’ PUBLIC HEALTH
@® COMMUNICATION CENTRE
‘ 9 AOTEAROA

Tax reform pros & cons: A brief
look from a Public Health
perspective

8 February 2016
Nick Wilson, Caroline Shaw, Nhung Nghiem, Tony Blakely, Ralph Chapman

Prof Nick Wilson, Dr Caroline Shaw, Dr Nhung Nghiem, Prof Tony Blakely, A/Prof Ralph
Chapman

Tax policies have major impacts on society and designing such policies is complex. But if
the perspective is around gaining health and saving costs for the public health system, then
certain tax reforms may be favoured more than others. In this blog we take a brief look at
what potential there is for revising the NZ tax system from a public health perspective.

Many factors determine the design of tax policies in developed countries. These include
perspectives concerning the level of government spending, how important goals such as
health, well-being or the state of the environment really are, the extent to which the
system should be redistributive (i.e., with the wealthiest people who can afford it paying
relatively more tax), and administrative costs. Health considerations clearly matter to some
extent and have been used to help justify some tax policy in NZ e.g., for excise taxes on
tobacco, alcohol, and gambling. Indeed, NZ is one of the world leaders in tobacco tax policy
- with a recent series of annual increases (see this blog). Historically, tax was also one of
the strategies used in NZ's phase-out of leaded petrol, partly driven by the health risks
around this toxic heavy metal.



What scope for tax reform to achieve further health?

There is a growing international evidence base around the impacts of health-related taxes
and growing calls internationally for additional taxes to be used to address health
problems. Similarly for using taxes to lower carbon emissions to reduce the threat of
climate disruption (which has major and increasing impacts on health).

So how could further tax reform contribute to health gains in NZ? In this blog we look at
some key taxes that impact on health - both directly and indirectly. The Table in the
Appendix below summarises our initial thoughts on the pros and cons of various selected
tax reforms. Collectively a package of such tax reforms could result in the same level of
government tax revenue overall e.g., with reductions in income tax and/or GST being offset
by increases in taxes on pollutants and hazardous products e.g., carbon emissions, tobacco
and alcohol. This revenue-neutral approach has worked well recently with the carbon tax in
British Columbia, Canada. One reason for the majority public support of this tax is that it
“now funds more than a billion dollars a year in other tax cuts” (1).

For some of the issues in our table we lack detailed data, so there is often substantive
uncertainty about the feasibility of the tax reform and the risks of adverse impacts. For
example, a “junk food” tax might result in industry and consumers adding more salt and
sugar to those non-taxed basic foods (and so reducing the health benefits of the tax). Such
uncertainty can sometimes be reduced by further searches for international data and/or
conducting modelling exercises. A very cautious government would also possibly focus
more on adjusting taxes that are already in place (e.qg., raising tobacco or alcohol tax), as
opposed to introducing completely new ones (e.g., a tax on sugar-sweetened beverages
[SSBs]).

What might be the research priorities for tax reform?

Firstly - what might be politically feasible revenue-neutral packages of tax reforms? For
example, a package of lowering income tax for low- and middle-income New Zealanders,
but balanced with raising taxes on carbon, tobacco, and alcohol? Or adding into this
package a tax on SSBs and a tax on junk food (as introduced in Mexico)? Some careful
modelling work would be needed to determine the likely revenue stream implications - or
perhaps the need for ongoing annual adjustments for a number of years to ensure any
“revenue-neutral” goal is achieved.

Secondly - further explore the potential for health gain and health system cost savings.
This could build on the NZ modelling work done to date e.g., on tobacco tax (2, 3), taxing
salt or high salt foods (4, 5), and taxing SSBs (6). Modelling could also be used to explore
how subsidies for fruit and vegetables might be used to offset a tax on junk food (but there
are various counter-arguments to such subsidies e.g., system complexity, and that retailers
might not pass on the price reduction to consumers).

Thirdly - it may help to further research public support/opposition to tax reform. This could
expand on former work that shows there is support for tobacco tax in NZ by smokers (if
some of the tax revenue is dedicated to helping smokers quit (7)), majority support for a
SSB tax in NZ in a 2015 survey (8), and support for SSB taxes in other jurisdictions (9, 10,
11). The revenue-neutral carbon tax in British Columbia (mentioned above), also has
majority public support (1).

Conclusions



Tax policy is complex and needs careful analysis. Nevertheless, we suspect that there is
scope for tax reform in New Zealand - to maximise improvements in health and also to
reduce costs for the publicly-funded health system. Better understanding of the
international literature and use of NZ modelling studies may generate further advice for
policy-makers in this country. Such research could focus on revenue-neutral packages that

include key health-related taxes.

Appendix: Potential tax reforms for New Zealand, with pros and cons from a

public health perspective

Potential tax

reform Possible pros for health

component

Reduced taxes?

Income tax -

reduction for low  Desirable for reducing inequalities in

and middle- income (and therefore benefiting
income New health to some extent).
Zealanders

GST - reduction if
there is a proper
carbon tax
introduced

Lowering business income tax

(company tax) for producers of solar,
Business income - wind, and hydro power may be
desirable if a proper carbon tax is not
put in place. This may encourage the
renewable energy shift to less polluting energy sources

(both local air pollution and lower

reduction for
producers of

greenhouse gases).

Increased
taxes?

Replace the
current Emissions
Trading System
(ETS) with a
meaningful
carbon tax (for
climate change
response - which
has many health
aspects)

Very likely to produce health gain,
particularly by reducing injuries (see
these 2 systematic reviews: [18]
[19]). Also likely to save health

Increase alcohol
taxes

system costs [20].

Very likely to produce health gain,
reduce health inequalities and reduce
health costs in NZ (see this NZ study
[2] and a PHE Blog). A strategy of
ongoing tobacco tax increases could
help [25] the Government to achieve
its Smokefree Nation 2025 goal [26].

Increase tobacco
taxes

As GST is a somewhat regressive tax
[12], reducing it has some potential
benefit for reducing inequalities.

The current ETS in NZ has many
design problems [13] [14][15] [16],
and a carbon tax would be a fresh
approach that might be less subject
to gaming by industry and politicians.
It is likely that a meaningful carbon
tax would have multiple positive
health outcomes (via reduced air
pollution, facilitating a shift to active
transport by commuters, and
beneficial dietary changes).

Possible cons for
health

Nil apparent.

Nil apparent.

Nil apparent.

High carbon charges are
likely to increase travel
costs for people who
don’t have public
transport access (eg,
higher costs for health
care access).

There are small risks
associated with
expansion of the home-
brewing and illegal
alcohol sales market.

There are small risks
associated with growth
of the illegal tobacco
market - but existing
NZ work is reassuring
about this issue [25]
[27].

Other issues and opportunities

Such reductions would allow scope for
introducing higher taxes on harmful
products (see below).

With lower income tax rates, some people
might be generally motivated to work
harder.

Lower GST could be a way to offset some of
the financial impacts of other tax reforms
(see below).

These reforms could assist with NZ meeting
its climate change commitments - which
ultimately will benefit international health.
Nevertheless, such reductions would not be
as efficient as just having an adequate
carbon tax. Also regulatory reform of the
energy market is a possible alternative or
associated measure.

There is likely to be industry opposition to a
carbon tax - unless balanced by reductions
in business income tax. A carbon tax would
also help NZ to efficiently meet its

international climate change commitments.

A carbon tax is likely to be a mildly
regressive tax for NZ households given how
emissions are associated with income.
However, high-income households are also
responsible for the bulk of consumption
emissions, especially in air travel [17].
These factors suggest a carbon tax
accompanied by a personal income tax or
GST reduction, may be a progressive tax
package overall.

There would be some lost value to
individuals who have a preference for
cheap alcohol - but this would need to be
balanced with the harm to others from
alcohol use and misuse (an important
concern in NZ [21-23]). Alcohol tax does
not appear to be regressive in the NZ
setting [24].

For those who don’t quit or reduce
consumption - there are risks of increased
financial pressure (eg, if counterbalancing
tax reductions are not made as per
reduced income tax discussed above (see
also this PHE Blog)).



Potential tax
reform
component

Introduce taxes
on sugar-
sweetened
beverages (SSBs),
as per Mexico,
France, etc

Introduce taxes
on junk food (as
per Mexico)

Increase gambling
taxes

Many other
possibilities exist*

Possible pros for health

There is some evidence that such a
tax would reduce SSB consumption.
Eg, see these peer-reviewed journal
articles on the Mexico experience to
date on increased prices [28], on
estimated price elasticities [29], and
changes in beverage purchasing for
SSBs and beverage alternatives [30].
Production data for Mexico (reduced
for soft drinks and increased for
bottled water [31]) is also favourable.
Experimental work also indicates
likely benefits [32] and NZ modelling
work is suggestive of health benefits
[6].

Standard economic theory would
suggest a reduction in sales and
consumption - with potential for
preventing chronic disease (but there
is considerable uncertainty here - see
this blog). NZ modelling studies that
consider taxing salt or taxing high
sodium foods give some idea of the
potential health gain [4] [5].

Likely to benefit mental health (and
also reduce non-health harms from
crime and corruption associated with
gambling).

Not discussed here.

Possible cons for
health

None obvious (health
perspective).

There is uncertainty
about the scale of
potentially harmful
substitution actions by
the food industry and
consumers (eg, adding
more sugar and salt to
untaxed “non-junk”
foods).

None obvious (health
perspective).

Not discussed here.

Other issues and opportunities

There is likely to be industry opposition, but
this may be partly ameliorated if the tax is
not applied to beverages with no sugar (eg,
diet soft drinks). Any public concern could
potentially be reduced if some of the
revenue went to fund an expansion of the
fruit in schools programme or to fund
school dental health services.

There is likely to be industry opposition.
There may also be some administrative
complexity (though note that NZ taxes
alcoholic beverages, despite a huge
diversity of alcohol-containing products).

There is likely to be industry opposition.

Not discussed here.

* Eg, some countries tax salty products (33) a potential salt tax has been modelled for NZ
(5) and the USA (34), and a saturated fat tax has been modelled for NZ (4). Such taxes also
have pros and cons - but a more general “junk food” tax may increase the likelihood of net
health gain by reducing adverse substitution effects (eg, a salt tax on its own might result
in industry and citizens adding more sugar to processed foods).
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