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Workforce disincentives for sole parents:

Introducing the e61 Tax-Transfer Calculator

Matthew Maltman and Matt Nolan

Today e61 is releasing an interactive tax-transfer calculator (e61-TTC) on our website at:
https;//e61.in/e61-workforce-disincentive-calculator/.

This note provides some basic information on what the calculator is, and how it can be used. To do so we focus on the tax
paid at varying levels of labour earnings for a working age sole parent with two children.

What is the tax-transfer calculator?

The e61-TTC is an interactive tool for calculating taxes paid, transfer (welfare) payments received, and the effective average
and marginal tax rates for working-aged Australians (aged 22-54). This tool takes user defined demographic and labour
market characteristics for a particular Australian worker and calculates this person’s take-home pay for either different hours
of work or varying private income levels.

This is a work disincentive calculator, as it translates how the tax and transfer system affects the incentives particular Aus-
tralians have to work an extra hour, earn an extra dollar, or enter the workforce.

In this calculator, an additional hour of work reflects the person working an additional hour each week for an entire tax year,
rather than just a single extra hour or shift at work. Furthermore, they are assumed to earn income relatively smoothly across
the year when determining eligibility for benefits. Similarily, when calculating by income it is assumed the income is earned
evenly over the year. More complex patterns of earnings may generate different financial year outcomes.

What are Tax Rates and why would they matter for work?

There are two tax rates provided by the tax calculator, the effective marginal tax rate (EMTR) and the effective average tax
rate (EATR). Both of these tax rates compare the tax paid and the benefit payments sacrificed against the additional earnings
received if someone decides to increase how much they work.

Formally, a tax rate can be defined as:
ADisposable Income

ETR=1- AGross Earnings

EMTRs reflect income loss from taxation and benefit withdrawal when working an additional hour. High EMTRs reduce the
financial benefit of additional earnings and can discourage work. For example, consider a person that is earning $25/hour,
and works an additional hour. From the initial $25 they lose $5 in taxes and $7.50 in benefits, keeping $12.50. Their EMTR
will be 50% (or .5).2

Alternatively, EATRs reflect the income loss from taxation and benefit withdrawal when taking up work at a given wage rate
and hours of work. This tax rate reflects the incentive an individual has to move from not working at all to work in a job at
that level of income.

Another way to understand these measures is that they reduce the net wage a person relieves — either in terms of the wage
available to work one more hour (the EMTR) or the wage received when moving back into work (the EATR).

1 For the income based calculator this refers to earning an extra $1000 dollars annually.
2 In this calculator the $25 refers to the superannuation exclusive wage. Both the earnings that are placed into superannuation and the tax liability on those
earnings are excluded. However, compulsory superannuation contributions are calculated to assess appropriate benefit eligibility.


https://e61.in/e61-workforce-disincentive-calculator/

The influence of these effective tax rates on labour supply depends on the job opportunities available to a person and their
life situation (i.e. whether they have children, are partnered, their location). Australian literature tends to find modest labour
supply responses, with most of the adjustment occurring in terms of whether individuals work or not (the extensive margin)
(i.e. Clarke et al. (2025), Dandie and Mercante (2007), Kalb (2009), and Nolan (2023)). This is also consistent with evidence
overseas (i.e. Chetty et al. (2011)). However, it should be noted that these elasticities are all static — as noted by Kleven et al.
(2023) incorporating dynamics (i.e. career choices) substantially increases the size of the estimated long-run labour supply
effect.

In Australia, Kalb (2009) highlighted that the largest responses to changes in effective tax rates in Australia occur for sole
parents. Furthermore, the tax system helps to explain an interesting trend in work among sole parents in recent decades with
Hérault and Kalb (2022) describing how the system had encouraged full-time work while discouraging part-time work in this
population.

We show how the calculator can be used to visualise these incentives for sole parents below.

How do | use the tax calculator?

Upon loading the tax-transfer calculator, you will be greeted with an About page, which will provide you more background
information on the tool. When you are ready use it, click through to Interactive Calculator tab at the top. This will load the
tax-calculator. On the left-hand side there will be a series of boxes and forms which you can fill out to provide information
on the type of person you wish to analyse. If you select that the person is partnered, a renter, or has dependent children, you
will be prompted to put in more information. When you are ready to analyse that particular person, you can click Update.

The e61-TTC produces two charts. The left chart is an income schedule, which plots the person’s net income on the y-axis
against their labour market engagement on the x-axis. Their net income is their total income (their work income, and any
transfers received) minus any taxes paid. The right chart is their EMTR schedule, which plots on the y-axis their EMTR against
on the x-axis their labour market engagement.

Figure 1 plots this for a single person, with 2 dependent children aged 4 and 6. They earn $40 an hour, and are considering
working up to 40 hours a week. From around 8 hours a week to around 32 hours a week, their EMTR is around 0.6 - that is,
for every dollar they earn they lose 60 cents through withdrawn income support payments (the Parenting Payment (Single))
and through paying personal income taxes.

After this, there are two notches. Notches are points where you end up with less income after working an additional hour -
due to higher taxes and the withdrawal of government transfers. Notches occur when the EMTR diagram goes above the red
dashed line at an EMTR of 1.

Figure 1: Example from the tax calculator
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These two notches are at 32 hours and 39 hours worked:



* At 35 Hours worked: the person has an EMTR of 1.04, which means they lose 104% of income earned from the additional
hour of work. This is due to the person no longer receiving the parenting payment. As a result, they now have the income
test applied to their Family Tax Beneift Part A payment, and so lose a large amount of the payment.

* At 39 Hours worked: the person has an EMTR of 1.44, which means they lose 144 % of income earned from the additional
hour of work. This is due to the person crossing the income threshold for the FTB A End of Year Supplement. As such, they
lose the entire payment of $938.05 per year for each of their two eligible children.

Both the notches and generally high EMTRs for this person highlights how the Australian tax-transfer system can create
disincentives for people to work — particularly for single parents with dependent children.

A major featue of the e61-TTC is its ability to identify these notches, and explain what the drivers of them are. Users can click
the Points of Interest tab below the two charts. If there are notches, then the calculator should automatically identify them
and provide a potential explanation for what is driving them.

Some users may want more detail on what is driving particular behaviour within the charts. These users can find more detail
below the charts in the Click here for a detailed breakdown of tax/transfer components tab. Upon clicking on this, two more
coloured charts will load. Users can hover over components with their mouse to see what is driving particular behaviour.

How does it work?

The e61-TTC runs on R Shiny Software. We have taken information on all major tax and transfer policies that the working
aged Australian population faces, and have translated it into code which estimates how these policies face take home pay.
Readers interested in a greater level of detail on how the the e61-TTC functions can find a companion note to this release,
which goes into depth of how it has been coded, and how we have understood the tax system.

The calculator is currently in build v0.5, and shiny version 0.1. This is the first beta version of the calculator. As we continue
to work on this tool some results may be liable to change.
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