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Rethink: Tax Discussion Paper—Summary of Proposals 

As observed at the outset of the Government’s discussion paper Rethink, tax reform is a key part of 
its policy agenda to build jobs, growth and opportunity. In this respect, reforms to respond to a 
number of specific tax system challenges outlined in the paper are central to achieving these 
objectives on behalf of the wider community. In particular: 

1. Corporate tax rates have become uncompetitive, especially with Australia’s Asian 
neighbours, and are now an impediment to further foreign investment, while also negatively 
impacting the investment capacity of domestic companies. 
 

2. Personal tax rates are relatively high, especially at low and medium income levels, and can 
be expected to reduce participation incentives as the impacts of unaddressed bracket creep 
grow, while acting also as an increasing incentive for tax evasion and avoidance practices. 
 

3. Tax laws are unnecessarily complex for the vast bulk of citizens and result in a significant 
compliance burden, while potential reform opportunities have not been fully realised 
despite promises made. 

Proposals  

This submission sets out a small number of proposals for consideration and draws on observations 
set out in the discussion paper, along with the writer’s own specific observations, data, and 
arguments. While a comprehensive program of tax reform action is clearly warranted, in my view 
there are two priority areas for attention: 1) under-utilisation of the Goods and Services Tax (GST) 
for national revenue-raising purposes, at considerable community costs; and 2) the complexity of 
the personal income tax (PIT) and resultant compliance burden for citizens, in particular salary and 
wage earners and the growing population of retirees.  

The submission also makes an additional proposal that would also contribute to lowering marginal 
rates of income tax for the broader community. 

Proposal One (Goods and Services Tax) 

Achieving the necessary reductions in both the standard rate of corporate income tax and marginal 
rates of the personal income tax will require substantial alternate sources of revenue. The two most 
obvious sources of this replacement revenue are the GST and income tax base broadening measures, 
especially in respect of the PIT. 

As argued in the submission, Australia’s GST has failed to live up to expectations, and at considerable 
community costs. In short, it has proved to be a poor investment for national revenue-raising 
purposes. Significantly, it fails to tax a large swathe of personal consumption expenditure as a result 
of its extensive range of exemptions that benefit all citizens, from those at the lowest income levels 
to those at the top of the income scale. While the potential regressive impacts of a broad-based 
consumption tax are recognised, the submission argues that the most appropriate means of 
addressing such concerns is through the provision of compensation measures that are adequate in 
value, well targeted, permanently transparent, and sustained over time. 

The submission accordingly proposes measures to broaden the GST’s base and, at some stage, an 
increase in its standard rate. To increase the prospect of wide community support, it is essential that 
the measures be accompanied by appropriate compensation arrangements, as outlined.  
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Proposal Two (Personal Income Tax) 

Despite numerous past promises from both sides of Government, and various attempts and 
incremental initiatives over many years aimed at achieving major simplification, Australia’s PIT 
system continues to be characterised by significant tax compliance costs, as evidenced by official 
research findings and the high and growing use of tax professionals. It does not need to be this way! 

As noted in the submission, many other countries (e.g. Denmark and Sweden) have made significant 
advances in this area, with a combination of legislative and technologically-driven reforms. There is 
no valid reason why Australia cannot mirror this success. 

The Australian Tax Office has made good progress towards establishing the technological 
environment required that would enable it to prepare fully completed returns for the majority of 
taxpayers. However, as discussed in the submission, the prevalence of specific types of deductions 
and the high usage of tax professionals stands in the way of making “transformational” progress. 
This particular issue was the subject of examination in the previous Government’s review of the tax 
system (i.e. Australia’s Future Tax System (AFTS)) and was the subject of a number of specific 
recommendations, all of which continue to be relevant.  

The submission accordingly proposes consideration of tightening the rules for WRE deductibility, the 
introduction of a standard deduction for specific deduction items, and the creation of a legislative 
framework to support the preparation of fully-completed tax returns. In consideration of these 
matters, it also encourages policy-makers to take a holistic view of the potential benefits from all of 
the proposals made. 

Proposal three (Capital Gains Tax) 

A factor contributing to high marginal rates of PIT is the range of concessions which are made—
often referred to as ‘tax expenditures’—and their significant “costs” in terms of foregone revenue.  

One such concession is the 50% discount provided on net capital gains in respect of assets purchased 
after September 1985 and held for at least 12 months.  While the discount was purportedly 
introduced in 1999 to simplify the computation of net capital gains, it also had the effect of 
providing a far more concessional approach for the taxing of net capital gains in respect of assets 
held for relatively short periods (i.e. less than five to six years). It is therefore not surprising that over 
time this form of saving has become extremely popular among those best placed to take advantage 
of it, but at considerable and growing community cost in the form of foregone tax revenue.  

While a discount can be justified on simplification grounds, a case for a reduction in the size of the 
discount can be made. A considerably reduced discount would also lessen the appetite for 
negatively-geared investments, a feature of the current PIT system that has become a concern to 
many parties interested in tax reform. The submission accordingly proposes that the level of 
discount be more closely aligned with movements in the rate of inflation.  

 
Richard Highfield 
31 May 2015 
_________________________________________________________________________________ 

Richard Highfield is an advisor on tax system design and administration and serves also as an Adjunct Professor 
with the UNSW School of Business. Previously, he was senior advisor with the OECD’s Centre for Tax Policy and 
Administration from 2003 to end-2014, and with the IMF’s Fiscal Affairs Department from 1997 to early-2003, 
and a Second Commissioner of Taxation with the Australian Taxation Office (1993-1997). 
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• A combination of low revenue productivity and relatively high compliance and 
administration costs results in Australia’s GST being a relatively poor investment for 
national revenue-raising purposes. 
 

• Ideas for reforming the GST (i.e. by base broadening and/or by adopting a higher rate) are 
highly contentious and further consideration in a major tax reform context will inevitably 
encounter fairly wide political and community opposition; for this reason, this writer 
strongly advocates an accompanying regime of compensation arrangements that are well 
targeted, fair in value, permanently transparent, and sustained over time. 

Background 

The introduction of the GST was accompanied by considerable fanfare regarding its expected 
transformational impact on Australia’s tax landscape and economy. However, reflecting on 15 years’ 
experience since its introduction and on the GST system now in place, one can only conclude that 
such expectations have been far from realised, as evident from the following observations, a number 
of which are also highlighted in the Rethink discussion paper:  

• GST revenue has declined marginally over time and is well below average OECD levels (see 
Chart 1): 

 
Source: OECD Revenue Statistics, 2014 

• Contributing to the low revenue productivity of the GST is its taxable base, which is relatively 
narrow, as seen from computations of the OECD’s VAT revenue ratio (see Chart 2): 
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Chart 1. GST/ GDP: Australia and OECD countries (2007-2012) 
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Chart 2. VAT revenue ratios in OECD countries (2012) /1 

OECD average  

Source: Consumption Tax Trends, OECD, December 2014 
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is weighing small business down” (Tim Reed, CEO of MYOB, as reported in Australian 
Financial Review, 21 May 2015.) 

• Reflecting the staged-by-staged approach to revenue collection that is a feature of VAT-type 
systems such as the GST, most businesses in Australia must be registered for GST and 
monitored by the ATO, which contributes significantly to the ATO’s administration costs. 
Compared to the administration costs incurred by the ATO for all the other taxes it 
administers, the GST is relatively more costly by a factor approaching 50% (see Chart 5). 
Improving the GST’s revenue productivity potential by base broadening and/or raising the 
standard rate will appreciably improve the return on this investment.   

                         Chart 5. Australia: Administrative costs of the GST and other ATO-collected taxes 

                      
 

This combination of relatively low revenue productivity, relatively high compliance and 
administration costs, and not to ignore some revenue leakage, inevitably lead to one overriding 
conclusion—the GST with its current settings is a relatively poor investment for national revenue 
raising purposes.  

Ideas for reform 

For the sorts of reasons outlined, a strong case can be made for GST base broadening and, most 
likely, a rise in the standard rate for a myriad of benefits (e.g. reductions in PIT and CIT marginal 
rates of tax). There will of course be resistance and, in some quarters, wholesale opposition to such 
reforms due to concerns for the regressive impacts of GST reform on lower income-earning citizens. 
There is legitimacy to such concerns. However, the case for reform will be considerably stronger if 
appropriate compensation arrangements accompany an overall set of reforms.  

As to what would constitute “appropriate” compensation can be viewed from a number of angles 
but this writer would suggest that the following factors are important considerations in garnering 
broad community support for change: 

1. Adequate in value—The amount of compensation should reasonable for those most 
impacted; 

2. Well-targeted—Compensation should be directed to those most in need; 
3. Permanently transparent—Deserved recipients should receive regular reminders that they 

are in receipt of compensation for the purposes intended; and  
4. Sustained over time—Government should give a commitment that such compensation will 

not be withdrawn or unreasonably reduced. 
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tax simplification context are: 1) Employees’ work-related expenses; 2) Gifts to approved charitable 
institutions; and 3) Tax agents’ fees. 

Work-related deductions  

The obstacles to transformational reform presented by the prevalence of work-related deductions 
are well documented in the AFTS Review Report and mentioned briefly in the Rethink discussion 
paper: 

       AFTS Review Report (with writer’s underlining) 
 

“The law for WREs is complex (supported by numerous ATO decisions, determinations and 
rulings). While the general principles are simple, many tax rulings, court rulings and legislative 
provisions underpin their application. WREs impose a compliance burden on individuals and 
practitioners and add to administration costs for the ATO.  
 
Under the current framework, there are significant difficulties in correctly quantifying work-
related costs, in apportioning expenses between income-earning purposes and private purposes, 
and in defining and claiming the deductions. These complex arrangements constitute one of the 
impediments to further pre-filling of tax returns and, ultimately, removing the need to complete a 
tax return for a large number of employees. There is a high degree of variation in WRE claims 
among individuals with identical occupations and income levels. This variability could be 
explained by: some taxpayers over-claiming (including expenses that might be private, domestic 
or capital in nature), given the limited ability of the ATO to audit WREs; some taxpayers 
interpreting expenses that are incurred in performing their job differently from other taxpayers 
(raising issues of complexity and transparency in the system); and differences in employer 
behaviour, where some employers pay for a particular type of expense while other employers do 
not” (Personal Tax, Volume 1). 

 
     Rethink discussion paper 

“Compared to some other countries, Australia’s tax system is relatively generous in respect of 
work-related expense (WRE) claims, which are widely utilised. In 2011-12, around 8.5 million 
people claimed WREs totalling nearly $19.4 billion, although around 38 per cent of tax filers had 
claims of less than $500. Under Australia’s approach individuals are able to claim a broad range 
of WREs against their assessable income as long as they are used for work. To reduce compliance 
burden and allow greater use of pre-filled income tax returns, Australia has in the past 
considered, but not proceeded with, a ‘standard deduction’ on WREs […] 
 
The approaches of some other countries are more prescriptive or limited. For example, the United 
Kingdom specifies a tighter nexus on WREs and limits deductions to those that are incurred 
wholly, exclusively and necessarily in the performance of an employee’s duties, although the 
compliance burden associated with substantiating deductions remains. New Zealand ‘cashed out’ 
WRE deductions in the late 1980s by providing income tax cuts in exchange for disallowing WRE 
deductions. This has been a major driver of compliance savings by reducing the number of people 
needing to file a tax return — in the 2012 tax year around 1.25 million individual tax returns were 
filed in New Zealand out of an estimated 3.3 million individual tax payers (page 54)” 

What the data shows 

Drawing on tax return data for 2012-13 and 2011-12, it can be shown that: 

• Aggregate WRE claims continue to grow (Chart 6 refers).  
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amounts (i.e. below $250) although representing only around 11% of the value of deductions 
claimed.  

Tax agent usage and tax agents’ fees 

As noted in the AFTS report, the costs to taxpayers of managing their tax affairs are deductible, 
whether they are business taxpayers, salary or wage earners, or investors. This deduction is 
important in recognising the compliance costs imposed by government on individuals, and can be 
seen as one of the direct costs of the tax system. However, as also highlighted in the AFTS report, 
Australia’s tax system is characterised by a relatively high usage of tax agents, which on the basis of 
the most recent data appears to be growing (see Chart 10), notwithstanding stated policy directions 
and some related initiatives intended to simplify the compliance burden. 
 

           
                   Source: Table 4, Individuals, Tax Statistics 2012-13 

Given this very high usage rate and the costs to taxpayers of keeping records etc., it is therefore not 
surprising that the aggregate compliance burden attaching to Australia’s PIT is significant—most 
recently estimated at $7.3 billion per annum, equivalent to around $560 for citizen lodging an annual 
tax return (see Chart 11). As noted in Treasury’s report (page 23): 

“The chart shows that the most costly activities for individuals are record-keeping and 
external fees. The cost of record-keeping is concentrated in income tax and it is very likely 
that external fees primarily reflect charges by tax agents for the preparation of tax returns.” 

Chart 11. Tax compliance costs by entity and activity 
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revenue outcome.  However, it is not clear that such a conclusion took a holistic view of all of the 
factors relevant for the context in which the original proposal was made, for example: 

1. Aggregate deduction claims for WRE are, under the arrangements then and still prevailing, 
likely to be overstated by around 15% (which in 2015 is equivalent to over-claimed 
deductions of around $3.5 billion); judgments around ‘winners and losers’ need to pay 
regard to this unwarranted “benefit” of the current arrangements. 
 

2. The AFTS proposal for a standard deduction was accompanied by an additional 
recommendation that the rules for WRE deductibility be tightened; this was not done.   
 

3. In an environment where tax returns are fully prepared by the ATO for the vast bulk of 
taxpayers, a large proportion of deduction claims for tax agents fees would “simply 
disappear” and present a fair saving in aggregate to taxpayers; in addition, significant 
reductions in tax compliance costs could reasonably be expected to result from eliminating 
the requirement for the majority of taxpayers to keep tax records, prepare a tax return, 
and/or make the efforts entailed with engaging tax professionals to provide this service. 
 

4. Other savings in taxpayers’ compliance costs. 

In the context now presented with the Government’s ‘Rethink’ program, this writer advocates a 
“top down” approach to thinking about simplification reforms, one where it is a fundamental 
objective that the vast majority of personal taxpayers with relatively simple tax affairs should be 
freed from the obligations to keep detailed records of income and deductions and to prepare and 
lodge an annual tax return on their behalf. Viewed along these lines, the primary question to be 
answered is: 

What would the design of the tax system need to look like to achieve this outcome? 

Ideas for reform  

Since 2007, the ATO has made good progress towards establishing the technological environment 
(i.e. systems and processes) required that would enable it to prepare fully completed returns for the 
majority of taxpayers. Progress has been made, although there is scope for improvement, in 
establishing reasonably efficient processes for capturing large volumes of third party income reports 
from employers, financial institutions, and government bodies.  A system of prefilling tax returns is 
well established and taxpayers are familiar with the process of relying on income data accumulated 
for them by the ATO to prefill their tax returns, while user interfaces have recently been enhanced, 
and more is planned, to encourage further take-up. Finally, adequate security and authentication 
mechanisms appear to be in place.  

However, as already noted the prevalence of deductions and high usage of tax professionals stands 
in the way of making transformational progress and remains to be overcome. For the reasons set out 
quite succinctly in the AFTS Review Report this writer strongly advocates the concept of a standard 
deduction for employee taxpayers that rises in line taxpayer incomes, but one which would also 
encompass deductions for gifts, and which is subject to threshold provisions in order to permit 
taxpayers with abnormally high claim patterns to continue to make itemised deductions (Box 2 
refers to the kind of model envisaged, as recommended in the AFTS report). 
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Annex 2 

Personal Income Tax—Tax system metrics 

Table 4. Tax return data—employment income and work-related deductions 

Financial 
Year 

Wage income 
reported in returns 

Deductions for work expenses 
in tax returns 

% of 
wage 

earners 
with 
WRE 

Growth (year 2004=100) 

Value 
($bn)* 

(1) 

Number of 
taxpayers 
(No. mlns) 

Value 
($bn)  

(2) 

Claims 
(no.mlns) 

(3) 

Average 
claim ($) 

(4) 

 
 

(1) 

 
 

(2) 

 
 

(3) 
2004 326.8 8.9 11.7 7.30 1,602 82.0 100 100 100 
2005 351.3 9.1 12.6 7.54 1,678 82.9    
2006 376.3 9.3 13.8 7.77 1,776 83.5 
2007 408.2 9.7 15.0 8.00 1,875 82.5 
2008 449.5 10.2 16.5 8.43 1,957 82.6 
2009 469.3 10.1 17.1 8.36 2,045 82.8 
2010 490.1 10.1 17.9 8.50 2,105 84.2 
2011 529.4 10.3 19.0 8.68 2,189 84.3 

2012 ** 560.6 10.4 19.9 8.79 2,264 84.5 
2013 ** 572.3 10.2 19.8 8.51 2,327 83.4 175.2 169.2 116.5 

Source: ATO Taxation Statistics 2012-13 (published April 2015). 

*Employment income is the total value of wages and salaries (including allowances) reported in tax returns. It does not 
include lump sum payments made on retirement/ resignation from employment. 

** The values reported for these years will increase in subsequent years as further late lodged returns are received.  

Table 5: Individuals- returns by lodgment type, 2008-09 to 2012-13 

Category Numbers of returns received by lodgment type (millions) 
2008-09 2009-10 2010-11 2011-12 2012-13 

Agent 8.75 8.79 9.03 9.22 9.39 
e-tax 2.31 2.35 2.50 2.59 2.83 
Other self-
preparer 

1.22 1.24 1.09 0.91 0.55 

Totals  12.29 12.38 12.63 12.73 12.77 
Source: Table 4, Individuals, Tax Statistics, 2012-13 (published April 2015). 
 

Table 6. Individuals – gifts or donations, by amount, 2010–11 to 2012–13 income years 
Gifts or donations 

claimed 
2010–11 2011–12 2012–13 

no. $m no. $m no. $m 
$1 – $25 1,102,095 16 875,985 13 884,175 13 

$26 – $50 800,215 34 801,010 34 767,615 33 
$51 – $250 1,566,790 201 1,543,850 198 1,542,420 199 

$251 – $1,000 1,001,350 512 995,910 508 1,021,025 522 
$1,001 – $5,000 284,400 539 280,600 532 292,825 555 

$5,001 – $10,000 24,320 165 24,295 165 25,070 171 
$10,001 – 
$25,000 

10,225 150 10,210 150 10,915 160 

More than 
$25,000 

4,375 595 4,515 641 4,765 640 

Total 4,793,775 2,212 4,536,370 2,242 4,548,810 2,293 
Source: Table 11, Individuals, Tax Statistics, 2012-13 (published April 2015). 
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