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BACKGROUND ABOUT MYSELF:

Mr Hope Ashiabor is a Senior Lecturer in Taxation Law, at Macquarie University’s Division of Law. His research interests have been in the field of environmental taxation, as well as in the area of compliance costs of taxation. Much of his recent research has focused on the use of tax expenditures in the management of environmental rehabilitation.

Hope was the convenor of the Fourth Annual Global Conference on Environmental Taxation Issues being held in Sydney from June 5-7, 2003. The event attracted leading experts from the public, private and non-profit sectors from over 22 countries. Further details about the conference program and papers presented at the conference can be viewed at: http://www.law.mq.edu.au/eti.

Hope is a member of the Board of Advisors to Greentaxes, and a member of the editorial committee for the book Critical Issues in Environmental Taxation: International and Comparative Perspectives, published by Richmond Law and Tax Ltd, UK.

SCOPE OF THIS SUBMISSION:

This submission focuses on 3 main aspects of the terms of reference, namely:

“c) the use and efficacy of various tax and expenditure incentives to influence social and economic conduct, …..;

d) the long term social and economic impact of the current distribution of taxation, government spending and employment including the intergenerational consequences of the tax structure;

e) the respective roles of the Commonwealth and the States in relation to the collection and distribution of taxation revenue;…”

INTRODUCTION:

The principal focus of this submission is on the use of tax expenditures in the management of environmental rehabilitation.

Some of the dilemmas posed by the use of fiscal instruments – tax expenditures in particular, (that are being considered by this Committee), were highlighted in the Opinion column of the 10 March 2003 issue of the Australian Financial Review, at page 70.

SUBMISSION:

The 3 issues mentioned above were extensively considered in an article titled “Critical Appraisal of Tax Expenditures and The Implementation of Environmental Policy in Australia” published in the Bulletin for International Fiscal Documentation, vol. 56(5) of the 2002 issue, pages 204-214. In that article, I examined the role, shortcomings, and relative merits of tax expenditures in the management of environmental rehabilitation from the Australian perspective.

I have reproduced an extract from page 210 of that article, a section that is relevant to this submission:

“4.2. Inherent limitations of tax expenditures

While tax expenditures have the advantage of providing the necessary incentives to encourage community involvement in implementing environmental policy, their effectiveness is constrained by the fact that they are a blunt instrument which may not be ideally suited for delivering specific objectives. This weakness is apparent in a number of areas. First, tax concessions create distortions in the tax system by directing economic resources away from, or towards, particular sectors of the economy in a way not intended by the original policymaker. This redirection of benefits away from the intended recipient is often apparent when one looks at their "second round" impact. For instance, the benefit of accelerated depreciation may be capitalized into higher prices charged by suppliers of depreciable assets.

Second, the cost of tax expenditures to the revenue neither definitively measures the extent of their economic benefit nor identifies their ultimate recipient. Complex rules are therefore required to ensure that the tax concessions are correctly applied and that they actually influence the behaviour at which the policy is targeted.

Third, tax concessions have a tendency to produce artificially low after-tax rates of return in some areas. This not only... (distorts) the allocation of productive resources but also brings about a decline in productivity as resources are redirected from areas of high gross rates of return to areas of relatively low gross, but relatively high net, rates of return.

In making a case for the inefficiency of tax expenditures, it is often argued in relation to taxes on business generally that the level of taxation is too high and that tax concessions are desirable on allocative grounds because of the resulting lower level of business taxation. The proponents of this view further contend that, even if the desirability of lower levels of business taxation is accepted for the sake of argument, it can still be demonstrated that partial and discriminatory tax concessions are inferior to applying lower tax rates to a more comprehensive income base.
”

4.3. Abuse of tax expenditures

Tax expenditures in Australia have been abused extensively in recent times under the guise of implementing environmental policy. The abuses fostered a proliferation of tax avoidance arrangements which were implemented in the form of mass-marketed end-of-year artificial schemes involving "tax-effective agricultural investment projects.

Some of the agricultural ventures that were the subject of these schemes included viticulture, cultivation of trees used in the commercial oil-extraction industry (e.g. olives, eucalyptus and tea tree oil), afforestation projects for commercial logging and woodchipping -- to mention just a few.

In some cases, the schemes involving the planting of trees were marketed on the basis of the Kyoto Protocol on carbon emissions, which introduced the notion of "carbon sinks". The irony in these cases is that Australia is not a signatory to the Protocol, and does not have a system of trading in carbon emissions.

Other situations in which the tax expenditure provisions have been exploited in such a way as to amount to an unfair subsidy include: 

· The abuse of the pre-payment provisions before they were streamlined (pre-July 2001).

· The "negative gearing" provisions.

· The medical expenses rebate…

The capacity of primary producers to take up the benefits offered under the tax expenditure measures has been constrained by the high incidence of economic difficulties faced by participants in this sector. As a result many farmers have experienced negative income and this in turn has increased the farm debt crisis. In response, some farmers have reduced their expenditure on Landcare and conservation activities, because of their changed financial circumstances. The ensuing cash flow crisis has been a major constraining factor to the implementation of programs designed to combat some of the problems of land degradation.

To the extent that tax expenditures generally represent revenue foregone by governments, attempts by taxpayers to manipulate these measures under the guise of implementing environmental policy further contributes to the erosion of the revenue base. In addition, concerns about the sheer magnitude of the capital outlay required to address the challenges of land degradation, raises the need to explore the use of other fiscal instruments for dealing with these problems.

This could possibly be managed through a tax shift from a system that is heavily propped up by tax expenditures to one in which part of the burden is shared by industry and/or consumers.

Integrating Tax Expenditures With Market Based Instruments:

One way of ensuring that tax expenditures that have been designed to address the problems of land degradation achieve greater efficiencies is to ensure that their availability is integrated with market-based instruments. Landholders often incur costs in repairing the environment that benefit other Landholders and the community as a whole. Market–based mechanisms can be used to provide added incentives for farmers to implement land use changes such as, retiring crops or pastures to plant trees as a way of achieving salinity and bio-diversity improvements that offer real and direct benefits to the landholders that implement them.

The advantages of complementing the use of tax expenditures with market based instruments is that they can be tailored to raise the level of private investment in activities directed at avoiding or repairing damage to the environment.

Environmental Levy?

The reliance on tax expenditures to address the problems of environmental degradation effectively amounts to a subsidy. One way of redressing this situation is to make the community bear some sort of surcharge to fund environmental rehabilitation programs – say, a milder form of the “user pays” principle. This would not only have the effect of raising revenue for restoring the degraded environment, but also create an added benefit of increasing the level of community awareness of the issues at stake. Such a measure would also go a long way in addressing some of the problems associated with a predominant reliance on tax expenditures. The major drawback of this option is that our constitutional arrangements will pose tremendous obstacles to the implementation of such a measure. Perhaps, a more targeted and limited approach such as those presented by the Murray-Darling Basin levy announced in the recent State budget of South Australia, the Irish Plastic Bag Tax, the UK car levy, and the EU energy tax proposals, may be the way forward.

Environmental problems are not localised in their impact. Consequently, there is a need to adopt an integrated and co-ordinated approach for dealing with them at the inter-governmental level, if these problems are to be effectively dealt with. For instance, the irony of the South Australian Murray-Darling levy is that the river system flows through several States and the problems are being encountered in those other jurisdictions. Yet, it is only South Australia that that has introduced the levy to fund the rehabilitation of the degraded part of the river system within its borders.

Detrimental Subsidies:

Government policies have contributed to land degradation over the years, albeit unwittingly. For instance, tax concessions for clearing land were directly responsible for much land degradation, as they encouraged unnecessary vegetation clearance. Although those concessions were removed in 1983, the problems still linger on at a number of different levels:

· Land clearing is an endemic problem in a number of States (particularly Queensland)

· The clearing of land is still fostered by provisions of the Income Tax Act that grant concessions for the cost of establishing commercial vineyards.

· In other cases land purchase agreements expressly stipulate for the clearing of land.

Whilst the introduction of conservation easements is a step in the right direction, there is a need to introduce other rigorous complementary measures. An inter-governmental scheme could be introduced to adequately compensate land owners for not clearing trees in old growth and secondary forest areas, and to encourage farmers who are deriving marginal returns from their land to place their lands in trust (through some compensation scheme) for afforestation purposes. Tax expenditures would still play a useful role here in the sense that tax concessions can still be provided to encourage afforestation programs.

Apart from the damage caused by land clearing, the availability of subsidised irrigation water has fostered inefficient irrigation technology and wastage of an increasingly scarce resource. This has exacerbated salinisation and soil structural decline in irrigated areas. Since water trading regimes are being implemented in parts of the country, and the Federal Government is currently considering the water rights issue, I do not intend to pursue this matter further.

Drought relief programs have also encouraged sound land management practices being discarded for subsidised fodder, subsidised freight for water, feed and livestock and concessional finance. Retaining livestock during a drought results in accelerated pasture and land degradation. Without fodder and other subsidies and relief programs, it is likely that only a core of breeding stock would be retained, with less severe impacts on the drought-stressed environment.

Some of these measures need to be reviewed to make their operation much more environmentally friendly.
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