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SUMMARY

· The high tax rate (and the resulting highly generous welfare system) in Australia has a corrosive effect on the incentive to work. Academics and left wingers who argue otherwise are usually those with a vested interest in living off tax payers or pay hardly any tax themselves so unaware of the corrosive impact of high tax rates on the motivation to work.

· Income taxes (such as the various PAYG taxes, levies such as Medicare Levy) must be reduced and indirect taxes such as the GST may be raised if required to compensate. GST is not a tax in the sense that it is optional: you can choose not to pay, by not buying (or minimising the quality and quantity of) goods and services. However, you can’t choose not to pay the income tax, other than by working less, retiring early or getting fired deliberately to avoid tax (there are people who do this!). It is basic human psychology and nature that people only work when there are personal rewards and their quality and quantity of work is proportional to the rewards. 

· High marginal tax rate in Australia is one of the reasons why there are more Australians working overseas per capita, than is the case in any other country. Australia is also less attractive as a destination for highly able migrants due to our high tax rate. 

· High direct taxes result in a reduced incentive to work and lower productivity and increased tax avoidance. The reduced incentive to work manifests itself in various forms: the reluctance of unemployed people to take up undesirable, low paying jobs and relying on a generous dole (ie, on other tax payers) instead; reluctance of employed and self-employed people to work harder and more productively; the tendency of people to retire early; the tendency of the retired to engage in unproductive tasks rather than productive tasks etc. The net result of all this is that the unemployment rate is higher and the productivity growth is lower than it need be.

· Some people argue that taxes buy civilisation. People who argue this are usually some form of beneficiaries of tax-payers’ hard earned money (eg. pensioners, those on the dole or those receiving free/subsidised education, those in the health or welfare industry). While it may be true that high taxes buys civilization now, it will result in long-term decline in living standards (because of reduced incentive to work) and so there won’t be any civilization for the next generation. Therefore high taxes results in intergenerational inequity.
· Almost one third of the population pays no tax at the moment (they may be on disability pension, old age pension, Austudy, dole etc). This is not a situation that is desirable, with almost 30% riding on others’ backs. Hence when surveys are carried out, we have a situation where the majority claim they would like better services rather than tax cuts; or they claim to support an increase in taxes (eg Medicare levy). This is because people who pay no tax have everything to gain and nothing to lose when taxes are raised to pay for services. Hence I propose that everyone must pay taxes at a flat rate of 30%. The disadvantaged can be compensated by higher welfare payments, but EVERYONE MUST PAY TAXES.
· Instead of arguing for higher taxes, all such people should be invited to write a cheque to the Commissioner of taxation every year! This will show that people want taxes out of others’ pockets, but not from their own (either they pay no/minimal tax or are beneficiaries of the tax payer funded industries such as welfare/education/health etc.)
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Attachments: Articles (mainly as letters to the Editor published in various newspapers):

Low income inequality stultifying

Pamela Bone (Opinion, 8/7) and Brent Howard (Letters 9/7) are wrong to imply that “low income inequality” does not hinder progress. When I was young and naïve, I thought egalitarianism is great. But I now realise that obsession with it stifles progress and results in mediocrity of the society in the long term. 

Most people accept that diversity (high standard deviation) is essential for any biological species to progress. Yet they find it difficult to comprehend and accept that high standard deviation of incomes (high income inequality) is essential for progress of an economy. Increasing body of literature shows that economies and biological species are very similar in their behaviour.

Many countries with ‘low income inequality’ are rich, in spite of low income inequality rather than because of it. It is analogous to the argument that a company is profitable (or an individual is rich) because of high taxes. 

If developing countries had generous welfare, thus reducing their income inequality, their economies would be even worse.

Luring Expatriates

It is not surprising that Australia has one of the highest proportions of citizens living permanently overseas relative to its population (Call to lure expatriates home, p 4, The Age 5/5/3). 

As an academic, I get feedback from current and past students about their reasons for going overseas. A major reason given is that Australia taxes high-income earners more than most countries (eg. ‘Money Manager’ p3, The Age 1/07/02). I am told the fact that they can escape the HECS debt is an added bonus!

This has prompted calls by the IMF (The Age 20/09/02) and others (Judy Bothal, Letters, The Age 24/05/02) that unless Australia drastically reduces top marginal tax rates, we will lose out in the global competition for very talented people and become uncompetitive.

Choices in spending

David Norrish (Letters 3/8) does not seem to understand that there is a fundamental shift in the attitudes of people worldwide to the role of governments, partly due to improved standards of living. 

These new attitudes stem from their desire for independence and wanting greater control over their own lives. People do not want the governments or anyone else acting like a big brother and their ‘we know what is best for you’ approach. 

In practical terms, this means people would rather have tax cuts, which they can spend on according to their own individual priorities, rather than the governments spending on its list of priorities, as decided by about half the population. 

Governments should back off in areas other than defence, basic public health and education services.

Talented are mobile

Ross Gittins (4/8) argues that since Australia’s level of taxation is relatively low, we do not need to worry that we may not being able to attract and retain resources such as people and capital.

As the article in The Age (3/8 page 4, Tax: How we compare) showed, although the total level of taxation may not be high, the tax burden falls very disproportionately, on the high-income earners in Australia. A country cannot hope to succeed in the increasingly competitive world without such brilliant people and their entrepreneurial skills. 

It is naïve for Mr Gittins to argue that because labour is not mobile, we can slap on high taxes on them. In reality, world-class professionals are very mobile and will become more so in the future. Further, even less skilled people will become increasingly mobile in the 21st century. 

Short-termism

I fail to understand why it is so hard to accept that high standard deviation (diversity or high income inequality) is essential to the long term progress of any species, economies etc. In the short term (few years to few centuries depending on which aspect), low standard deviation may appear good though.

Perhaps this inability to accept high standard deviation is because of our short-termism (which is due to affluence, good and easy life). What people are too naive to realise is that it will destroy us, biologically, economically etc in the long term.

People with left wing attitudes like Ms Bone are particularly prone to this short-termism.

Myth of low taxes

It is people like Dirk Baltzly who perpetuate the myth that Australia is a low taxing country. 

It is now well established that Australia taxes the high income earners more than most countries (eg. ‘Money Manager’ p3, The Age 1/07/02). 

This has prompted calls by the IMF (The Age 20/09/02) and others (Judy Bothal, Letters, The Age 24/05/02) that unless Australia drastically reduces top marginal tax rates, we will lose out in the global competition for very talented people and become uncompetitive.

Opinions of people such as Baltzly are self-selecting and must be taken in context, since many people who have left Australia due to high taxes like me, are unlikely to voice their views.

Low taxes essential for progress

Bleeding heart lefties such as Race Mathews are fond of using the cliche ‘high taxes is the price we pay for civilisation’ (Opinion, 21/5/2).

What they fail to realise is that the increasing regulations in Australia (safety, environmental, labour market and other regulations from the three levels of government) and high tax rates are driving companies offshore.

 
Similarly, high tax rates in Australia are encouraging high achievers to go overseas, for example, to the US. Such people do not disclose their true reason for leaving for fear of being branded selfish (because they don’t want to pay a large proportion of their income as taxes).


In the global economy we live in, there is increasing competition amongst countries for highly talented individuals and companies because they contribute disproportionately to a country's competitiveness. 

A low tax rate is the price we must pay for progress.


Disproportionate burden of tax on the rich


Bleeding heart lefties like Ken Davidson (26/9) deliberately ignore the argument of Malcolm Turnbull (19/9) that income tax burden falls heavily on the rich. 

While it may be true that Australians in general, do not pay too much income tax, the fact that the burden falls heavily on the rich has prompted calls by the International Monetary Fund (20/9) that unless Australia drastically reduces top marginal tax rates, we will lose out in the global competition for very talented people and will become uncompetitive.

Internationally competitive tax rates essential

The article by Malcolm Turnbull on Sept 19 in The Age titled “ We need more babies and less tax” is inspiring.

Most highly talented people who leave Australia because of our punitive tax rates do not disclose the true reason for leaving because they don’t want to be branded selfish.

Unfortunately the quality of people leaving is superior to the quality of people coming, so there is a net loss of cognitive and intellectual capital in Australia, albeit gradually.

The people who say “I worked overseas and I am now in Australia: Tax rates don’t bother me, I came for the lifestyle” are in the minority. Also since they are back for various reasons, they would say that wouldn’t they? A higher proportion who leave because of our high taxes are not here to make their views known. 

Unless our tax rates are internationally competitive, we will slowly but surely continue to slide down in the international rankings in terms of our standard of living. 

Flawed argument

Philip Shehan argues (Letters 28/10) that the rich should pay more tax because a study showed that beyond a minimal standard of living, happiness doesn’t increase with income.

This is analogous to arguing that there should be no welfare because studies have shown that the poor spend more on takeaway foods resulting in obesity which is harmful to their health.

Attracting skilled labour

Your article on the mobility of skilled labour (News Extra, The Age, 29 July) should be a wake-up call for those who argue for a return to policies of the sixties. It is important for people and governments to realize that in the global economy of the 21st century, there are no barriers to the flow of capital, technology and skilled labour.

Private enterprise will set up businesses where they are likely to get most benefits. If Australia, for example does not provide suitable conditions, they will move the businesses to countries, which have less stringent environmental, safety and other government regulations and have lower company tax rates. 

Similarly skilled labour is moving to countries, which have lower personal tax rates. Without talented workforce and capital, which are increasingly mobile, a country simply will not have the competitive advantage to survive in the new century.

Politicians ought to take responsibility for educating the public that better services and lifestyle come from higher taxes and stringent regulations which have the unintended consequences of scaring away businesses and talented people.

Market outcomes as nature intended

Brent Howard’s argument (Letters, Sunday Age 8/12) that it is often more efficient to pool community resources and provide publicly financed services than to let people pursue all their interest in isolation, is flawed.

If that is so, we should all be living in public shelters, using communal facilities, not use private vehicles, etc. Surely that would be more efficient?

Brent Howard, people like you are naïve enough not to realize that with increasing affluence comes need for greater independence and need to control one’s own destiny.

Market outcomes do not have moral significance as you suggest. It is just that market outcomes are what people want and that is the way nature operates.

Shirking responsibility

The Melchior case (18/7) is an example of what happens in affluent societies.

With increasing affluence, people transfer 'a sense of individual responsibility' to the society, because they can and are provided with a means to do so. One can see evidence of this in all areas: health, education, childcare, welfare etc.

The more a society tries to help out those 'in need' in the name of equity and fairness, the more people will shirk a responsibility for themselves and transfer it to society.


It is an indication of the beginnings of a society in economic decline.

Laffer Curve

What Ms McCalman (10/8) and Mr Moritz (14/8) don’t want to accept is that every industry (health care, education, child-care, welfare etc) wants the Government to subsidise their services, arguing that they are important. Hence we have several burgeoning, bloated sectors feeding on taxpayers.

Where does the money come from? If the government raises tax rates, its 

revenue will fall (incentive to work is reduced and tax avoidance increases: called the Laffer Curve).

Why force others to pay more tax? All those who feel we should pay more tax can make an additional voluntary tax contribution. For example if you think education is important, write a cheque to the Tax Commissioner stipulating that you want it spent on education.

Australians wouldn’t object to that!

General comments on Australia’s competitiveness:

Basically what we have to do is to make Australia a more competitive country.

This means making businesses and individuals more competitive.

Businesses can be made more competitive by reducing taxes, drastically deregulating the economy in general (labor market in particular), reducing the stifling environmental, safety and other government (local, state and federal) regulations etc.

Individuals can be made more competitive by reducing taxes and welfare and improving incentives to work harder and smarter.

These are so obvious to anyone, yet people would resist them because the benefits which flow from them are in the long term (40 plus years).

Some economists say 'but many countries with generous welfare have higher GDP per capita, higher growth rates etc'. This is absolute nonsense. Countries do not have high standard of living or competitiveness because of generous welfare- in fact, it is in spite of the generous welfare and high taxation. It is like arguing that a company is profitable (or an individual is rich) because of high taxes.

If developing countries had generous welfare, their growth rates would be even worse. 

Unfortunately as a society becomes affluent, they tend to become complacent, place high value on life, health etc which leads them to demand 'good' things in life such as 'no pollution', 'free health care', 'no injuries at work' etc. This causes business costs to increase exponentially and taxes to rise, leading to diminishing incentives to work.

Unfortunately, Australia's relative standard of living peaked about 40 years ago and we are now in a long-term decline. If people wise up and act now, at least the next generation will benefit. 

But it is unlikely because people's attitudes and values don't change within a generation, unless there is suffering. This is particularly in a democracy where politicians follow rather than lead public opinion, in the interests of their own survival.

It is extraordinary that many journalists and economists 

constantly keep saying that the low exchange rate 'should not be

of too much concern to policymakers', 'the low dollar helps us with our

exports', etc. About 20 years ago an A$ bought more than one US$. 

It is a national disgrace that our dollar has fallen to such low levels. 

Would commentators continue to make comments such as

those mentioned above, even when the dollar falls to say, 0.05 US$ for

example? The reasons why dollar has fallen may be complex,

but surely they are to do with our lack of competitiveness in producing

goods and services. 

This is due to lack of long term planning, long term thinking on the part

of policy makers and politicians. Politicians are unwilling to make the

hard decisions in the long term national interest (they should have done

this 40 years ago) due to political opportunism. 

As a society gets affluent, they tend to become short term thinkers which

leads to politicians they deserve, who in effect make 'soft' decisions resulting in deteriorating competitiveness and hence lower exchange rate.

When and how can this stop? (other than to wait until we become a 'poor'

country when the dollar falls to say 0.02US$). These are the kind of fundamental questions researchers should be looking into.

