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Secretary
Senate Economics Reference Committee
 
 
Dear Sir
 
I forward a submission made to the Treasurer for the Committee’s separate consideration and make 
the following further comments by way of general observation.
 
While the Government has sensibly retreated to some extent from Treasury’s original ill-conceived 
proposals, the problem of employee share ownership still remains a serious one.
 
Since the 19th century many thinkers, including John Stuart Mill, have regarded the divorce of labour 
and capital as fundamentally unhealthy.   Wise public policy should see that obstacles are not placed 
in the way of employees becoming owners or part-owners of the enterprises in which they spend so 
much of their waking hours.  Capital is created by labour and these, the two active factors of 
production, should work freely in harmony in producing desired goods and services from land, the 
passive factor of production.  Productivity is enhanced when these factors of production are free to 
share the rewards of their combined efforts as their owners wish.
 
It is a fundamental theorem of economics that all taxes on labour and capital are distorting.  The 
optimal tax rate for labour and capital is therefore zero.  (By contrast, a tax on bare land values is non 
distorting).
 
Accordingly, it is incorrect for Treasury to assert that any “concession” or tax deferral for employee 
share plans is an economic distortion.  Rather concessions are required to undo the distortions 
created by   
non-optimal taxation of labour and capital in the first place.  Just as the Parliament has had to 
introduce many concessions to limit the economic damage done by taxation of capital gains or 
retirement saving, so it is appropriate to give concessions to employee share plans to permit the 
natural growth in productivity to take place which would otherwise be lost to the community.
 
 



 
Yours faithfully
 
 
Terence Dwyer
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