Course Materials Database Cover Sheet

COMMONWEALTH OF AUStrALIA
Copyright Regulations 1969
WARNING

This material has been reproduced and communicated to you by or on
behalf of Queensland University of Technology pursuant to Part VB of
the CopyrightAct 1968 (the Act).

The material in this communication may be subject to copyright under
the Act. Any further reproduction or communication of this material by
you may be the subject of copyright protection under the Act.

Do not remave this notice.

This File Is a digital version of printed copyright material. Due to the process used to create it,
its accuracy cannot be guaranteed. Please refer to the original published version if you have
any concerns about its accuracy.

Journal Article
Article Title: A Guaranteed Income Scheme: Implications for Women
Author : Edwards, Meredith

Journal Title : Australian Quarterly

Volume : 48
Issue: 2 (June)
Year : 1976
Page From: 74
Page To : 80

This article was originally digitised for the following unit. Articles may be reused in future
semesters in other units by different lecturers.

Unit code : HHPO11

Unit title : CRITICAL ISSUES IN THE HUMAN SERVICES
Lecturer's Name : Tomlinson, John

Faculty/School : School of Humanities and Human Services
Request ID: 44791

DIGITAL COPY MADE FOR QUEENSLAND UNIVERSINOF TECHNOLOGY

under part VB of the CopyrightAct 1968 reliance on:
S.135ZMB (insubstantial portions of a work), OR

$.135ZMC (article contained in a periodical), OR

$.135ZMD (literary, dramatic, musical and artistic works), OR
S.135ZME (certain illustrations in electronic form)

on 02-APR-04




Meredith Edwards is a lecturer in
Economics at Canberra CAE

A Guaranteed Income
Scheme: Implications for
Women

by Meredith Edwards

Introduction

Increasing interest has been shown in Australia recently in rationalising
present social security payments, Given that an overall goal of welfare
policy is to ‘tacklethe problem of poverty” and given the limited resources
with which to meet this goal, the main problem is how to direct limited
resources to those most in need of assistance and how to do it with respect
for human dignity.

Many proposals are presently before the government to improve the
income security of Australians. Those under scrutiny here are the
recommendations for a guaranteed income put forward by the
Commission of Inquiry into Poverty under the Chairmanship of Professor
R. Henderson, and those put forward by the Priorities Review Staff
(PRS). The fundamental elements of the Henderson and PRS proposals
are given below as a prelude to analysing the implications of & guaranteed
minimum income scheme for Australian women,

Basic Elements in the Guaranteed /ncome
Proposals

I will discuss, in turn, the tax unit, the level of guaranteed income and the
tax rates which have been proposed in the Commission of Inquiry into
Poverty (Henderson) and PRS Reports,
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(a) Tax Unit

Before a guaranteed level of income can be determined, the income unit to
which a guaranteed income scheme will apply needs to be specified. The
income unit adopted by both the Henderson and PRS Reports is the
nuclear family.® Other members of a household, for instance aged
relatives, would be treated as separate income units. The status of full-
time tertiary students is unclear. The Henderson Report treats a tertiary
student as a separate income unit from the family when defining poverty
levels but appears to include the student in the family unit under a
guaranteed income scheme‘. However, both the Henderson and PRS
proposals intend to broaden the present individual unit of tax. The
implications of this will be assessed later,

(b) Minimum Income Payments

Under the Henderson proposals all tax units would be paid a fixed benefit
in cash regardless of the amount of income received by the unit. The PRS
proposals would guarantee a minimum income, not in the form of a cash
payment, but as a lax credit to be deducted from tax liability. The
ultimate effect is the same. Under both proposals income units without
any form of private income, would receive a cash payment which would be
the guaranteed income for that unit, For income units with private
income, the cash payment would be deducted from the tax the unit was
liable lo pay on its income, ‘Thus, if the income unit’s tax had beer
caleulated at $2,000and lhc cash payment applicable lo the income unii
were $1,500, $500 would be paid in lax.

If, on the other hand, the tax liability of the unit were $1,000 and the
cash payment were $1,500, the unit would actually receive a payment of
$500 from the government,

Both proposals have a two-tiered minimum income scheme. A higher
payment would be made to all income units with a permanent disability
hindering their ability to earn income (the aged, single parents, invalids.)
A lower amount would apply to tax units not eligible for pensions or
benefits. The minimum payment would vary with family size with an
additional flat payment made for each additional child.

{c) Tax Rates

Both the Henderson and PRS Reports have opted for a proportional tax
an incomes. This means that compared to the existing progressive tax
structure where the tax rate applicable to incomes rises as income rises,
under the proposed schemes the tax rate is constant as income (excluding
the minimum income payment) rises. But the combined effect of the
proportional tax and the tax credit is effectively to retain the present
progressive nature of our tax system.

It is to be noted that both Reports recommended a surtax on high
incomes. Further, both reports attempt to deal with the disadvantages
that families with two working parents might suffer as a result of their
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suggestions. The Henderson Report suggested that a fixed percentage
(20%) of the working wife’s earnings should not be taxed, while the PRS
Report suggests a system of tax relief for working wives whereby their
incomes are taxed at a rate of 10% below that applicable to other
taxpayers.

It was noted in both Reports that these ‘concessions’ could be applied to
whichever income is lower, not necessarily that of the wife.

Essentially income earners will find that the proportion of tax taken out
of their incomes will rise as their income rises as a result of the combined
effect of a guaranteed minimum income scheme and a proportional tax
structure, but that on an additional dollar of income earned, the rate of
tax will be constant.

Proposals Assessed

The guaranteed income proposals presently before the government leave a
lot to be desired for Australian women. It will be shown below that the tax
unit is discriminatory, the concessions For working wives are quite
inadequate and the economic independence of women is ignored,
Modifications to the Henderson and PRS proposals are also suggested
below.

(@) TheTaxUnit — Why the Family?

One of the common arguments in favour of the family as the unit of
taxation is that the level of family income is a better indication of ability 1o
pay tax than is the individual unit. Married couples, it is argued, reap
significant economies in living together compared with two individuals
living separately. Expenditures on housing and basic household items —
consumer durables, heating expenses, etc. — are consumed jointly. Much
of the expenditure of one spouse is enjoyed by the other.

Thus if the income of a married couple is $10,000 with each spouse
earning $5,000 and two individuals living separately each earning $5,000it
is argued that the married couple should pay more tax.

There is, however, a major shortcoming in the above approach. While it
may well be admitted that a married couple achieve economies in living
together compared to single persons living separately, these are not
significantly different from those achieved by any group of individuals
living together.

The tax unit adopted in both the Henderson and PRS Reports is highly
discriminatory: elderly dependants (if not juveniles) in a household arc
treated as separate income units but married women (and men) are denied
the same privilege. The individuality of aged relatives has been respected
but the individuality of a wife (and husband) as a person in her own right
has been ignored.

It is frequently argued that welfare and economic considerations favour
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tlie broadening of the present tax unit. If the individual unit of tax were
retained under a guaranteed income scheme, wives without independent
income would them be entitled to a minimum income payment. This
would result in an unacceptable high cost scheme with cash payments
going to family units not in poverty. Alternatively, given a constant
amount of tax revenue, there would be less revenue available for
redistribution to those on lower incomes, particularly single parent
families and aged persons living alone. This traditional line of argument
completely ignores tlie transfers (or lack of) that occur within families.
Many women could in fact be classified as poverty stricken because of
insufficient pooling of family resources.

However, if we accept the above argument for the moment, it does not
follow that the family is the appropriate alternative today. Since it is
obviously unjust and without real logic to include wives together with
husbands in a tax unit but lo exclude others who share equally in the
expenditures of that unit, it would appear more equitable to base an
income unit for guaranteed income purposes on individuals who share
major expenditures (such as housing).

One alternative to the Family unit which requires further exploration is
to grant minimum income payments to every adult®* and to grant an
additional payment for those individuals solely responsible for meeting
housing costs. In this way, two single individuals living separately would
receive a higher tax credit or minimum income guarantee than the
combined credit of a married couple or of two single individuals living
together,

The administrative difficulties of the above proposal cannot be
underestimated. However, to adopt the family as the appropriate unit
Because it is easier than tlie household to handle administratively and to
define equitably is an expedient policy that could do much harm to
individuals of that unit.

(b) ‘Concessions' or ‘Penalties’ for Working Wives?

A guaranteed income scheme is designed, among other things, to
redistribute income vertically towards families in poverty, The
introduction of a guaranteed income scheme could lead many wives in low
income households ceasing to work®. This is highly desirable in the case of
working mothers who have been forced to work to support an otherwise
inadequate family income. A higher family income thus gives a wife
greater freedom to choose whether or not to work.

Equally important, however, is that the switch from an individual to a
family based tax structure could unduly penalise women who may wish to
work. In many countries — Sweden and the U.K. for example — the
aggregation of family income has been so harsh on the participation of
women in the work-force that compulsory aggregation of earned income
has been abandoned.
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In Australia, under the Henderson and PRS proposals, the same

situation is evident for married women with children despite the working
wife ‘concessions' these proposals incorporate. Let us take one example.
Assume that a married couple with two children can choose between the
husband alone working outside the home and earning $6,000 p.a. or the
husband and wife both working and the wife earning $4,000 p.a. Let us
also assume by by way of illustration, that the PRS proposals were
adopted: the minimum income payment to the family would approximate
$2,450 p.a. and a 43% tax rate would be applicable on the husband's
earnings and 33% on the earnings of the wife’. With these figures in mind,
and the hushand alone working, the tax burden would be $130 p.a.
{ (36,000 x 43%) — $2,450). If, however, the wife decided to work the tax
burden of the family would rise from $130 to $1,450 ( (34,000 x 33%) +
$130). The increased tax payments would be equal to one third of the
income that the wife earns, In contrast, under the present as well as the
preceding tax structure in Australia the decision by the wife to work would
have meant that the extra tax payments of the family would have been less
than 20% of her income?.

Such a substantial increase in tax payment would be a significant
influence in a wife's decision to work, It needs to be pointed out that t wife
who works at home usually makes a significant contribution to the real
income of the family through the provision of housekeeping and childcare
services. When a wife decides to work outside the home and earns cash
income, a substantial portion of that inconic may need to be used to
purchase services previously performed by her in the home. A working
mother has to earn a substantial salary after tax if her working outside the
home is to be financially more profitable than the value of her services in
the home®. With childcare costs of $1,500 p.a. for each pre-school agecl
child in Australia at present, the disincentive effects of the PRS and
Henderson proposals hardly need further elaboration.

In any redistribution if income from two income families, it is essential
that ability to pay tax is measured after allowance has been made for
essential costs in earning income. Further, since the aim is to redistribute
income to low income earners, much can be said for a flat tax rebate for
working wives rather than a rebate proportional to income (as in the PRS
proposal) or an exemption of a proportion of a working wife's income from
tax (as in the Henderson proposal). A flat credit of around $1,000 to
primarily allow for child care costs would be of greater benefit to lower
income familiesthan the Henderson and PRS proposals,

(¢) Minimum Income Payments — for Women?

Attention has already been drawn to the inadequate definition Of poverty
used in the Reports under review. Both Reports completely ignore the
plight of women who may be poor because they lack financial
independence, Their own poverty could force them to put up with
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intolerable marital strains in order to retain shelter for themselves and
their children.

No evidence is available to indicate the extent to which family resources
are pooled. Without this vital input it is extremely difficult to discuss
poverty in Australia meaningfully, let alone take adequate action to
alleviate it'°,

However, the implementation of a guaranteed income scheme does
provide an excellent opportunity to reduce the financial dependence of
many women regardless of whether they be classified as poor. It is
suggested here that if a broader unit of tax were contemplated, the
minimum income payment to the unit should go to the individual who
earns no income.

In the case of a typical family household, the wife would receive the
payment and the income earning husband would pay tax at the specified
rate without any deductions, This scheme would therefore involve no extra
cost to the government, It needs to be pointed out that the payment is in
no way a payment for household and childcare functions performed in the
home, This issue is the subject of ongoing and heated debate''. The
payment is simply in recognition of the possible hardship that is caused by
financial dependence of one adult on another'?,

The economic independence of married women who work is at stake
once a change from the individual unit of tax is contemplated. Any
broadening of the unit, therefore, should attempt to retain, as far as
possible, the present advantages of being taxed as an individual.

The Henderson and PRS proposals which incorporate a proportional
tax on income do permit the right to be taxed as an individual provided
reconsideration IS given to the appropriate form of the broadened tax unit
as outlined above. The minimum income payment for a two parent
working family could be split up and paid separately to each parent. On
equity grounds, two working individuals living together should be treated
in exactly the same way. Where there are children, the extra payment!
could be sent to the spouse with the lower income. Each individual coulc
still file separate income tax returns. In our example above, instead of the
husband receiving a payment of $2,450, the husband and wife would eact
receive $1,225 which would be deducted from their tax liability (86,000 x
43%) — ($1,225) for the husband and (($4,000 x 33%) — $1,225) for the
wifte, No change in the total tax burden for the family would occur.

Summary

It is argued here that the tax unit suggested by the Henderson and PRS
proposals discriminates against women. It ignorestheir right to be treated
as individuals and, in the context of a guaranteed income scheme, could
feave many of them who work in the home in poverty. While there may be
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a case for broadening the tax unit, the family is not the only alternative.
Equity would require all persons sharing expenditures in a household to

be treated as a tax unit.

Neither the Henderson nor PRS proposals adequately allow for the
expenses associated with the entry to women in thg workforce. Under their
proposals, there would be significant disincentive for women to work
which is increasingly at odds with changing social attitudes.

Finally, modifications to the Australian proposals for a guaranteed
income scheme opens the way for achieving some financial independence

for women at home and at the same time retaining some of the advantages
for working women of being taxed as individuals.
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