
Baby—1 year

= NN QO s W 0D
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Again these figures relate to minimum health standards. The sharp
increase in the University of Otago’s figures over this 12 months’
period cannot be explained solely by actual price changes disclosed
by the Consumer Price Index. The university has informed us that
the difference is explained in part by the fact that different amounts
of food were used.

19. While expressing the strongest reservations about reliability
or usefulness, the Department of Health provided some unofficial
“guesses” on the cost, at January 1970 prices, of a minimum weekly
menu which did not include treats, snacks, food for visitors, or meals
outside the home. For an elderly woman living alone the estimate
was $3.92 per week. In a separate exercise in 1968, the Department
of Health estimated the approximate cost of a reasonable diet for
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an elderly couple over 65 years of age based on a daily intake of
2,200 calories for the male and 1,800 calories for the female. At
March 1968 prices, this menu would have cost roughly $8, or
$4 each; or approximately $4.40 each at June 1970 prices, assuming
no food was grown at home. The Department of Health estimated
that it would cost $1.95 per week at June 1970 prices to feed a
9-months-old baby.

20. It was obviously quite impossible for us to draw any firm
conclusions from information on food costs. Nevertheless, it would
be possible to apply the Orshansky-type technique to New Zealand
if we had a reasonable measure of actual food-expenditure patterns.
For purposes of analysis only, we assumed that we had such
information and this showed a weekly food-cost figure of $5 at
June 1970 prices for a single person. We chose this amount for
these five reasons. It was higher than the estimated cost of a
minimum “no-treat” diet. It was slightly higher than the estimated
cost per head of a reasonably varied diet for a couple over 65 years
of age. It was higher than the average cost per head of feeding the
inmates of prisons and other public institutions. It was lower than
the costs per head of feeding young active servicemen in the armed
forces. And finally, it took some account of and allowed a margin in
favour of the beneficiary for variations in the cost of feeding people
of different sex, ages, and levels of activity. No allowance was made,
however, for the fact that a number of beneficiaries can grow food
at home. It seemed desirable to use as a basis a figure which would

cover the food costs of the many beneficiaries who do not have this
advantage.

21. The next step was to decide on a proper ratio of minimum
desirable food expenditure to total family expenditure. Here again
the absence of household expenditure survey data was a major
impediment. We had one small and rather dated piece of evidence.
From 1952 to 1953 the New Zealand Public Service Association
made an extensive household budget survey among its members on
various incomes. The result, expertly assessed by an officer of the
Department of Statistics, showed that, on the average, families at
the lower levels of surveyed incomes spent roughly 25 percent of
total income on food; while families on higher incomes spent only
about 20 percent. These results are in line with those obtained
recently in other countries with comparable living standards. It
seems not unreasonable, therefore, and again for the purpose of
analysis only, to assume for New Zealand (as has been done for the
United States) that, as the average lower-income family spends
roughly one-quarter of its total income on food, any family which
spends more than one-third of its income on food, must be deprived,
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or “in poverty”, relative to the rest of the community. Thus, with
this technique, the assessed per capita weekly food cost is multiplied
by a factor of three to determine a minimum desirable income level.
This gives a figure of $15 per week for a single-person household
compared with the actual single standard benefit at June 1970 of
$13.75. We go into this more fully in chapter 19.

22. How imprecise is this technique, especially when it is not
supported by exact information, is apparent when it is realised that
had we taken $4.50 as our weekly food figure the desirable minimum-
income level would have emerged as $13.50, that is 25¢ below the
June 1970 benefit level, and $1.25 below the September 1970 benefit
level; and that had we decided to multiply by four (as could be
justified) instead of by three, the desirable minimum-income level
(based on $5 for food) would have been $20, well above the benefit
even in September 1970.

THE “COST OF LIVING” APPROACH

23. We can ascertain whether benefit levels have kept pace with
cost-of-living changes, but this does not prove that they are adequate
or inadequate. In the first place, there can be no guarantee that the
standard $3 a week for an age pensioner established at 1 April 1939
was ‘“‘adequate” either as a subsistence allowance, or relative to
income levels elsewhere in the community. Thus, even if changes
in standard benefit rates were to match or exceed changes in the
appropriate consumer price index, it still could not be concluded
with assurance that the benefit level was “adequate”. Second, the
price index information available at present is not, and does not
claim to be, a wholly reliable indicator of changes in the cost of
living at various income levels and for various family sizes in an
environment of changing consumption patterns. It is expected that
household expenditure surveys will enable cost-of-living indexes
to be prepared.

24. Despite reservations about using price index data for cost-of-
living purposes, we have compared the 1939 and 1970 standard
benefit levels against the price movements disclosed by price indexes.
Taking the “Long-term Linked Series” of the All Groups Consumer
Price Index, we found that the index rose from 397 in the 1939
calendar year to 1271 for 1970. This shows an all-groups price change
of approximately 220 percent. If we were to apply this increase to
the standard single age benefit of $3 at 1 April 1939, the result would
be a single age benefit of $9.60 at 1 April 1970. The actual benefit
rate at 15 April 1970 was $13.75, or $4.15 more.
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25. We also noted that from 1965, when the consumer price
indexes were revised, to 1970 the All Groups Consumers Price Index
rose by 27 percent while the All Foods Index rose by 25.8 percent.
But over the same period the standard single benefit was increased
from $10.60 to $13.75, an increase of 29.7 percent.

26. We do not, of course, suggest from these figures that the benefit
level at 15 April 1970 was “adequate” simply because it had risen
faster than prices since 1939 or 1965, since we do not know that the
1939 basic benefit rate was “adequate”. It must be noted, however,
that once “adequacy” of benefits has been established the price
changes can provide a useful indicator for adjustments.

BENEFIT LEVELS AND WAGES

27. Some submissions proposed that benefit levels should be
“closely related” to wage levels. Statistical data are set out in
appendix 8. In the absence of a standards-of-living scale, we believe
that it is desirable in principle that such a relationship should be
determined. This is indeed the only basis available through which
the “belonging” objective we have endorsed can at present be
applied. However, before such an approach can be adopted a number
of questions have to be answered. They include :

® What is a “close relationship” between benefit and wage levels?

® What is the appropriate wage rate to take as the measure,
allowing for the significant difference, in present New Zealand
economic conditions, between statutory minimum, award, and
ruling rates of wages, and the difficulties implicit in the concept
of “average wages” including a very wide range of actual wages?

® To what extent should benefit payments match some prescribed
‘level of wages, bearing in mind the need to maintain work
incentives and the fact that many full-time workers must earn
less than the average wage within their occupational groups?

® Should any class of beneficiary receive more by way of benefits
(or benefits plus allowable “other income™) than the lowest
income group of full-time workers? ; '
® To what extent should total incomes of the growing number of
“two wage-earner’” families, and the ready availability of over-
time, be taken into account in deciding on benefit levels?
- ® What account should be taken of tax paid by wage earners?
28. Those making submissions largely failed to get to grips with
questions’ of this kind. Some suggested simply that benefit levels
should equal “average’” wages, ignoring the effects of taxation or
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the problem created by the numbers of fully employed people
earning less than the average relevant wage. Some proposed that
benefit levels should be set at a certain percentage of unspecified
“wages”, while others took the view that the relationship which is
alleged to have existed in 1939 had been eroded and should be
restored.

29. But it was generally overlooked that while social security
benefits are specifically related to family responsibilities, wages are
not. Earnings from wages for 40 hours of work are (with family
benefit) commonly expected to cover the costs of maintaining a
family irrespective of its size or composition. Thus there is a major
difficulty in relating benefits to wage rates.

30. It is true that wages are often augmented by overtime or
by a wife’s earnings. But in April 1970 the Department of Labour’s
survey (Labour and Employment Gazette, August 1970) showed
that the 763,340 employees in surveyed industries worked on the
average only 3.2 hours overtime in the survey week; while according
to the 1966 census, only 20 percent of married women were in the
work force. Even though this last figure may have risen since 1966,
it is still a fact that for many families the only supplements are the
universal family benefit and the exemptions for dependants allowed
by the tax system. This being so, the soundest basis for comparison
seems to be between the benefit payable to a married couple without
other earnings on the one hand, and some adult male wage rate,
excluding overtime payments, on the other hand. If the married
benefit rate is taken as the basic rate, we think that the single
benefit rate will have to be determined as a percentage of the
married rate. At present (1 July 1971) the single rate happens to
be roughly 55.2 percent of the married rate. In our view this ratio
is too low. It is indeed one of the lowest in the world, and ratios
of above 60 percent are not uncommon. We shall come back to
this in chapter 19.

31. Two other factors need to be discussed. First, from 1 April
1939 until 1 October 1945, beneficiaries who had wives who were
not eligible for a benefit in their own right received only a small
wife allowance ($26 a year in 1939). In October 1945 the dependent-
wife allowance was made equal to the standard benefit so that a
married age beneficiary without children (whether his wife was
eligible in her own right or not) received twice the amount of the
single benefit. From 1 August 1955 the rate paid to a married
beneficiary became less than twice the single rate because, at this
date, it was recognised that the living costs of a married couple were
less than twice those of a single person living alone.
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32. Second, under section 3 (5) of the Industrial Conciliation and
Arbitration Amendment Act 1936, the basic wage for adult males
was to be fixed at such a rate as would, in the opinion of the
Court of Arbitration, be sufficient to enable a man in receipt thereof
to maintain a wife and three children in a fair and reasonable
standard of comfort. Though this 1936 legislation was not repealed
until 1954, the Registrar of the Court of Arbitration gave us his
opinion that the Minimum Wage Act 1945 had the effect of super-
seding the 1936 basic wage legislation. Nowhere does the 1945 Act
(or later wage legislation) refer to criteria which would require the
family unit to be taken into account in determining minimum adult
male wages. However, statutory minimum wage rates today have
little relevance to wage rates prescribed in awards and agreements, or
indeed to wages actually paid.

33.Thus, in at least these two respects, the position is very
different today from what it was when social security benefits were
fixed at 1 April 1939. When it is also considered that 1939 benefits
probably bore only an incidental relationship to wages, comparisons
based on the 1939 situation have only limited value in determining
the adequacy of present benefits.

34. We have given much thought to which wage levels might most
appropriately be used for benefit comparisons and we deal with this
fully in chapter 19 where we also deal with the question of what
proportion of a selected wage rate should be taken as a guide to
benefit levels. However, for comparative purposes, and as a measure
of movements in wages, it is of interest that the Department of
Labour’s survey for April 1970 shows that average weekly earnings
rose from $30.59 in April 1960 to $50.38 in April 1970—an
increase of 65 percent. In the same period (or more exactly from
30 March 1960 to 15 April 1970) the married age benefit rose from
$17 to $25—an increase of 47 percent. Again, however, this by
itself does not establish the adequacy or inadequacy (as we have
defined this concept) of the present benefit levels.
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Chapter 13. CONCLUSIONS ON NEED AND
INCOME MAINTENANCE

1. Our main purposes in this Part of our report have been to
define what we mean by “poverty” and “need”, and to outline
ways in which we might progress towards our basic income-
maintenance aim of ensuring that benefit payments are sufficient
to enable beneficiaries with small or no other resources to “partici-
pate in and belong to” the mainstream of their community. We
have reached the following conclusions:

2. Poverty, need, and benefit adequacy are relative concepts.
They can be measured or determined only by comparing the
standards of living of dependent people and families of varying
sizes with those of people deriving their incomes from the market
system.

3. Benefit levels (plus the relevant child and other allowances)
should be sufficient to ensure that beneficiaries are not separated
from community life. It follows that the monetary levels will have
to be adjusted regularly as market incomes, normal consumption
patterns, living costs, and productivity change.

4. At the present time there are insufficient data to allow benefit
adequacy to be precisely assessed, if indeed this will ever be possible.
Value judgments are necessary not only in deciding what levels
are adequate, but in relating these to what the taxpayers may
be expected to pay for.

5. We consider it worth while to explore the proposal for deter-
mining a standards of living scale as a basis for measuring the
adequacy of income-maintenance payments. Given the deficiencies
and difficulties inherent in all the other approaches we have
examined, we believe that as a first step a pilot study, run jointly
by the Departments of Social Security and Statistics, should be
authorised immediately.

6. Our conclusion that “belonging and participating” should be
the aim of income-maintenance policy shifts the problem of deter-
mining benefit levels away from that of trying to measure poverty
to that of trying to measure what standards of living are in fact
enjoyed by people in the market sector. The future collection of
household expenditure survey data is likely to be very valuable here,
and should thus be a further guide to benefit adequacy.
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7. It must be recognised, nevertheless, that even the fullest house-
hold expenditure survey data and the various income-maintenance
techniques based on its use will not give all the answers. Value
and political judgments will still be needed to decide what level
of basic benefit is “adequate”, what extra income should be
allowed without affecting the basic benefit, and what special
allowances or supplements should be paid to meet variations in
the needs of the various dependent categories (for example, the
aged, the disabled, the solo parent), and the special needs of
individuals within the categories.

8.1t is clear that no one approach or technique can be relied
on to determine the level of monetary benefits, if that level is to
meet the aims we have outlined. The most useful single indicator
at present appears to be some wage level which provides the
standard of living of families in the non-dependent or market
sector. The benefit level can be measured against this wage level.
But even then a subjective value judgment must be made as to
what the relationship should be and this is discussed in chapter 19.

9. The relationship between the benefit level and the selected wage
level will not be fixed and immutable. It may have to change
from time to time in the light of a number of factors, including
the place of the chosen wage level in the total wage structure,
the greater or lesser incidence of overtime work, or of two-earner
families, and changes in the incidence of taxation.






PART V

THE STRUCTURE OF THE SOCIAL SECURITY SYSTEM

Our Warrant requires us to report on:

any changes considered desirable in the structure . . . of monetary

benefits and supplementary assistance.

We here examine the structure of the system on the basis of our
conclusions in Parts II-IV about principles and aims, economic and
budgetary aspects, and the nature of poverty and need. We have to
consider whether the present system is compatible with accomplishing
the aims we have put forward, and whether it is efficient. We do
so under the following headings:

Universality and Selectivity

Means and Income Tests

Methods of Financing Social Security

The Guaranteed Minimum Income Approach (Negative Income

Tax) ‘~
Earnings-related Benefits
Determination of Benefit Levels

6%
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Chapter 14. UNIVERSALITY AND
SELECTIVITY

1. During our discussions overseas, we were told by one eminent
British sociologist that the apparent conflict between universality and
selectivity is now a ‘“‘non-issue”, and most countries have devised
systems which mix the two approaches. This is certainly as true of
New Zealand as it is of countries with somewhat different structures.
It seems to us, therefore, that the degree of universality or selectivity
of any system is largely a matter of judgment which will be influenced
by such things as the historical development of the system, the
resources available for transfer, the manner in which these resources
are collected, the efficiency of the market system in supporting and
protecting incomes, and the way in which dependency and poverty
are defined and identified. Our inquiry and research confirms that
there is no one dogma, and that there are no immutable rules.

2. Universality: This term is frequently used to indicate com-
prehensive coverage but we use it in the sense of paying benefits
or providing social services (for example, health benefits)
irrespective of the incomes or means of individual recipients. The
application of this universality can be restricted by confining the
payment of benefits to people or families falling within certain
categories. Thus, in New Zealand, benefits available to those over
65, or to families with dependent children are regarded as being
“universal”. A person qualifies solely by being included in a benefit
category and the term means simply “not subject to means or income
test™.

3. Selectiviiy: This on the other hand involves discrimination
between people who are within the determined categories. Some kind
of test of need related to the individual’s own resources is therefore
implicit in the selective approach.

4. Tt must be noted that the concepts of universality and selectivity
are not relevant to a system in which the right to benefit is established
by contributions, and benefit levels are related to contributions made.

5. A social security system does not have to be either wholly
universal or wholly selective because it may have two or more different
objectives. One, the relief of need, may call for a selective approach.
Another, such as the development of human resources, when
applied to the sharing of the cost of rearing children, may call for
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a universal approach in social security as in' education, The
real point at issue—and one which is being debated in many parts
of the world—is whether the particular objective can best be attained
by more or by less selectivity, considering: always the resources the
community is willing to make available.

6. In many ways the concept of umversahty emerged as an answer
to the real indignities and stigmas of receiving help under the old
poor-law approach with its connotations of charity, subsistence, and
destitution. Community-financed benefits it was felt should be gained
not by “right of poverty or destitution” but by “right of citizenship
or residence” if one fell within a certain category of age or other
disability. Closely related is the idea that eligibility for benefits
or pensions should be established by “the right of contributions”
either to general tax revenue or to a specific social security or national
insurance fund. '

7.In recent years universality, that is freedom from income or
means test, has usually been associated either with demogrants
(benefits paid to or on behalf of people in prescribed age groups
irrespective of need or means) or with insurance-type schemes based
on contributions, where the benefit may or may not be directly
related to the amount of contribution. We examine each of these
aspects more fully later in this chapter.

8. Submissions received would make it appear that there are two
main reasons for support of universality in New Zealand. First, the
persistent belief that selectivity is inseparable from degrading means
tests ; second, that benefits paid to people within prescribed categories
(for example, the aged) should be paid “by right of contributions”
and not by “right of need”. Some submissions argued that everyone
who contributed to the funds available for social security (that is,
contributed either to general tax revenue or to a specific social
security fund) should get something back irrespective of need. Those
who realised that this inevitably increases expenditure and makes it
more difficult financially to give proper help to those in need
thought that if benefits were made taxable the income tax system
would ensure that the non-needy did not benefit unduly from
universalised aid. :

9. We found during our inquiry that many prominent social welfare
thinkers have tended to discredit universality as a weapon against
poverty because it represents a shot-gun approach. It cannot precisely
identify need and it fails to channel aid into areas where the need is
greatest. Moreover, it seems to us to be becoming more widely accepted
in countries where contributory insurance schemes are accompanied
by universal payments or demogrants that whatever the ‘philosophical
or psychological advantages of universalism, its general application
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must be curtailed. The reason is obvious—if a benefit is paid to all
individuals in a given category irrespective of their incomes or needs,
the cost of paying the benefit at a level which is adequate for those
who are in need becomes too high. The result too often is that the
benefit level is held down below the level of adequacy.

. OVERSEAS TRENDS
Canada

10. The Canadian Government’s White Paper “Income Security
for Canadians” (1970) which outlined a programme for restructur-
ing its social security policies after a comprehensive review, was of
considerable interest in this connection. In chapter I, the White Paper
notes that:

. some Income protection programs are increasingly criticised
because they are universal-—they pay benefits to all or most Canadians
regardless of income. In some cases the payments clearly go to people
who have ample resources of their own. The challenge then is to

. arrive at a renewed affirmation of income security policy which will

. have the effect of assisting people in greatest need without detracting

- from programs desighed to stimulate economic development which is
the basis of national well-being.

The White Paper continues:
Greater emphasis should be placed on anti-poverty measures. This
should be accomplished in a manner which enables the greatest con-
centration of available resources upon those with the lowest incomes.
Selective payments based on income should be made where possible
~ in place of universal payments which disregard the actual income of

the recipient.

11.The new Canadian programme therefore proposes more
selectivity and less universality—so much so, that Canada’s present
universal family benefit system is to be modified to become selective
and income tested, paying increased benefits to lower-income families
with dependent children, and phasing the benefit out at higher levels
of income.

United States of America

12. There is a similar trend in American thinking, where the
emphasis in public assistance is on raising the living standards of
people and families on lower incomes. In the public assistance field,
selectivity rather than universality is implicit both in the Administra-
tion’s recently proposed family assistance programme and in the
various new ideas based on guaranteeing minimum incomes. But the
United States income-support system is so different from ours in its
stress on insurance and in the social problems it faces, that we do not
wish to place undue significance on changes there.
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Britain.

13. It is difficult to identify any dominant trend in Britain. Since
the Beveridge Report of 1942 and the British social security legislation
of 1949, universality has been identified with National Insurance
under which rights to benefits are established by contributions to the
insurance funds. But for those unable to contribute, or to otherwise
earn adequate insurance payments, a selective means- or income-tested
system has been retained. Universality through contributory insurance
was the slogan of the 1940s because it seemed to offer at least a partial
answer to the past indignities of means testing. In chapter 3 we noted
a more recent view of Professor Titmuss who had been associated
with the formulation of 1949 British policy. Anocther well-known
earlier advocate of universality, Professor Brian Abel-Smith, was
reported in the Weekend Telegraph (25 November 1965) as saying
about the rising costs of social insurance that “the most obvious
remedy is to concentrate help where it is needed and to stop giving
it where it is not”.

14. Under the last Labour Government, the emphasis (for example,
in the Crossman proposals referred to in chapter 18) was on a more
elaborate national insurance scheme whose benefits would be closely
related to the previous earnings of the beneficiary. As we understand
it, however, the selective elements in the British system were not
intended to disappear. The present Government’s latest family-
assistance legislation is more clearly selective. It gives a little extra
money to low-income workers with dependent children, but retains
existing National Insurance and selective supplementary assistance
provisions. '

15. The present Government’s latest proposals contained in a
White Paper presented in September 1971 place the main emphasis
on universality. They aim at a State basic scheme which will provide
“basic benefits paid as of right in return for contributions”, and a
State reserve scheme which will enable employees without access to
occupational pensions to supplement these basic benefits—again by
right of contribution. But the selective element will still be very
strong. There will be “selective additions [to the basic benefit] for
categories of social need”, and “for those whose resources still fall
short of an acceptable minimum standard of living the Government
will continue to maintain the provision that is made through the
[selective] supplementary benefits scheme”.

Europe

16. In Scandinavia and most other European countries, the
development of insurance-type schemes relating contributions and/or
benefits to a person’s past earnings makes any argument about the
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respective advantages of selective and universal benefits irrelevant.
But their insurance-type schemes have not eliminated the need either
for selective assistance (for example, for those outside the work force)
or for the payment of universal benefits (for example, child
allowances) . Social security in a number of these countries is a very
mixed bag indeed.
General

17. We have noted that present international thinking on social
security and welfare problems places great emphasis on finding
efficient ways of giving minimum-income guarantees for those people
and/or families unable to reach a prescribed standard of living,
whether they are active workers or not. (We deal separately with the
negative-tax approach in chapter 17.) We note here that minimum
income guarantee schemes are by definition selective not universal.
The basic income grant is payable only to those who can show, under
one or other form of test, that their income is below the prescribed
standard. While such schemes inherently recognise the need for a
more selective approach, they do not preclude the universal provision
of benefits or other help to particular demographic or social-status
categories, or for particular purposes such as health or education.

ARGUMENTS FOR UNIVERSALITY

18. The submissions which asserted the “indignity and stigma” of
a selective income-tested system were, we felt, somewhat confused
about how the income test for standard benefits is applied in New
Zealand, and partly misunderstood the meaning of universality. It
must be remembered that in New Zealand universal social security
benefits (as distinct from universal health benefits) are not necessarily
paid to everyone in the community, but rather to persons or families
within certain categories. It can be argued that the larger a universal
benefit must be to provide adequately for the least well-off people
in any category, the more pressure there will be to restrict the size
of the category. For example, a move to increase significantly the
amount of the universal superannuation benefit might well result in
strong pressure to raise the age at which it could be paid without
test of need, and would certainly limit the possibility of reducing the
qualifying age.

19. A few submissions argued that those who pay or have paid the
taxes which support social security have in fact contributed to social
security funds, and have thus earned the right to benefit without a
test of income or means. But if one accepts as a primary aim—as we
do in chapter 3—that help should generally be concentrated in areas
of need, eligibility for benefits should not be based on either the fact
or the amount of such contributions any more than taxpaying capacity
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should determine the amount of education, road usage, or police
protection any person should receive.

20. It is probably true that the universal superannuation benefit
was introduced to New Zealand at least partly because it was
thought that people reaching the set age of 65 years had, in most
cases, contributed to the community through taxation and work and
were entitled to something back. But this was not the only reason.
From the opposition to the means tests of the past came the view that
need could be assumed to exist for certain categories, and that within
them the community could omit specific tests of individual need.

21. But even if one accepts that limited universality in this sense is
desirable, it does not follow that the test of need should be removed
from all categories of beneficiary. This we think would so dissipate
available resources as to make it much harder to make benefits
adequate for those whose need is greatest. It has been put to us, for
example, that the universal family benefit has remained constant
at a low level for so many years because its very universality greatly
adds to the cost of any increase.

22. Some members of the community can never hope to earn “the
right to benefits by virtue of contribution (taxes) paid”, and they
are the ones, so we have argued, whose needs for help must be met
whatever the administrative system for collecting and disbursing the
necessary money and whatever else is done under the system. In con-
sidering the argument that rights to help have been established by
contributions we must remember that the main aim of social-welfare
policy is to ensure that all people or families have a standard of living
which is not significantly removed from that of the mainstream of
community life. We are satisfied that such a goal cannot be met at
reasonable cost without at least some measure of selectivity.

23. It was put to us that if all benefits were freed of income tests,
but were treated as taxable income, taxes would recoup most of the
extra expense. But this is not so. Individuals who received benefits for
which they are not now eligible would pay back no more than 50 per-
cent (the present maximum) in extra tax. Most of them, being on only
moderate incomes, would pay back less. Thus, much less than half
the extra expense would be regained from those who benefited from it.

24. A comparatively small part of the deficit would be collected
from those already receiving benefits, but most would have to be
recouped in extra taxation which would further reduce the disposable
incomes of those in need. Without major changes in the tax structure
the proposal could eliminate income tests only by reducing the level
of assistance to those in need.

25.1t was also suggested that abolishing income tests would
encourage beneficiaries to work, and to earn more than they are now
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This would also give more tax revenue. Looking at the people

who fall within the benefit categories (those over 60, invalids, widows,
and solo parents are the main ones), we cannot believe that there is
any great reserve of work potential to be tapped in this way, or that
the resulting extra tax revenue would make any significant contribution
to regaining the extra expenditure.

 26. We conclude that:

(2)

(c)

The case in New Zealand for universal benefits is based partly
on the indignity and stigma which allegedly still applies to
means and income tests, and partly on the view that everyone
who contributes to social security revenue (whether established
as an insurance fund or not) should get a specific cash benefit
in return irrespective of other income. The force of the first
argument depends largely on how the eligibility tests are
applied. The second argument reflects an approach to benefit
entitlement which negates the “needs” principle which has been
(and we consider should be) the basis of this country’s social
security system.

If all categorical benefits were paid on a wuniversal basis
irrespective of individual needs or incomes, the strong proba-
bility is that benefit levels would be much lower than would
otherwise be desirable and possible. Those whose need for
help was proven would be disadvantaged simply because of
the necessity to spread more thinly whatever resources the
community as a whole was prepared to make available. The
community would be less able to ensure that every individual
and family enjoys a standard of living consistent with the aim
of belonging and participating. The real choice lies between
limiting the benefit unduly so that everyone within the benefit
category can have it, or paying larger benefits to those in the
category who cannot fend adequately for themselves. We place
the main stress on a basically selective system. ‘As the case for
universality rests on grounds somewhat removed from poverty
and need, it must take second place in expenditure priorities.
The view that unnecessary income assistance under a universal
benefit scheme can be regained through the tax system is wrong
in New Zealand conditions. We do not accept, therefore, the
view that the tax system should, or can, effectively replace
selectivity in the administration of our social security system.
Despite our view that New Zealand’s social security benefit
system should be basically selective, we see no inconsistency
in applying benefits universally to serve objectives other than
the relief of need or where need can be assumed to exist
without specific testing, provided however that the primary
aim of relieving need is not prejudiced.
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Chapter 15. MEANS AND INCOME TESTS

1. Having concluded that our system should be basically selective,
we must now consider how the selective tests should be applied.

2. Most of the submissions did not distinguish between means and
income tests, an important differentiation. A means test relates to
both income and other resources such as property and household
effects. In some instances in the past this was even extended to include
the resources of near relatives. An income test, on the other hand,
relates only to income (including, of course, income from property or
other capital). ;

3. None of the standard categorical social security benefits is sub-
ject to a means test. All except universal superannuation, family
benefit, and miners benefits are, however, subject to an income test
set at the level of the benefit plus a varying amount of “allowable
other income”. Apart from ad hoc emergency payments, it is only
in the area of supplementary assistance that assets as well as income
are taken into account. ;

4. There may well be differing opinions on whether the total income
limits applied in New Zealand are too high or too low ; but, except for
supplementary assistance, it is misleading to refer to income tests under
our present system as if they were synonymous with the objectionable
means tests of past eras. In fact, in many cases, they amount to little
more than a declaration of income. We regret that many submissioris
seemed to assume that any form of means test is, ipso facto, degrading,
stigmatising, and unnecessary.

5. If the social security system is to be basically selective for relative
need, some test of the nature and extent of individual need compared
with individual resources is necessary. We fully agree, therefore, with
the following comment made in Submission No. 122 of the Social
Security Department : :

. . to be effective in attaining the desired end [for example, the
raising of all standards of living to a minimum prescribed level] the
areas in which incomes are increased [by community financed assis-
tance] must be those areas in which the objective has not been reached,
ie., those areas in which need exists as defined by the difference between
the level of the objective and the level already attained. To make a
programme effective it is then necessary to locate those categories of
the population, or those persons, not attaining the level of the objec-
tive.
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6. A social security programme designed to achieve the aims we
refer to in chapter 3 necessarily involves testing for individual need
and income. This cannot be done merely by selecting categories
which are likely to contain people in need of help, such as the aged
or the disabled. Though many within a category will in fact need
help, many will not. With a universal system, some would receive too
much, a state which cannot be adequately remedied by taxation.

7. The real question is not whether means or income tests are
undesirable, but whether there is any practicable alternative. We
do not believe that there is, but it is very important to consider
the way in which income (or means) tests are applied.

8. Basically we are opposed to the use of means tests for standard
categorical benefits because they encourage a previous dissipation
of capital assets and savings leaving the applicant even more
vulnerable economically than before. But we do consider that income
testing is necessary and we believe that it can be carried out in such
a way that it is not unduly inconsistent with individual dignity
or liberty. We shall now look more closely at the main arguments
put forward for removing income tests.

Right by Contribution

9. We have already rejected the proposition that rights to
benefits should be based on contributions. The insurance concept
is closely related. We examine this in more detail in chapters 16
and 18. We briefly mention here that experience in Britain and
elsewhere shows that insurance-based systems do not eliminate
the need for selective income tested assistance. Their greatest
weakness lies in not meeting adequately the income needs of
those who cannot contribute, or who can contribute only a little,
or intermittently.

Affront to Human Dignity

10. This frequent and quite sincere argument seems based on
abhorrence of old-style means tests, rather than on experience
with the present New Zealand income test. Benefits have to be
applied for, and an application itself constitutes a declaration of
need. We cannot imagine that anyone really expects that people
should be able to draw a weekly income without offering some
support for this declaration. If they were allowed to do so the
system would soon fall into disrepute and the plight of the really
needy would be much worse. If there is reluctance, and we do
not doubt that often there is, it stems from the value which the
community places on independence and privacy. Those in need
object to disclosing their need to some State official or perhaps
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do not like to admit it to themselves. We are convinced ' that
this attitude is much less common than it used to be. Morée
people today are conscious of their ‘‘rights” to assistance and
have little hesitation in claiming them. Their attitude is-that
they paid taxes when they were able and will claim assistance
when they need it.

11. The abandonment of means or property tests and a more
enlightened administration of the income test has contributed
to this change of attitude. We commend the efforts that have been
made to preserve the dignity of applicants and will have more to say
on this subject later.

12. It is significant that only a few of the submissions received
from, or on behalf of, beneficiaries argued that the present
income test meant a loss of dignity, or advocated a more universal
system. Their arguments centred in the main on the adequacy
of benefit levels. On the other hand, the more searching inquiry
associated with the supplementary assistance scheme was criticised
quite strongly.

13. It was said that the tests for supplementary assistance had
the result that some beneficiaries who would otherwise qualify
for assistance chose not to subject themselves to such scrutiny.
We think that this may have some force. Nevertheless the very
nature and purpose of supplementary assistance—to help “standard”
beneficiaries who have special needs—require that its criteria must
be more restrictive than those for standard benefits. Chapter 25
deals with this in more detail.

Income Tests Deter Initiative

14. Tt is sometimes argued that income tests deter initiative
by discouraging work. Our analysis shows that two inter-related
aspects have to be considered—the level of allowable (or exempted)
“other income”, and the rate at which the benefit is abated for
any income over the “allowable” level.

15. The allowable (or exempted) “other income” for which
no deduction from benefit is made was, in 1939, only $2 a week;
at present recipients of “widows” benefit with dependent children
are allowed to have $17 a week in addition to benefit, and
recipients of most other income-tested benefits $13 a week. In
addition, up to $2 a week of any income a beneficiary may draw
from a friendly or like society is disregarded.

16. It must be noted that these allowable-income levels are for most
benefits calculated on an annual basis—namely $884 a year for
“widows™ and $676 a year for other beneficiaries. As many benefi-
ciaries work for only part of the year (for example, on seasonal work
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or while their children are at school), the actual amount of allowable
income which a beneficiary may earn in any one week or for part of
the year can be much higher than the $17 or $13 mentioned above.
For example a “widows” beneficiary could earn $25 a week for some
35 weeks of the year without having her benefit reduced. This is an
important and often overlooked aspect.

17. The rate at which the benefit is abated for any income (earned
or unearned) over the allowable level was from 1939 until the budget
of June 1971 $2 for every $2 of weekly income (calculated on an
annual basis). In June 1971, however, the abatement rate was
changed to $3 for every $4 of income over the allowable level to
eliminate the need for a special adjustment of benefit to compensate
for taxation paid on other income, and was stated by the Minister of
Finance to be without prejudice to our findings on the issue.

18. The present allowable “other income™ levels are generous com-
pared with 1939, though it is clear that no formula has been devised
for fixing them. They have simply been increased periodically on an
ad hoc basis. This (and the increases in the benefit levels and child
allowances themselves) has led to a situation which was probably not
intended. In the first place it is possible for beneficiaries to obtain
substantially greater total incomes (that is, benefit plus other income)
than many non-beneficiaries earn at work; and, second, some people
with quite high incomes can still receive some benefit payments.

19. At the June 1971 benefit levels and with the present allowable
other income and rate of benefit abatement, the weekly income level
at which benefit stops is:

$
Single beneficiary with no children .. .. 34.33
Married beneficiary with no children . .. 51.66
Married beneficiary with two children .. .. 57.66
“Widow” with two children .. .. .. 57.66

Under these conditions, a married man (or a “widow” beneficiary)
who has two children and who is earning as much as $50 a week can
still receive a small benefit payment at the taxpayers’ expense. The
net income of beneficiaries would of course be less than the figures
shown above. The figures would be reduced by income tax on the
“other income” part of the total.

20. The position of such beneficiaries has to be compared with that
of non-beneficiaries. In April 1971 the average weekly earnings
(including overtime and bonus payments) of all wage and salary earn-
ers in New Zealand was estimated at $59.73 gross a week. After pay-
ment of income tax of $8.13 at current rates, a married man with two
children earning this average income would take home $51.60 a week.
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It is clearly possible that a beneficiary may have a higher amount
of take-home pay than the many workers who receive less than the
average weekly earnings. Such a situation is undesirable although it
must be emphasised that it would be impossible to provide adequate
benefits if no beneficiary was to receive more income from benefit
than the lowest paid adult male earns from work.

21. Before taking this analysis further we must note that the bene-
fits and child allowances, the allowable income levels, and ithe rate
of benefit abatement are not only inter-related in determining the
total incomes of income-tested beneficiaries, but affect various categor-
ies of beneficiary differently. It is necessary to distinguish three
different beneficiary groups:

(a) Those with no income other than benefit. For these it is the
benefit and child allowance levels themselves which are most
important, and it is imperative that these be fixed to give an
adequate standard of living according to our “belonging” aim.

(b) Those with small incomes from past savings or investments
or limited earnings from casual or part-time work. Most of
these will be in the age benefit category, and it seems reason-
able to assume that, for them, the allowable income level is
more significant than is the rate of benefit abatement.

(c) Those who are able to earn substantial income from either
part- or full-time work. For them, both the allowable income
level and the rate of benefit abatement will be significant as a
work incentive.

22. We should make it clear that only very few social security
beneficiaries fall into this last group and can, therefore, have been
placed in a better position than non-beneficiaries. Only 4.8 percent
of age beneficiaries at 31 March 1971 had “other” incomes of over
$13 per week, and none over $25 per week. Only 7.8 percent of
widow beneficiaries had “other” incomes over the $17 which was
“allowable”, and fewer than 2 percent had more than $25.

23. Nevertheless, if the benefit itself is set at an adequate level with
overgenerous allowable-income levels and rates of benefit abatement a
significant degree of inequity can arise between beneficiaries and
people who depend entirely on their incomes from work. One simply
cannot have an equitable selective social security system based on the
elimination of need unless all three relevant income-support factors—
the benefit, the allowable income level, and the rate of benefit abate-
ment—are considered together, and unless one carefully examines
the relationship between the total attainable incomes of beneficiaries
and those of working non-beneficiaries who provide most of the bene-
fit revenue. It may not have been realised in the past that this relation-
ship could become so close.
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24. It seems to us, therefore, that what we must aim at is a system
which gives in this order of priority, first, adequate basic benefits and
dependent-child allowances, second, a modest allowable income to
ensure that beneficiaries have a reasonable incentive to save during
their working lives; and third, a rate of benefit abatement which
(taken together with the first two) allows beneficiaries to earn
a reasonable amount but minimises the possibility of raising them
significantly above people who depend entirely on earnings.

25. We are convinced, on the basis of this approach, that the present
allowable income levels ($13 and $17 a week) are too high especially
with present rates of benefit abatement. The position will be accen-
tuated if our later recommendations about standard-benefit levels
and family benefit and allowances are put into effect. The question
is: What is a reasonable allowable-income level?

26. One approach would be to fix the allowable-income level at
the difference between the standard married benefit and that level of
take-home earnings which we propose in chapter 19 as one of the
measures of adequacy of the benefit. This approach has merit, and
could give some logical basis for future adjustments. If it is reason-
able to fix the standard benefit at a high percentage of a selected level
of earnings so as to cater for the needs of the beneficiary who has no
other income, it would seem equally reasonable to allow the benefi-
ciary to have or earn other income up to that selected earnings level.
The benefit itself would approach the ‘“belonging” aim, and with
modest additional “other income” the aim could be fully attained.
Thus, if for purposes of analysis the selected net earnings level after
payment of tax was $42 a week, and the standard married benefit
was (say) $33 (nearly 80 percent), the allowable income could be
$9. Having regard to present levels, and to the imprecision of the
measures of wages we select in chapter 19, we consider that an
allowable ‘“other income” of $10 a week would be reasonable.

27. This is less than the $13 (age) and $17 (widows) limits which
now apply. But only 11 percent of age beneficiaries, and 30 percent
of widow beneficiaries at 31 March 1971 had other incomes over $10
a week so that our suggestion meets the situation of the very great
majority who are, moreover, the people whose needs the system is
primarily designed to help.

28. Taking a married rate of benefit of $33 a week (see chapter 19)
an allowable income level of $10 a week, the present $3 for $4 rate
of benefit abatement, and the family maintenance allowances we
propose in chapter 21 (but excluding family benefit), a married
beneficiary with no dependent children would be in the situation
shown in the following table:
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Table 13

ALLOWABLE OTHER INCOME $10—
MARRIED BENEFICIARY—NO CHILDREN

Gross Other Net Other Total Gross Total Net
Income or Income or Benefit Income Income
Earnings Earnings After
Tax
3 $ $ $ $
Nil .. 33.00 33.00 33.00
10.00 10.00 33.00 43.00 43.00
15.00 14.66 29.25 44.25 43.91
20.00 19.27 25.50 45.50 44.77
30.00 27.57 18.00 48.00 45.57
40.00 35.47 10.50 50.50 45.97
50.00 43.11 3.00 53.00 46.11
60.00 50.32 ‘i 60.00 50.32

29. A married beneficiary with two dependent children (or, with a
slight adjustment for tax liability, a solo parent with three dependent
children) would be in 'this situation:

Table 14%

ALLOWABLE OTHER INCOME $10—
MARRIED BENEFICIARY—TWO CHILDREN

Gross Other Net Other Benefit and Total Gross Total Net
Income or Income or Allowances Income Income
Earnings Earnings After
Tax
$ $ $ $ $
Nil .. 37.50 37.50 37.50
10.00 10.00 37.50 47.50 47.50
15.00 15.00 33.75 48.75 48.75
20.00 19.67 30.00 50.00 49.67
30.00 28.66 22.50 52.50 51.16
40.00 36.56 15.00 55.00 51.56
50.00 44 .41 7.50 57.50 51.91
60.00 51.78 .. 60.00 51.78

*In this table and in tables 16, 17 and 19 below existing ‘M2’ tax rates are used. Net
earnings or other income would be slightly lower (assuming tax rates are unchanged)
if child exemptions are removed from the tax system as proposed in chapter 21.

30. It will be seen from these tables that a married beneficiary with
no dependent children would still receive a benefit of $3 if he earned
or had other income of $50 a week. A married beneficiary with two
children or a solo parent with three children would still receive $7.50
in benefit even with earnings or other income of $50 a week. Taking
account of the average net earnings of non-beneficiaries ($51.60 a
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week), and the level of net earnings ($42 a week) which we consider
fairly represents the “belonging” aim (see chapter 3), an allowable
income of $10 a week works out quite generously in conjunction with
an abatement of $3 for $4. (For comparative purposes we note that
in Australia, where benefit levels are lower than in New Zealand, the
present allowable-income level is only $7 a week, with benefits dis-
appearing at $20 a week of other income in the case of single
beneficiaries, and $37.50 a week for married beneficiaries.)

31. On the other hand, the above tables show that the advantage
to the beneficiary of having additional income or earnings would
quickly lessen beyond some 15 to 20 dollars a week. This is not likely
to affect the many age and other beneficiaries who have limited
capacity for work, and these are the main concern of social security.
But admittedly the rate of abatement of benefit is such that there
is no financial incentive for those beneficiaries such as solo parents
with dependent children to do further work after they have reached
some $20 of other income or earnings. But the desire to work is by no
means determined solely by the levels of allowable income set for
benefit purposes.

32. If the allowable income level were fixed at say $15 a week or
left at its present variable level, this would not significantly alter the
incentive problem (if in fact it is a real problem). But it would aggra-
vate the greater problem of ensuring equity between beneficiaries and
working non-beneficiaries. This is shown by the following tables:

Table 15

ALLOWABLE OTHER INCOME $15—
MARRIED BENEFICIARY—NO CHILDREN

Gross Other Net Other Total Gross Total Net
Income or Income or Benefit Income Income
Earnings Earnings After
Tax
$ $ $ $ 3
Nil .. 33.00 33.00 33.00
15.00 14.66 33.00 48.00 47.66
20.00 19.27 29.25 49.25 48.52
30.00 27.57 21.75 51.75 49.32
40.00 35.47 14.25 54.25 49.72
50.00 43.11 6.75 56.75 49.86

60.00 50.32 .. 60.00 50.32
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Table 16*

ALLOWABLE OTHER INCOME $15—
MARRIED BENEFICIARY—TWO CHILDREN

Gross Other Net Other Benefit and Total Gross Total Net
Income or Income or Allowances Income Income
Earnings Earnings After
Tax
$ $ $ $ $
Nil .. 37.50 37.50 37.50
15.00 15.00 37.50 51.50 52.50
20.00 19.67 33.75 52.75 53.42
30.00 28.66 26.25 56.25 54.91
40.00 36.56 18.75 58.75 55.31
50.00 44 .41 11.25 61.25 55.66
60.00 51.78 3.75 63.75 55.53

*Footnote to table 14 also refers. Table 16 slightly adjusted for tax liability also applies
to a solo parent with three children.

33. We considered whether it would be advantageous to reduce the
allowable income level below $10 a week (or, to be more precise,
below the difference between the standard married benefit and the net
earnings level used as a guide to determining it). This could leave
room for a more generous rate of abatement, such as $2 for every
$4 of other income above the allowable level. Unfortunately the people
who would suffer most from the reduction (or, in the extreme case,
elimination) of the allowable income are those beneficiaries who have
very small “other” incomes or earnings. Approximately 14 percent
of age beneficiaries and 16 percent of widow beneficiaries have “other”
incomes of between $5 and $10 per week. We concluded that any-
thing less than $10 per week allowable income would not be
acceptable.

34. On grounds of both taxation and work incentives there is justi-
fication for setting the rate of benefit abatement at less than a dollar
for dollar. An abatement of a dollar for every two dollars of other
income (with allowable income of $10), would enable beneficiaries
to have very high total incomes, well beyond the point at which we
would think equitable as between beneficiaries and taxpayers. This
is shown in the following table (the figures would of course be
different for beneficiaries without or with larger numbers of children,
but the overall implications would be approximately the same).
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Table 17%

EFFECT OF ABATEMENT OF ONE FOR TWO DOLLARS—
MARRIED BENEFICIARY WITH TWO CHILDREN

Gross Other Net Other Benefit and Total Gross Total Net
Income or Income or Allowances Income Income
Earnings Earnings After
Tax
$ $ $ $ $
10.00 10.00 37.50 47.50 47.50
15.00 15.00 35.00 50.00 50.00
20.00 19.67 32.50 52.50 52.17
30.00 28.66 27.50 57.50 56.16
40.00 36.56 22.50 62.50 59.06
50.00 44 .41 17.50 67.50 61.91
60.00 51.78 12.50 72.50 64.28

*Footnote to table 14 refers. Table 17 slightly adjusted for tax liability also
applies to a solo parent with three children.

35. It would be possible to correct this disadvantage of a slower
abatement rate by imposing an absolute ceiling on other income,
beyond which ceiling no benefit at all would be payable. Although
this is done in some countries it can act as a positive work disincentive
and can produce inequitable marginal situations.

36. An alternative would be to have varying rates of abatement as
for example:

First $10 — no abatement.

Next $15 — abate $1 for $2.

Over $25 — abate $1 for $1.
There can be infinite variations on this theme but the above fits well
into the income pattern of beneficiaries at 31 March 1971 when 11
percent of age beneficiaries, 30 percent of widow beneficiaries and 8
percent of invalid beneficiaries had other incomes over $10 per
week ; but no age beneficiaries and only 2 percent of widows and 2
percent of invalid beneficiaries had other incomes over $25 per
week. The effect of this approach is illustrated by the following tables:

Table 18
VARIABLE ABATEMENT—MARRIED BENEFICIARY—NO
CHILDREN
Gross Other Net Other Total Gross Total Net
Income or Income or Benefit Income Income
Earnings Earnings After
Tax
$ $ $ $ $
Nil . 33.00 33.00 33.00
10.00 10.00 33.00 43.00 43.00
15.00 14.66 30.50 46.50 45.16
20.00 19.27 28.00 49.00 47.27
25.00 23.62 25.50 51.50 49.12
30.00 27.57 20.50 51.50 48.07
40.00 35.47 10.50 51.50 45.97

50.00 43.11 0.50 51.50 43.61
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Table 19%

VARIABLE ABATEMENT—MARRIED BENEFICIARY—TWO
CHILDREN
Gross Other Net Other Benefit and Total Gross Total Net
Income or Income or Allowances Income Income
Earnings Earnings After
Tax
$ % $ $ 3
Nil .. 37.50 37.50 37.50
10.00 10.00 37.50 47.50 47.50
15.00 15.00 35.00 50.00 50.00
20.00 19.67 32.50 52.50 52.17
25.00 24.28 30.00 55.00 54,28
30.00 28.66 25.00 55.00 53.66
40.00 36.56 15.00 55.00 51.56
50.00 44 .41 5.00 55.00 49.41
60.00 51.78 .o 60.00 51.78

*Footnote to table 14 refers. Table 19 slightly adjusted for tax liability also
applies to a solo parent with three children.

37. If these tables are compared with tables 13 and 14 ($3 for $4
abatement above $10) it will be seen that under the graduated abate-
ment beneficiaries with other incomes of up to $40 are better off,
but beyond this point the benefit is less, thus reducing the possibilities
of beneficiaries being placed in a better position than working non-
beneficiaries.

38. With the $1 for $1 abatement however, and because of the
effect of taxation, net income would be smaller when other income
rose above $25. This would be a disincentive to additional work. But
because so very few beneficiaries would be affected we think that this
could be disregarded, especially as the incentive to earn up to $25
has been increased, and this will affect the greater number.

39. The allowable income and rate of benefit abatement are
especially  significant for women beneficiaries (with or without
dependent children) who can earn substantial incomes, and the disin-
centive effects of benefit abatement on such people were stressed in a
number of submissions. But it is necessary to remember that social
security benefits are made available because people are unable to
earn adequate incomes. Those who can should. It is not the primary
responsibility of social security to provide work incentives, although
we agree that disincentives should be avoided as far as possible. We
consider that the present arrangements may be overgenerous rather
than ungenerous to some beneficiaries. With an allowable income of
$10 a week (calculated on an annual basis of $520) and abatement
thereafter either at $3 for $4 (as at present) or at $1 for $2 up to $25
and $1 for $1 thereafter (as we suggest in para. 36) we think that
this category of beneficiaries—like others—would be quite fairly
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treated. In the case of a single beneficiary without children the
weekly income level at which benefit would stop would be $37.50.

40. We realise that if our proposals regarding benefit levels
including assistance to families, and the graduated rate of abate-
ment suggested in para. 36 are accepted, the few “widows” with one
child earning or having other income over $15 but under $21 a week,
and those whose other income is over $25 a week would (at the
benefit levels we suggest as appropriate for September 1971) receive
somewhat less in total benefits and therefore in total net income. If,
however, the other abatement formula (free to $10 and $3 for $4
thereafter) were to be adopted, more beneficiaries would be affected
and to a greater extent (up to $5.75 a week reduction in total bene-
fits). Should this latter method be adopted (which we do not
recommend) we consider it would be desirable, if this is practicable,
to make an adjustment so that present beneficiaries so affected do not
have their total incomes reduced. Because of the very few affected
the graduated system we recommend may make this protection
unnecessary.

Effect on Thrift and Savings

41. We now look briefly at the view that the income testing of
categorical benefits discourages thrift and individual savings. We do
not believe this is so. As no test of means other than income is now
applied, it is possible for potential beneficiaries to build up large
assets without affecting the amount of benefit payable to them. Under
present rules, an age beneficiary, for example, may have a debt free
house plus one or more cars plus unlimited personal effects plus
approximately $10,000 worth of investments earning 63 percent a
year, without either his eligibility for the benefit or the amount of the
benefit being affected. Similarly a widow with two dependent children
could under present rules have house property, cars, and personal
effects plus nearly $15,000 earning 6 percent a year without her benefit
being affected. We fail to see how this system can possibly be regarded
as constituting a disincentive to save or accumulate capital assets.
Many would regard it as tco generous.

42. If our proposals about the allowable-income levels and rate of
abatement are adopted, the position of income from savings or invest-
ments would change somewhat. There would be no effect on the
value of non-income earning capital assets a beneficiary could have,
but any income from capital would start to affect the amount of benefit
at an earlier stage than at present. We do not believe that this will
cause any hardship or discourage savings.

43, However, the reduction of allowable income to $10 a week
will, if adopted, affect people who have entered into superannuation or

_
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other savings arrangements which are specifically tailored to fit
into social security; that is, to provide the maximum income which
will not affect benefit. We do not think that this should deter us from
recommending what we consider is best for the country and bene-
ficiaries as a whole. In any case the allowable income limit has been
at the present figures only since September 1970.

Special Concession for Income from Friendly Societies

44. At the present time beneficiaries who receive income from
friendly or like societies receive a special concession in that up to
$2 a week of such income is disregarded in applying the allowable
income test. This is a longstanding concession going back to the
introduction of the present social security system in 1939 when the
allowable income level was only $2 a week. Historically the con-
cession appears to have been based on recognition of the pre-1939
role of friendly societies in giving income support to their members,
and the desire to avoid the disruption of friendly society help when
the wider social security benefit system was introduced. Since then
friendly societies have, in most cases, geared any weekly benefits
they might pay to the allowable income levels set under the social
security system.

45. During our inquiry it was proposed that the present concession
should be increased and that a larger amount of friendly society
income should be disregarded. We do not agree with this. Indeed, as
the allowable income levels are now much higher than they were in
1939, and comprehensive income support is given by social security,
we doubt whether there is still justification even for the present
concession. However, we recognise the value of friendly societies and
have no recommendation to make.

CONCLUSIONS
46. We conclude that:

(a) Income tests are an essential part of a selective system of social
security focused primarily on need and designed to meet the
standard-of-living aims set down in chapter 3. We believe that
income tests are liberal in New Zealand and can be
administered with minimal loss of dignity to the benefit
applicant.

(b) Means tests do not exist in the New Zealand system except for
supplementary or emergency assistance where such tests of
special need are unavoidable.

(c) There is little evidence to suggest that income-tested benefits
as administered in New Zealand significantly discourage work-
ing or saving, or undermine individual initiative. On the con-
trary, most of the indications are that they do not.
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RECOMMENDATION

We recommend that:

(1) Assuming that our other recommendations about benefit levels
(see recommendations (4) to (6)) are put into effect, the present
rules under which some beneficiaries are allowed to have other
income of $17 a week and others to have $13 a week without
abatement of benefit, and under which benefits are abated by $3 for
every $4 of other income beyond these limits be changed so that
(except in the case of orphans benefit) :

(a) There be one allowable other income level instead of two, and
this be $10 a week and that benefits be abated by $1 for every
$2 in respect of other income over $10 a week but not
exceeding $25 a week, and by $1 for $1 in respect of income
above $25 a week.

(b) In respect of annual benefits the annual equivalents namely
$520 and $1,300 be substituted.
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Chapter 16. METHODS OF FINANCING
SOCIAL SECURITY

General Comments

1. The idea of protecting income through social insurance is of long
standing. Such schemes, usually associated with membership of occu-
pational guilds, were working in Europe before Sir Harry Atkinson,
Colonial Treasurer, proposed the first New Zealand pensions system (to
replace ad hoc aid for the poor) in 1882. This envisaged a system
of social insurance to cover loss of income on account of acci-
dent, sickness, age, widowhood, or orphanhood, but not unemploy-
ment. It was to be an actuarial system, except for a subsidy from
general taxation to give benefits to existing widows, orphans, and the
aged who would not have had time to build up sufficient entitlement.
As we noted in chapter 2, Parliament rejected these proposals.

2. One of the objections put forward at the time (and more force-
fully in later years by trades unions and labour organisations like the
Knights of Labour) was that in times of intermittent work, and
where wages were low and family responsibilities heavy, it was simply
impossible for a worker to contribute enough to allow him an adequate
pension at 65, or to provide for a widow. These remain important
objections to a contributory actuarial system.

3. The parliamentary select committee of 1894 recommended a
non-contributory old age pension payable at age 65 without reference
to a means test, though it made no firm suggestions about how it was
to be financed. Seddon’s Bill of 1896 modified these suggestions to
include a means test and various special taxes to cover the cost.
Parliamentarians opposing the measure argued, among other things,
that the scheme should be contributory so that the workers who
would benefit would meet the cost.

4.In the event however, the 1898 Act when it was finally passed
retained the general characteristics of a non-contributory selective
scheme financed from general revenue. Broadly speaking, these
features have remained in the New Zealand social security system
since that time.

5. The 1898 Act was important in laying down future guidelines.
First, it accepted the community’s financial responsibility for giving
an income to those not able to provide for themselves. Second, it set
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up flat-rate means-tested benefits based on need and not related to
contribution or past earnings. Third, it accepted (more or less) the
principle that the terms on which benefits were granted should be
known and clearly defined. Fourth, it rejected special taxes in favour
of payments from general revenues on a “pay-as-you-go’ basis without
any funding arrangement.

6. There have, indeed, been some modifications, one of which was
the contributory approach to the problem of unemployment in the
1930s. In 1930 an Unemployment Fund was set up into which was
paid the revenue from a special poll tax levied on all men over 20,
and a contribution of 50 percent from general revenue. The following
year the poll tax was reduced and replaced by a proportional tax of
1% percent on all wages and salaries. In 1932 the general revenue
contribution was withdrawn and the proportional wage tax increased
and it stood at 3% percent in 1935. At one stage it had been as high
as 5 percent.

7.1In 1939 the Unemployment Fund was abolished and a Social
Security Fund established. The poll tax was retained, the proportional
tax was raised once again to 5 percent, and a contribution from
general revenue was reintroduced. The receipts from all these were
credited to the Social Security Fund.

8. In 1964 the Social Security Fund was abolished and amalgamated
with the Consolidated Fund into the Consolidated Revenue Account.
In 1969 the social security tax was eliminated by incorporation into
the general schedules of income tax. These changes were of an
accounting nature, the general structure of the benefit system being
unaffected.

9. The present social security system is therefore financed in the
same way as most other kinds of State expenditure, that is from
currént taxation. Rights to benefit are determined by criteria having
no relation to the method of financing them. What any individual may
or may not have paid in taxation before the need for benefit is simply
irrelevant to the determination of eligibility. Decisions on taxation
policy are governed largely by wider economic and budgetary con-
siderations.

10. The New Zealand system of financing social security is one of
the least complicated that we know of and envious comments were
made often to our members when overseas. Most other countries
operate concurrently both the general taxation and social insurance
systems.

The Insurance Approach

11. Social insurance draws its main inspiration from private insur-
ance, with its concepts of risk and statistical probability. However,
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social insurance schemes have in practice departed further and further
from private insurance concepts, because of the social welfare need
to cover more people beyond the point where premiums can be related
to risks. Once non- or low-contributors are covered at adequate benefit
levels the insurance analogy becomes tenuous.

12. This is not to say that private insurance is insignificant in com-
munity income maintenance. Occupational superannuation schemes,
in particular, are most important. Many industries use such schemes
in a variety of forms. Many are simple life insurance policies in the
name of the employee giving lump-sum or annuity payments. They
are contributory in the sense that the company must make the
premium payments on the employee’s behalf, but whether part or
the whole of the premium is deducted from wages is a matter between
the two parties.

13. More commonly there is a pension fund as distinct from
individual policies. But again such schemes must be contributory in
the sense that money is paid into a fund which is invested and from
which lump sums or annuities are paid. It is usual, but not essential,
for the contributions to such a fund to be formally shared between
the employer and the employee. But, as with taxes, it is impossible to
state in precise terms whether (and to what extent) the cost is even-
tually borne by either party, or by the public as consumers.

14. It was only natural to try to extend private insurance concepts
to national schemes. It is quite evident however that, despite its
attractions, a national scheme based on private insurance concepts
cannot on its own accomplish social security aims.

15. Though many have started out by attempting to do so, no
national social insurance system has ever maintained full funding in
the private insurance sense or the private insurance principle of giving
no more and no less than contributions would entitle the beneficiary to
receive. There have been various reasons for this, both practical and
conceptual, including the fact that the aims of social assistance are
much wider than those which insurance is designed to serve.

16. A fully funded scheme, strictly followed, does not give full
pensions until many years after its establishment. In practice, however,
most national insurance schemes have been modified to help people
who leave the work force before full entitlement. Such people
(including the sick or disabled) may then get bigger pensions than
they have paid for. The strict insurance concept is further broken
down as coverage is extended to include dependent categories who
are unlikely to be contributors.

17. It has also been impossible to maintain a strictly actuarial fund.
In the United States it was very quickly realised that the full-funding
principle gave rise to serious investment problems. Therefore full
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funding has been abandoned and the level of the fund has been kept
relatively constant for many years despite huge increases in benefit
coverage and payments. The financial soundness of the programme is
now clearly seen to rest on the government’s willingness to underwrite
it. It is thus related directly not only to other public expenditures, but
also to general fiscal and monetary policy.

18. In private insurance and private pension schemes it is essen-
tial to establish reserve funds. This is not so in respect of a national
system as the State can always redeem its promises to pay as it has
the powers both of creating money and of taxing.

19. Thus in several respects State social insurance schemes stand
in sharp contrast to private insurance.

20. The insurance concept has attractions for some people because
benefits are paid as of right, and means tests are irrelevant. But this
can only be of advantage to those who are able to pay the necessary
premiums and, for retirement pensions, to pay them for a long
enough period. It is inevitable that some will not be able to do so
and that they will have to be assisted in some other selective way. In
practice insurance-based schemes have not be able to eliminate selective
income tests.

21. We consider from our inquiries that the insurance approach
has a positive disadvantage—its tendency to inflexibility. The closer
the insurance concept is adhered to the more strictly must benefits be
kept within the terms of the “contract”. To change or expand benefits
as may be needed requires changes in the “contract” and in the
premiums payable. This may not easily be achieved, the degree of
difficulty varying with the very many different insurance structures
which can be employed. We are satisfied that our present system is
more readily responsive to necessary change.

Funding

22. As"we have said a State system does not need a fund but some
people consider that a fund is desirable. A group of American writers
have spoken about the United States’ situation thus:

Perhaps the only argument for continuing the trust fund as an
institution is that the public might misinterpret any action to alter its
apparent character. The trust fund arrangement is part of the image
of social security and has had an important role in making it acceptable
to the people. The public might construe any major changes in the
trust fund as an indication of congressional intention to renege on its
commitment to provide retirement and disability benefits as a matter
of right.

23. As already noted, New Zealand has never had such a fund in
the same sense. The so-called “Social Security Fund” was an account-
ing arrangement and its disappearance in 1964 went almost unnoticed
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and had no effect whatsoever on the system. It was accepted that a
“fund” was not essential to the meeting of future claims. It has been
argued that, even though a fiction in terms of public finance, a “fund”
or “account” which records benefit payments on the one hand and the
proceeds of a special tax or contribution on the other, would remove
social security benefits from politics. But fund, or no fund, we do not
agree that social security can or ought to be separated from the
political process. The authorisation of social security expenditures,
contractual obligations apart, must finally be a political decision open
to public view and to public debate.

Effect on Savings

24, Again, it is often argued that a contributory social insurance
system operated by the State increases the rate of savings. It is true
that, on the analogy of a private insurance funding, there is an
apparent increase in savings shown by the rising monetary value of
the pension-fund reserves. But it is by no means certain that the rate
of savings for the economy as a whole will be any greater. The estab-
lishment of such a scheme may simply be accompanied by reductions
in other private savings through pension plans, insurance policies,
. savings bank accounts, and so on, with little or no effect on the rate of
private consumption. Moreover, it is likely to result (as it has in at
least one case overseas) in a shift from the diffused ownership and
control of savings in the private sector to State or semi-State lending
institutions. 4

25.In any case whether this happens or not, any contributory
State pension scheme should be judged on how effectively it can deal
with the problem of giving money income to present and future
dependants. If it is deficient in this (which is our view), its side effects
(for instance, on savings) are irrelevant.

Earmarked Taxes

26. It is often argued that certain taxes should be set aside for
social security expenditure, as is done in a number of overseas coun-
tries. While the designation of a tax for a special purpose may have
certain psychological implications, it has little significance in deter-
mining what will, or will not, be spent by a Government in a particular
policy direction. The existence of such a tax does not compel a
government to apply all of the proceeds to the stated purpose. Nor
does it prevent a government from spending more on that purpose
than is received from the tax. These decisions are made by the normal
political processes which must take account of very many other
things, including the effects of taxation on the redistribution of income.
Thus specialisation of taxes is ineffective in determining what will or
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will not be spent. But if it were effective, there could be undesirable
results. The tax may yield more than is needed for its purpose, so that
spending all of it may well be a misallocation of resources. Or it may
yield less, in which case less would be spent than a proper and com-
plete assessment of needs, priorities, and resources would show to be
desirable.

27. Earmarking tends to inhibit the kind of assessment essential
for the efficient administration of public finances. The unemployment
tax and Unemployment Fund established in 1930 might teach a lesson
here. Lack of finance, as shown by the yield of the tax (itself reduced
by depressed activity), and the 50 percent contribution from general
revenues was the reason often given for the failure to provide adequate
sustenance payments or work for the unemployed. The fund and the
tax were a hindrance rather than a help because they tended to
reinforce the restrictive contemporary concepts of public finance—in
this case the idea that a Government not only could not but in terms
of “sound finance” ought not spend more than came into the fund.

28. Tax earmarking has been advocated also on the grounds that if
a particular tax exists, and is specifically directed to social security,
then it will act as a brake on excessive public demands. People will
see clearly, it is argued, that an expansion of benefits must be paid
for through a rise in the tax. The 1938 National Health and Super-
annuation Committee in recommending the 5 percent social security
tax expressed the view thus:
As public opinion requires further provision to be made for those
who suffer from the contingencies of life, so it will balance the pro-
vision to be made against the necessary charge on the national income

with a sense of responsibility and control that would not be present
were the cost to be met from the Consolidated Fund.*®

Similar views were expressed in several submissions to us.

29. There is no evidence at all that the social security tax had any
effect in keeping down the demand for social security services between
1938 and 1969. We think that such a demand must in any case be
satisfied to the full extent that the relief of need requires.

30. Some people believe that with a tax “earmarked” for social
security, and rights to benefits acquired by paying that tax, it would
be easier to raise additional revenue for social security improvements.
It is true that some overseas governments regard this as one of the
advantages of national insurance schemes. But we do not think that
the effect hoped for would be obtained in New Zealand. Under any
system considerable increases in expenditure in one direction must
call for decreases in another or for increased revenue; and if increased

#Report of the National Health and Superannuation Committee, 1938, para. 119,
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revenue is needed we do not think that public opposition would be
lessened merely because the tax was earmarked for a particular
purpose. In any case we see social security as being an integral part
of the national fabric and we see no virtue in trying to separate it.

CONCLUSIONS

31. Our general conclusions are that:

(2)

(b)

We are satisfied that New Zealand has nothing to gain by
changing to an insurance basis which could not eliminate the
need for selective income tests for many people and would be
less flexible than our present system.

To base benefit rights on contributions could not solve the
social welfare problem of ensuring an adequate standard of
living for those who have little or no capacity to contribute.

(c) Because any system based on insurance or specific contributions

(d)

must, therefore, be underpinned by a selective, tax-supported
system expenditure cannot and should not be removed from
political control.

The present practice of financing social security and health
benefit expenditure from general revenue should be retained.
Specifically we would be opposed to the revival of the separate
social security tax or fund.
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Chapter 17. THE GUARANTEED MINIMUM
INCOME APPROACH

NEGATIVE INCOME TAX

1. Economists and social welfare theorists, especially in the United
States, have recently given much attention to the possibilities of simpli-
fying and consolidating social security measures under one broad
income-maintenance programme. The best known example of this
approach is named “Negative Income Tax”.

2. In this, income transfers from the Treasury to the individual or
family are arranged through the taxation rather than the social
welfare system. The tax system is used for revenue collection, income
redistribution, and income support. Some people pay income taxes,
others receive income subsidies, or “negative” taxes. The minimum
income levels below which subsidies would be received and above
which taxes would be paid could be chosen by standard-of-living
criteria, a percentage of some wage level, or any other formula and
would need to take account of family size.

3. There are so many variations of negative income tax being
discussed abroad that we cannot mention them all in this report. All,
however, have common features.

(a) A desirable minimum income has first to be determined for
families of various sizes. Then a decision has to be made as
to what proportion (being the whole or less) of the difference
between actual and minimum incomes is to be provided by the
community.

(b) Eligibility for negative tax would depend solely on proof (or
declaration) of income deficiency. All other criteria (age, dis-
ability, widowhood, solo parenthood, etc.) would be irrelevant
(although such circumstances could be covered by supple-
mentary systems). Rights to help would be established by
need measured in terms of income deficiency.

(c) The household would establish its need for income assistance
through income tax returns. These would probably have to be
filed quite often. Considerable review and adjustment would
be needed to take account of variations in earnings and
unexpected income.

4. The advantages claimed for negative income tax systems may be

briefly summarised.

(a) It is a logical extension of the income tax system, because if
a positive capacity to pay taxes produces a flow of revenue to
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the State, a negative capacity should produce a contrary flow
of an amount sufficient to enable citizens to reach a reasonable
standard of living.

(b) It makes unnecessary the proliferation of benefit categories and
eligibility rules, and also the variety of programmes (which in
many countries form a very untidy and unwieldy social security
package).

(c) It would lead to closer co-ordination between income-
maintenance and taxation policies.

(d) It is truly comprehensive, in that all who need help are
covered, and not only those who fall within “categories”. This
has a special attraction in countries with severe unemployment,
or where there are extreme variations in earnings and sometimes
no effective minimum-wage provisions.

(e) Stigma is reduced or eliminated because both taxpayer and
negative tax recipients fill in the same form, and there is no
“application” for help.

9. It is important to bear in mind that negative income tax is at
present only a theory not yet put into practice®. It is the subject of
experiments in the United States, and of argument and debate there
and elsewhere. Consequently there is no firm experience indicating
advantages or disadvantages over the present (or some other) system
in New Zealand.

6. If any such scheme were introduced the minimum-income level
should, in theory, be linked to the level of personal income tax
exemptions, and those for dependants. Much of the American litera-
ture on the subject assumes that the two levels would be the same, In
New Zealand, however, the income tax exemptions are very low and
are not related to need or to more general social-welfare concepts of
income maintenance. If we compare them with social security benefits
we find the following situation:

Table 20 ;
TAX EXEMPTIONS AND SOCIAL SECURITY BENEFITS

Social Security

Tax Benefit
Exemption (June 1971)
Per Annum
$ $
Single person . .. 275 832
Married couple .. .. 550 1,508
Married couple with 2 childre 820 1,7421
Widow with 2 children .. 6802 1,5861
1Excludes family benefit. *Includes special hardship exemption.

#The recently enacted British legislation covering assistance to low-income earners
with dependent children, and the Family Assistance Bill now before the United
States Congress, are in many ways related to the negative tax approach.

7
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7. Clearly in New Zealand a negative tax system based on income
tax exemptions could replace the various social security benefits only
if the level of income tax exemptions were substantially increased. But
to raise them to a level remotely related to even a minimum sub-
sistence level of income (and to maintain anything near present
revenue) would require a large increase in the starting and subsequent
income tax rates, unless there were compensating revenue variations
by way of other taxes or reductions in Government spending.

8. It is perhaps not essential that the sum of income tax exemptions
be used as the minimum income level for a negative tax system, or
vice versa. There could be two different levels, one to govern tax
collection, and one to govern negative tax or income maintenance.
This would lead to anomalies and complexities, including the “put
and take” situation in which those whose incomes were above the
tax-exemption level, but below the minimum-income level, would at
the same time qualify to pay income tax and also to receive subsidies
in the form of negative tax.

9. Bearing in mind that the present social security system also gives
such help as emergency benefits and supplementary assistance, it is
very difficult to see how a negative tax could completely replace the
whole social security structure. (This is certainly not attempted in the
schemes referred to in the footnote to paragraph 5.) Even the most
sophisticated negative tax structure would be far too insensitive to
variations of need to perform the functions of these elements of our
system. But the main weakness as we see it is that categories are
assumed to be unnecessary. This can be only true if the community
is prepared to give the same assistance to the man who decides to
retire at 55 as it is to an older man; or the same to the “work-shy”
as to the incapacitated. We do not think that this will be found to
be practicable. This obstacle may not loom large in the context of
very high rates of unemployment and underemployment and with
negative tax levels set so low that the inducement to work and earn
is strong, but the adoption of such low levels would not meet our
objective of adequacy.

10. There are many complex technical problems as well. Two of
these are most important—how to define “income”, and how to
determine what proportion of the difference between actual income
and the desirable level should be paid as “negative tax”. We think it
unnecessary to discuss them because as we see it the negative income
tax techniques could not under present conditions effectively replace
the New Zealand categorical system.

11. There are however some other general points that should be
made:
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The adoption of a negative income tax system would involve
radical changes in the whole New Zealand tax system, which
in turn could have very significant and widespread effects on
the economic structure.

The negative income tax thecry does not overcome prob-
lems allegedly associated with the testing of income and/or
means. It is of course basic to the negative income tax
approach that income deficiency and benefit eligibility be pro-
perly established by investigation. The community is still
divided into those “poor” enough to qualify for help, and those
who, sometimes by only a narrow income margin, are classified
as “not poor”.

(c) Difficulties would arise in deciding what should be the tax-

paying and subsidy-receiving unit. The family would be a
natural one under a negative tax approach, but this has not
been generally accepted for taxation purposes, and New
Zealand adheres to taxing the individual.

The question of immediacy brings with it a very strong
practical difficulty. If a family’s income ceases suddenly, any
relevant public help is needed quickly to avoid hardship. Even
if income tax returns were submitted monthly instead of
annually, some supplementary, interim help would be needed.
To fit this into our present PAYE income tax structure is likely
to involve great administrative difficulties.

CONCLUSION

12. Whatever relevance the negative income tax approach may have
in dealing with the complexities of social welfare action in other
countries, we must conclude that it is too inflexible and insensitive to
income-maintenance problems to be acceptable in New Zealand,
where most families do (and should) receive enough money from
working to maintain a reasonable standard of living. Social security
cannot be a substitute for a fair-wage system.
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Chapter 18. EARNINGS-RELATED SOCIAL
SECURITY BENEFITS

INTRODUCTION

1. We in New Zealand are accustomed to flat-rate social security
benefits. People deprived of income through any cause receive the
same benefit as others in like position, irrespective of their previous
incomes. We have never had any other system, so we tend to accept
it without much criticism.

2.But in many other countries the predominant systems are
different. Benefits are, in greater or less degree, related to a beneficiary’s
previous earnings. Moreover, there has been an apparent trend towards
bringing benefits closer to past earnings especially in those countries
which already have insurance-based schemes. Paul Fisher, reporting
on 1967-69 trends to the General Assembly of the International
Social Security Association in September 1970 said (p. 23) :

We previously discussed in brief the fact that shifts in the compo-
sition of the labour force, the rise in the income level, the extension
of social security coverage to the self-employed and other factors
substantially increased the proportion of middle and high earnings
among the covered population in the affluent societies. Those higher
earnings find a ready expression in income-related benefits., It would
seemn that the economic progress made by the great masses of insured
requires more than an egalitarian payment, increasingly less related
to a subsistence minimum, and seeks a pension which maintains for
the pensioner a significant part of the pre-retirement income and the

same status in the social hierarchy which he held when he was eco-
nomically active.

3. It is not surprising, then, that interest in New Zealand should
follow this trend. We received a number of submissions which discussed
the concept, including those from the Federation of Labour and the
Combined State Service Organisations (the two largest employee
organisations), the Religious Society of Friends, the New Zealand
Association of Social Workers, and a group of staff of the Department
of Social Administration and Sociology of Victoria University of
Wellington. Some of these submissions merely sought investigation
of the principles involved, others urged their adoption.

4. Another development which would have directed our attention
to the question of earnings relation was the 1967 report of the Royal

IR
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Commission on Compensation for Personal Injury which recom-
mended that compensation for loss of earnings through injury be
earnings-related. We shall deal with this more specifically later in this
chapter.

5. We would in any case have found it necessary to consider relation-
ship to earnings among other principles of social security. In chapter
3 we considered the principle of “Continuity or security of economic
status” among others and doubted whether the community should
be primarily responsible for this. We gave priority to need and
belonging.

6. However, the concept of income-related benefits is obviously
highly attractive at first sight and therefore appeals to many people.
But such people rarely have the time or resources to investigate the
concept in full depth. It is only when it is so investigated that the
deficiencies and difficulties emerge in their real strength. We try to
give it full examination in this chapter.

ARGUMENTS FOR RELATIONSHIP TO EARNINGS

7. From the submissions made to us, from the considerable literature,
and from our study of overseas systems, we summarise here the main
arguments for relationship to earnings. We consider them in detail
later in the chapter.

Equzty Principle

8. The argument from this briefly states that “cqual” flat-rate
benefits do not in fact provide equity when one person has lost only
a low wage and another who has lost a much higher one has therefore
to accept a much greater reduction in his standard of living. What
the advocates seek is compensaiion for lost earnings.

9. Accept the equity principle and one accepts that need is not to
be measured against a general standard of living, but against the
individual’s previous standard of living; that belonging is meamngless
for the individual if he ceases to belong to that stratum of society in
which he has made his life. Thus the “belonging” objective, it is
argued, is reached only by an earnings-related system.

Abolition of Tesis

10. It is also argued that income or means tests would not be
needed because earnings-related schemes have traditionally been
financed on an insurance basis where the right to benefits have been
earned by virtue of contributions.

11. But we have already concluded (chapter 3) that New Zealand
has nothing to gain from changing to an insurance basis. We have
also concluded (para. 5 above) that “need and belonging” should be
the primary aim.
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Parity with Superannuation

12. It was argued that a compulsory, national earnings-related
scheme would allow everyone to have the same advantages as those
in occupational superannuation schemes. We sympathise with this,
and indeed with the general aspirations of the earnings-relation con-
cept. But whether the community as distinct from the individual can
or should shoulder this responsibility is a much wider question.

OVERSEAS EARNINGS-RELATED SYSTEMS

13. It is important to remember that the classic earnings-related
systems started as insurance systems based on a private insurance

analogy. But two quite separate and distinct insurance principles are
involved :

(a) For retirement from the work force (either through age or
permanent disability), the “fund” principle applies. What a
person can draw out depends not only on what he pays in
each year but on how long he has contributed. The New
Zealand Government Superannuation Fund follows this
principle with the result that a full pension is gained only after
40 years’ contribution.

(b) For short-term separation from the work force (such as sick-
ness or injury), the “risk” principle applies. Each year’s
outgoings (in earnings-related benefits) must be paid for in
general by the same year’s premiums. The benefits paid to
those who qualify for them are paid for, by and large, by
those who pay premiums or contributions but do not have
occasion to make a claim.

In most national “social insurance” systems these two principles tend
to be mixed together, and they are inevitably diluted or supplemented
by some form of support from the State or from taxation. Neverthe-
less it is important to bear them in mind.

14. We give brief details of earnings-related schemes in three of the
countries which we have studied to illustrate some of the matters to
be considered.

Sweden

15. The Swedish system derived from a multiplicity of insurance
schemes, and absorbed them. So far as earnings relationship is con-
cerned, we need mention only those relating to pensions for the aged,
and to sickness benefits.

16. There is a basic retirement pension not related to previously
earned income. This is financed from taxation, and for a single person
would be about 30 percent of the average industrial wage. A national
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supplementary pension scheme was introduced in 1960. It aims even-
tually to build up retirement income to two-thirds of the average of
the best 15 years’ earnings. The scheme will mature only after 30
years’ contribution. The contributions are paid by employers, and a
very large fund is being built up against maturity. Although contri-
butions are based on the total payroll, earnings above a certain ceiling
do not qualify for further pension. The ceiling is about twice the
average industrial wage.

17. Health insurance is compulsory (but those with very low or no
incomes are not eligible), and as well as medical and hospital benefits
provides an earnings-related sick-pay benefit which, within a minimum
and maximum scale, is equal to about 80 percent of previous dispos-
able income. It is financed by a special income-related contribution or
tax.

18. The costs of social services (including medical and health
but excluding education) are high. We understand that 16 percent
of the gross national product is absorbed compared with 10.5 percent
in New Zealand. We calculated that a single person receiving the
average industrial wage would pay about 43 percent of this in taxes
and contributions. This does not include any contribution for his
supplementary pension, which the employer pays, and which presum-
ably finds its way into prices.

19. Although Sweden has a deservedly high reputation for its
social services and social legislation generally, there is yet some
questioning of the effectiveness of the social security system and of its
high cost to contributors. About 4 years ago a “low-incomes commis-
sion” was set up because there still seemed to be significant groups of
people in poverty and it was suspected that the poverty gap had
widened.

Canada

20. The Canada Pension Plan (C.P.P.) introduced in 1965 a two-
tiered retirement insurance scheme, the second or upper tier being
earnings-related.

21. The first tier is a universal old-age security benefit at a very low
level—about 16 percent of average wage rates. Those with very little
other income may receive an income-tested supplement, and may also
receive means-tested social aid from the provinces.

22. The C.P.P. is designed to provide a second tier for those with
moderate earnings. They will pay 1.8 percent of earnings, supple-
mented by 1.8 percent from employers, but only up to a comparatively
low ceiling of earnings—probably less than the average industrial
worker’s wage. The proposed benefits are set at a maximum of 25
percent of the earnings averaged over the whole of the contributory
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period, but adjusted for inflation. The maximum will not be reached
until 10 years from the introduction of the scheme, and even then,
when added to the universal benefit, will not provide a satisfactory
earnings-related retirement income for those with above-average
earnings. It seems extremely likely that the present ceiling will be
steeply increased.

23. 1t is also clear from the Canadian Government’s 1970 White
Paper “Income Security for Canadians”, that it was not intended that
the C.P.P. should replace occupational superannuation. Rather, these
private pension arrangements and private savings were seen as a
third tier, still necessary to “prevent retired people [including their
survivors and those retiring prematurely through disability] from
falling into poverty”.

United Kingdom

24. The “Crossman Plan”, put forward by the Labour Government
in 1969, attracted widespread interest, and undoubtedly stimulated
some of the submissions made to us. It was no doubt intended to
remedy some of the deficiencies of the existing national insurance
(which included a voluntary earnings-related supplement) and was
designed eventually to absorb both national insurance and supple-
mentary assistance, and was to be financed from earnings-related
contributions with an 18 percent State subsidy. Critics asserted that
while contributions would be comparatively high, the relationship
between benefit and past earnings would be relatively low.

25. Although “funding” was rejected in favour of a “pay as you go”
basis, there was to be a lengthy time-lag before full benefits accrued.
This attracted criticism; and there was controversy over the effect on
existing occupational superannuation schemes, illustrating some of the
difficulties of trying to graft earnings relationships onto national
systems which have developed on different lines.

26. With the change of government in the United Kingdom the
“Crossman Plan” was dropped. As we noted in chapter 14, the present
Government in 1971 issued a White Paper “Strategy for Pensions”
on its intentions covering the future development of State and occupa-
tional provisions for retirement, incapacity and a number of other
circumstances. The Government, it appears, aims at a State basic
scheme which will provide flat rate benefits paid as of right in return
for earnings related contributions with certain “selective advantages
for categories of social need” and, in addition, a State reserve scheme
which will enable employees without access to occupational provisions
to supplement the basic benefits—again by right of contribution but
without any subsidisation from Government. The proposals, like the
Crossman Plan, had to take account of the existing national insurance
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scheme started in 1948. Their form reflects this. The White Paper
observes that in the United Kingdom the number of pensioners is
rising faster than the number of people at work, and that there has
been a remarkable growth since 1948 in the provision of occupational
pensions. It says that the time has come “to welcome them [occupa-
tional pensions] into full partnership with the State scheme and to
develop the scope they offer for greater independence in retirement”.
So far as we know, legislation to introduce the scheme, which is only
outlined in the White Paper, has not yet been presented to Parliament
and the aim is to introduce the main structural changes in 1975.

THE CHOICE BETWEEN FLAT-RATE AND EARNINGS-
RELATED BENEFITS

27.1t may now be useful to summarise the main differences
between flat-rate and earnings-related schemes.

28. A flat-rate system seeks, through income support financed by
the community, to ensure that no person or family fails to reach
an adequate standard of living related to general community
standards rather than to past earnings of individuals. An earnings-
related system tries to replace an individual’s earnings, or com-
pensate him for loss of earnings.

29. The “adequacy” of benefits is defined quite differently in
each. A flat-rate system should define it in terms of the “belonging™
aim, with “need” being judged as the difference between a prescribed
minimum and an actual level of individual income. An earnings-
related system defines adequacy in terms of amount of earnings
(not income) lost, with “need” being assumed by this fact alone,
and benefits thus being varied to match various individual earning
levels.

30. Before we consider the case for and against, we should
make it clear what issues we have to decide. We begin by stating
our belief that it is reasonable, indeed praiseworthy, for people
to wish to maintain their own and their family’s standard of life
in the event of their becoming unable to earn. We agree with
a Swedish statement that ‘“the individual’s demand for security
and social care rises with his affluence. Once a high standard
of living has been achieved, there is more reason to aim at
greater security rather than further increases in standard. The
man who has much to lose has correspondingly much to protect,
and he wants to guarantee that he will not find himself in financial
difficulties that may devastate his home and family life”. (Social
Policy and How it Works, Stockholm 1969).
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31. The issue is not whether we adopt an insurance basis for
social security for we have already concluded that we should
not. But an earnings-related benefit system could, like the present
flat-rate system, be financed by general taxation.

32. Nor is the issue necessarily one of “all or nothing”. One
could apply earnings relationship only to certain benefits like sickness
or unemployment and not to others. But we will at first consider
it in relation to the whole range.

33. The main issue, as we see it, is whether the community should
be responsible for maintaining the past individual economic status
of those who through age or other disability lose earning power.

34. The “equity” principle (“the greater the loss, the greater
the need”) must itself be approached with some reserve. There
can be “equity” in preserving income differentials only if there
was “equity” in ‘the differentials themselves. But differentials in
market earnings are based on ability to take advantage of the
market rather than on considerations of equity.

35. Loss of earnings can be only a crude measure of need because
earnings themselves are only a crude measure of the standard
of living attained. They take no account of family responsibilities,
which themselves vary over the life cycle. They take no account
of other income or the possession of capital goods and amenities.

36. Moreover the “equity” principle, if adopted, could lead to
extensions of community responsibility which have not hitherto
been contemplated. For instance, is the community responsible
for the economic status of a highly paid executive who, “for
whatever cause”, loses his position? Though still able to work, at
much lower wages, he has certainly suffered a considerable loss.

37.1t is very important to consider who stands to benefit from
an earnings-related system as compared with a flat-rate system.
In comparing the two, we must postulate that the flat-rate benefit
would be enough for our “belonging” aim. It follows that the
only people who could benefit from the most liberal and least
restricted earnings-related system would be those whose earnings
are, and have been, above the level with which the flat-rate benefit
is proportionately aligned.

38.No one would benefit whose earnings have been at or
below that level, or who had never been able to earn. And unless
the scheme were applied at enormous cost and difficulty to those
who had not contributed to it, no present beneficiaries and no
short-term contributors would benefit.

39. But all these people would have to be locked after. Unless
their present benefits were reduced, perhaps by replacing the
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“belonging” aim with one based on subsistence, the cost of caring
for them would remain the same as at present and would have to be
added to the cost of providing earnings-related benefits.

40. It is, by definition, the aim of the earnings-related proposal
that some should obtain greater benefits than others, and indeed
that many would obtain benefits who do not now qualify because
of income tests. It follows that there would be a very large increase
in the cost of benefits. This must be paid for, whether by insurance
premiums, other direct contributions, or by taxation. If we assume
that the cost will fall on those who are going to benefit, and this
is by no means certain, we are faced with the question whether
the community has a right to compel individuals to provide in
this particular way for their old age, or for sickness and other
eventualities,

41.Some may not wish to make such provision. They may
prefer to spend their extra money on a higher standard of living
now, on educating their children, on buying a house. Indeed some
State-employee organisations succeeded some years ago in lessening
the compulsory contribution provisions which then applied to the
State superannuation funds. And many who are now eligible do not
choose to contribute to these funds to take advantage of the earnings-
related benefits which they offer.

42. But if most people in a nation want an earnings-related scheme,
then its compulsory imposition may possibly be justified on democratic
principles. In the absence of clear evidence of such majority desire, it
is difficult to see by what right the State can make an individual
contribute towards his future to an extent beyond that of ensuring
that he will not become a burden on the community. Even more
difficult is it to perceive the right justifying a State decree that citizen
A must lower his current standard of living in order to maintain
citizen B at a standard which is better than A is able to reach. As
Seldon puts it:

The community is hardly obliged to keep a retired skilled worker
in a larger car than a retired semi-skilled worker, or a retired office
manager in smoked salmon because he was accustomed to it.*

43. Many people of course want more in retirement or disability
than a flat-rate system can give. They can already provide for this in
many ways, and many do so. These include: private savings and
investments, with the acquisition of capital goods; private voluntary
insurance, including the purchase of annuities; occupational super-
annuation and sick pay schemes, which are wusually subsidised by

*Arthur Seldon, The Great Pension “Swindle”, Tom Stacey Ltd., London, 1970,
p. 88.
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employers. People may well prefer to use these to suit their own per-
sonal circumstances and needs. Is the State to deprive them of their
choice?

44. The introduction of a compulsory national scheme must inevit-
ably affect present schemes. Few people could pay the extra taxation
(or other contributions) and still maintain present investments in
such things as insurance policies or occupational superannuation.

45. Some of those who advocated an earnings-related scheme
apparently assumed that the full benefits would be immediately avail-
able, so that those separating from the work force after say only 1
year’s contribution would receive benefits related to their earnings.
This, of course, is extremely unlikely in respect of those retiring
within a short time of having entered the scheme. As far as we know
it has never been done overseas. It would mean, in insurance terms,
abandoning the “fund” principle for the “risk” principle which is
more appropriate to short-term separation like accidents. But in the
unlikely event of such a scheme being introduced at a worth while
level, those who had been contributing to superannuation funds for
years to secure continuity of economic status would realise that this
could now be achieved under the national scheme, and to avoid the
very heavy double cost would, in many cases, wish to withdraw their
contributions, with disastrous effects on the funds—an extreme
example which illustrates the problem.

46. On the other hand, if the “fund” principle is retained, and
people have to contribute for years before they can get an earnings-
related benefit, the advantages for many present wage-earners are
illusory. On leaving the work force they would find their incomes
insufficient to maintain them, and would have to turn to social
security. Although their inadequate earnings-related pension would
not be subject to an income test, any additional social security assist-
ance would be. Thus it can be seen that relationship to earnings does
not of itself give any present relief from income or means tests unless
the earnings-related scheme itself provides as of right, a minimum
which is equivalent to an adequate flat-rate social security benefit.
This would involve a very high cost.

47. As to the future, 10, 20, or 30 years hence, an earnings-related
scheme can avoid income tests for those who in the meantime are
able (and compelled) to contribute long enough and at a high
enough rate to earn adequate benefits. But it cannot even then relieve
from income tests those people who are unable to do so because of
low or intermittent earnings, or because they are not in the work
force.

48. We saw, in our study of overseas systems, that earnings relation-
ship could exist in many different forms, and in many combinations
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with other types. Most forms fixed some maximum on the benefit thus
reducing, for the higher earners, relativity with past earnings. Mini-
mum benefits were often prescribed for those with low or erratic
earnings, and even for those with no earnings. These extra costs could
be covered from higher specific contributions or from general taxation.
The costs of an earnings-related system must be greater than the costs
of a comparable flat-rate system because of two inherent factors: first,
that some benefits are higher; and second that to a greater or lesser
degree benefits are freed from income or means test. An earnings-
related scheme will overcome the problems which it faces only to the
extent that these extra costs are met, and our study of overseas systems
brought home to us the fact that the cost to individuals, whether in
terms of contributions or taxes, will inevitably be high relative to the
advantages gained and the proportion of past earnings maintained.

- 49. Because of this, pressure will build up to save costs by holding
down minimum benefits. To the extent that this occurs, the
“belonging” aim will have been sacrificed to the “continuity of
economic status’” aim. We maintain that the former must have priority.

50. Conversely, if the former retains its priority, every rise in the
flat-rate benefit level will automatically help a great many of the
people who could get some advantage from an earnings-related scheme,
but at much less cost to the community.

51. Income-related benefits fall more readily into the economic
structure of some countries like Russia, where the entire production of
the country is taken by the State to be allocated as it thinks fit.
Pensions are there essentially an extension of wages (or State deter-
mined income) and these are in their turn part of an economic plan.
Nor is the cost element so obstructive in a number of countries
where a very large percentage of the married women of working
ages are employed in commerce and industry with the result that most
homes are two or more income homes. In such countries, high contri-
butions (in many cases the combined tax and social security insurance
contributions total 50 percent of a worker’s salary) are possible. But
the situation is different in New Zealand with only 20 percent of
married women engaged in the work force (1966 census). The pattern
of New Zealand is still one of one-income families, and the high
contributions which an income-related system necessitates would prove
an intolerable burden on such families unless the minimum benefits
are kept very low, and the maximum fixed at a level so low that it
will be unattractive to many of those called upon to supply the bulk
of the funds needed. We expect that this employment pattern will
change and further examination will be called for but we must deal
with the present and the reasonably foreseeable future.
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THE COST OF AN EARNINGS-RELATED SCHEME IN
NEW ZEALAND

52. To complete our inquiries we obtained some estimate of what

it would cost to introduce a general earnings-related scheme to New
Zealand.

53. We asked the Social Security Department to prepare an esti-
mate of the cost of extending earnings relationship over the whole
field of social security benefits, using as a benefit formula the 80
percent of past wages (after tax) suggested by the 1967 Royal Com-
mission in its dealing with the personal-injury scheme. The depart-
ment recognised that there was a wide margin of probable error due
mainly to the impossibility of gauging accurately how many people
in the various categories would qualify for earnings-related benefits,

and the size of the earnings on which individual benefits would be
calculated.

54. Subject to these substantial reservations, the department esti
mated that at June 1971 the extra annual cost of giving earnings-
related benefits at the 80 percent level (excluding family benefit and
income-tested war pensions) would be $320 million even allowing for
tax recovery. Thus with the inclusion of family benefits (at current
rates) and other social security cash benefit expenditure (but excluding
medical and health benefits), the total cost of benefits would rise
from the present $298.7 million (see appendix 10) to $618.7 million.

55. Even discounting this estimate by as much as 20 percent, the
increase in social security benefit costs to be met by extra employee-
employer contributions, or by increased taxation, or by curtailing other
Government expenditure, makes the proposition quite impracticable
on grounds of cost, even if it were favoured on all others.

56. The Social Security Commission suggested that the cost could
be reduced by lowering the percentage of past earnings offered and
retaining the flat-rate scheme as a base. Such a limited scheme might,
it was thought, satisfy any future strong public demand to apply the

earnings-related insurance concept to all or most categories of
dependency.

57. The idea would be (as in the case of the Canada Pension
Plan) to provide a small earnings-related benefit (say 10 percent of
lost earnings for single men, and 20 percent for married men with
provision for survivors) as a supplement to the flat-rate social security
benefits which the individual earner might qualify for. People leaving
the work force who did not qualify for a flat-rate benefit (for example,

because of an income test) would however receive the small earnings-
related supplement.
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58. The Social Security Department tried to cost such a scheme,
and prepared an estimate, again subject to a wide margin of error.
If the supplement were paid to present beneficiaries as well as to
other people who do not now qualify for income-tested benefits, the
cash cost of benefits (excluding family benefit and income-tested war
pensions) would rise by $110 million from $266 to $376 million.

59. It would be a very limited scheme giving, on earnings of $60
a week, an extra $12 a week for a married man and $6 a week for a
single person or married woman who was earning, over and above any
income-tested benefit for which they might qualify. The total benefit
would thus represent a fairly high percentage of earnings (75 percent
for a married man) at this level, but it would fall in comparison with
higher earnings, for example, 47.5 percent where earnings were $120
per week. It raises the inevitable question of whether, even dis-
counting the estimate cost by as much as 50 percent, the extra revenue
needed might not be better spent in areas of proven need.

~ 60. Nevertheless we must make it clear that it would not be
impossible to build an earnings-related system for the whole New
Zealand social security field. But we think such a system unnecessary,
and in many ways undesirable. Therefore we do not recommend the
change. In these circumstances it is not our task to investigate
the many different ways in which it could be done. We discharge our
duty if we emphasise that no country in our situation should make the
change in ignorance of the inherent problems involved.

61. Although we consider that the community is net responsible for
giving earnings-related social security benefits, it may be responsible
for ensuring that individuals have reasonably equal opportunities for
providing for their own economic status. Excellent opportunities for
occupational superannuation are at present available to the employees
of the State, local authorities, banks, insurance companies, and very
many other organisations. But many other employees have much
inferior opportunities. We have not thought that this Commission is
required or is competent to say how the matter can best be remedied.

62. We would however draw attention to the fact that, in the
National Provident Fund, New Zealand has an institution which
could be made to serve this broad purpose, and we have no doubt
that a competent committee could quickly devise ways and means
to extend its use and meet the needs of many people at very
little cost to the community, We have formed the view that too littie
advantage has been taken in the past of the role which this institution
could fill. We draw attention, as we have earlier in this chapter, to
the recent proposals of the United Kingdom Government contained
in its White Paper of September 1971—in particular to the suggested
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state reserve scheme to enable employees without access to occupa-
tional superannuation to supplement their basic benefit entitlement
and thereby to achieve greater independence in retirement—and to
the similarity between what is there proposed and what we now
suggest could be accomplished by an extended wse of the National
Provident Fund organisation with or without subsidy. We think that

this is a matter which should receive early consideration by the
Government.

THE SYSTEM OF COMPENSATION FOR PERSONAL
INJURY AND ITS IMPLICATIONS FOR SICKNESS

63. In December 1967, the report of the Royal Commission on
Compensation for Personal Injury in New Zealand was published.
This was followed in 1969 by the presentation of a White Paper to
Parliament, and in 1970 by the report of a parliamentary select com-
mittee. These investigations too stimulated interest in New Zealand on
whether the earnings-related compensation principles they affirm
could, or should, be applied to the wider field of social security.

64. There is no need in this report to spell out in any detail the
recommendations of the 1967 Royal Commission or of the parlia-
mentary select committee. It is essential however to draw attention to
certain main points which must be taken into account when consider-
ing the relationship between compensation for personal injury and
social security policies.

65. The 1967 Royal Commission was set up mainly because of legal
dissatisfaction with the law’s mechanism for determining responsibility
and monetary compensation for injury suffered by an employee in
the course of his employment, and by the general public in a highway
accident involving the use of a motor vehicle. Initially, at least, the
agitation for this inquiry was not prompted by broader sociological
thinking.

66. The Warrant establishing the 1967 Royal Commission in fact
restricted the inquiry to the question of compensation for injuries
“arising out of accidents (including diseases) suffered by persons in
employment”. It did not cover injuries from highway accidents, nor
those to workers outside their employment. But in the course of its
inquiry the Royal Commission found it desirable to extend its
examination to all accidental injury however caused and wherever
sustained, and in its report it advanced a scheme for compensation
which could be applied over the very much wider area. Its report
was criticised on the ground that the Royal Commission had gone
far beyond its order of reference and had considered matters which
were not open to it. But the parliamentary select committee to which
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the report was referred has recommended that with some modifications
the scheme put forward in the report be adopted in so far as it
would apply to all accidental injuries to wage earners, wherever sus-
tained, and to all those sustained by the public through the use of a
motor vehicle on the highway. Thus the select committee confirmed
the Royal Commission’s view that something wider than a compensa-
tion scheme for industrial accidents was needed, though it did not go
as far as the Royal Commission implied would be possible.

67. It is essential to appreciate that what the Royal Commission, and
later the select committee, propose is a system for the measurement
and payment of compensation covering all the consequences of an
accident—economic loss, pain and suffering, and loss of enjoyment
of life. Economic loss will of course include loss of earnings, and one
of the major proposals is that the compensation for this loss should
bear a direct proportional relationship to the salary or wages which
the accident interrupted.

68. The scheme is intended to replace certain long-established legal
rights to compensation for industrial accidents (whether by way of
damages based on fault on the part of the employer, or by way of
workers compensation in other cases), and for highway injuries where
negligence can be established. It is important to remember that
compensation for economic loss under existing rights is itself
“earnings-related” although measured in a different, less formal way.

69. Besides replacing those rights, the scheme also imposes liability
without fault on employers and motor vehicle owners in areas where
liability had previously not existed. For example, the employer’s
contribution will cover an injury to a worker in his home.

70. To finance the system, the Royal Commission proposed, and the
select committee endorsed, a “‘user-pays” type of insurance concept,
the cost of which is to fall on employers and motor vehicle owners but
not (primarily at least) on the community generally.

71. Thus the proposals are essentially designed to ensure that
compensation for accident injury will be available more widely, more
simply, with greater certainty, and with greater exactitude. But that
compensation in so far as it is intended to give income replacement
will be available only to members of the work force. As an earnings-
related scheme, it can work only in favour of those who have earnings
to which compensation can be related. It can bring no income sup-
port to non-earners. There will thus be large sections of the com-
munity, whose income needs even when their disability arises from
accident, must be met by social security.

72. It will be seen, then, that the function of social security is very
different from that of accident compensation. Its job is not to main-
tain the economic situation, before accidents, of a particular section
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of the community. Instead, it is to ensure that all members of the
community have income sufficient to reach an adequate living
standard. It discharges a community obligation to meet need wherever
need exists.

73. Given this basic difference in aim there appears to be no a priori
reason why adoption of an earnings-related system for accident com-
pensation should make it imperative to extend such a system to social
security benefits.

74. Nevertheless both the 1967 Royal Commission and the parlia-
mentary select committee considered that there might be a case for
extending the system to loss of earnings through sickness. Having
recommended its coverage of accidents to wage-earners wherever
occurring they considered that the similarity in the effects of accident
and sickness could justify like treatment.

75. We recognise that when an injury-compensation insurance
scheme based on the 1967 Royal Commission’s and select committee’s
conclusions is put into effect, a present anomaly will be accentuated.
A worker who suffers injury from accident at work now (1971)
receives compensatory payments related to his earnings and irrespective
of his other income or that of his family. But if he suffers an accident
at home, or becomes ill (whether at work or not) he must look to his
terms of employment for sick pay or allowances, or to social security
for a sickness or invalidity benefit. Thus, if the coverage of accidents
on an earnings-related basis is extended, as the Royal Commission
proposes, the anomaly between the economic consequences of sickness
and accident will be even more striking.

76. There is an observable trend overseas to remove this distinction
especially in countries which already have insurance-based systems of
income support. Fisher reports (see para. 2 above) “The Netherlands
replaced three formerly independent branches of social security for
wage-earners, that is sickness, invalidity, and industrial accident (occu-
pational) disease insurance, by one all-encompassing ‘Incapacity for
Work’® insurance. This simplification grants uniform benefits in the
case of prolonged illness to all persons unable to perform work for
health reasons regardless of the cause of incapacitation. . . . A
similar solution had been adopted by the Spanish 1963 Integration
and Unification Law which came into force in 1967, and the 1967
Venezuelan Code.”

77. The same trend is noted by T. Higuchi in a paper “The Special
Treatment of Employment Injury in Social Security” published in
1970 in the International Labour Review. He cites the ILO Conven-
tion 130 (1969) which provides for the same proportion (60 percent)
of standard wages for temporary incapacity for sickness as is provided
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by Convention 121 (1964) for temporary incapacity from occupa-
tional injury. After noting developments in various countries, he con-
cludes “When new schemes are being planned it may well be
wondered whether it is really necessary to introduce discriminations
that are difficult to justify once it is recognised that the basic aim,
after all, is to cover loss of income and to prevent and cure sickness
and injury’.

78. We readily concede that the concept of earnings-relation has
special attractions in the sickness field. It would obviate the anomaly
between the case of a man who falls out of an apple tree and that of
the man who becomes ill from eating the fruit. It would obviate the
need for trying to make what are frequently difficult decisions, between
occupaticnal and non-occupational sickness, or whether a disability
arose from an accident or from disease. It would also, if placed on an
insurance basis, answer the complaint of the working wife who may
not receive a social security sickness benefit because of her husband’s
income, although such income would not prevent her getting accident
compensation. It would most probably make it easier to have an
effective, integrated rehabilitation programme.

79. But our responsibility does not consist merely in deciding whether
or not these things are desirable. We are required to decide whether
the social security system is the proper vehicle for obtaining them.

80. We must first make it quite clear that we do not accept that the
community’s responsibility is to compensate, nor do we agree with
Mr Higuchi that the “basic aim” of social security “is to cover loss
of income”. The responsibility and the basic aim is to give an ade-
quate income, where it is needed, and this must cover very many
cases where the individual has never had an income to lose.

81. We bear in mind that the aim which we consider to be the
proper one for our social security system—the “‘belonging” aim—is
not easy to attain or to maintain. To introduce extraneous or supple-
mentary aims could well impede our reaching the primary one,
especially if the community is put to considerable extra cost.

82. We sought therefore to ascertain the cost of extending the
earnings-related concept to sickness. This proved very hard to do
because of the many uncertainties and variables. It is not possible to
estimate accurately the incidence of sickness (as distinct from absen-
teeism) within the work force, the average duration of sickness, or the
likely distribution of sickness among earners at various levels of wages.
Moreover, calculations vary according to the time-lag between the
onset of sickness and the start of benefit payments (the 1970 parlia-
mentary select committee suggested 7 days for the injury compensation
scheme), the duration of the payments at earnings-related levels, and
the extent to which present occupational sick-pay arrangements would
be replaced.
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83. Bearing in mind the costing difficulties of this kind, the Treasury
estimated that the lowest probable total cost would be $15.6 million.
This calculation was based on April 1971 average wages and assumed
an average annual sick absence per worker of 2 weeks with payment
of benefit for 1 week only. It also assumed that the number of reci-
pients of the benefit would be limited to the present number of social
security sickness beneficiaries plus working wives now excluded on
account of a husband’s income, and men now excluded on account of
other family income. Deducting the present sickness benefit cost of
$7.1 million, the additional minimum cost of an earnings-related
sickness benefit would then be $8.5 million. This benefit would how-
ever be taxed, so that the net cost (assuming the scheme was financed
through the general tax system) would be $5.4 million based on an
estimated tax recovery of $3.1 million.

84.To give us some idea of the wide range of possible costs,
Treasury also estimated a probable maximum-cost figure. This was
based on the same average wage level as the minimum figure but
assumed the complete disappearance of occupational sick-pay provi-
sions in industrial awards and agreements, and therefore that the
earnings-related benefit payments would start for everyone in the
work force from the eighth day of sickness. While we are inclined
to question the assumption that trades unions would work for or
countenance the disappearance of occupational sick pay, we note the
Treasury estimates that the maximum total cost might be about $52
million a year. From this the 1970-71 sickness benefit expenditure of
about $7 million plus an estimated tax recovery of about $5 million
were deducted, giving a net maximum additional cost of about $40
million.

85. At our request the Social Security Department also made esti-
mates, approaching the problem in a different way. However when
these were related as nearly as possible to the assumptions made in
the Treasury calculations the department’s estimate of the additional
cost was about $36 million.

86. Thus, while we are not able to say with any degree of certainty
what the additional costs (to employers, employees, or general tax-
payers) might be of extending the earnings-related injury compensa-
tion approach into sickness in the work force, we can say with cer-
tainty that the cost is bound to be significantly greater than the
present sickness benefit system. This must be so because no one
would get less than under social security while many beneficiaries
would get more, and many now excluded from social security sickness
benefit by other income would receive earnings-related benefits.

87. We have already emphasised that the social security system is
needed to correct defects in, but not to replace, the general market
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system. This is already dealing to some extent with the problem of
sickness, and could do so more completely.

88. In the first place the earnings-related concept relates by defini-
tion only to wage-earners, and many of these are already partly covered
by the terms of their employment. Sick-leave provisions are very
common in awards and industrial agreements, and are becoming
more common. True there is a great variation in the provisions made,
and because of the nature of their employment (casual or intermittent)
many workers receive little protection. But it is also most unlikely
that these and other low-wage earners would have anything to gain
from an earnings-related scheme as compared with adequate flat-rate
social security benefits.

89. In the second place, insurance in various forms is already avail-
able to cover loss of earnings through sickness. It is true that most
people with high earnings have good sick-pay protection, and there-
fore do not usually need insurance, while those with low earnings
usually have the poorest protection and are least likely or able to
insure, Again, it is true that the latter can be adequately protected by
a good flat-rate social security scheme.

90. Doubtless some employers would be reluctant to grant sick pay
which takes the place of a social security benefit, but sick-pay provi-
sions could obviously be concentrated first on covering the first few
days of absence, and second, on supplementing for a further period
the social security benefits within allowable income limits. In this
way a degree of earnings relationship might be reached more easily
and at much less cost. It is obvious too, that individual employers
could insure against any such liability they accepted.

CONCLUSIONS

91. We give first our firm conclusions on whether the earnings-
related concept should be applied to the general range of social security
cash benefits, followed by some suggestions as to the possible appli-
cation of the concept to sickness.

92. The community’s first responsibilty for income maintenance is
to give benefits which will enable its dependent sections to reach an
adequate standard of living. This can best be done by a system of
selective flat-rate benefits and allowances.

93. Adopvting an earnings-related benefit system would not help
those sections of the community to whom it owes its first responsibility.
On the contrary their interests would most probably be prejudiced.

94. However desirable it may be for individuals to maintain their
customary earnings and status, the community is not, and should not
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become, responsible for securing this status, particularly by imposing
a compulsory scheme, because :

(2)
(b)

(c)

(d)
(¢)

(£)

The interest evinced in earnings-related schemes falls far
short of indicating a strong public demand for them.
The cost of providing a worth while proportion of past earnings
would we think be far too high to be acceptable to the New
Zealand public.

Those who would stand to benefit most from an earnings-
related system are precisely those who are best able to provide
for themselves through existing avenues.

Those already making use of these avenues should not be
compelled to use a different or additional way.

Those who do not make use of these ways, but prefer or feel
obliged to spend their available income in other directions
should not be made to divert part of that income to some-
thing not essential in the national interest, however beneficial
it may be thought to be for them as individuals.

There is scope for greater use of the National Provident
Fund to give employees who do not have access to occupational

superannuation better opportunities to provide a higher retire-
ment income.

95. Our conclusions regarding earnings-related benefits for sickness
are more tentative. We favour some such income support being intro-
duced on a compulsory and community-wide basis as part of our
social development for these reasons—

(2)

(b)

(e)

Because sickness is usually of short duration, private provision
is not customarily made for consequent loss of earnings to the
same extent as New Zealanders have come to provide for the
inevitable, and wusually lengthy, period of retirement.
Sickness strikes often during periods of high earnings and
heavy responsibilities. Children have to be maintained and
commitments in respect of house, car, and the like met.

The relative shortness of the disability does not justify expecting
the earner to change his way of life and consequent expendi-
ture to the extent that might be justifiable in the case of an
earner suffering a permanent disability.

The introduction of earnings-related compensation for
accidents as recommended in the report of the Royal Com-
mission on ‘Compensation for Personal Injury will make this
already strong case very much stronger—indeed, many people
consider it will then be a compelling case.

The provision of earnings-related sickness benefits as of right
would remove the dissatisfaction which arises from the denial
of sickness benefit where the earnings of a spouse make the
applicant ineligible.
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96. But we must emphasise that for social security the priority is
the provision of adequate benefit levels for those in need, and if the
intreduction of earnings-related sickness benefits for earners were seen
as an impediment to that, then the step should not be taken.

97. We understand that it is proposed that the administration of the
accident compensation scheme is to be put on an insurance basis and
placed outside the social security administration. That being so any
earnings-related scheme for sickness payments should be separated from
social security and be made part of the accident compensation
administration because:

(a) Income-related payments are not fundamentally a requirement

of a social security system designed to meet need.

(b) If the payments are confined to earners, the category is closer
to the accident compensation category, than to a true social
security category.

(c) As the benefits would be paid to earners only, the collection
of contributions could best be achieved by calling on the
employer to pay them along with his payments for accident
compensation and this would be so however the contributions
are divided between employer and employee.

(d) The machinery to be set in motion to administer claims for
accidents sustained by workers could quite easily administer
sickness payments for the same body of claimants. One
advantage would be that the employer would already have an
association with an insurer and there would be no necessity
to call on him to deal with yet another organisation.

98. Providing social security benefit levels are raised to the extent
we suggest in this report, the institution of earnings-related sickness
payments is not urgent. That could be postponed until the accident
compensation scheme is operating and has been tested, and until
sufficient time has elapsed to enable better material to be gathered
from employers on sickness absences and other relevant matters. It
should not be too difficult to set up machinery to gather sufficient
information to enable a better estimate of cost than we have been able
to make.

99. The addition of earnings-related sickness payments to the pro-
posed accident compensation scheme was not specifically raised by
our Warrant. Probably for that reason few if any submissions to us
dealt with the proposition. In particular we had no submissions from
many of the organisations which must be affected (employers,
employees, the insurance industry, consumers), touching the level at
which earnings-related sickness benefits should be set and the way
in which they should be financed, and various associated problems.
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The following matters—and no doubt a number of others—will
require consideration by the Government and others affected:

(a) Whether, and to what extent employees should contribute

to the cost.

(b) Whether, to what extent, and how the cost should be sub-

sidised by the State, having regard to the probability
that—

(i) the earnings-related insurance scheme will partly
replace social security benefits and will partly replace
present provisions for sick pay;

(ii) contributions from employers will qualify as costs,
reducing income for tax purposes.

(c) The effect on existing sick-pay provisions in awards and

industrial agreements.

(d) The duration of earnings-related payments.
(e) Whether there should be any ‘“‘survivorship” provisions as

- are proposed for accident victims.

(f) How payments should be determined in respect of such,

categories as the self-employed, casual, and seasonal workers.

RECOMMENDATIONS

We recommend that:

(2) Early consideration be given by the Government to the

(3)

extended use of the National Provident Fund to ensure that
employees without access to occupational superannuation have
better opportunities to provide a higher retirement income.

Favourable consideration be given by the Government to the
future introduction of earnings-related “compensation” for
limited periods during incapacity caused by illness, to be
administered separately from the social security system as an
addition to the scheme for accident compensation proposed
as a consequence of the 1967 Royal Commission on Compen-
sation for Personal Injury, and that discussions with this end
in view be held between the Government and organisations
likely to be affected.
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Chapter 19. THE DETERMINATION OF
FLAT-RATE BENEFIT LEVELS UNDER A
SELECTIVE SYSTEM

1. In chapter 12 we concluded that no single technique can be
relied upon to determine the level of monetary benefits. We con-
sidered that the most useful single indicator of whether our
“belonging” aim is being met is the relationship between standard
benefits and some level of wages.

2. There are difficulties in deciding which level of wages would
give the most reliable indicator of benefit adequacy, to be considered
along with such other indicators as changes in consumption patterns,
living costs, productivity, and national income. The wage levels
which can be considered include :

(a) The statutory minimum wage ;

(b) Award rates, including rates determined by various tribunals;

(c) The Nominal Wage Rates Index, which in effect reflects

: movements in average award rates;

(d) The Department of Labour’s half-yearly survey of average

earnings;

(e) The modal earnings of adult males;

(f) The median earnings of adult males; and

(g) Ruling rates of certain wages as ascertained by the Depart-

ment of Labour.

3. The first three possibilities can be dismissed very quickly. As to
(a), the statutory minimum has not had any real significance in the
wage structure for a long time, and cannot be claimed to bear any
close relationship to community living standards. Next (b), award
rates, as determined by industrial agreements or the Court of Arbi-
tration, have not in recent times borne a sufficiently close or constant
relationship to actual wages paid, and therefore to living standards
in the community. Although this is not the case for rates determined
by tribunals for state and local body employees, there are obvious
objections to using these because the tribunals would acquire a role
in determining social security benefits which would hinder them in
their proper or primary work. Possibility (c), the nominal wage
rates index, although it reflects averages of award rates and is thus
free from the disadvantages of selecting a particular rate, is never-
theless subject to the same criticisms which disqualify the specific
award rates from which it is compiled.
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(d) Half-yearly Survey

4. Possibility (d), the average of weekly earnings disclosed in the
half-yearly surveys, has the advantage of reflecting actual, rather than
award wages, and is thus much closer to indicating the incomes on
which wage-earners live. The disadvantages of using average earnings
as a guide are, first, that the calculation includes overtime, bonuses,
and the earnings of juveniles and women, and this distorts the picture
from our point of view and, second, that by definition a substantial
number of people earn and live on less than the average. It follows
that if we were to seek to establish a close relationship between any
“average” wage rate and the benefit level, we would run the risk of
fixing the benefit level higher than the earnings of a significant part
of the work force. But if too much allowance is made for this, we
may find the benefit level fixed at such a low proportion of the
average level that we would appear to be negating the idea that
benefits should enable beneficiaries to ‘“‘belong” in the community.

5. For these reasons the half-yearly survey is less useful for us than
the remaining possibilities.

6. Nevertheless, this half-yearly survey of earnings can be a valuable
indicator of the movement of earned incomes once a benefit level has
been determined. It can also give a valuable check on the continued
reliability of whatever other indicators may be selected to determine
benefit levels or to determine periodic adjustments of them.

(e) and (f) Median and Modal Earnings

7. Estimates of the distribution of earnings of adult males between
the ages of 20 and 64 give some useful theoretical information. For
example, they enable modal and median levels of earnings to be
calculated, and are also useful in determining how many male adults
earn more or less than any given level of benefit. The main difficulties
are, first, that the income-distribution data from either census or
taxation sources are out of date by the time they are available (and
have to be up-dated from wage and price indexes) ; second, that the
data from both sources relate to total incomes and thus have to be
discounted to give earmings figures; and third, that the income
(and derived earnings) points on the income distribution curve cover
a fairly wide range of individual incomes. We considered, neverthe-
less, that an attempt should be made to estimate modal and median
earnings figures for 1970-71. At our request, the Government Statis-
tician provided such estimates.

8. The modal level of earnings is the level received by a larger
number of earners than receive any other level of earnings. While
the modal earnings level is a useful enough indicator of the standard
of living of many earners, it is not in itself sufficient for appropriate
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benefit levels for our “belonging” aim. The Government Statistician
stressed that ‘‘the mode is an unsuitable (and unstable) measure of
central tendency when the peak in the [earnings] distribution is flat
topped or even tending to bi-modality. Under such conditions cal-
culation of the mode is too sensitive to the grouping methods used”.
Nevertheless, using the 1966 census data on income distribution and
the 1965-66 income tax statistics separately (and updating them to
March year 1970-71) the Government Statistician has calculated the
modal earnings of males aged 20-64 years as follows:

Table 21
MODAL ANNUAL EARNINGS
Updated to
Source 1965-66 1970-71
$ $
Census 1966 .. .. 1,754-2,143 2,479-3,029

Income tax statistics 1965-66 .. 1,949-2,338 2,755--3,304

These annual gross modal earnings figures for 1970-71 give weekly
gross earnings ranges of $47.67 to $58.25, and $53 to $63.54
respectively. For our purposes such a range is too wide to be of
value.

9. The median earnings level is that point below which half the
earners receive less, and above which half receive more. Using the
same methods as for modal earnings, the Government Statistician has
calculated median earnings for men aged 20 to 64 thus:

Table 22
MEDIAN ANNUAL EARNINGS
Updated to
Source 1965-66 1970-71
$ $
Census 1966 .. .. 2,212 3,126
Income tax statistics 1965-66 .. 2,332 3,296

These figures indicate that median gross weekly earnings in 1970-71
were about $60.10 if based on the 1966 census data and $63.40 if
based on the more precise 1965-66 income-tax data. It must be
remembered however that whereas earnings are taxed, we concluded
in an earlier chapter that selective benefits should not be taxed. For
comparative purposes it is therefore necessary to calculate net
earnings. After payment of tax at “M” rates, the above figures reduce
to $50.42 and $52.80 respectively.
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10. The main difficulty in using median earnings (after tax) as one
of the indicators of an appropriate married rate of social security
benefit is that, by definition, half the adult male earners are earning
(and presumably living and in many cases keeping families on) less
than this amount. There is a considerable risk of giving beneficiaries
higher incomes than a significant number of full-time wage earners
unless the benefit level is fixed at a very low proportion of the median
wage level. Because of this difficulty we asked the Government Statis-
tician to calculate the lowest quartiles and quintiles of earnings from
his income-distribution data. These are the earnings levels below which
one-quarter and one-fifth respectively of the total number of earners

fall.

Table 23 (a)

ANNUAL LOWEST QUARTILE AND QUINTILE EARNINGS
(estimated for 1970-71)

Lower Quartile Lower Quintile
Source (25 percent) (20 percent)
$ $
Census 1966 .. .. 2,568 2,469
Income tax statistics 1965-66 .. 2,504 2,174

11. Converting these figures to gross and net weckly earnings, we
get the following results for 1970-71:

Table 23 (b)
WEEKLY LOWEST QUARTILE AND QUINTILE EARNINGS

Lower Quartile Lower Quintile
(25 percent) (20 percent)
Net (“M!’ Net (“M’,
Gross tax rate) Gross tax rate)
$49.38% $42.68 $47.48% $41.26
$48.15¢ $41.75 $41.80% $36.89

# Source: Census 1966. T Source: Income tax statistics 1965-66.

12. For the purpose of determining appropriate rates of benefit for
1970-71 according to our “belonging” aim, it would not be unreason-
able, we feel, to regard the net lower quartile figure of roughly $42
net earnings a week as offering one fairly useful yardstick. In 1970-71
it represented the level at which three-quarters of all males 20 to
64 earned more, and one-quarter earned less.
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(g) Ruling Rates of Wages

18. After much consideration we have decided that, of all the
ruling rates available as a result of regular surveys by the Department
of Labour, the rate of building and engineering labourers appears to
offer a useful yardstick for our purposes. Its primary advantage lies
in the fact that it is an actual rate of pay for 40 hours of work. While
it is by no means the highest rate in the work force, it is not the
lowest. It represents, moreover, an amount of money on which (after
payment of tax) a significant number of families depend for their
standard of living and, as such, is an indicator of the “belonging” aim
we have set for beneficiaries. At April 1971, this ruling rate of wages
for 40 hours of work a week amounted to $48.56 gross. After deducting
income tax at “M?™ rates, the net take-home pay would be $42.06
(say $42).

14. It has been suggested that if such a specific ruling rate of wages
were used, undue pressure might develop to increase this rate as a
means of raising benefit levels. Conversely various devices might be
used to depress the wage rate to hold the benefit level down. These
are possibilities, but if they did eventuate there would be a distortion
in wage rate relativities which would be apparent from comparisons
with other data such as the half-yearly survey of average earnings, and
other wage distribution calculations. In any case, what we are sug-
gesting is that the present ruling rate be used as one of the indicators
of an appropriate benefit level, and not that the benefit be tied in
any formal way to this particular wage rate.

RELATING BENEFIT LEVELS TO EARNINGS LEVELS

15. Our analysis so far suggests that, in determining benefit levels
according to our “belonging” aim, and in the absence of other useful
measures such as a scale of living standards, the various levels of
earnings in the community are the most useful guide. Of these various
levels, only two seem to have sufficient advantages to outweigh the
disadvantages—first, the quartile-earnings level calculated from the
distribution of income statistics and, second, the ruling rate of wages
for building and engineering labourers. As set out above, both these
levels amount to approximately $42 a week after payment of tax at
“M?” rates. We recognise that the quartile-earnings level figure is
derived from estimated 1970-71 incomes, while the ruling rate figure
is an actual rate being paid at April 1971. The April 1971 quartile
figure is therefore likely to be higher. The important point for our
purposes is that the two levels are very close and each may reasonably
be used as a check against the other. That being so, we consider that
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at April 1971 a take-home earnings level of $42 a week within the
work force may be taken as an appropriate measure of “belonging”
for benefit fixing.

16. As both these earnings levels have been selected because they
represent the living standard reached by a significant number of
married wage-earners, it is obvious that the benefit rate must be fixed
somewhat lower. There are four main reasons: first, to give an incen-
tive margin, so that people are positively encouraged to work if they
can; second, because it costs some part of a wage to travel to and
equip oneself for work; third, to ensure that the number of benefi-
ciaries who, with other allowable income, will have larger total
incomes than many full-time wage-earners, does not become too great;
and fourth, to take account of the fact that in many cases beneficiaries
will have accumulated substantial assets. The fact that some earners
who are receiving wages at selected levels will have other family
income is not significant in this context because some also will not,
and it is the group who have to depend solely on this wage level alone
who must be compared with beneficiaries.

17. We have no precise measure of the margin which should be
established between the selected earnings level and the married rate
of benefit. However, because the two earnings levels we have suggested
as the major indicators are themselves well below the median, modal,
or average level, a fairly high percentage can be considered. In this
connection we are well aware that the wage rates which we have
selected as indicators will seem to many people to be extremely low
—and even unrealistically so—in the light of press and other infor-
mation and comment about wages being currently received by
different sections of the labour force. There is no doubt that a great
many people especially in the main centres are earning a great deal
more than the rates we have selected, and that our inquiry has
covered a period when rates have been changing more rapidly than
at any time in New Zealand’s history. But we can only relate our
findings to the best and most representative information that is avail-
able to us, and it is clear that many workers are maintaining families
on those rates.

18. The 1967 Royal Commission on Compensation for Personal
Injury (and the 1970 Parliamentary Select Committee on the same
question) suggested that 80 percent of past earnings would be an
appropriate standard for the benefits proposed under its scheme. There
is of course no a priori reason why this percentage should apply under
the benefit-fixing procedure we are suggesting. Nevertheless, a discount
of about 20 percent (that is, a married benefit of about 80 percent
of the selected earnings level) does not seem wunreasonable when
allowing for the four factors referred to in para. 16 above. Indeed our
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view is that if this discount was as much as 30 percent it would be
very difficult to assert that the married benefit came close to pro-
viding an adequate standard of living according to our “belonging”
aim. The choice then seems to lie between 75 percent and 80 percent.
Applying these percentages to our selected net-earnings level of about
$42 a week (at April 1971), we get $31.50 and $33.60 a week respec-
tively, a difference of just over $2 a week in standard married benefit
terms. This is a difference of some magnitude to beneficiaries and to
taxpayers, and both groups must be taken into account in making a
judgment about the level of benefit.

19. There are other factors to be considered. First, while the wage-
level indicators we have chosen have been selected because they are
the best available at present, they are by no means perfect and should
not be regarded as the sole determinants of appropriate benefit levels.
Second, although we have said that these wage indicators “represent
the living standard reached by a significant number of wage-earners”,
we have no means of knowing, for instance, what proportion of
labourers in the building and engineering trades on this level are
single men, and what proportion have wives and families. As for
the quartile-earnings, while 25 percent of adult males are estimated
to have earned less than $48.15 ($41.75 net) a week, we are
aware that in that 25 percent there will be some men (such as
students, social security beneficiaries, and those in the country for
only part of the year) who did not wholly support themselves—much
less a wife or family—for a full year on these earnings. Third, the
earnings levels we have selected as our yardstick were those applying
at 1 April 1971, the latest date at which relevant data are available.
Since then, earnings levels have risen and benefits were increased in
June 1971. Later figures from the Department of Labour surveys will
not be available in time to enable us to take them into account in
reaching a conclusion on appropriate benefit levels at the time of
writing—September 1971. We have therefore had no choice but to
make a value judgment about the allowance we should make for the
time-lag.

20. In these circumstances, and bearing in mind that the earnings
indicators we have chosen are necessarily rather low, we have come
to the view that the percentage of the selected earnings level which
should be taken as a guide to the standard married benefit level at
September 1971 should be nearer 80 percent than 75 percent. We
therefore conclude that a married rate of benefit (that is, for a bene-
ficiary couple with no dependent children) of $33 a week (that is,
78.6 percent of the selected net earnings level of $42 a week) at
September 1971, would have come reasonably close to reaching the
“belonging” aim we set as the test of benefit adequacy. The actual
married rate of benefit at that date was $29 a week.
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21. In chapter 12 we gave reasons why we considered it necessary
in comparing benefits with wages or earnings to take the married
rate of benefit as the standard and to derive an appropriate single
rate of benefit from it. We also noted that at present the ratio of
single to married benefit rates in New Zealand (55.2 percent) is one
of the lowest in the world, where 60 percent is closer to the norm.
While the fixing of this ratio can only be a matter of judgment, we
consider that, for the reasons set out in the earlier chapter, 60 percent
would also be appropriate for New Zealand. If this ratio was
accepted the appropriate single benefit as at September 1971 would
have been 60 percent of $33—$19.80 (say $20). The actual single
rate of benefit at that date was $16.

22. From the preceding analysis, we conclude that in the absence
of any other better indicators, the quartile level of earnings and the
designated ruling rate of wages taken together are a reasonable guide
to the adequacy of benefit levels. We consider that the “belonging”
aim we have set would be reasonably met if somewhere between 75
and 80 percent of this earnings level was taken as the standard mar-
ried rate of benefit, and if 60 percent of the latter figure was taken as
the standard single rate of benefit. On our analysis (and leaving aside
additional allowances for children, which are dealt with in chapter
21), these levels should have been $33 and $20 a week respectively
at September 1971.

23. We again wish to make it clear that we are not suggesting that
benefit levels should be irrevocably tied to the formulae alone. What
we are suggesting for the future is that if (after considering all the
information which is or may later become available about consumption
patterns, living costs and prices, wages, productivity, and taxation)
the benefit levels decided upon approximated those suggested by the
above method of analysis, the test of adequacy according to the
“belonging” aim is likely to have been met reasonably well.

24. We recognise of course that if standard benefits are set at or
about the levels indicated above, some beneficiaries (especially those
with children and some other earnings or income) will receive more
than some lower paid members of the work force who earn no over-
time and have no other source of family income. It is clear, however,
that this is also the case under present benefit levels and criteria. It
is indeed an inevitable situation if the adequacy of benefits is to be
determined primarily by the “belonging” aim which in itself makes
it essential to relate the standard of living of beneficiaries to that
enjoyed more generally by the whole community. It would be
inappropriate to hold benefit levels down simply because some lower
paid workers may have somewhat lower incomes than some bene-
ficiaries. It has to be remembered too that most beneficiaries have
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little other income. Many have to live and bring up children on social
security benefits alone, and it is these people for whom the benefit
on its own must provide a fair living standard.

Procedure for Reviewing Benefit Levels

25. Having considered the factors we think should be taken into
account in fixing standard benefit levels and the tests of adequacy
which could be applied to them, little needs to be added about review-
ing benefits and keeping them at appropriate levels. We consider
that such reviews should be made at least once every 12 months,
and more often when this is necessary.

26. It would be neither realistic nor desirable to set a formula by
which benefits might be automatically reviewed. We do not agree
with those who advocated that the determination and review of
benefit levels should be removed from the political arena. Such
decisions are clearly the responsibility of the Government, and this
fundamental aspect of social welfare should remain under the scrutiny
and control of Parliament.

27. We consider that there is merit in the idea that the Government
should each year lay before Parliament in one document statistical
data about consumption expenditures and patterns, cost-of-living and
price changes, wage rates, public-expenditure and gross-national-
production trends, and other relevant material on which judgments
about social security benefit levels should be made. This would ensure
that parliamentary and public debate is suitably informed.

Cost Considerations

28. It is not sufficient merely to arrive at a decision as to what the
benefit levels should be to conform to our belonging objective. We
need to know what the cost is likely to be, for this-hag to be met by
the taxpayer assuming other public expenditure is not reduced. The
best estimate we can make with the help of the Social Security Depart-
ment is set out in table 24.

29. It will be seen that the additional cost of raising the standard
married benefit to $33 and the unmarried benefit to $20 (at Septem-
ber 1971) with consequential adjustments to appropriate war pensions
and allowances is estimated at about $50 million a year. In our
opinion this is neither a high price to pay for more adequate benefits
according to the “belonging” aim, nor one that is a heavy burden
in terms of the percentage of gross national product spent on cash
benefits. When it is considered that there would be an increase in tax
revenue from superannuation benefit especially if our recommen-
dation as to the rebate is adopted, the actual net additional cost
would be closer to $40 million a year.

8
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Table 24

ADDITIONAL ANNUAL COST OF INCREASING BENEFITS TO $33 P.W. ($1,716 A YEAR) FOR

MARRIED COUPLES AND TO $20 P.W. ($1,040 A YEAR) FOR UNMARRIED PEOPLE WITH BASIG

INCOME EXEMPTION OF $10 P.W. ($520 A YEAR) AND DEDUCTION OF $1 FOR EACH $2 OF THE
NEXT $15 AND A FURTHER DEDUCTION OF $1 FOR EACH $1 OF INCOME OVER $25

Numbers* | Comparative Annual Costs ($ millions) Total costs
Type of Benefit Married Couples Unmarried Persons Additional
Married Unmarried Closts
Couples Persons Present} Proposed
Present Proposed Present Proposed
Costs Costs Costst Costs
Superannuation v e Y - 40,000 66,000 60.3 68.6 54.9 68.6 115.2 137.2 22.0
Age .. - .. .. s et 27,500 56,000 40.9 46.5 46.4 57.9 87.3 104.4 17.1
Widows = .. .. .. .. .. 15,900 .. o 12.6 15.8 12.6 15.8 3.2
Invalids o .. o £ e 1,400 7,200 2.1 2.4 6.0 7.5 8.1 9.9 1.8
Miners .. .. . .. .. 40 40 .. .. o .. . . ..
Sickness . i o .. . 2,200 4,100 3.3 3.8 3.4 4.3 6.7 8.1 1.4
Unemployment .. .. . .. 300 500 0.5 0.5 0.4 0.5 0.9 1.0 0.1
Emergency .. .. .. e . 300 6,000 0.5 0.5 5.0 6.2 5.5 6.7 1.2
Total 107.6 122.3 128.7 160.8 236.3 283.1 46.8
Plus adjustment to war pensions, etc. 3.7
Total additional costs $50.5

*Figures based on number of benefits in force at 31 March 1971.
YPresent costs are based on benefit rates and conditions applying in September 1971,

61 WALAVHD
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RECOMMENDATIONS

We recommend that:

(4) For purposes of establishing the level of adequacy of benefits

(%)

at this time the ruling rate of wages paid to building and

engineering labourers, and the lower quartile level of adult

male earnings, be regarded as the major reference points.

(a) The married benefit rate be set close to 80 percent of the
designated earnings levels after payment of income tax
(say at $33 a week at September 1971);

(b) The unmarried benefit rate be set at 60 percent of the
married rate (say at $20 a week at September 1971).

Benefit levels continue to be reviewed from time to time and
adjusted as necessary.

Consideration be given to laying statistical data relevant to
the level of social security in one document before Parliament
each year.






PART VI

THE COVERAGE OF THE SOCIAL SECURITY SYSTEM

We have considered the concepts of poverty and need and the
basic structures to deal with them. We thought the present social
security system sound, and saw no need for radical change. We shall
now examine the various categories of people and the various kinds
of disability which the system is required to cover. In doing so we
have an opportunity of considering the different circumstances which
have to be taken account of in making provision to cover need as it
affects the different dependent categories, such as the aged, solo
parents, families with dependent children, orphans, the sick and dis-
abled, and the unemployed. We consider also the relevant topics of
supplementary and emergency assistance.

}}
)
l
)
}
%
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Chapter 20. THE AGED—AGE AND
SUPERANNUATION BENEFITS

INTRODUCTION

1. The aged, however classified, are not a homogenous group in
terms of incomes, capital resources and amenities, health, or family
circumstances. This makes it hard to devise an adequate and equitable
system of income maintenance and welfare services for them—a
difficulty which is in part met, and perhaps in part compounded in
New Zealand, by having two benefits payable at different age levels,
and subject to different criteria of eligibility. These are the income-
tested (selective) age benefit payable at 60 (55 in the case of some
women) and the universal superannuation benefit payable to those
aged 65 who have lived here for 20 years.

Dimensions of the Problem

2. The cost of these provisions for the aged is considerable. For
the year ended 31 March 1971 age benefits cost $76.2 million, and
superannuation benefits cost $101 million (before tax). Table 25
gives the numbers of the beneficiaries (actual rates of benefit are set
out in appendix 64). As we have noted earlier (chapter 4) the ratio
of aged to total population in New Zealand had been fairly constant
for 10 years and is expected to remain so for the next 20 years. Thus,
the so-called “burden” of the aged on the work force is not likely to
grow in the foreseeable future.

Table 25

NUMBERS OF AGED
(at 31 December 1969)

Population Age Beneficiaries Superannuation Beneficiaries
» . Percentage Percentage
Age ercentage)  pge Number of Age Number of
Group Number P%fpﬁ?;ﬁtn Group | Beneficiaries POP“XZ?)“ Group | Beneficiaries P Ogliitelon
Group Group
60-64 110,940 3.95 60-64 25,820 23.27 .. .
65+ 236,650 8.43 65+ 74,489 31.48 65+ 142,291 60.13
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3. It can be deduced from table 25 that some 8.5 percent of people
65 years of age or over received neither superannuation nor age benefit,
probably because some are not residentially qualified for benefit,
others will be receiving war pensions or allowances or analogous
benefits from overseas, and some will be in prisons or will be long-
term mental hospital patients.

4. The table also shows that 31.5 percent of people over 65 other-
wise qualified for the universal superannuation benefit remain on the
selective age benefit, because, though the two benefits are commonly
regarded as analogous, there are financial advantages in remaining on
age benefit. First, the age benefit is not taxable income whereas
the superannuation benefit is; second, a lump sum equivalent to one-
quarter of the annual rate of benefit is paid on the death of an age
beneficiary to the surviving spouse, whereas superannuation benefit
ceases on death; third, an additional benefit of $52 a year is paid to
age beneficiaries who lost a son through war service; and, fourth,
married superannuitants receive no allowance for an under-age wife,
and in fact receive a lower rate of benefit (half the married rate)
than a single beneficiary receives.

The Nature of the Problem

5. Our social security benefit system offers two options to those who
are ageing. To those who are 60 (and to some women of 55) it offers
the opportunity to retire, even though the individual may be fully
able to continue working. To those who are 65 it offers a sort of
national dividend in return for the contributions they have made in
their working lives. But these are perhaps more readily distinguished
in theory than in practice.

6. With age, for most people, comes retirement, a,time of disap-
pearing earnings and reduced income. But needs and aspirations also
change and other things affect aged people’s standard of living and
need for income support.

7. Many old people own their own homes and will have finished
paying off their mortgages. Many will have built up some other
assets over their lifetime, and some will have more than one source
of income. Those receiving benefit may have, in addition, some
part-time earnings (although these will decrease with age), or some
occupational superannuation, or other private retirement income.
Most will have passed the expensive times of bringing up children
and buying durable assets.

8. On the other hand, age tends to bring psychological, health, and
accommodation problems, with failing ability to care for oneself and
lessening of social contacts.
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RETIREMENT

9. Income problems associated with retirement emerge statistically
at the age of 55 years, at which age the 1966 census showed about 5
percent of men aged 55 were retired. At age 60 the percentage for
men reached almost 20, at 65 it was 49, and at 70 it was 75.

10. There is at present some uncertainty about the role of retire-
ment in modern society. This is illustrated by the following outline of
attitudes of individuals, enterprises, and governments which emerge
from surveys and research done over the last 20 years in New Zealand
and overseas.

11. Retired people tend to give poor health as the most important
reason for not working. A multi-national survey* in Britain, Denmark,
and the United States in 1962 showed that over half the respondents
gave this as the main reason. In addition, limited studies in New
Zealand in 1954 and 1956, and more elaborate studies in Britain,
Japan, and the United States, for example, have all found that about
half of all retired men gave ill health or the strain of work as the
main reasons for retirement.

12. But the attitude of employers, including the State, is also an
important factor. There is insufficient information on this in New
Zealand although the State and other large employers operate com-
pulsory retirement policies. Although trends overseas may apply less
in our conditions of full employment, the results of overseas studies
are worth recording.

13. A number of surveys in the United States and elsewhere have
shown that many firms have hiring policies which, in one way or
another, discriminate against older people. Surveys in the United
States have shown that for workers 60 and over there are difficulties
in retaining employment. Indeed, there is a recent development of
encouraging earlier retirement. Such trends could mean that people
are deprived of work when they are fully fit and have led to the role
of retirement being questioned. There is increasing pressure towards
finding ways of using the still active years productively. In New
Zealand conditions of full employment, this is important both for the
individual and for the national economy.

14. Discussion and research about retirement in terms of govern-
mental policy seems to have centred on two main aspects. First, there
has been a good deal of research on whether retirement benefits have
increased the numbers of those retiring from the labour force while
still fit to work. This research tends to show that the provision of
benefits does not induce people to retire but enables them to do so
more easily if that is their preference.

*Shanas et al., Old People in Three Industrial Societies, 1968
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15. Second, increasing automation (and in some countries, high
unemployment) has directed attention towards using compulsory
early retirement to make vacancies for the young unemployed. This
in turn highlights the need for the retired to be active and it has been
suggested that in voluntary community work greater use could be
made of the services of older people. We agree that voluntary organisa-
tions could well consider how best to use this pool of labour.

THE PROBLEMS OF AGE
Financial

16. The standard of living of the aged depends on: first, whether or
not the person goes on working; second, the availability of retirement
income (for example, superannuation) ; third, what capital assets and
amenities have been built up; and fourth, family commitments.

17. The likelihood of an aged person being poor is greatest among
certain identifiable groups—the very old, the sick, those who were
poor before retirement, those with high rents or accommodation costs,
and those living alone. The main group of those on low incomes would
appear to be elderly women, in particular elderly widows, because
they are less likely to have been working than men or to have worked
regularly and full time, and thus to have income from superannuation
and other savings.

18. Those at the bottom of the income distribution are likely to
be the very old as physical decline coincides with the using up of
savings, the lessening value of money, and the greater dependence on
the services of others.

Health

19. The ageing are often most concerned about failing health, which
threatens a loss of earnings and independence, increased expense in
certain directions, and brings the fear of being forced into an insti-
tution because disabilities, though comparatively minor, may be
crippling if there is no help at home. Though physical health varies
greatly among elderly people, capacity naturally declines with age.
Those 80 and over are often seriously incapacitated.

Accommodation

20. The elderly need a safe, efficient, and comfortable environment
suited to their varying degrees of frailty and disability, Houses, cot-
tages, or flats will suit those who can live reasonably independently
even if they require some supervision and supporting help. Homes
are needed for frail ambulants who though reasonably well physically
are socially isolated and need daily care. Geriatric accommodation is
needed for those requiring the sort of care and attention which only
a hospital can give.
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21. At the time of the 1961 census in New Zealand, it was found
that 93 percent of people over 65 years were living under ordinary
community conditions either in homes owned or rented by them, or as
members of a household in a private dwelling. Seventy-one percent
of men and 63 percent of women were living in their own houses, but

with increasing age there was a decreasing proportion so accommo-
dated.

22. Recently there has been more understanding of the value of
having old people remain for as long as possible in ordinary community
life. But to stay in one’s own home may not be the most satisfactory
solution. Many old people living in their own homes may well be
said to be over-housed and under-serviced. They live in houses too
large for their needs and unsuitable for their condition and incomes.
A greater availability of suitable retirement housing could well
encourage older people to move to “purpose built” accommodation
and help them to remain outside institutions.

23. Some interesting suggestions for housing the aged were put to
us, but as these lie outside our terms of reference we can only suggest

that they be considered by the responsible authorities, to whom they
are available.

ANCILLARY SERVICES FOR THE AGED

24. Community assistance to the aged is by no means confined to
monetary benefits. Various health and welfare services help them to
continue to live independently or tide them over short times of greater
need which otherwise would necessitate expensive hospital care. They
also enable patients to return home from hospital earlier than would
otherwise be possible.

25. Hospital boards run home-nursing services for the aged and
also provide domestic help within limits imposed by lack of suitable
staff. Since 1944, subsidies under the Social Security (Domestic Assist-
ance) - Regulations have been available for approved organisations
(such as the Nurse Maude District Nursing Association) giving help
in the home. Since 1952 the Social Security Department has also
run a home-help scheme for social security beneficiaries and others.
These home helps are drawn from a panel of women who have made
themselves available for part-time work.

26. Since the mid 1950s, old people have been given “meals-on-
wheels” under the aegis of hospital boards. Meals prepared in hospital
kitchens are delivered by members of many voluntary organisations.
Since 1957 some hospital boards have run on similar lines a laundry
service for old people.
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27. Since the early 1950s, the State has subsidised religious and
welfare organisations to provide (and, since 1966, to upgrade) resi-
dential homes and hospitals for the elderly. Inmates may be helped to
meet the fees of such homes by the age benefit and supplementary
assistance. In Auckland, Christchurch, Rotorua, and Hamilton, the
hospital boards or the Social Security Department give assistance in
certain circumstances to meet the fees of private rest homes. This
matter is dealt with in chapter 25 in the context of supplementary
assistance.

28. Subsidies are also given to local authorities to provide housing
accommodation at reduced rentals.

29. We have already made reference to the health problems of the
aged, and to the desirability of having old people remain for as long
as possible out of institutions. It is the health problem which prevents
a greater degree of achievement in respect of the latter. We have
made two suggestions in this connection in other parts of our report.
In chapter 22 we propose an extension of the present provisions
which enable benefits to be granted to women who care for aged
and infirm people; and in chapter 24 we propose that a disability
allowance be made available in certain cases where disability involves
expenses over and above normal living expenses.

PRIVATE PROVISION FOR RETIREMENT

30. Many people provide for their own retirement privately (see
chapters 4 and 18) through occupational superannuation, savings
and investments, insurance, and the building up of capital assets. In
doing so they frequently take into account what community help will
be available. Indeed, many occupational superannuation schemes
specifically assume community help in retirement. In such cases these
voluntary forms are not so much substitutes for, as bupplements to,
community-financed protection.

31. Saving habits and the place of voluntary insurance protection
have not been studied in depth in New Zealand. Until they are it
would seem reasonable to assume that:

(a) most of those with below-average incomes depend on social

security retirement benefits; and

(b) most of those with above-average incomes have some savings

or other forms of protection, but that the level of future income
given by these will in many cases be insufficient for an adequate
standard of living in retirement without social security benefit.
This tendency will be accentuated by inflation.

32. Thus it is likely that voluntary provision could meet the com-
plete income-maintenance needs of only a minority of the community.
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33. Furthermore, as we have noted in chapter 18, equal facilities
for voluntary provision are not available to all who would be willing
and financially able to use them. We have recommended in that
chapter that the possibilities of making greater use of the National
Provident Fund to remedy this situation be investigated. '

STATE PROVISION FOR RETIREMENT

34. In chapter 2 we outlined the history of old age and super-
annuation benefits in New Zealand, while details of the benefits paid
and the conditions applying to them are set out in appendices 2 and 6A.

35. The views expressed in the 1930s (particularly those of
the 1938 Parliamentary Select Committee) make it reasonably
clear that the Government envisaged that the superannuation benefit
would eventually be given at age 60 without a means test. In effect,
it would replace the selective age benefit. There seem to have been
two main arguments. Probably the most important was that at a
certain age people should gain rights to benefit by virtue of their past
contributions to tax revenue and production irrespective of their
means. But in addition, the strong opposition to traditional forms of
means tests led to the view that need for financial help could be
assumed from the fact of age.

36. While the select committee considered it desirable in principle
to pay universal superannuation benefit without a means test, it
realised that money was limited and that the needs of the poor would
absorb the available funds. To give a full benefit to all people over 60
(or even older) regardless of property or income was for this reason
not feasible then. ’

37. Nevertheless, the select committee as a whole was still in
favour of universal superannuation at age 60 without a means test
and recommended that, as soon as a social security procedure had
been put into practice, the Government should consider extending the
scheme by gradually increasing allowable income until universal
superannuation was reached.

38. Thus, the root idea that people should contribute according
to their ability to pay and receive benefits according to their needs,
was overlaid by the additional concept of a State superannuation
scheme, untested for other income or property, advanced by the
select committee. The Government introduced an age benefit payable
at age 60, tested on other income and property ; and a superannuation
benefit at age 65 free of a means test introduced at a level well below
that of the age benefit, but to be increased annually by $5 until the
rate equivalent to age benefit was reached.




CHAPTER 20 205

39. The means test on property has since been removed so that the
age benefit is now payable subject to a test on income only at age
60 and to some women at age 55. The rate of superannuation benefit
for those aged 65 was brought to parity with the age benefit
in 1960 (but with some differences in respect of married couples).
It is free of any income test, but is taxable. The age benefit is not
taxed.

AIMS OF RETIREMENT INCOME

40. We have stated that the main goal of social security benefits is
to give everyone in need an “adequate” income. For retirement income
we have rejected an earnings-related in favour of a flat-rate benefit
system (see chapter 18).

41. The main questions here then are first, whether it is necessary
and desirable to have two different forms of income maintenance (one
income tested and one universal) for the same form of disability;
second, whether the level of the two benefits should be identical if
both are maintained ; and, third, whether the existing age differential
should be maintained.

42. The first question is directly related to the aim of the social
security programme. As this is primarily to relieve need, it seems quite
clear that priority must be given to ensuring that the selective age
benefit is adequate. The payment of the superannuation benefit on a
universal basis may be justified on other grounds, that need can be
assumed to exist among people of a given age, and that at some stage
of their lives people have earned the right to benefit by their past
contributions to tax revenue and production irrespective of need.

43. Thus the universal -superannuation benefit is not directed
primarily to the relief of need, even though it does act in this way
for those superannuation beneficiaries with little or no other resources
who choose not to accept the advantages of transfer.to age benefit
(para. 4 above). From this point of view, therefore, there is no
compelling reason why the level of the superannuation benefit should
always equal that of the selective age benefit, at least while both are
available. The level of the age benefit must meet the criterion of
“adequacy” because recipients have proved that they need it to
maintain an acceptable living standard. This is not necessarily so with
the superannuation benefit, which is paid at all income levels to those
who qualify by age and residence alone. The situation would be
different if the age benefit ceased at 65 years of age when all
retirement beneficiaries become eligible for superannuation. In that
event, the two benefits would have to be at the same level, super-
annuation could hardly then be taxed, and superannuitants would have
to be eligible for dependent wives’ allowances. The benefit in effect
would then have to be more directly related to need.



CHAPTER 20
206

44. The main justifications for the universal payment of super-
annuation benefit are, we consider, that universality does offer a way
of rewarding those who have worked and served in the community
for a long time, and that it removes any indignity which rightly or
wrongly may be associated with selective benefits. It may well, in
addition, positively encourage other forms of savings which might
otherwise appear to be pointless. Against this, a benefit universal in a
given category must be more expensive than a selective one, if both
are at the same level, and will thus tend to act as a brake on that
level.

45. This lends force to the view that the two benefits which have
somewhat different aims should be considered separately. The super-
annuation benefit could be retained, but at a different level from the
age benefit. But despite the theoretical differences the age and
superannuation benefits are generally regarded as analogous in pur-
pose. Whatever weight one puts on the three considerations involved—
tested or assumed need, reward for citizenship and past contributions
to tax revenue and productivity, and the removal of income testing
at a prescribed age—the public clearly sees the two benefits as fulfilling
the same purpose, and is very likely to regard any differentiation in
the level with suspicion. And, further, the expectation of parity has
been maintained for over 30 years, and people have come to take
this into account in making their choices about the disposal of current
incomes and protection for the future. The consequences of change
at this stage could be significant for the whole area of occupational
insurance and other forms of income protection through the market
system.

46. We must on the other hand look at the costs of maintaining the
parity of the age and superannuation benefits. As we noted earlier
the superannuation benefit cost the taxpayers $101 million for the
year ended 31 March 1971. A proportion of this cost, which cannot
be accurately determined but which is much lower than the maximum
income tax rate of 50 percent, is regained because the benefit is
taxable. The age benefit which is not taxable cost $76.2 million in the
same year.

47. The amount to be saved, however, by not maintaining parity
between the age and superannuation benefits is not so great as might
be imagined. It is estimated by the Social Security Department that
something over 40 percent of superannuation beneficiaries would be
eligible on income grounds for full age benefit. They would surely
switch if the superannuation benefit level was lower, as would many
others with 'somewhat higher incomes if there was a substantial
difference in the levels:
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48. A number of submissions proposed that the superannuation
benefit should be paid at 60 thus eliminating the income-tested age
benefit. We cannot support this proposal. In the first place the large
proportion of 60-64-year-old men still working suggests that 60 years
may now be too young an age to be regarded as the normal or
desirable age of retirement. Second, the additional cost of eliminating
any income test at 60 years of age would be substantial (estimated at
$65 million on September 1970 benefit rates). It has been argued also
that 65 is tco young an age at which to pay the universal benefit.
Certainly some other countries adopt a higher level—67 or even 70.
This is essentially a matter for political decision. For our part however,
we consider that there is no strong evidence supporting a change from
65.

49. There were several other proposals on this matter. One was
that the age benefit per se might be abolished because many of the 18
percent of men aged 60-64 years at present receiving age benefit
would qualify for sickness or invalidity benefit. Similarly women who
now switch from, say, widows benefit to age benefit at age 60 might
simply remain on widows benefit uniil they qualify for superannuation
benefit at 65. '

50. While the idea has some attractions (at least in present condi-
tions of full employment) we do not favour it because some workers
while still fit have little choice but to retire from their regular jobs
before age 65. They also would have to receive some sort of benefit
subject to income test so that nothing would be gained except a change
in the name of the benefit.

51. In the circumstances, we conclude, first, that both the income-
tested age benefit and the universal superannuation benefit should be
continued with present age qualifications; and, second, that while it
is not essential that levels of the two benefits be the same, there is no
compelling reasons at present to depart from the present degree of
parity in benefit levels. (This parity does not, however, need to extend
to the residential qualifications for the two benefits.)

SERVICES IN KIND

52. It has been suggested to us also that some services which concern
the elderly more than others should be given free or at concessional
rates. The question of medical and related services is dealt with in
Part VIII of this report. Two other specific suggestions are considered

here.

Telephones for the Aged
53. The first is that telephones should be provided free for people
on income-tested age benefits, because elderly people need a telephone
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more than others, and are less able to afford one. A telephone may
well help the ill or disabled elderly to continue to live alone outside an
institution.

54. It can be argued that the benefit itself should be high enough
to allow a person to have a telephone if he wants one. We favour this
view because a telephone is now a normal amenity in New Zealand
households. We note, however, that at present, the cost of telephone
rental is taken into account in granting supplementary assistance (see
chapter 25). A lump sum may also be granted for the cost of instal-
lation under certain circumstances.

55. The provision of free telephones to certain categories as of right
could also give rise to anomalies. We consider that the present
conditions are not only adequate but preferable, and we do not
recommend any changes.

Deferment of Rates

56. The second was the deferment of rates for the aged. We note
that under section 145 of the Rating Act 1967, local bodies already
have substantial discretion to help any householder for whom payment
of rates may mean financial difficulty. In addition, beneficiaries who
receive supplementary assistance on account of accommodation costs
may elect to have that assistance (or part of it) set aside and accumu-
lated by the Social Security Department for the express purpose of
meeting rates. We consider that these two provisions adequately meet
the situation. We have no recommendation to make.

The Provision of Free Goods and Services

57. Clearly there are many services that can properly be given by
the State, local authorities, and/or voluntary agencies where they are
necessary for the aged and other kinds of beneficiary. The supply of
goods and amenities free of charge or at concessional rates as of right
and as an alternative to adequate cash income for special categories is,
however, another matter. It is our opinion that if such goods and
amenities are needed to reach a standard of living not significantly
different from that enjoyed by the rest of the community in which
the beneficiary lives, then their costs should be included in any assess-
ment of the adequacy of benefit levels. Such expenses should also
continue to be taken into account in assessing supplementary assistance.

AGE BENEFIT DEFERMENT CONCESSION

58. The legislation covering the above concession became effective
on 1 October 1950. It gave the Social Security Commission discretion

b
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to diminish the amount by which the basic rate of benefit or benefits
is to be reduced on account of other income by an amount or amounts
not exceeding in the aggregate $13 for every year that application for
age benefit is deferred between ages 60 and 63.

59. The legislation was introduced to induce people to continue
working. Statistics showed that before this concession was made in
1950 the average age of male applicants for age benefit was 64, and
that 40 percent of applicants were over the age of 65 at the time of
application. Unfortunately we do not have full statistical data to
show whether this situation has been maintained ; indeed there are
indications that the age of application has fluctuated and has at times
fallen below the pre-1950 level. It is, however, impossible to say with
any assurance whether or not this could be attributed even in part to
this legislation, or, indeed, just what effect the legislation has had
on the decision of older New Zealand workers to remain in employ-
ment. We think it probable, however, that the present position in New
Zealand 'is consistent with that in Britain where an even greater
concession (giving a cash addition to retirement pension for bene-
ficiaries who deferred retirement) has not in fact influenced retirement
decisions significantly.

60. Apart from the uncertainty about the effects of the legislation
on decisions to remain in or leave the work force, it must be remem-
bered that since the legislation was introduced the levels of the age
benefit payable at 60 and the superannuation benefit payable at 65
have become equal. A qualified person who defers application for age
benefit now knows that at 65 the same amount of superannuation
benefit will be payable irrespective of his other income. The concession
for deferment is therefore of value only to those who for other reasons
choose to take or remain on age benefit after age 65.

61. There is another factor to be taken into account. When the
legislation was first introduced, the maximum value of the concession
($65 a year for 5 years of deferment) represented 23.8 percent of the
benefit and 41.6 percent of allowable income. At June 1971 these
percentages (for married beneficiaries) had fallen to 8.6 and 9.6
respectively. The incentive effect (if any) of the legislation must there-
fore be very much less now than it was.

62 In all these circumstances we consider that the concession should
either be restored in value to its 1950 level or abolished altogether.
We favour the latter action. We feel, however, that if this course is
followed it would be necessary to protect those eligible for age benefit
who may have deferred retirement to obtain the concession. We
recommend therefore that it should be continued for people 60 years
of age or over at the date the legislation is repealed.



210 CHAPTER 20

PAYMENT OF SUPERANNUATION BENEFIT OUTSIDE
NEW ZEALAND '

63. Under the national insurance systems in many countries, benefits
earned “by right of contributions™ are paid irrespective of the bene-
ficiary’s country of residence. At present the INew Zealand super-
annuation benefit is paid only to eligible persons resident in this
country, although provision exists (see chapter 31) whereby bene-
ficiaries who travel overseas may have the benefit retrospectively
reinstated on their return subject to certain conditions about the length
and place of their residence abroad.

64. It was submitted that because superannuation benefit is in part
a reward for citizenship earned by past contributions to tax revenue
and production, it should be paid irrespective of place of residence to
all who qualify under the age and residence tests. The counter view
put to us was that as in practice the superannuation benefit is not
related specifically to past contributions and is analogous to the age
benefit, it should be paid only to people actually resident in New
Zealand.

65. In our opinion there is more force in the former view than
in the latter. As the benefit is not subject to any test of means or
needs of the recipient, it is closely related to some form of contri-
butory insurance payment. Place of residence of otherwise qualified
beneficiaries is, in such insurances, usually regarded as irrelevant.

66. Amongst the aged there are two categories of overseas
travellers—those who wish to visit or live with their children or
other relatives or friends for fairly long times, and those who
travel on shorter tourist trips. Some will be able to afford either
kind of overseas travel whether or not their superannuation benefit
is paid for the time of absence. For others, however, the cessation
of the benefit (even if they would qualify to have it wholly or
partially reinstated on return) is sufficient in itself to prevent
travel. It is true that age beneficiaries are similarly affected.
However, as their benefit is specifically related to need and
their inability to live in New Zealand at an adequate level
without it, the question of paying this benefit to or for people
not resident in New Zealand does. not arise. Such people over 65
have the option to switch to superannuation benefit if they wish;
while under reciprocal agreements with Britain and Australia they
could, in any case, receive retirement or age benefits in those two
countries.

67. It was also submitted to us that payment of superannuation
benefit to people living permanently or temporarily outside New
Zealand should not be countenanced because it would need foreign
exchange. The Treasury estimated that extra foreign exchange costs
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of about $4 million a year could be incurred. But it has to be
remembered that a number of people otherwise qualified for super-
annuation benefit already travel or live overseas and receive alloca-
tions of foreign exchange in the normal manner provided they
have the resources to buy it.

68.In any event we have even stronger doubts about the
equity of applying the foreign exchange argument in the social
security context. Foreign exchange control applies to all members
of the community and can be justified on economic grounds.
But it should not be the determinant of social security policy.

69. In these circumstances we consider that the superannuation
benefit should continue to be paid in New Zealand in respect of
people qualified on age and residence grounds irrespective of place
of residence provided the recipient was ordinarily resident in New
Zealand at the time he or she qualified for the benefit. We also
consider that the foreign exchange aspect is an entirely separate
matter. The question of whether all or part of the superannuation
benefit may be remitted overseas or used for overseas travel is
one to be determined in exactly the same way as any other
application to convert New Zealand currency into foreign currency.

70.If this approach is adopted the question arises whether
the superannuation benefit should continue to be included under
our reciprocal social security agreement with the United Kingdom.
The agreement is designed, infer alia, to enable New Zealand super-
annuitants to receive the British national insurance benefit while
they reside in the United Kingdom. If our proposal is adopted and
superannuation benefit is paid irrespective of actual residence it is
questionable whether this protection is necessary. They could not
in any case draw both benefits while in the United Kingdom.

71. The justification for regarding residence in the United Kingdom
as residence in New Zealand for the purposes of the universal super-
annuation benefit lies in the need to ensure reciprocal benefits for
New Zealanders living in the United Kingdom. But if this need
disappears the justification for the reciprocal arrangement in the
superannuation benefit area is open to doubt. In our view the major
justification for payment of the universal superannuation benefit at
65 years of age is the contribution beneficiaries can be assumed to
have made to revenue and production during their lifetimes. Physical
residence in New Zealand for the minimum qualifying period is a
logical prerequisite. We realise, however, that there may be other,
mainly political, considerations involved. It is plain that this issue
will require review by Government if our proposals regarding the
payment of the superannuation benefit in respect of beneficiaries
overseas are accepted.
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TAXATION OF RETIREMENT BENEFITS

72.1t will be recalled that in chapter 7 we concluded that as
superannuation benefit is paid irrespective of the other income
resources of the recipient, it should continue to be taxed. This raises
questions regarding its net taxed value (which of course varies
according to the other taxable income of the recipient) compared
with the value of the income-tested age benefit which is not taxed,
and the consequences of this to a person previously receiving full age
benefit who wishes to change to superannuation benefit at age 65.

73. Under present income tax policy, the personal exemption of
$275 a year (and the total exemption of $550 in the case of a
married couple) is not only very low compared with earlier exemp-
tions but it is now much lower than the amount of both single and
married rates of social security benefit. Thus an age beneficiary on
full benefit who changes to the superannuation benefit at 65 years
of age suffers a reduction in income on account of tax. The amount
of reduction of course depends on the amount of other income the
beneficiary has. Even if this is below the allowable other income level
for age beneficiaries (at present $13 per week), some reduction of
income results.

74. The problem is at present alleviated by all superannuation
beneficiaries receiving a special rebate of $58 (introduced so that
their income would not suddenly drop with the abolition of social
security tax which was not payable on superannuation benefit). The
earlier freedom from social security tax was presumably allowed on
the ground that the benefit had been earned, and in a sense paid
for, by taxation on pre-retirement income. Income tax did not then
affect those on low incomes because of the high personal exemptions,
but social security tax did, for it applied at very low income levels.
In the light of what we have said in chapter 16 about the method of
financing social security, we find it difficult now to justify the rebate,
and thus to differentiate between a universal benefit which is not
based on need, and the recipient’s other income.

75. It is our opinion that the rebate should be abolished. If our
recommendations are accepted, the removal of the rebate will be
largely offset by the increase in the benefit itself.

76. The removal of the rebate will nevertheless increase the advan-
tages of remaining on age benefit after 65, and will probably mean
that some of those now on superannuation will change to age benefit.
We have no doubt that some formula could be devised to enable
such people to change to or remain on the superannuation benefit
without financial sacrifice, while still subjecting those with higher
incomes to full taxation. Indeed we examined several possible ways
of doing this.
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77.But the real issue appears to be not which method might be
used, but whether the significance of the problem warrants any
special arrangements at all. It is true that a number of old people have
a decided preference for universal superannuation over the income-
tested age benefit, and we should not raise unnecessary difficulties
against the exercise of this preference. But to make special arrange-
ments to enable the superannuation benefit to be used in the area
for which the age benefit is designed—the relief of need—is an
entirely different matter.

78. In the first place, there is no necessity to do this. Anyone who
is qualified for the superannuation benefit can transfer to the age
benefit if he would be financially better off by doing so.

79. In the second place, the age benefit is already more attractive
than the superannuation benefit for some people—for example,
the three months lump-sum payment to survivors, the benefit for a
dependent but under-age wife. These conditions probably explain
why 31.5 percent of people over 65 remain on the age benefit. It is
difficult to see a sufficient reason for removing or moderating the
taxation differential while leaving the others unchanged.

80.In the third place (and most important in our opinion),
although practice, and the public, regard age and superannuation
benefits as similar, they are essentially different in concept and pur-
pose, and it is therefore right and proper that the conditions under
which they are received should reflect these differences.

81. In the circumstances we can see no reason for modifying our
earlier conclusion that, for so long as the superannuation benefit is
paid irrespective of other income, it should be taxed in the same way
as other income is taxed.

GENERAL CONCLUSIONS ON RETIREMENT BENEFITS

82. We briefly restate here the conclusions we have reached in this
chapter. The ageing and the aged face a diversity of problems in
respect of income, health, isolation, accommodation, and adjustment
to retirement, but are affected by them in widely varying degrees so
that their need for assistance is also varied. Our principal concern is
to ensure adequate levels of income, but the community has much
wider responsibilities to the aged.

83. Emphasis has in the past been placed on the similarities between
the superannuation and the age benefits, as though one were merely
an extension of the other. We have focused attention on the signifi-
cant differences between them—the age benefit aimed at relieving
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need, superannuation at rewarding or returning contributions to the
national economy. We consider that there are good and sufficient
reasons for maintaining the two benefits and their different conditions
and criteria of eligibility.

84. While two different benefits are justified, the first priority
must be to maintain the income-tested age benefit at an adequate
level. This aim must not be prejudiced by costly attempts to preserve
the universal superannuation benefit at the same level.

85. Because one is measured by need, and the other by assumed
contribution, quite different levels could be justified for the age and
superannuation benefits. To insist on parity between them could not
only prejudice the maintenance of an adequate level for the age
benefit but could lead to abandonment of the different justification
of the superannuation benefit and its modification into an income-
tested needs benefit. Nevertheless we see no compelling reasons at this
time to disturb the parity which has been achieved between the levels
of the two benefits.

86. Because of the essential differences between the benefits and
the high cost involved we see no good case for reducing the qualifying
age for superannuation to or towards that which applies to age bene-
fit. Nor do we support the abolition of age benefit at age 65.

87. As, in principle, the age benefit should be maintained at a level
which will enable the recipient to have access to amenities, such as
telephones, which are normal in the community, and as supplemen-
tary assistance is available to meet special needs, we do not support
proposals for the delivery of benefits in kind to the aged or providing
services free or at reduced rates. But we are very conscious that the
aged do need special services of many different kinds and of the
great value of the services which are provided for them by voluntary
organisations and local authorities with and without State assistance.

88. In this connection we recognise the very great importance of
suitable housing as it affects not only the financial position of the
aged but their ability to live in the community. We consider that
monetary benefits can help best in this direction through the various
forms of supplementary assistance available.

89. We see little justification for the present concession in allow-
able income for beneficiaries who defer application for age benefit,
especially as the relative value of the concession has been greatly
reduced since 1950 and the parity of superannuation benefit has
greatly reduced any effectiveness which it may have had. If the con-
cession is to be retained its original value should be restored, but we
would prefer it to be discontinued provided that the rights of those
already over age 60 are preserved.

B

e

'




CHAPTER 20 2 15

90. We consider that the right to have superannuation benefit
continued while the beneficiary is out of New Zealand should be
separated from the question of remitting funds overseas. We see no
reason why those who have fulfilled the qualifications for this benefit
should cease to receive it because they have gone, permanently or
temporarily, abroad. Whether the proceeds of the benefit may be
remitted overseas should be determined in exactly the same manner
as may apply to any other funds. If this is adopted the terms of the
reciprocal Social Security Agreement with the United Kingdom will
need to be reviewed.

91. Having regard to the fact that the superannuation benefit is
paid without income test and is therefore distinguished from income-
tested benefits and not essentially different from other forms of
income, we see no reason why it should not be taxed as is other
income. From this we must conclude that the continuation of
the present $58 income tax rebate is not justified. Those who can
obtain an advantage by switching to untaxed age benefit should do
so. We do not think it is necessary or even desirable to make any
special arrangement to enable beneficiaries to get the same advantage
while remaining on superannuation.

RECOMMENDATIONS

We recommend that:

(8) The age and superannuation benefits be retained as separate
benefits with the present different age qualifications and other
conditions (and, as we recommend in recommendation (59),
different residential qualifications).

(9) The level of the superannuation benefit remain at parity with
the age benefit to the extent that it now does, ‘and for so long
as the maintenance of an adequate level for age and other
income-tested benefits is not thereby prejudiced.

(10) The concession as to allowable income for those who defer
application for age benefit beyond age 60 be abolished, pro-
vided, however, that the rights of those who have earned the
concession or who are over 60 at the time of the repeal should
be preserved.

(11) The present s