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Economic growth is the basis for increased prosperity.  This makes the attainment of growth a key objective of governments 
around the world. The rate of growth is affected by the effect taxation has on economic decisions and through productive 
public expenditures.

For far too long, policy makers and academics have taken a back seat to genuine tax reform, ignoring the potential gains for 
more efficient and fairer tax regime. The Henry review, despite a large reform agenda only saw a failed attempt to implement 
one recommendation – the mining royalty tax that saw a tax badly designed and wildly opposed by industry. It was hardly 
an inspiring start.

The decision of the Donald Trump presidency to reduce company and personal tax rates is an encouraging sign. A debate 
on marginal tax rates has already started in Australia with the Government seeking a reduction in company tax followed by 
personal income tax reductions. The Australian Labor Party has put forward a number of tax changes in respect of dividend 
imputation, capital gains tax and negative gearing but do either sides proposals go far enough?

It is the view of The Taxpayers Research Foundation Limited, that the current level of tax debate needs to be deeper and 
more comprehensive than is currently the case. Tax reform correctly done provides benefits to all members of the community 
through enhanced economic growth. It may be considered a ‘dry’ topic by many but its importance cannot be overstated.

The Taxpayers Research Foundation Limited commends this edition of the Tax Policy Journal to you, the reader, with the 
hope it helps stimulate your further interest and debate on furthering tax reform.

editorial

preface

In this edition of the Tax Policy Journal, we present the following articles:-

Andrew Leigh  Halting the Havens

Emma Dawson  Converting non-renewable assets into long term investment

Robert Carling  Tax reform priorities in an era of budget deficits

Gene Tunney  Time to take the Henry review off the shelf: The need for comprehensive tax reform in Australia

Tim Wilson  The Social Case for Tax Reform

Terry Ryan  Compendium of Taxes

Each of the authors provides a different focus on tax reform. 
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halting the havens

Andrew Leigh is the Shadow Assistant Treasurer and 
Federal Member for Fenner in the ACT. Prior to being 
elected in 2010, Andrew was a professor of economics 
at the Australian National University. Andrew holds a PhD 
in public policy from Harvard, is a Fellow of the Australian 
Academy of Social Sciences, and is a past recipient of the 
Economics Society of Australia’s ‘Young Economist Award’.

His books include Disconnected (2010), Battlers and 
Billionaires (2013), The Economics of Just About Everything 
(2014), The Luck of Politics (2015), Choosing Openness: 
Why Global Engagement is Best for Australia (2017) and 
Randomistas: How Radical Researchers Changed Our 
World (2018). Andrew is a keen marathon runner, and hosts 
a podcast titled ‘The Good Life’. Andrew is the father of three 
sons – Sebastian, Theodore and Zachary – and lives with 
his wife Gweneth in Canberra.

We often say that the apple doesn’t fall far from the tree. But 
for some multinational firms, their tax affairs often do.

In May 2013, Apple’s chief executive Tim Cook was being 
grilled by US Senators about the nature and structure of his 
company’s tax affairs.

Those Senators were scrutinising a complex corporate 
structure, and how Apple had come to amass billions of 
dollars of largely untaxed profits offshore. The current figure 
put on profits Apple has hoarded offshore is said to be 
around US$128 billion.

Mr Cook’s retort to the subcommittee was ‘We don’t 
depend on tax gimmicks… We don’t stash money on some 
Caribbean island’.

As New York Times reporters Jesse Drucker and Simon 
Bowens noted after the release of the Paradise Papers: 
‘True enough. The island Apple would soon rely on was in 
the English Channel’.1 

Apple’s journey to Jersey started when, after international 
pressure, the Irish government began to crack down on the 
type of tax structure Apple had employed. 

Prior to the crackdown, if Irish tax authorities were satisfied 
that a company was ‘managed and controlled abroad’, 
they were not liable for much tax. The loophole for Apple 
emerged because US tax law holds that subsidiaries need 
to be incorporated in the US to be tax residents.

As Ireland began to change its laws, Apple sought assistance 
from the Bermuda-based, and serendipitously named, law 
firm Appleby to help them find a haven for their tax affairs. 
Appleby’s stationery is adorned by the slogan ‘The Right 
People. The Right Places’. 
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Alas, as a result of the extraordinary Paradise Papers 
leak to the German newspaper Süddeutsche Zeitung, and 
shared with the International Consortium of Investigative 
Journalists, we have a glimpse at how firms such as Nike, 
Google, Amazon and Facebook use shell companies and 
tax havens.

The shenanigans uncovered by the Paradise Papers, 
the Panama Papers, the US Senate subcommittee, the 
Australian Senate Economics References Committee, and 
tax advocacy groups are not always illegal. 

But what is legal is not always moral or economically sound. 
For example, a concentrated market can become even more 
distorted if an incumbent has tax advantages a potential 
new competitor does not have access to. Public spending 
on health and education is threatened by the erosion of the 
tax base by tricky tax tactics. Aggressive tax planning can 
erode public confidence in the tax system itself. After all, one 
reason most of us pay the taxes we owe is that we believe 
we live in a society where our fellow citizens do the same. 
Bad apples can spoil the whole barrel.

To put it plainly, there are a lot of crooks in tax havens. 
Economist Gabriel Zucman estimates that around four-fifths 
of money in offshore bank accounts is there in breach of 
other countries’ tax laws.2 Tax havens are used by drug-
runners, extortionists and money-launderers. They are used 
to hide the proceeds of fraud, corruption and tax evasion.

Tax havens make it frighteningly easy for firms to divert 
profits onto their sunny tax-free shores. Some journalists 
compiled a five-step guide, showing how to establish your 
own secret firm in a tax haven. The process takes 10 
minutes, costs about $2,000, and guarantees anonymity. 
Annual fees can be steep, but the start-up process is almost 
trivially simple. As the reporters put it, it’s ‘not unlike booking 
an international plane ticket or an overseas hotel’.3 

Tax havens have been estimated to hold at least $7 trillion 
in assets, costing the global economy hundreds of billions 
in lost taxes every year. Cayman Islands has fewer people 
than Bendigo, but more foreign-owned deposits than Japan. 
Head to the Caymans waterfront, and amid the diving shops, 
you’ll find Ugland House, a building that stands as the 
registered office address for more than 18,000 companies. 

Gabriel Zucman is at the forefront of research into the use 
and abuse of tax havens. Working with co-authors Annette 
Alstadsæter and Niels Johannesen, he found offshore 
wealth held by Australians was approximately 6 per cent 
of GDP (using 2007 data).4  In today’s prices, that would 
mean over $100 billion in assets held offshore by wealthy 
Australians.

And we know that these people are not just wealthy – they 
are super-wealthy. 

In another study, Alstadsæter, Johannesen and Zucman 
estimate how tax evasion affects inequality.5 This exercise in 
forensic economics used data from high profile disclosures 
– including the Panama Papers and the HSBC Switzerland 
leak – and matched it to standard information on reported 
wealth holdings from Norway, Sweden and Denmark.

They find that tax evasion rises sharply with wealth, 
a phenomenon that random audits fail to capture. On 
average about 3 percent of personal taxes are evaded in 



Scandinavia, but this figure rises to close to 30 percent in 
the top 0.01 percent of the wealth distribution. 

Offshore wealth is similarly distributed in both data sources, 
and extremely concentrated: about 80 percent of offshore 
wealth belongs to the top 0.1 percent richest households, 
and about 50 percent to the top 0.01 percent. The richest 
1/10,000th of the population own half the wealth in tax 
havens.

The study only looked at some of the offshore assets, but 
in this instance, it’s fair to measure the iceberg by looking 
at its tip. After all, it is highly unlikely that a large fraction 
of it belongs to households in the bottom 99 percent of the 
wealth distribution. Offshore private banks typically require 
customers to have a minimum amount of financial assets 
to invest. You won’t pass the million-dollar investment 
threshold if you’re not a multi-millionaire.

It goes without saying that for Australia to be a leader in 
tackling multinational tax avoidance, our investigators need 
to be properly resourced. Unfortunately, since the change 
of government in 2013, staffing levels at the Australian 
Taxation Office have fallen by more than 3000 staff.6 The 
tax office has around one-fifth fewer staff than it did in 
mid-2013. It is difficult to imagine that Australia can do 
everything necessary to crack down on tax havens while the 
enforcement agency is subject to an arbitrary staffing cap.

Addressing the scourge of tax havens isn’t a form of 
globophobia. In fact, it’s quite the opposite. Unless the 
electorate believes that the rules are fair, it will be harder to 
maintain strong support for openness. Right-wing populists 
frequently claim that people in advanced nations would 
be better off by retreating from the global economy. The 
best way to counter this claim is to demonstrate that the 
global rules aren’t skewed towards the fortunate few. This 
is particularly important for a medium-sized economy like 
Australia, which depends heavily on trade, migration and 
foreign investment.7  

Yet if the public doubt that multinational firms will pay their 
full share of tax, it will be difficult to maintain public support 
for openness. Getting tax settings right is also important for 
a resource-dependent economy. Australia is set to become 
the world’s largest liquid natural gas producer by 2020. Given 
that the sector is largely foreign-owned, most of the profits 
will flow offshore. Since resources industries are highly 
capital-intensive, the employment impact is necessarily 
limited. So the main benefit to Australians in the future will 
come through any taxation revenue that is collected from 
the projects.8

Closing loopholes isn’t just good economics – it’s also 
important to ensure that the general public regards the tax 
system as fair. That is why the previous Labor Government 
in 2012 reformed Australia’s transfer pricing laws (with the 
Coalition voting against these changes).9 The 2012 reforms 
turned out to be fundamental in the Australian Tax Office’s 
2017 court victory against Chevron. 

We have also announced that the next Labor Government 
will move to a world-wide gearing ratio approach for 
calculating the amount of debt that companies can claim 
deductions on in Australia. Under our preferred approach, 
deductions would be assessed on the third-party debt-to-
equity ratio of a company’s entire global operations. We 
propose to achieve this by eliminating the existing safe-
harbour and arms-length tests and making the world-
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wide gearing ratio the only test for the level of allowable 
deductions. This is a shift away from the current safe harbor 
rules which let companies claim deductions on up to 60 per 
cent of their Australian debt, without needing to show how 
this debt relates to their real business activity.   

Because the 60 percent ratio is an arbitrary figure, it is too 
generous for some businesses and possibly too strict for 
others. Our proposal aims to ensure there is strong support 
through the tax system for companies that have a legitimate 
need for high levels of debt. Indeed, if a multinational group 
has a worldwide gearing ratio of 70 percent, then our 
proposal will see it being able to claim up to 70 percent debt 
in Australia. For some entities, a worldwide gearing ratio is 
more generous than the arbitrary 60 percent cap.

To address the abuse of tax havens, federal Labor 
has announced a suite of measures to provide greater 
transparency and accountability in the system. These 
include

Public reporting of country-by-country reports. 
This would require the Australian Taxation Office to make 
country-by-country reports (excerpts) publicly accessible, 
high level data on how much tax is paid in jurisdictions in 
which the firm operates, the number of employees, and 
related material. 

The European Union have already moved on public country-
by-country reporting, with some sectors operating under the 
European Union tax transparency regime for years, while 
the United Kingdom is able to release such reports publicly 
under regulations. Some major Australian firms already 
report country-by-country tax on a voluntary basis. 

Australia has implemented laws requiring multinational 
corporations with revenues over $1 billion to submit country-
by-country reports. However, there is no requirement for 
these reports to be made public. Public disclosure would 
make country-by-country reporting much more useful to 
developing countries, other businesses, shareholders, civil 
society, academics and journalists.

Whistleblower protection and rewards 

A Labor Government would provide protection for 
whistleblowers who report on entities evading tax to the 
Australian Taxation Office. Individuals who highlight tax 
evasion would be eligible to collect a share of the penalty 
collected. 

In the United States, such measures go back to the False 
Claims Act (also called the Lincoln Law), which allows 
whistleblowers to claim a share of the penalty. A similar 
British program has been prominent in recent years, in part 
due to growing community concerns about tax avoidance. 
Such suits are sometimes referred to as qui tam actions, 
short for a Latin phrase, ‘qui tam pro domino rege quam pro 
se ipso in hac parte sequitur’, meaning ‘he who brings an 
action for the king as well as for himself’.

Implement a publicly accessible registry of the beneficial 
ownership of Australian legal entities, including trusts 

Labor would fully implement the G20 principles Australia 
signed in 2014 and ensure transparency over who ultimately 
owns a company, rather than just who is listed on company 
paper-work. 

The Financial Action Taskforce found Australia’s beneficial 
ownership regime to be ‘partly compliant’ regarding 



companies, and ‘completely non-compliant’ regarding legal 
arrangements, that is, trusts. Trusts are regularly cited in the 
use of tax havens, adding an extra layer of opacity to many 
firms’ arrangements.

Require government tenderers to state their country of 
tax domicile
Labor would amend procurement process requirements 
to require companies to state their country of domicile for 
tax purposes. The tender-value threshold for this measure 
would be for government purchases above $200,000. The 
measure would not change the ‘value for money’ criteria of 
procurement, nor preclude any company from tendering. It 
simply acknowledges that the public who are funding such 
work are entitled to know the firm’s tax domicile.

Labor will require mandatory reporting of a specific 
‘material tax risk’ - tax haven exposure - to shareholders 

This proposal would be a ‘nudge’ in having companies 
include reputational risk and the involvement of shareholders 
as part of their tax risk management practices. Companies 
would be required to disclose to shareholders as a ‘Material 
Tax Risk’ if the company is doing business in an international 
material tax risk jurisdiction (i.e. a known or suspected tax 
haven). There is no current legal requirement to do so 
currently. 

The proposal would amend the Corporations Act to require 
disclosure of dealings in ‘international material tax risk 
jurisdictions’ to shareholders. The Australian Tax Office 
would issue guidance on the types of activity, and detail, 
businesses are required to disclose.

A list of these jurisdictions would be maintained by the 
Australian Taxation Office and issued as a guidance note 
to inform companies’ corporate governance regimes. It 
would be similar to the design of the European Union’s 
proposed ‘blacklist’. Jurisdictions featured on an early 
draft European Union list included Andorra, Liechtenstein, 
Guernsey, Monaco, Mauritius, Liberia, Seychelles, Brunei, 
Hong Kong, Maldives, Cook Islands, Nauru, Niue, Marshall 
Islands, Vanuatu, Anguilla, Antigua and Barbuda, Bahamas, 
Barbados, Belize, Bermuda, British Virgin Islands, Cayman 
Islands, Grenada, Montserrat, Panama, St Vincent and the 
Grenadines, St Kitts and Nevis, Turks and Caicos, and the 
US Virgin Islands.

Aside from existing disclosure requirements relating to 
company financial positions or operations, public policy 
considerations are already part of the Corporations Act. 
For example, Section 299 requires that the Directors’ report 
include: ‘if the entity’s operations are subject to any particular 
and significant environmental regulation under a law of the 
Commonwealth or of a State or Territory – give details of the 
entity’s performance in relation to environmental regulation’

These transparency proposals are carefully calibrated. 
They are aimed to reduce tax avoidance, and bolster public 
support for economic openness.*

In 2010, a group of high-net worth Americans who are 
committed to building a more prosperous, stable, and 
inclusive nation came together to form an organisation 
they called ‘Patriotic Millionaires’.10  The aim of the group 
is ‘on promoting public policy solutions that encourage 
political equality; guarantee a sustaining wage for working 
Americans; and ensure that millionaires, billionaires, and 
corporations pay a greater percentage of taxes.’ In short, 
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they want to save capitalism from the cronies.

The organisation’s chair, former BlackRock managing 
director Morris Pearl writes:11

As an investor, one who has been entrusted with helping 
to safeguard other people’s money over many years, I 
value the high degree of disclosure required from American 
public companies. Corporations and the world in which they 
operate change every day, so investors need to know the 
risks their money faces…

Incredibly, even though the blowback against egregious tax 
practices is a substantial risk to multinational companies and 
a significant threat for shareholders, it is often impossible 
for investors to determine how healthy a company really 
is and whether or not the profits are merely a reflection of 
aggressive tax planning… 

With companies engaging in high-risk tax avoidance, the 
investing public needs more information, clearly expressed. 
Investors should, at a minimum, be given a list of all countries 
in which a company operates, the revenue and earnings 
attributed to each country, and the amount of taxes paid 
in each. There might still be disputes but at least investors 
would be working from the same numbers.

The transparency policies I’ve outlined are not a panacea. 
They do, however, complement and reinforce strong tax laws 
and the shutting of loopholes. Firms operating in Australia 
through tax havens are on notice that a Labor Government 
will open the shutters and let the sunlight in. Many firms, 
who are already doing the right thing, will welcome greater 
transparency. 

Those who are doing things their customers wouldn’t 
support might need to rethink their approach. As the global 
head of Appleby’s corporate department wrote in an email 
to his senior partners three years ago: ‘for those of you who 
are not aware Apple are extremely sensitive concerning 
publicity’.12 Like most Apple users, I want the company to 
succeed based on product innovation, not tax innovation. 

Tax reformers often argue that we should be guided by the 
principles of equity, efficiency and simplicity. But tax havens 
can be byzantine in their complexity, divert resources from 
productive activity, and contribute to growing inequality. If we 
allow some firms to use tax havens to avoid paying their fair 
share, we risk undermining support for economic openness. 
Improving transparency and ending unnecessary tax 
concessions isn’t just good economics – it’s good politics 
too.



* This article draws upon a speech that was originally delivered to the Australian Petroleum Production and Exploration 
Association’s Biennial Taxation & Commercial Conference in Adelaide on 17 November 2017. My thanks to Nick Green for 
valuable assistance in its preparation.
1Jesse Drucker and Simon Bowers, ‘After a Tax Crackdown, Apple Found a New Shelter for Its Profits’, New York Times, 6 
November 2017.
2Gabriel Zucman, 2015, The Hidden Wealth of Nations, University of Chicago Press, Chicago.
3‘Setting up your own tax haven shell company takes 10 minutes’, ABC online, 4 April 2016.
4Annette Alstadsæter, Niels Johannesen and Gabriel Zucman, 2018, ‘Who Owns the Wealth in Tax Havens? Macro 
Evidence and Implications for Global Inequality’, Journal of Public Economics, forthcoming 
5Annette Alstadsæter, Niels Johannesen and Gabriel Zucman, ‘Tax Evasion and Inequality’ NBER working paper 23772, 
NBER, Cambridge, MA.
6The last available staffing figures before the September 2013 election are from June 2013. At that time, the average 
staffing level at the Australian Taxation Office was 21,514. By September 2017, the average staffing level at the tax office 
was 18,318. A similar result can be seen from looking at the total headcount at the tax office, which dropped from 24,987 to 
20,502 over the same period.
7Andrew Leigh, 2017, Choosing Openness: Why global engagement is best for Australia, Penguin, Sydney.
8Natasha Cassidy and Mitch Kosev, ‘Australia and the Global LNG Market’, RBA Bulletin, March 2015, pp.33–42.
9In 2012, the Coalition voted against the then Labor Government’s Tax Laws Amendment (Cross-Border Transfer Pricing)                    
Bill (No. 1) 2012, claiming that the law was retrospective. In reality, the amendment simply clarified the operation of our tax 
laws, ensuring that multinationals couldn’t exploit loopholes.
10See patrioticmillionaires.org
11Morris Pearl, ‘Dodging Taxes and Shareholders’, New York Times, 21 September 2016, p.A27
12Jesse Drucker and Simon Bowers, ‘After a Tax Crackdown, Apple Found a New Shelter for Its Profits’, New York Times,  
  6 November 2017.
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Converting non-renewable assets into long term investment

Emma Dawson is the Executive Director of Per Capita. 
Formerly, she was a senior advisor on Digital Inclusion at 
Telstra, Executive Director of the Institute for a Broadband 
Enabled Society at the University of Melbourne, and a 
senior policy advisor in the Rudd and Gillard governments. 

Emma has published articles and opinion pieces on a 
wide range of public policy issues, which have appeared in 
the Sydney Morning Herald, The Age, the Guardian, The 
Australian, and a number of online publications. She is a 
regular panellist on The Drum on ABC TV and various Sky 
News programs.

Emma holds a BA with First Class Honours from LaTrobe 
University and an MA with Distinction from Monash. She 
sits on the board of the Prader-Willi Research Foundation 
Australia and is an Honorary Fellow in the School of Social 
and Political Sciences at the University of Melbourne.

13 May 2018 marked a decade since the Rudd Labor 
Government announced the Australia’s Future Tax System 
Review.

Known now as the Henry Review after its lead investigator, 
then head of Treasury Ken Henry, this major analysis was 
commissioned to “examine and make recommendations 
to create a tax structure that will position Australia to deal 
with the demographic, social, economic and environmental 
challenges of the 21st century and enhance Australia’s 
economic and social outcomes”1.

The Terms of Reference were broad and bold, 
notwithstanding the exclusion of consideration of the Goods 
and Services Tax (GST).

In the intervening decade, little progress has been made 
on any of the recommendations that emerged in early 2010 
from the review process. 

In a recent address to the Australian Institute of Company 
Directors’ Governance Summit in Melbourne2, Henry 
lamented the failure of successive governments to act 
on the report’s recommendations, warning that, without 
comprehensive reform leading to a sustainable tax base, 
the work of government would grind to a halt.

Successive governments have indeed “cherry picked” 
elements of the report’s recommendations to inform a series 
of short-lived policies that they have proved largely unable 
to get through a divided parliament.

After an ill-fated attempt to float an increase in the rate of 
the GST, and the idea of allowing the states to raise income 
taxes, the current government has retreated from reform. 
Its tax policy is now apparently restricted to the pursuit of a 
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gradual reduction in the company tax rate, as recommended 
as part of the Henry Review, from 30 per cent to 25 per cent 
over a decade. 

While the first tranche of the so-called Enterprise Tax Plan3, 
awarding the tax cut to small and medium enterprises, has 
passed the Parliament, the government has so far been 
thwarted by the Senate in its attempt to pass the cut for large 
corporations.

Regardless of its ultimate success or failure, as Henry has 
noted, “…cutting the company tax rate is only a small part of 
a required restructuring of our tax system4”. 

It’s well past time for our political leaders to grasp the mettle 
of structural reform to deliver a sustainable tax base to 
support the wellbeing and future prosperity of the Australian 
people. 

The unwillingness of our political leaders to grapple with 
serious tax reform can be traced to the Rudd Government’s 
disastrous attempt to implement a Minerals Resource Rent 
Tax in 2010, which was itself a diluted version of the uniform 
national resource rent tax proposed by Henry the previous 
year. 

Facing trenchant opposition from the mining industry, who 
ran a well-resourced scare campaign backed by the then-
opposition Coalition led by Tony Abbott, Rudd’s signature 
tax policy fell at the first hurdle, and was a major contributing 
factor to his ousting as Prime Minister in June that year. It 
was then resurrected by his replacement as Prime Minister, 
Julia Gillard, but with concessions to the mining industry 
so extreme as to render it virtually useless as a source of 
revenue.

That the Australian people receive so little recompense 
for the extraction and export of our natural resources is 
indefensible. Australia is one of the most resource-rich 
nations on earth: besides being the world’s leading exporter 
of coal, we hold a top five position as producer of another 19 
commodities. In the 2016-2017 financial year, 7.4% of our 
gross domestic product came from mining5. 

A recent forecast from the Department of Industry, Innovation 
and Science found that “[t]he value of Australia’s [Liquid 
Natural Gas] exports is forecast to increase from $22 billion 
in 2016–17 to $35 billion in 2018–19” – and by 2020, will 
overtake Qatar as the largest exporter of LNG in the world6.

Yet we are expected to earn only around $600 million in 
taxes from LNG exporters this year, compared to Qatar’s 
take of more than $26billion.

Exporters of our natural resources are essentially engaged 
in asset sales. These assets – which can only be sold once 
- belong to all Australians, and the failure of our taxation 
system to secure a reasonable share of their value for the 
common good is an abject failure of policy makers.

If a comprehensive approach to tax reform is too much to 
hope for in the current political climate, then at the very least 
a government serious about shoring up Australia’s revenue 
base should be looking again at implementing a uniform 
national resource rent tax as a matter of urgency.

A recent submission to the Senate Economics Reference 
Committee Inquiry into Corporate Tax Avoidance 
demonstrated the scale of foregone revenue, rightly owed 



to the Australian people, resulting from the extraordinarily 
lax fiscal regime that governs resource rents in Australia.

Juan Carlos Boué, a researcher at the Oxford Institute for 
Energy Studies, calculated and compared the Effective Tax 
Ratios (ETRs) for petroleum exploration and production 
activities in different jurisdictions producing oil and natural 
gas, and found that, since 2008, Australia has imposed an 
ETR of 21 per cent on gross industry income from petroleum 
exploration and production.

Boué found that, “if the quantum of gross income generated 
by upstream oil and gas activities in Australia during these 
years had attracted the ETRs which oil and gas activities 
attracted in Denmark and Norway during this same period 
(49 and 54 per cent, respectively), then the Australian 
federal government would have received an additional 71 or 
84 billion US dollars, respectively, in fiscal income7”.

That’s more than double the cost over a decade of fully 
funding the Gonski education plan.

If we are to continue allowing multinational mining companies 
to extract and export our non-renewable energy resources, 
we should be demanding a much higher return, which we 
can invest in our future prosperity.

It is widely acknowledged that we are living through what 
Klaus Schwab, Founder and Executive Chairman of the 
World Economic Forum, has dubbed the “fourth industrial 
revolution8”. In his 2017 book of the same name, Klaus 
outlines the challenges of the current era of technological 
disruption and change to the way we live and work in a 
digital society.

But the central thesis of his book is that we can harness the 
opportunities of this revolution by “… by putting people first, 
empowering them and constantly reminding ourselves that 
all of these new technologies are first and foremost tools 
made by people for people.”

The best way to do that is by investing in education and 
skills training for the working and middle class. A skilled 
and engaged workforce is now a non-negotiable part of the 
economy.

In a rapidly changing economy, a workforce that can adapt 
to change, learn new roles, take up new technologies and 
engage with new ways of working will be critical to not only 
workplace productivity, but also overall societal wellbeing. 

The increased government revenue gained from a uniform 
national resource rent tax, implemented at an internationally 
competitive rate significantly higher than our current 21 per 
cent ETR, can underpin a long-term investment in education 
and skills training required to ensure that our nation is able 
to adapt and thrive in the changing economic and social 
environment wrought by technological advancement and 
automation of industry.

This requires more than a one-off funding boost. Rather, a 
long-term investment vehicle to provide a secure source of 
revenue for education and skills development needs to be a 
central part of Australia’s fiscal environment.

The proceeds from the uniform national resource rent tax 
should be spent initially on directly funding the Gonski school 
education plan, with the remaining revenue wholly invested 
in a new sovereign wealth fund dedicated to funding school 
education, with additional resources allocated to vocational 
education and training for people throughout the lifecourse.
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The Education Future Fund could be administered alongside 
Australia’s other sovereign wealth fund, the Future Fund. 
Managed prudently, its proceeds could, within a decade, 
sustainably fund Australia’s school education sector in 
perpetuity, even beyond the natural end of demand for non-
renewable energy resources.

Opposition from the Australian mining sector to a uniform 
national resource rent tax set at a rate comparable with 
other jurisdictions would, of course, be vociferous.

However, it is doubtful that a campaign against a well-
designed resource rent tax would find as receptive an 
audience as it did in 2010.

For a start, public opinion on issues of tax and transfer has 
shifted considerably in the intervening years. The annual 
Per Capita Tax Survey, which has been conducted since 
2010, has seen a marked increase of more than 10 per 
cent in the number of Australians who believe that corporate 
tax avoidance is unfairly skewing our tax system since the 
survey commenced. The most recent survey found that 
almost nine in 10 Australians now believe that corporate 
tax avoidance is affecting the fairness of Australia’s taxation 
system9. 

The survey reflects a growing concern amongst the 
electorate over growing inequality in Australia. A tax and 
transfer policy that sought to recoup our fair share of the 
proceeds from resource asset sales for investment in the 
education of our kids and our future workforce would likely 
find favour with citizens concerned about low wage growth, 
high house prices and increased costs of living.

Secondly, the mining boom is over, and an industry 
campaign against a “great big new tax” would likely fall on 
fallow ground. Its success in 2010 was due to the industry’s 
ability to portray itself as a major employer and a strong 
investor in the Australian economy.

But since 2012, employment in mining has fallen by almost 
20 per cent, and mining investment, which peaked that year 
at around nine per cent of GDP, has fallen rapidly to below 
four per cent of GDP today.  

It’s much harder for mining billionaires in 2018 to make 
the case that a tax on their business profits is a tax on the 
incomes of working Australians. The failure of the Business 
Council’s campaign for company tax cuts for businesses 
with more than $50million in revenue to cut through to the 
Australian people shows that times have changed.

Thirdly, a well-designed uniform national resource rent 
tax, explicitly aimed at funding education, rather than at 
shoring up the general revenue base, would appeal to 
a demonstrated desire among the public for increased 
investment in our education system.

The annual Per Capita Tax Survey finds that four in five 
Australians want to see more government spending on 
education10. Along with health, it’s an area the vast majority 
of Australians, of all political persuasions, believe deserves 
greater investment.

Finally, if the proceeds of the tax were invested securely in a 
sovereign wealth fund, the populace could be convinced that 
their money, coming from the sale of their assets, was being 
prudently and independently invested for the betterment of 
their and their children’s futures.



In short, the politics of selling such a policy should be 
achievable for any politician serious about reducing 
inequality and investing in the future of the nation.

While it’s far from the wholesale structural tax reform 
envisaged by the Henry Review, and needed to ensure 
our national prosperity in the face of climate change, 
technological disruption and the demographic challenges 
of longevity and globalization, a properly structured uniform 
national resource rent tax is long overdue.

By using it to create a long-term investment vehicle, by 
way of an independent sovereign wealth fund, to secure 
the future funding of our education system, policy makers 
could create a widely supported, sustainable means of 
empowering Australian citizens to adapt and thrive through 
the 21st century.

If we are to continue to allow multinational corporations to 
extract and export our non-renewable energy resources, at 
least until the demand for them is supplanted by renewable 
energy technologies, then surely now is the time to invest 
the proceeds securely in the future of the Australian people.
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Since the stream of personal income tax cuts initiated 
by the Howard government came to an end in 2010, the 
absence of tax reform has been palpable. Harsher critics 
date the end of tax reform even earlier, to when the GST 
was introduced in 2000. Regardless of how far back the net 
is cast, there is little disagreement that past reform efforts 
left unfinished business and that Australia has endured a 
long reform drought.

The Australia’s Future Tax System (Henry) review, although 
comprehensive and presenting a strong case for further 
reform, led to little change after it reported in 2009. The 
Abbott government initiated its own review, which was 
aborted after the change of Liberal leadership in 2015. 

Despite the fate of those systemic reviews, governments 
have been active in making piecemeal changes to tax 
policy. Consider the following list:

• A new mining tax and a new carbon tax each came and 
went.

• The Medicare levy was increased by 0.5 percentage 
point

• The tax free-threshold was substantially increased, but 
largely offset by a reduction in the low income tax offset 
and increases in the first two marginal rates.

• The second-top income tax threshold was lifted. 
Otherwise, bracket creep has continued unabated.

• The top marginal rate of personal income tax was 
lifted by 2 percentage points in 2014 and removed, as 
scheduled, three years later.

• A new levy on major banks’ liabilities was introduced in 
2017.
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• The company tax rate was reduced for smaller 
companies, while the government’s proposed phased 
reduction to 25% for all companies has not been 
legislated.

• A raft of company tax integrity measures were 
introduced, aimed particularly at harvesting more 
revenue from multinationals.

• Superannuation tax arrangements were substantially 
reshaped to reduce maximum contributions, increase 
the contributions tax for high income earners and 
increase the tax on earnings on large superannuation 
balances.

• Tobacco excise has been increased massively.

• Automatic six-monthly indexation of fuel excise has 
resumed after a 15-year hiatus.

• An assortment of relatively small base-broadening 
measures, such as elimination of the medical expenses 
offset and tightening of deductions for residential rental 
properties.

Most of these measures add to revenue, the company tax 
cut being a notable exception. However, even if that cut 
is ever legislated in full, the above measures will add to 
revenue in aggregate, as will continued failure to neutralise 
bracket creep. Indeed, the dominant objective of tax policy 
since 2010 has been to raise additional revenue to help in 
budget repair rather than to pursue a reform agenda. 

While some of the above-listed individual measures could 
be considered consistent with reform to achieve greater 
economic efficiency, horizontal or vertical equity and 
simplification – and governments have to some extent self-
servingly described them as ‘reforms’ – there has been no 
coherent reform strategy. Some of the changes even work 
against reform objectives and against reform measures 
implemented in the past.

A great deal has been said and written by observers of 
economic policy making about the changes in political culture 
contributing to the failure of tax reform and of economic 
reform more generally. Political culture in an era of populism 
and social media is no doubt part of the explanation, but 
there is also a simpler reason: that tax reform is harder to 
achieve in an era of budget deficits and attempted budget 
repair, such as has prevailed since the global financial crisis 
and the end of the mining boom. Budget repair remains a 
work in progress, and if tax reform is to be achieved the two 
objectives need to be reconciled.

Conventional wisdom holds that reform is politically easier 
to achieve when the winners greatly outnumber the losers. 
In tax reform, this means the net effect of a set of policy 
changes is to reduce revenue. This is what makes reform 
difficult to reconcile with budget repair. Conceptually, 
however, reform does not have to mean less revenue. It is 
also possible to improve the structure or design of the tax 
system while increasing or leaving unchanged the level of 
expected revenue. 

A government faced with a simultaneous need for tax reform 
and budget repair has a number of paths open to it:



• A ‘Laffer curve’ approach, involving reductions in tax 
rates that are expected to pay for themselves through 
additional revenue generated by additional taxable 
economic activity (a supply-side response). The problem 
with this approach is that in practice tax reductions 
generally do not fully pay for themselves. While there 
are strong grounds to expect a growth ‘dividend’ from 
cuts in tax rates – and it should be taken into account 
in formulating tax policy -- it is never likely to be more 
than a partial offset to the first-round revenue cost of 
tax cuts. 1

• Put revenue-reducing tax reform ahead of budget repair 
in the order of priorities and accept that the budget deficit 
will expand. This is the approach taken recently in the 
US, with a package of corporate and personal income 
tax changes expected to lower revenue and enlarge 
the deficit by about 1% of GDP. A similar amount in 
the Australian context would be around $18 billion a 
year in net tax reduction. At other times this has been 
called the ‘starve the beast’ approach, meaning that it 
forces attention to expenditure discipline by starving the 
budget of revenue and inflating the deficit. Whether this 
strategy actually works in practice is another matter; 
the result may simply be a permanently higher budget 
deficit with all the problems that brings.

• Design tax reform to be either revenue-neutral or 
positive so that it contributes to – or at least does not 
frustrate budget repair. The problem with this approach 
is that increasing the overall weight of taxation entails a 
likely cost in the form of lower economic growth, which 
offsets any benefits from changes made to the structure 
of the tax system in the name of reform.2 Australia is not 
currently experiencing the benefits of new tax reform but 
it is experiencing the economic costs of rising taxation, 
which is being used as the main instrument for reducing 
the budget deficit. The ratio of Commonwealth tax 
revenue to GDP is rising, but the current government 
has placed a ceiling on it at 23.9% of GDP, which is 
expected to be reached in 2021. 

• Create the fiscal headroom for revenue-reducing tax 
reform by cutting expenditure, or at least reducing 
its rate of growth. This approach would deliver the 
economic benefits of tax reform while also ensuring 
fiscal discipline. 
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The political difficulty is in bringing about the reductions 
in expenditure, which may create a new class of reform 
‘losers’ who become malcontents at the ballot box. The 
Australian political system seems incapable of reducing 
Commonwealth budget outlays below 25% of GDP, which 
is a high level by historical standards.

There is no easy way through these thickets, but if the 
emphasis is placed on smaller government and fiscal 
discipline as this author would advocate the government 
should favour revenue-reducing tax reform, but do so in 
manageable steps. It should give priority to reforms with the 
largest pay-off in economic growth and use the scope for 
revenue reduction as it opens up, without jeopardising the 
return to structural budget balance. Stronger government 
expenditure restraint is needed to create fiscal headroom 
for substantial revenue-reducing reform.

Priorities for tax reform
The menu of possible tax reforms has been well enough 
articulated by past reviews of the tax system. It includes state 
taxes (such as stamp duties) as well as Commonwealth 
taxes.

The absence of political appetite for large, comprehensive 
reform packages is evident, particularly if they involve 
increasing the rate and/or broadening the base of the GST, 
which is the main potential source of extra revenue to finance 
cuts in other taxes. Indeed, the case against increasing the 
GST is not without economic merit.

Given these constraints, if tax reform is to make progress 
it will need to proceed incrementally and selectively, 
starting with reforms with the largest pay-offs. Focusing on 
Commonwealth taxation, the ‘elephant in the room’ is direct 
taxation, or in other words income taxation, both corporate 
and personal.

A recurring finding of tax system reviews has been that 
Australia relies too heavily on direct taxation. Although 
reforms have been made at various times in the past to 
reduce the over-dependence, any reductions have been 
temporary. The problem of over-dependence is that personal 
and corporate income taxes are among those with the 
highest economic efficiency costs, which are exacerbated 
by high marginal rates. 
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The previous charts illustrate Commonwealth income taxes 
as a proportion of total Commonwealth taxation and as a 
proportion of GDP back to the 1950s. On both measures, by 
2020-21 income tax is set to return to the previous historical 
peak of the late 1990s, and would then go on to exceed the 
previous peak if no action is taken to correct the trend.

Modelling suggests that company income tax is the most 
harmful to economic growth among the array of significant 
Commonwealth taxes. The current policy of cutting company 
tax to 25% therefore seems appropriate. Indeed, the case 
for doing so has been strengthened by the reductions being 
implemented in the US and elsewhere. In this context, the 
reduction to 25% appears modest and the implementation 
timetable too slow.

There is no similar plan as yet to address the rising burden of 
personal income tax, although the current government has 
foreshadowed an announcement in the May 2018 budget. 
The following charts illustrate the history of personal income 
tax as a proportion of GDP and as an average overall tax 
rate.

Viewed in these terms, all of the reductions in personal 
income tax implemented since the late 1990s will be 
reversed by the turn of the current decade. This is the work 
not only of bracket creep but also of two 0.5 percentage 
point increases in the Medicare levy.

Options for personal income tax reform include the following:

Increasing bracket thresholds
Discretionary, one-off increases in thresholds have been 
one of the most common ways for income tax cuts to be 
delivered. These can correct for bracket creep over a 
number of years. The only such threshold adjustments 
since 2010 have been an increase in the tax-free threshold 
in 2012 and an increase in the third ($80,000) threshold in 
2016. Substantial bracket creep has therefore occurred. 

However, one-off threshold adjustments on their own do not 
provide permanent income tax relief. A more fundamental 
change deserving to be regarded as a reform is one that 
takes the discretion and timing of bracket adjustments 
away from governments by legislating for automatic annual 
indexation of thresholds, similar to the automatic indexation 
of excise duties (although in that case the adjustments are 
made at six-monthly intervals).

The advantage of indexation is that once instituted it would 
stop future bracket creep. It would cease to be the recurring 
issue it has been in Australian public policy for decades. 
Prospective indexation in itself would cost the budget very 
little initially, as inflation is low, but the cost would gradually 
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cumulate year-by-year. This makes indexation easier to 
reconcile with budget repair than are some other reforms. 
However, prospective indexation on its own would do 
nothing to correct for past bracket creep or address other 
existing deficiencies in the personal income tax scale.  

Discretionary threshold adjustments to update the income 
tax scale for inflation since 2012 would come at a cost to 
revenue of at least $10 billion a year if implemented from 
2018-19. In addition, automatic indexation for future inflation 
would cost approximately $2 - 3 billion a year (cumulating) 
at current rates of inflation.

Threshold adjustments, whether discretionary or automatic, 
are a very limited form of personal income tax relief. While 
increases in thresholds reduce marginal rates for a limited 
number of taxpayers (those whose incomes lie between 
the old and increased thresholds), the schedule of marginal 
rates is not reduced. Threshold adjustments are not a 
substitute for cuts in marginal rates.

Cutting marginal rates
Cuts in marginal rates are desirable because their effect 
is enduring and marginal rates are a strong influence on 
decisions relating to work, saving and investment. 

The level and degree of graduation of marginal rates depends 
on revenue, economic efficiency and equity considerations. 
Although a strong case can be made for a single personal 
income tax rate, the notion of a progressive scale is deeply 
imbedded in public policy thinking. As long as such a scale 
exists, there is scope for argument about the appropriate 
degree of progression. The existing personal income tax 
structure is highly progressive. There are strong economic 
arguments for lowering all marginal rates including the 
top rate. However, reducing all marginal rates by just one 
percentage point would come at a gross revenue cost of 
around $7 billion a year. It is to be emphasised that this is a 
gross figure, making no allowance for the beneficial effect 
of cuts in marginal rates on economic growth and taxable 
income over time. The net revenue loss after allowing for 
these feedback effects could be substantially less.

The first two marginal rates were increased in 2012 to offset 
much of the revenue effect of the increase in the tax-free 
threshold at that time. This, and the fact that the 32.5% rate 
is the most relevant to the largest number of taxpayers, 
perhaps makes a reduction in that rate the highest priority.

Figure 3: Personal Income Tax as % of GDP
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Abolish the tax-free threshold and cut marginal rates
One of the focal points of tax policy in recent years has been 
to increase the tax-free threshold. As shown in Figure 6, by 
2010 the threshold, then set at $6,000, had declined to 10% 
of average male earnings, having increased little in dollar 
terms since the 1980s. The Henry tax review recommended 
a much higher tax-free threshold of $25,000. In the event, 
the government increased it to $18,200 in 2012 as part of its 
compensation package for the then carbon tax. As a result, 
the tax-free threshold now stands at a historically high level 
relative to average earnings.

The thinking behind setting the tax-free threshold at a 
relatively high level is that it frees many welfare beneficiaries 
from income tax and prevents the interaction of benefit 
withdrawal rates (under means tests) with non-zero marginal 
income tax rates, which can produce very high effective 
marginal tax rates when the two are combined. In addition, 
setting the tax on low incomes at zero reduces ‘churning’, 
whereby the same people both pay income tax and receives 
income support payments from the government.

Another view of the tax-free threshold, however, is that it is 
very costly to revenue because the benefit (in lowering the 
average tax rate) flows to all taxpayers, not just those on 
low incomes whose purchasing power is most in need of the 
protection provided by the threshold. The loss of revenue 
results in marginal rates further up the income scale being 
higher than they otherwise would be, resulting in high 
deadweight economic costs. Moreover, some individuals 
on incomes below the tax-free threshold belong to relatively 
high income households or have other sources of tax-
exempt income and therefore the threshold is in a sense 
poorly targeted. 

Imposing tax from the first dollar of income would certainly 
generate much more revenue and enable large cuts in 
marginal rates. However, it would also impose much higher 
income tax bills on genuinely low income households that 
presently pay none or very little. It would require a large 
increase in income support payments by government, 
thereby exacerbating churn. For these reasons, although 
there are countries that tax from the first dollar, they also 
provide a low income tax credit that is withdrawn above a 
certain income level.3

Indeed, this was done in Australia during the decade from 
2000. Although the tax free threshold remained at $6,000, 
a low income tax offset (LITO) was also provided, and grew 
from $150 in 2002 to $1,500 in 2010, creating an effective 
tax-free threshold of $16,000. The LITO was withdrawn at 
a rate of 4% over the income range $30,000 to $67,500, 
above which the effective and actual tax-free threshold was 
$6,000. When the actual tax-free threshold was increased 
to $18,200 in 2012, the LITO was reduced to $445.

There are more targeted alternatives to LITO, such as a 
credit confined to earned (wage) income and excluding 
passive income. This is less costly to revenue, and 
encourages labour force participation.

While the LITO and similar but more targeted provisions 
may appear to balance the advantages and disadvantages 
of a high tax-free threshold, the problem is that the effective 
marginal rate of income tax has to be higher in the income 
range over which the benefit of the threshold is withdrawn. 
The greater the tax credit that is to be withdrawn, the higher 
the incremental marginal rate needs to be to withdraw the Source: ATO; ABS Average Weekly Earnings
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credit over a reasonably compressed range of income. 

However, the idea of a low income tax credit as an alternative 
to a tax-free threshold available to all is worth exploring 
if it can be designed in such a way as to meet revenue 
objectives and reduce actual and effective marginal rates.

Broaden the base and lower marginal rates
Broadening the tax base means cutting back on income tax 
exemptions, deductions, offsets and concessional rates. 
There has been much discussion recently of negative 
gearing, the capital gains tax discount, superannuation 
tax concessions and work-related expense deductions. 
In principle, additional revenue raised by curbing these 
provisions could be used to finance lower marginal tax 
rates. Base-broadening could also simplify the tax system 
and improve horizontal equity (equal treatment of people on 
the same incomes).

Some tax offsets have been removed in recent years, such 
as those for mature age workers, medical expenses and 
dependent spouses. However, many deductions, offsets 
and concessions remain. These appear to be very costly to 
the revenue, although the quantification of revenue effects 
is often very rubbery and contentious.4

On close examination there is a sound conceptual case 
for many of these deductions, offsets and concessions.5 
For example, there is a case for deductions for expenses 
incurred in deriving taxable income, for franking credits 
on dividends to avoid double taxation of dividends, for not 
taxing capital gains at marginal rates, and for concessional 
taxation of superannuation and other forms of saving. 
Reflecting this reality, no income tax system is completely 
free of deductions, offsets and concessions.

A radical approach would be to abolish all such provisions 
(except for business deductions within unincorporated 
businesses) and use the additional revenue to slash 
marginal tax rates. This would allow a very large reduction in 
marginal rates or a flat tax rate of, say, 20%. The economic 
and simplification benefits would need to be weighed against 
the economic costs of doing away with the deductions and 
concessions, but with much lower marginal rates there 
would be less need for concessions. 

Fiscal headroom for tax reduction
The following chart, reproduced from the 2017-18 
Commonwealth budget mid-year update, provides a 

Figure 5: Single taxpayer, tax-free 
threshold as % of male average 

earnings

0
1954/55 1969/70 1991/92 1998/00 2009/10 2014/15

5

10

5

20

25

30



framework for considering the fiscal headroom available for 
net tax reductions. The projections — particularly those as 
far ahead as 10 years — are subject to a wide margin of 
error. They show the budget balance reaching a surplus of 
around 0.5% of GDP in 2020–21 and then remaining there 
for the whole projection period up to 2027–28.

This projection, it should be noted, includes the revenue cost 
of the current government’s enterprise tax plan — including 
the phased reduction in the company tax rate to 25% for 
all companies in 2026-27 — although at time of writing 
most of this plan has not been legislated. It also includes 
the increase in the Medicare levy to 2.5%, which also has 
not been legislated. It provides for no other personal income 
tax changes, such as relief from bracket creep, which the 
government has said will be a feature of the 2018–19 
budget. The projection does, however, include application 
of the government’s cap on tax revenue at 23.9% of GDP, 
which becomes binding from 2022–23.

If the achievement and maintenance of a budget surplus 
is taken as given — which is government policy — then a 
couple of observations can be made based on the MYEFO 
chart. First, the size of the estimated surplus in 2020–21 
leaves very little scope for net tax reductions apart from 
the enterprise tax plan without further delaying the return 
to surplus by several years. A surplus of 0.5% of GDP 
represents around $10 billion, which would allow for no 
more than a modest personal income tax cut, for example. 

Second, the best measure of available headroom for further 
tax reduction over and above the enterprise tax plan is the 
size of the budget surplus that would open up without the tax 
cap of 23.9% of GDP. This is shown as the dashed line in 
the chart, and illustrates a budget surplus reaching 1.6% of 
GDP by 2027–28 due largely to personal income tax bracket 
creep. Leaving aside the extreme uncertainty surrounding 
such projections, they indicate significant headroom to be 
exploited by tax reductions, but also beg the question as to 
how tax cuts could be announced with any credibility in this 
year’s budget if they are not to take effect for at least five 
years

Unless the constraints are relieved unexpectedly by a 
sudden and substantial improvement in the fiscal position, 
the options available appear to be:
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Note: A tax to GDP ‘cap’ of 23.9 per cent is applied to the 2017 18 MYEFO projections from 2022 23, as was projected at the 2017-18 
Budget. Net Future Fund earnings are included in projections of the underlying cash balance from 2020 21 when drawdowns from the 
Future Fund are available.

Source: 2017-18 Commonwealth budget Mid-year Economic and Fiscal Outlook, Chart 3.1.

• Weaken fiscal discipline by accepting larger deficits in 
the next two years and a further delay in achievement 
of surpluses beyond 2020–21.

• Abandon the unlegislated  balance of the enterprise tax 
plan to make fiscal space for personal income tax relief. 
However, as the company tax cuts are phased so that 
the largest revenue impacts do not come until the mid-
2020s, abandoning them would be of little benefit to the 
budget in the medium term.

• Identify other revenue sources so as to make tax reform 
revenue neutral at least over the medium term

• Tighten expenditure discipline to make fiscal space for 
revenue-reducing tax reform.

• Start with very small tax reductions and allow them to 
build gradually year by year.

Conclusion
Tax reform options are severely constrained by the overall 
fiscal position and outlook.

The proposed company tax cut is a high priority, but even 
it is to be phased in over a long period and the fate of the 
remaining scheduled cuts is uncertain.

Personal income tax reform should also be given high 
priority, but the fiscal position and outlook leaves little room to 
lower marginal rates and increase thresholds over the next 
few years without weakening fiscal discipline. On current 
projections, fiscal headroom will become more substantial, 
but not until the mid-2020s.

However, the government should at least adopt automatic 
indexation to remove prospective bracket creep. When 
fiscal headroom permits, reductions in marginal rates would 
also be desirable.

Stronger expenditure restraint provides the key to larger 
fiscal headroom over the next few years.
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endnotes
1 For example, the bipartisan Joint Committee on Taxation estimated that the gross ten year fiscal cost of the recent tax 
reform in the United States would be $1.455 trillion, but would be $1.0 trillion after allowing for ‘macroeconomic feedback 
effects’. In 2013, HM Treasury estimated that the revenue cost of company tax cuts in the UK would be 45 – 60% below the 
gross cost after allowing for the beneficial feedback. 
2 A study by OECD staff concluded that an increase in the tax/GDP ratio of 1 percentage point has a long-run effect of 
-0.5% to -1% on real GDP per capita. (DavideFurceri and Georgios Karras, Tax Changes and Economic Growth: Empirical 
Evidence for a Panel of OECD Countries (Paris: OECD, 2013)). 
3 New Zealand is one such country. There is a marginal rate of 10% from the first dollar, but a complex array of credits to 
relieve selected low income groups from paying tax.
4 Robert Carling, submission to parliamentary inquiry into Tax Expenditure Statement, September 2015.
5 Robert Carling, ‘Right or Rort? –— Dissecting Australia’s Tax Concessions’, CIS Research Report 2, The Centre for 
Independent Studies, Sydney, April 2015.

15



Time to take the Henry review off the shelf: The need for 
comprehensive tax reform in Australia

Gene Tunny is the Director of Adept Economics, a 
Brisbane-based consulting firm. As well as undertaking 
consulting projects for private and public sector clients, 
Gene occasionally works with University of Queensland 
International Development to deliver capability-building 
courses for officials in emerging economies. For example, 
in 2017 Gene led a course on natural resource economics 
for Indonesian Ministry of Finance officials. Gene is a former 
Australian Treasury official with experience in budget, 
industry and macroeconomic policy. Finally, he is the current 
Secretary of the Queensland branch of the Economic 
Society of Australia. 

Introduction
It is now a decade since the Rudd Government 
commissioned Treasury Secretary Ken Henry to undertake 
a near comprehensive review of the Australian tax system 
on 13 May 2008. It was not entirely comprehensive 
because the GST was explicitly excluded from the terms 
of reference, but the review was nonetheless wide ranging 
and offered a blueprint for future reforms of the tax system. 
Regrettably, since then, very little has been done to advance 
comprehensive tax reform in Australia—although two 
elements a comprehensive reform program, a minerals 
resource rent tax and a carbon tax, had been introduced 
only to be later repealed.  

The Abbott Government had commenced the development 
of a Tax White Paper which appeared to offer some prospect 
of comprehensive tax reform, but the process has stalled. 
After issuing the Re:think discussion paper in early 2015, 
the Treasury received and considered submissions from 
industry and community groups, but very little appears to 
have been done since then. The most recent item on the 
bettertax.gov.au website appears to be an October 2015 
speech from senior Treasury official Roger Brake. So the 
process of comprehensive tax reform in Australia appears to 
have stalled, as has, incidentally, the related process of the 
reform of federal financial relations.  

Instead, we see the Turnbull Government advancing tax 
changes in isolation, such as the cut to the company tax 
rate, which has raised concerns about budgetary impacts 
and has prompted shrill accusations the government is a 
proponent of “trickle-down economics”. A cut in company tax 
may well be desirable, especially given Australia’s high rate 
in international comparison and the Trump tax cut in the US, 
But, arguably, it would have been an easier argument for the 
government to win if the company tax cut was one element 
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of a more comprehensive package, where the great majority 
of Australians were beneficiaries of the reforms. In a speech 
in March, Ken Henry, now Chairman of NAB, lamented the 
lack of implementation of recommendations from his tax 
review. Henry identified the problem of focusing on cutting 
the company tax rate outside of a broader reform program:

As my colleague Heather Ridout observed not so long ago, 
that is a polarising debate. It is the opposite of the sort of 
discussions we should be having. Heather got it right when 
she said that the country needs a 10-year plan built on a 
unifying proposition.1

By not advancing a comprehensive tax reform package, 
the current government runs the risk that poorly-designed 
piecemeal changes will be introduced by the Opposition if 
it wins government at the next election, including changes 
to the tax treatment of discretionary trusts, franking credits, 
and negative gearing and the taxation of capital gains. With 
a comprehensive tax package, it would be more likely that 
proposed tax policy changes would provide net benefits to 
a broad constituency and indisputable economic gains, in 
terms of GDP and employment. 

In this article, I argue that we need to revive the push for 
comprehensive tax reform, by which I mean fundamental 
changes to the way we raise tax revenue, including changes 
in the broad mix of taxes, to be discussed below. A BDO 
survey has shown over 80 percent of Australian businesses 
want comprehensive tax reform.2 If appropriately designed, 
a comprehensive tax reform package may also be highly 
popular with Australian households through its expected 
economic benefits. Clearly we need to do better than the 
current debate.

What do we want from our tax system?
Let us first ask what we want from our tax system. Ultimately 
it needs to raise the revenue needed to fund the operations 
of government at the lowest possible cost—that is, as 
efficiently as possible. As Louis XIV’s finance minister Jean-
Baptiste Colbert famously said:

"The art of taxation consists in so plucking the goose as 
to procure the largest quantity of feathers with the least 
possible amount of hissing."

We can define three broadly accepted principles of taxation. 
The tax system should strive for: 

• Efficiency;

• Equity, both horizontal (i.e. treating like taxpayers alike) 
and vertical (i.e. those who can afford to pay more do 
so); and

• Simplicity,

A major challenge is that there are trade-offs among these 
objectives. For example, in an effort to enhance equity, 
such as by imposing higher marginal tax rates on higher 
income earners, the system may reduce labour supply and 
entrepreneurial effort, reducing economic activity. Also, 
measures imposed for either efficiency or equity reasons 
may drastically increase the complexity of the tax system. 
Australia’s approach to fringe benefits taxation (FBT) is 
arguably a good example of this. 



How well is Australia’s tax system achieving efficiency, 
equity and simplicity objectives?
Australia’s tax system is much more efficient than it once 
was, particularly since cuts in high marginal tax rates 
beginning with the Hawke-Keating Government and with 
the introduction of the GST in 2000, replacing the inefficient 
cascading wholesale sales tax. But many inefficiencies still 
exist in the tax system, as identified by the Henry review 
and more recently the Re:think discussion paper as well 
as by numerous bodies including Tax & Super Australia. 
Justifiable concerns regarding the tax system include:

• heavy reliance on taxation of personal and corporate 
income compared with other OECD economies, with 
Australia being the second most reliant in the OECD 
after Denmark3;

• a large number of different taxes, with at least 125 
identified across Australia by the Henry tax review, but 
with the bulk of the revenue raising (90 percent) being 
attributable to just ten taxes4;

• highly inefficient taxes at the state level, particularly 
stamp duties and royalties on the extraction of resources, 
with such taxes having an additional excess burden or 
deadweight loss of around 35 cents and 70 cents in the 
dollar, respectively, according to KPMG analysis5; 

• vastly different effective marginal tax rates on the 
earnings associated with different investments out 
of savings (e.g. earnings from property investment 
compared with interest on bank accounts); 

• very high effective marginal tax rates faced by many 
individuals due to the interaction of the tax and transfer 
systems;

• the dissimilar treatment of income earned from 
fundamentally similar businesses, depending on their 
precise legal structure, partly driven by the differential 
between the top marginal tax rate and the company tax 
rate which encourages tax planning; and

• low reliance on Pigovian taxes, named after Cambridge 
economics Professor A.C. Pigou (1877-1959), on what 
economists call externalities, costs that are imposed on 
the community but are not internalised by businesses 
or households, such as greenhouse gas emissions and 
traffic congestion.

These major concerns about the current tax system provide 
clear directions for desirable reforms, as discussed below.

Equity is much more difficult to assess. Many of the 
changes made since the 1980s have benefitted households 
higher up in the income distribution, such as cuts to 
marginal tax rates, changes to capital gains taxation, 
and highly concessional changes to the tax treatment 
of superannuation. Nonetheless, Australia’s tax (and 
transfer) system remains highly progressive. In Australia, 
the expansion of middle class welfare, comprising various 
family and childcare benefits and tax concessions, has 
created the situation where around only around three out of 
five Australian families are actually taxpayers in net terms.6 
ANU Professor Peter Whiteford has observed that “Australia 
and the United States collect the most tax from people in 
the top decile relative to the share of market income they 
earn.”7 Indeed, around half of total income tax in Australia 
is paid by individuals in the top decile.8 Overall, Australia’s 
highly progressive tax and transfer system is widely viewed 
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as having prevented Australia from experiencing the sharp 
increase in inequality that has been seen in some other 
OECD economies in recent decades, particularly in the 
United States.

Finally, simplicity is much easier to assess. Australia fails 
totally on this objective. The tax legislation and regulations 
run to thousands of pages, owing to a range of complex rules 
designed to reduce tax avoidance, such as those relating to 
FBT. To illustrate, the federal Income Tax Assessment Act 
1997 is published in 11 volumes which total 5,319 pages. 
There is a large industry devoted to tax planning to assist 
taxpayers navigate the complex system and to minimise 
their tax liabilities, an industry that would be much smaller 
with a better designed tax system. And the complexity 
of Australia’s tax system keeps increasing. The federal 
government has created a special company tax rate of 27.5 
percent for small business companies and has introduced 
a new Diverted Profits Tax, also known as the Google tax, 
in an attempt to crack down on alleged tax avoidance by 
multinationals. 

What did the Henry review find and recommend?
Despite having the GST excluded from its terms of reference, 
the Henry review advanced a vision of comprehensive tax 
reform in Australia that will no doubt have a long shelf life, 
and will hopefully inspire future governments in their tax 
reform efforts. Incidentally, this happens to be how tax reform 
proceeds in Australia. The Asprey tax review reported in 
1975, but its recommendations around fringe benefits and 
capital gains taxation were not adopted until the mid-1980s 
and its recommended broad-based consumption tax, the 
GST, was not introduced until 2000.

The Henry review set clear directions for tax reform, based 
on its view that too much revenue was raised by taxes 
on corporate and personal income, and that Australia’s 
company tax rate is high in international comparison. It 
recommended a reduction in the company tax rate to 25 
percent, as part of a broad program of tax reform.9 An 
overview of the Henry tax review’s recommendations is 
presented in Table 1. It is obvious from the overview that 
the Henry review was visionary, and it did not let the issue 
of divided Commonwealth-State responsibilities for revenue 
raising constrain its analysis and recommendations. A 
program of comprehensive tax reform necessarily involves 
related reforms to federal financial relations.

One of the most interesting suggestions in the Henry review 
was for Australia to move toward replacing the GST with 
a destination-based cash flow tax—which incidentally the 
Republican Party recently proposed for the US—whereby 
a business pays tax based on the difference between 
cash inflows and outflows, excluding export earnings from 
the inflows side and wages from the outflows side. This is 
conceptually equivalent to a tax on consumption in Australia. 
But it would be much simpler than the current GST, which can 
have substantial compliance costs, in terms of the time and 
effort to prepare Business Activity Statements, particularly 
for small businesses.10 The Henry review suggested this 
could all be managed electronically with businesses having 
automatic tax accounts. 

Controversially, the Henry tax review recommended 
the introduction of a resources rent tax to replace state 
royalties. There is no doubt a resources rent tax, levied on 
net profit on the resources extracted would be more efficient 
economically than the current system. And it would also be 



more equitable arguably, as part of the windfall profits during 
a commodities boom accruing to resources companies 
would help fund government services or could be saved by 
the government in a sovereign wealth fund. 

From an economic perspective, there is much to 
recommend a resource rent tax. By only taxing the excess 
profits of an investment, in excess of the required rate of 
return to induce the investment in the first place, in theory 
a resource rent tax does not deter investment as royalties 
on extracted resources can. Indeed, the Minerals Council 
of Australia recognised the underlying economic merits of a 
resource rent tax compared with royalties in its submission 
to the Henry review.11 But, as told by Paul Kelly in his 
account of the Rudd-Gillard years, Triumph and Demise, 
the Rudd Government failed to properly consult the sector 
on the implementation of the tax and hence guaranteed 
their vehement opposition to its proposed resource rent 
tax.12 The Mineral Resources Rent Tax (MRRT) that was 
eventually passed by the Gillard Government ended up 
raising very little revenue, and it was abolished by the Abbott 
Government. The strong economic merits of a resource rent 
tax mean that it should not be forgotten, and I expect that 
come the next commodities boom there will be a push to 
revive the concept. But the 2010 experience suggests there 
will need to be close cooperation between federal and state 
governments and resources companies if such a tax is to be 
successfully introduced.

The Henry review recommended major changes to the 
taxation of earnings from savings. Australia’s tax system 
distorts investment decision making through vastly different 
effective marginal tax rates on the earnings from different 
types of saving. Households who choose to save and invest 
in property pay a much lower effective tax rate on earnings 
than those who save via a bank account. So there is a need 
to provide a more consistent tax treatment of savings. This 
does not mean isolating and adjusting one feature of the tax 
system, such as negative gearing and capital gains taxation, 
but rather providing a logical, broadly applicable system of 
taxation across the earnings from different types of savings. 
Such a direction was provided by the Henry review, which 
recommended taxing all income resulting from savings at 
the same concessional rate, avoiding the vastly different 
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effective marginal tax rates that exist now. This would be 
done “by applying a 40 per cent to most interest income, net 
residential rental property income, capital gains and certain 
interest expenses.”13

The Henry review also recommended greater reliance on 
Pigovian taxes on externalities, such as congestion charging 
for road use. Clearly there is scope to shift the tax mix toward 
taxes on “bads” and away from taxes on “goods”—that is, 
most goods and services and labour supply, for example. 
Pigovian taxes can provide a double benefit, by replacing 
inefficient taxes in a revenue-neutral way, and by reducing 
the costs to the community of externalities such as traffic 
congestion and greenhouse gas emissions. 

Finally, other significant reforms were proposed by the Henry 
review to business taxation. The current tax system provides 
substantially different outcomes for similar businesses 
depending on their legal structures. The legal structure of 
a discretionary trust with a company as trustee has surged 
in use over the last two decades and is widely considered 
as more tax effective than the traditional partnership. Trusts 
can facilitate income splitting, whereby income is assigned 
for tax purposes to household members with lower marginal 
tax rates. The Henry review, and also the 2015 Re:think 
discussion paper, suggested reforms to the treatment of 
trusts. 

The federal Opposition has proposed a strong measure 
to deter income splitting, by promising to introduce a 
30 percent tax rate for all discretionary tax distributions. 
While the Opposition’s focus on preventing tax avoidance 
is commendable, such a policy change, in the absence 
of broader tax reform, runs the risk of unfairly penalising 
taxpayers and offers little prospect of providing wider 
economic benefits such as higher productivity.

What is the way forward on tax reform?
A good start would be to take the three volumes of the 
Henry review report Australia’s Future Tax System off the 
shelf and use their analysis and insights to begin a national 
discussion on the need for tax reform. So far, only a few of 
the Henry review’s recommendations have been adopted, 
such as changes to FBT arrangements for not-for-profits, 

Table 1. Overview of the Henry review’s recommendations

Source: based on Henry, 2018. 

Issue Current tax treatment Proposed tax treatment
Taxing consumption Complex invoice-and-credit GST 

system, plus state-based payroll taxes 
and other levies

Broad-based cash flow tax

Charging for resource depletion Resources royalties levied at the state/
territory level, with wide variations 
across mineral types and states & 
territories

National uniform resource rent tax

Taxation of motor vehicle use Fuel excise, vehicle registration fees, 
and luxury car tax

Comprehensive road user charges 
based on actual costs imposed on the 
network

Taxing incomes Income tax with four marginal tax rates, 
and the Medicare Levy

Much simpler progressive tax system 
with higher tax free threshold and only 
two marginal tax rates

Improving environmental outcomes The Renewable Energy Target and ad 
hoc direct action programs to reduce 
CO2-equivalent emissions

Emissions trading scheme



and the vast majority of the recommendations remain 
unimplemented. This is a shame. Reforms along the lines 
suggested by the Henry review could increase labour force 
participation and productivity, boosting GDP, and they 
could also moderate the degree of inequality, through the 
better targeting of tax concessions. Reforms could also 
greatly reduce the need for tax planning, reducing a major 
compliance cost that provides little economic benefit. 

Australia could consider more radical changes, such as the 
suggestion made by Nicholas Gruen in a CEDA discussion 
paper that Australia abolishes dividend imputation and cuts 
the company tax rate to below 20 percent.14 Indeed, the Henry 
tax review itself showed some appreciation of the possible 
incompatibility of Australia’s dividend imputation system with 
“the increasing globalisation of the Australian economy”.15 
While dividend imputation has much to recommend it—it 
prevents double taxation of dividends and reduces the bias 
toward debt financing of corporations—it also increases 
the complexity of the system and means the headline 
company tax rate, and the rate paid by foreign investors, is 
much higher than it needs to be. However, cutting dividend 
imputation would result in a significant increase in tax paid 
by many taxpayers. 

Another radical reform that could be considered is a 
destination-based cash flow tax, which could replace the 
GST and would have the benefit of being simpler and 
broader in application. At the very least, we need a revived 
national discussion on the coverage and rate of the GST 
and fiscal federalism more generally, as we need action to 
reduce vertical fiscal imbalance between the expenditure 
responsibilities of the states and territories and their more 
limited revenue-raising capabilities.

For the long-term health of the budget and also to improve 
equity in the tax system, some reforms to retirement income 
policies, particularly to the age pension and superannuation 
tax concessions are highly desirable. Some excellent 
suggestions were provided in the 2016 edition of this Tax 
Policy Journal by the Centre for Independent Studies Simon 
Cowan and by former senior Australian Government official 
Andrew Podger. Cowan recommended incorporating the 
family home into the asset test for the age pension, which 
would save billions of dollars at the same time as allowing 
the age pension to be better targeted at pensioners in need. 
Podger noted the Henry review contained a suggested 
approach to superannuation earnings taxation that may be 
desirable, specifically taxing superannuation contributions 
at a person’s marginal tax rate with a standard offset of 
20 percent, and a low tax on fund earnings during both 
accumulation and pension phases.16

Prospective technological change and environmental 
challenges such as climate change make tax reform more 
urgent. The potential widespread adoption of electric vehicles 
will reduce a major Commonwealth taxation source: fuel 
excise. Fortunately, we have a good idea of what polices 
would be desirable, and all that is lacking in the political will. 
Pigou taxes should be advocated for with greater vigour. 
Comprehensive road use charges, incorporating but moving 
beyond congestion charges for our CBDs, should be 
considered, and would be expected to yield large economic 
benefits. Also, rather than a jumbled inefficient climate 
change policy including direction action measures and the 
RET (Renewable Energy Target)  a carbon tax or emissions 
trading scheme would be much more efficient.
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Australia is fortunate that so much of the difficult tax policy 
analysis that needs to be undertaken was already done in 
the Henry review in the late 2000s. It is time for our political 
leaders to take the Henry review report off the shelf and 
to develop a truly comprehensive tax reform package that 
households and the business community can rally behind.
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Successful tax reform depends on making the social stability 
case for all Australians to contribute to the nation’s finances 
at all stages of life. 

In the most recent Federal budget the Turnbull government 
took strong and decisive leadership to drive tax relief for low 
and middle-income earning Australians. Critically the short 
and medium term focus on abolishing a bracket of income 
tax dramatically refocuses Australia’s tax debate for the first 
time since the introduction of the Goods and Srvices Tax. 

Securing a 32.5 per cent rate for income up to $200,000 
would end bracket creep for millions of middle-income 
professional workers. It would also minimize the discrepancy 
between income and company tax rates for the same group, 
limiting incentives for tax minimisation.

The Turnbull government’s plan is a critical step in the 
continuing journey of tax reform that Australia must 
confront. The longer-term challenge is to attack the injustice 
that sits at the tax system’s heart. According to Australian 
National University polling 56 per cent of Australians think 
our progressive tax system is, “moderately fair”, but nearly 
40 per cent think it is “not too fair” or “not fair at all”.1

The last election fought on tax reform was pragmatically won 
with a majority of seats by the Howard government, but was 
beaten on votes nation-wide by the Beazley-led Opposition. 

Based on the 1998 election result you could wrongly 
conclude that necessary reforms struggle to pass a simple 
poll of the public. 

There is no doubt tax reform is hard. How the dialogue 
is framed is critical. What has often been missing in 
contemporary tax debates is discussions of trade-offs. When 
they are included the dialogue mellows. A poll completed by 
the Property Council showed that 70 per cent of Australians 
would support increases in the GST if it meant abolishing 
stamp duty.2

the social case for tax reform
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The important lesson from the 1998 election is that the public 
agreed tax reform was necessary before discussing reform 
proposals. Throughout the Hawke-Keating and Howard-
Costello years both parties of government had made the 
case against the existing tax system. 

The 1998 election was not a fight over different models of 
tax reform, but over how to fix a broken tax system. Critically, 
the Coalition had developed a narrative that the tax system 
was unjust. Everyday consumables had a high wholesale 
sales tax of up to 45 per cent, while luxury items had none. 
Similarly, consumption in the economy was shifting toward 
untaxed services undermining who was paying taxes, 
particularly for personal services for those with disposable 
income.3 The system rewarded those with discretionary 
income, largely at the expense of those with tight budgets. 

Put on the back foot Labor conceded many of these points 
in their proposal for reform. The Coalition argued for “not a 
new tax, a new tax system” with a GST. Labor’s own election 
policy was called “a fairer tax system – with no GST: Labor’s 
tax reform policy”.

An equivalent acceptance of the urgency and injustice for 
broader tax reform doesn’t have a parallel today. Australia’s 
Future Tax System Review may be the bible for wonks, 
but it hasn’t been absorbed by the workers. The changing 
nature of taxation against behavior, who it applies to and 
the consequences for the budget from technological change 
aren’t achieving resonance. Driving reforms requires a 
discussion about the injustices sitting at the heart of our tax 
system, and why they have to be fixed. 

Justice sits at the heart of all sustainable political structures. 
So too, justice is critical to the political philosophies that 
underpin them. Without a system of justice, people ultimately 
don’t have an investment in the status quo. When people 
have an investment in the status quo they seek evolution. 
When they don’t in an unjust system they eventually pursue 
revolution.

On the traditional left-right axis between a choice of social 
democracy and liberal democracy, the ‘left’ believe in a sense 
of justice between workers and the owners of the means of 
production. It is horizontal in seeking to even out inequality 
today. Mainstream analysis of tax considering the justice in 
the system horizontally: whether the rich are paying their fair 
share through a progressive tax system, notably through 
income tax. It is reflective of where Australia’s tax system 
is now. 

Unsurprisingly when we assess the tax system horizontally 
we don’t tolerate the established minimizing their tax. The 
fact that the top 1 per cent of taxpayers contributes 18 per 
cent of income tax, and the top ten percent contribute 45 per 
cent is immaterial; ultimately the capacity of higher income 
earners to pay is greater than small contributions from those 
earning less.4 Similarly, a horizontal assessment of the tax 
and transfer system raises little concerns if households pay 
no net tax after benefits.5

When we approach a horizontal assessment of tax there is 
little appetite for reform beyond shackling those who already 
pay the most contributing more to the system. We need to 
rebuild the dialogue around the injustices of the tax system 
from a vertical assessment. 



Liberalism is anchored in a different form of justice: vertical 
justice. A system of justice is particularly important in any 
model of decentralised economic and political order, 
because it ultimately needs to weight perpetuating the 
ambitions of a open, meritocratic opportunity society over 
the stability of established interests in a society anchored in 
private property. 

A vertical approach doesn’t only assess concepts of justice 
today, but also the reality of tax justice across people’s 
lifecycles, particularly when people have an obligation to 
contribute to the tax and transfer system across their lives. 

In his Reflections on the Revolution in France, conservative 
philosopher Edmund Burke articulated the importance of 
vertical justice in his discussions about the social contract. 
In contemporary parlance we’d describe the social contract 
as giving the State an intergenerational ‘social license’. The 
social contract required the State to be anchored in a form of 
justice that acted as a “partnership not only between those 
who are living, those who are dead, and those are to be 
born”. 

Against the backdrop of horizontal justice Australia’s tax 
system fairs well. Against a vertical assessment it fairs poorly. 
It is hard to describe a tax and transfer system as just when 
it disproportionately taxes those still building themselves 
up, to the benefit of those who are already established. The 
critical imbalance in the tax and transfer system is the heavy 
dependence on income tax hitting those in the working 
stages of their life to transfer benefits to those who no longer 
work through welfare and public services.

Today, there is around 14 per cent of the population over the 
age of 65, and it is set to increase to nearly 20 per cent by 
2050, concurrently the number of people aged under 18 is 
set to only drop by a small amount. 

The squeeze on current projections is amongst those in 
traditional working age groups, particularly amongst those 
between 18 and 35 who are set to decrease from 26 per 
cent to 23 by 2050. As a consequence fewer people of 
working age will be carrying more of the burden of society 
year-to-year.
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Graph | Average tax and transfer flows by family age group, 2014-2015

Source: Productivity Commission estimates from Productivity Commission, Tax and transfer incidence in Australia, 10/2015, 
available at http://www.pc.gov.au/research/completed/tax-and-transfer-incidence/tax-and-transfer-incidence.pdf 

If Australia’s ageing population has a significant tax and 
budgetary impact, it should not be a surprise that it will start 
to shape policy and politics as well. There are signs this is 
already occurring in comparable countries.

A 2012 study looked at how age demographics influenced 
budget priorities amongst Americans. Under 30s prioritised 
reducing the deficit most of age groups at 41 per cent. By 
comparison reducing the deficit dropped to 21 per cent for 
those over 65 who favoured preserving their own benefits 
by 66 per cent.6

Australia faces its own challenges. Younger Australians 
already question whether our society is as meritocratic as 
it was for those who came before them. Those concerns 
are emerging through debates around University fees and 
housing affordability. The critical debate that has to be 
confronted is its relationship to Australia’s tax and transfer 
system driven by generational interests.  

As the 2015 Intergenerational report identified “public 
spending per person is highest beyond age 65, with a 
substantial increase for people aged 80 and over”.7 Since 
the election of the Howard government, outside rising 
support for people with a disability, the largest increase in 
public expenditure has been on an ageing population.

The Productivity Commission’s Tax and Transfer Incidence 
in Australia working paper outlines how our broken tax and 
transfer system operates reinforce this injustice.8

The imbalance from a vertical assessment is summed up in 
the Commission’s report that “in total, families in the 60+ age 
group account for 51 per cent of all transfer expenditure”.

The Commission also found that “families in the 60+ group 
receive an average of $10,900 more in transfers than they 
pay in taxes. Families in the 60+ age group also pay the 
least in gross taxes and receive the most in gross transfers, 
largely because this age group is least likely to be working”. 

30

20

10

0

-10

-20

Age group Age group

30

20

10

0

-10

-20

Taxes Transfers Taxes Transfers



Graph | Mean net worth by age of household reference person, Australia 2015-16

Source: ABS, Household Income and Wealth, Australia 2015-16, Catalogue 6523.0

23

Most Australians hold their wealth in their home. The 
incentives to do so are entrenched with a principle place 
of residence treated as a non-means tested asset class for 
access to many public benefits. 

The catalyst of the vertical justice dilemma is that the 
generations broadly holding the most wealth, also pays 
proportionally the least tax and proportionally consumes the 
most in taxpayer benefits through pensions, aged care, the 
pharmaceutical benefits scheme and healthcare at the most 
expensive stage of life. 

It is only when the tax system is confronted vertically, or 
generationally, that the starkness of the problem becomes 

The imbalance results from around 71 per cent of Federal 
revenue collected from income tax, and families 60+ are 
less likely to work. The tax predominantly paid by those 
60+ is the 10 per cent GST. Expansion of the coverage and 
increase of the rate of GST is included in most tax reform 
proposals, but largely because of efficiency, its broad nature 
and its capacity for economic activity to be captured. Against 
a vertical assessment of the justice of a tax system those 
arguments also hold true. But critically, the GST becomes 
such an important tax because everyone pays it at all stages 
of life.

By comparison those in their prime working years are the 
principle contributors to income tax, and that tops out at 47 
per cent. They are also less likely to consume transfers. 

When backed up against Australian Bureau of Statistics 
data we find that a similar age group holds the majority of 
the nation’s wealth. That shouldn’t be a surprise. 

A household’s wealth position largely follows the cycles of 
life. Reserve Bank of Australia data shows that the majority 
of the wealth of the nation is held by those over the age of 
55.9 An analysis of ABS data by the Committee for Economic 
Development of Australia identifies that 

“mean net worth peaks for those between 65 and 74 years, 
and while it declines thereafter, it still remains higher than for 
households up to the age of 45 years”.10

so naked. It also highlights that governments can’t tackle 
tax reform without also confronting the drivers in increases 
of spending driven by an ageing population. Tax reform 
necessitates spending reform, and vice versa.

It also provides the necessary framing to highlight the 
injustices at the heart of the tax system to shape a necessary 
national conversation toward reform.

Rectifying the structural imbalances in the tax and transfer 
system will only lead to a shift away from taxes that target a 
temporary stage of life, to those that cover whole life cycles. 
In Australia that requires moving away from income tax, 
stamp duties and company tax which are inefficient and 
heavily tied to payments at stages of life, and toward greater 
use of the GST, and to a lesser extent capital gains and land 
taxes which are continuous.  
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The Compendium of Taxes provides a transparent 
presentation of the types and level of collections of taxation 
sources by the Commonwealth, State and Territory 
governments. 

The underlying data on actual rates and basis of collection 
of the different taxes levied by all the governments are not 
presented in this paper but are available to members of Tax 
& Super Australia.

Commonwealth Government Taxes
The taxation sources by major category for the 
Commonwealth government for the financial years from 
2009/10 to the estimated levels for the latest 2 years are 
provided in Table 1. There is some variability of lower yield 
years for all major categories except for taxes on individuals. 
For all years in this period total taxation revenue has 
increased.

The variability in changes in taxation collections on an annual 
basis by the Commonwealth government is compared to 
changes in both increases in population and workforce. 
Population and workforce numbers are estimates for 2017 
– 18. As shown in Figure 1, there can be significant large 
percentage changes in taxes collected relative to changes 
in both total numbers of taxpayers and total population.

Budget projections and outcomes can differ significantly and 
therefore budget spending and taxing design should take 
account of these revenue risks to help reduce long-term 
deficit outcomes, which is the current state as Treasury take 
an optimistic outlook as stated in Budget Paper 1 they now 
project that they will achieve an additional “$15.3 billion over 
the four years to 2019-20.” The long-term projections over 
the last 10 years have been more optimistic than have been 
actually realised.

Changes in Commonwealth Government taxation
A major new tax, called a levy, has been imposed on the 5 
major banks and is forecast to raise $6.2 billion over the next 
4 years. The Commonwealth Government was not the only 
government seeking to impose taxes on the banks as South 
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Australia planned to implement its own bank tax, which has 
now been withdrawn. Western Australia also indicated in its 
budget that it would examine the success of the proposed 
South Australian tax.

Another new tax is being imposed by the Commonwealth 
Government through the Australian Securities and 
Investments Commission (ASIC) which will impose a levy 
on all the businesses they regulate and is expected to raise 
$112m over the same period. ASIC is a statutory monopoly, 
which could be subject to some or all of the inefficiencies 
associated with monopoly powers such as overstaffing and 
cost padding, as well as being a new tax collector.

These indirect taxes though imposed upon businesses will 
pass at least some of the cost on to customers, and not just 
shareholders will bear the burden. 

There is also a first step in attempting to tax the economic 
rents that foreign workers accrue from working in Australia 
compared to their home countries. The Government will 
abolish the 457 visa for temporary short-term workers 
and replace it with new higher cost visas. The new visas 
will apply differential rates dependent upon the length of 
time for the visas. There is a two-year visa where the cost 
will increase from $1,060 to $1,150 and a 4 year visa will 
increase to $2,400. 

The ideal methodology to maximise returns to taxpayers 
would be to auction the rights to the visas. This is a very 
effective tax as it is being imposed upon non-voters. There 
are other methods of increasing returns to Australians such 
as imposing differential visa fees according to industry or 
occupation. Even if the Commonwealth Government does 
not have such detailed information to determine efficient 
prices, it could undertake experiments with differential rates 
for potential applicants by skill or industry.

The Commonwealth Government has also introduced 
indexing of visa application charges with an expected gain to 
revenue of $410 million over the next 4 years. More effective 
targeting of visa requirements would allow for higher rates 
on guest workers and lower rates on tourism only visitors 
and therefore removing a distortionary tax on the export 
services of our tourism sector.

Tax Integrity Measures
A focus of the Commonwealth Government has been to 
improve taxation collections under existing laws. There is 
no doubt that the integrity of the taxation system must be 
maintained.

To achieve this improvement in taxation revenues without 
changing the tax rates the government has introduced 
programs called ‘Strengthening Foundations’ and ‘Level 
Playing Field’:

• ‘Strengthening Foundations’ targets businesses with a  
turnover of between $2m and $15m;

• ‘Level Playing Field’ program is for small businesses 
with turnover below $2m with “audit, review and 
intensive follow up” on ensuring that they are meeting 
their taxation obligations.

These programs are directed at changing what they term 



“black economy” and related behaviours such as non-
lodgement, omission of income and non-payment of 
employer obligations. 

These measures are estimated to gross an extra $589 
million and net $447 million over the next 4 years.

The Government stated that they would make decisions 
about the future of these programs beyond 2017-18 in light 
of the Black Economy Taskforce’s final report, which was 
expected to be delivered in October 2017 but has still not 
been made public.

Concerns have been raised about the implementation of 
these programs and an example of extreme overreach 
is provided in the paper by Phillips in this issue of the Tax 
Policy Journal. Integrity of the levy system requires probity 
and diligence by taxpayers and tax collectors together.

State and territory taxation revenues
Table 2 presents the budgeted taxation revenues from all the 
states and territories by broad categories of tax collections. 

New taxation policy divergences between the States
State governments vary their taxation arrangements to 
take account of their own particular circumstances. As an 
example Western Australia and South Australia have varied 
their payroll taxes in their latest budgets. South Australia has 
a relatively declining share of the Australian economy and 
is targeting improving the competitiveness and employment 
costs of its small business sectors. Western Australia, with 
current severe budgetary problems is increasing the cost 
of employment in its largest companies that are operating 
there. This is because of the structure of the economy are 
relatively capital intensive rather than labour-intensive.

The South Australian Government has legislated to ensure 
that its payroll tax rate for small businesses of 2.5% is the 
lowest in the nation and they have increased the threshold 
for eligibility to $1.5 million.

Western Australia on the other hand has introduced a new 
payroll tax schedule for large businesses, for a fixed 5 year 
period, with marginal rates of 6% for firms with Australia-
wide payrolls between $100 million and $1.5 billion and 
6.5% for those with payrolls exceeding $1.5 billion.

Figure 2 illustrates the composition of different State and 
Territory taxes as a proportion of the total taxes to be 
collected in 2017 – 18. The compositional characteristics 
of each state and territory are generally consistent over the 
years. For example:

• Western Australia and Northern Territory have 
consistently been the 2 jurisdictions with the highest 
dependence upon payroll tax;

• Ranking of proportion of revenue from stamp duties on 
conveyances has remained consistent with NSW and 
Victoria generally the 2 most dependent states. The 
ACT is the only exception where it was highly dependent 
previously on this revenue source but is transitioning to 
a land tax/local government rating base on property. 
This is the only jurisdiction where State government 
and local government functions and revenues are 
amalgamated; 

• Western Australia has consistently remained the 
jurisdiction with the lowest dependence upon gambling 
taxes; and 
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• NSW is the jurisdiction with the largest dependence 
upon other taxes, as it has sought new and more 
diverse sources of taxation revenue.

Budget taxation outcomes compared to forecasts for 
State and Territory Governments
There will always be discrepancies between the expected 
taxation revenues and their actual outcomes. The ideal is 
accuracy, but there is an asymmetry in government spending 
programs if actual outcomes of expected revenues are 
negative compared to positive. Governments usually spend 
additional revenues on additional projects. 

The problem with the last increments of spending is that 
they will fund more marginal expenditure proposals which 
will provide lesser benefits to taxpayers and the community 
generally. Table 35 demonstrates the range of divergences, 
positive and negative, for the jurisdictions. The State 
Governments of Queensland, Western Australia and South 
Australia were more likely to have funded more marginal 
projects than the other jurisdictions.

Taxation of housing
Commonwealth and State governments are concerned by 
the rising prices of residential property in Australia. A variety 
of measures are being implemented to reduce the price 
pressures in the market and the tax systems of the different 
levels of government are also being used to assist certain 
categories of homebuyers (such as first homeowners) 
and penalise other categories of homeowners (such as 
investors). 

Foreign investment in housing
The Commonwealth Government has introduced some 
“integrity measures” which will provide a disincentive for 
investor ownership of rental properties. These measures 
include:

• disallowing deductions for travel expenses related to 
inspecting, maintaining or collecting rent for a residential 
rental property; and

• limiting plant and equipment depreciation deductions to 
outlays actually incurred.

The Commonwealth Government has also put in a range 
of taxation measures on non-voting foreign investors in real 
estate. Measures include: 

• a charge on foreign owners of residential property where 
the property is not occupied or genuinely available on 
the rental market for at least six months per year

• denying foreign and temporary tax residents access to 
the Capital Gains Tax (CGT) main residence exemption 

• increasing the CGT withholding rate for foreign tax 
residents from 10.0 per cent to 12.5 per cent, 

• reducing the CGT withholding threshold for foreign tax 
residents from $2 million to $750,000. 

A number of state governments have also recognised 
foreign real estate buyers as a source of taxation with 
minimal political ramifications.

The Western Australian government has announced it will 
introduce a new 4.0 percent foreign owner duty surcharge 
on purchases of residential property by foreign individuals 
and entities
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The South Australian government has imposed a 4.0 per 
cent conveyance duty surcharge on residential property 
purchases by foreign buyers and temporary residents. 
The surcharge will not apply to commercial and industrial 
property and therefore will not be a cost impediment to 
businesses establishing in South Australia.

The NSW government has increased its foreign investor 
transfer duty surcharge from 4.0 per cent to 8.0 per cent. 
Similarly, the foreign investor land tax surcharge of 0.75 per 
cent increased to 2.0 per cent per annum from the 2018 
land tax year.

The Queensland Government has introduced a 1.5 per cent 
land tax surcharge on absentee land tax payers if the value 
of their taxable land is $350,000 or higher. This does not just 
apply to foreign investors but they are likely to be the main 
contributors.

State Government taxation changes for domestic 
residential purchases
The political concern over the cost of housing, especially 
for new homeowners purchasing houses for residents has 
been addressed by different State governments offering 
various taxation concessions through reduced stamp duties.

The Victorian Government abolished stamp duty for first-
time buyers purchasing homes for values up to $600,000.

The NSW Government exempted first home buyers 
from conveyance transfer duty for both new and existing 
properties valued up to $650,000, with discounts for values 
up to $800,000. They also abolished insurance duty on 
lenders mortgage insurance as this is applied by banks, 
generally when homebuyers have less than 20 per cent 
deposit. 

The South Australian Government has extended a program 
allowing eligible applicants to benefit from up to $15,500 in 
stamp duty relief on off-the-plan apartment purchases. 

The Tasmanian Government also brought in changes to 
conveyance duty and it will only be paid on the value of the 
land for eligible house and land packages. This is estimated 
to provide a concession of approximately $7,500 on the 
average cost of a standard ‘off the plan’ house and land 
purchase.

The Northern Territory Government is imposing a higher 
rate of stamp duty on all residential properties – whether 
purchased by residents or non-residents. The higher rate 
will apply to all properties valued at over $3 million. This is 
estimated to affect between 60 and 70 properties.

Table 1: Major Sources of Commonwealth Government taxes 2009/10 – 2017/18($b)

2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2015-16 2016-17 2017-18

$b $b $b $b $b $b $b $b $b

Total income taxes 
levied on individuals

124.7 138.3 153.5 162.6 170.2 183.3 192.1 198.3 208.9

Company income 
tax

54.5 58.1 68.0 70.1 70.6 67.7 64.4 67.8 77.8

Goods and services 
tax (GST)

46.6 48.1 48.8 50.3 55.5 56.5 60.3 59.5 62.6

Other taxes 42.8 45.6 48.2 56.4 57.3 50.0 53.2 51.7 55.0

Total Taxation 268.6 290.0 318.6 339.4 353.5 357.5 369.9 377.2 404.3

Appendix
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Table 2: State and Territory Taxation Revenues 2017-18 ($m)

NSW VIC QLD WA SA TAS ACT NT

Payroll taxes 8635 5898 3819 3224 1156 339 470 260

Stamp duties on 
conveyances

9699 6164 3190 1498 850 247 268 104

Land taxes 3685 3676 1700 1481 879 166 233 0

Motor vehicle taxes 3450 2519 2278 1331 634 181 168 76

Taxes on insurance 1134 1289 1002 665 456 87 36 39

Taxes on gambling 2334 1902 1181 275 398 93 52 78

Other taxes 2622 378 128 103 256 17 38 0

Total 31560 21827 13298 8577 4629 1129 1265 558

Table 3: Accuracy of Budget forecasts compared to outcomes – 2016 – 17 State and Territory Budgets ($m)

Budget Actual Divergence from budget

NSW 29,759 31,391 5.5%

Vic 21,594 21,566 -0.1%

Qld 13,150 12,919 -1.8%

WA 8,927 8,527 -4.5%

SA 4,517 4,445 -1.6%

Tas 1,056 1,103 4.5%

ACT 1,634 1,695 3.7%

NT 557 610 9.5%
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Figure 1: Annual changes in taxation revenues, workforce and population
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Figure 2: Composition of State and Territory tax revenues: 2017 – 18
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The Taxpayers Research Foundation Limited
The Taxpayers Research Foundation Limited (the 
“Foundation”) has been established to conduct research 
into public policy issues and legislation impacting on the 
Australian taxpayers and to promote policy solutions 
that maximise the economic and social wellbeing of all 
Australians.  To do this, the Foundation carries out research 
projects on specific tax policy issues and promotes the 
outcomes of this research, including to policy makers.

The Foundation has a commitment to ensuring research 
findings are the conclusion of high quality, rigorous and 
objective analysis.

Long-term vision
The long-term vision of the Foundation is to conduct quality 
research with outcomes that assist government in formulating 
policies that maximise the opportunity for Australian 
taxpayers to operate in an environment maximising equity 
and fairness to all while promoting economic efficiency and 
growth.

Objective
The objective of the Foundation is to enhance the economic 
and social well-being of Australians by conducting highly 
credible public policy research, and promoting the outcomes 
to the Australian community, including policy makers.

Operations and activities
The Foundation will promote the findings of its research 
projects to the Australian community, including policy 
makers, through politicians, seminars and briefings.

Research projects conducted or commissioned by the 
Foundation are overseen by a research committee, which 
includes leading researchers and academics both from 
the public and private sector.  The Committee ensures that 
research undertaken is scientific in nature, may prove of 
benefit to Australia, its methodology is rigorous, that the 
conclusions of researchers are objective and supported by 
available data, and that research reports are of the highest 
standard.

The focus of Foundation research projects is on devising 
solutions to tax policy, not just highlighting them.  The 
Foundation is independent of Government and non party-
political.  Foundation research outcomes are not able to be 
influenced by financial contributions to The Foundation.

The Taxpayers Research Foundation Limited is an approved 
research institution under Section 73A of the Income Tax 
Assessment Act 1936.  The Foundation’s objectives are to 
undertake approved research projects in areas of taxation 
which would be of benefit to Australia.

The aim of the Foundation is to fund research analyses and 
the writing of discussion papers, drafts and other statements 
to be used as a basis for determining future taxation policy.
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