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SUMMARY & CONCLUSIONS

Australia’s taxation system needs to be made more fair in order to redress the widening gap between high and low-income earners.  Structural changes made by government over the last twenty years have lead to some people in Australian society benefiting greatly, while others have not benefited, and in some cases lost out.  A fairer tax system would redress this.

It is imperative that the Commonwealth act to stamp out high wealth tax avoidance in Australia.  In particular, the practice of transfer pricing and the use of foreign tax havens must be stamped out.  The problem of aggressive marketing of tax minimisation schemes should be tackled.  The practice of using family trusts to avoid paying tax should be abolished.  Currently, the Commonwealth Government is losing billions of dollars each year by not addressing these vital issues.

The Capital Gains Tax rate should be increased.  Tax credits should be given to workers on low incomes.  The company tax rate should certainly not be reduced below its current rate, and if anything should be increased.  A high priority should be given to decreasing the Payroll Tax in order to increase employment.  The GST should not be increased or widened in scope, and consideration should be given to removing certain items from GST taxation.

INTRODUCTION

Australian governments rely on taxation to function and to carry out services for the benefit of the public.  While paying tax is burden, people gain the benefit of government-provided services.  No society can function without a taxpayer-funded government.

When someone goes to a retail outlet and purchases a private good, he or she gives up his or her own money in exchange for some benefit.  Paying tax is not much different from that.  It is simply the case that some goods cannot be provided on an individual basis, and must be provided collectively for the entire population.  Examples included the defence force, the legal system, public broadcasting and environmental protection.  A person on his or her own cannot provide these goods on their own behalf. - that is why we have governments.  It is also the case that people choose through the democratic process to have government input into certain goods and services considered to be of particular social importance, in particular health and education.

Given that it is necessary for the Commonwealth Government to collect tax, the question that must be determined is how this tax should be collected; ie at in what form, on whom and at what rates.

In this respect, question of fairness and equity must be considered.

WEALTH GAP

Members of Parliament should note that for the last twenty years the income gap between the wealthy and the not-so-wealthy has continually been increasing.  The rich have become very rich, whilst the poor have stayed the same.

Since the mid-1990s, the average pay of a top executive at one of Australia's 50 largest listed companies has risen at six times the rate of the financial return they delivered to their shareholders.  The remuneration of a chief executive officer and chief financial officer at these companies soared from around $600,000 a year to $3 million a year during that time, according to corporate salary consultant, John Egan, of Egan Associates.  That's a rise of 500 per cent.  At the same time, the minimum full-time adult annual salary is currently less than $23,000.  This has increased by only around 25% since the mid-nineties – barely enough to keep up with the inflation rate over the same period.  A Chief Executive Officer is likely to earn a hundred time as much as his or her lowest-paid workers.

CHANGES TO THE AUSTRALIAN ECONOMY

Part of the reason for this rise in inequality of incomes is the changing nature of the Australian economy.  Since the start of the 1980’s, many publicly-owned enterprises have been privatised, tarrif protection was wound back and reduced almost negligible levels, the banking system was deregulated, foreign investment was opened up, enterprise bargaining and other measurer were introduced into the labour market, and national competition policy has been instituted in a range of Australian industries.

All these changes have had both positive and negative effects.  There have been retrenchments and an increase in the rate of unemployment.  Many business have gone bust.  The size of the overall economy has increased considerably; however, this has not benefited everyone.  While some people have benefited greatly from the structural changes that have taken place, many have not benefited at all, and some have lost out.

HOW AUSTRALIA’S TAX SYSTEM SHOULD BE IMPROVED

There are currently a number areas of Australia’s tax system that should be addressed in order to make it more fair and equitable.

High Wealth Tax Avoidance

There is an increasing amount of money being lost to the Australian tax system through tax avoidance by individuals and very high incomes.  This is done through tax minimisations schemes; in particular, transfer pricing and offshore tax havens.  Examples of the latter include the Bahamas, the Cayman Islands and the Channel Islands.

According to the Australian Tax Office, “Our research indicates the use of tax havens has increased significantly in recent years…The value of payments from Australia to tax havens has increased significantly since 1996.  Our concerns arise from the threat to the revenue posed by corporations and wealthy individuals who are avoiding paying their fair share of Australian tax by taking advantage of the services offered by tax-haven regimes and promoters who operate through them.”

The Australian Tax Office needs to be given the resources and the authority, if necessary through legislative change, to crack down on high-wealth tax avoidance.  It can be done if the will is there.  The current practices of high wealth tax avoidance are a threat to the integrity of the tax system itself.  Currently, the Commonwealth Government is losing billions of dollars each year through high wealth tax avoidance.  The state and Commonwealth governments will have increasing difficulty in balancing budgets and maintaining services if this problem is not tackled.

There is also the problem of aggressive tax planners.  Aggressive tax planners make money by marketing tax avoidance techniques.  The result of this is that people with significant means can unfairly reduce their tax bills leaving more for honest taxpayers to contribute.  The government and the parliament should crack down on this activity, because it is immoral and unfair to ordinary taxpayers.

Family Trusts

Family trusts are a mechanism that is used by people on high incomes to avoid paying their fair share of tax.  There is no justification for this.  Family trusts are a major source of revenue loss to the Commonwealth.  

The vast majority of trusts are set up with the primary purpose of avoiding tax that should be paid by high income earners and thereby transferring the burden on to the rest of us. It is these trusts that are typically referred to as 'legitimate family trusts'.  In reality, There are almost no trusts in Australia established for legitimate purposes.

According to John Quiggin, Professor of Economics at James Cook University: a very simple reform which would eliminate much of the abuse of trusts would be to treat trust income as accruing to the trustee for taxation purposes except in cases where the trustee is a genuinely independent third party, like the Public Trustee for deceased estates. This would be no problem for the few legitimate trusts but would eliminate the vast majority that are set up with the sole aim of cheating ordinary taxpayers.

The current opportunity for family trusts to be used as a means of tax avoidance should be abolished immediately by the Commonwealth.  This step is an absolute must in preserving the integrity of Australia’s taxation system and ensuring the Commonwealth’s continuing ability to provide services to the Australian public.

Capital Gains Tax

A significant means of tax avoidance takes place whereby people transfer their income from ordinary income to capital gains.  Capital gains is taxed at a much lower rate under the present tax system than is other forms of income.

The current capital gains tax rate in half the rate of other income if an asset is held for more than a year.  This is very unfair.  There is no justification for the situation where income earned simply by reason of the value of an asset increasing in value (due to an increase in the market price) is taxed at only half the rate that income earned through hard work is taxed.  If anything, at least in moral terms, the situation should be reversed.  The Australian Labor Party purports to represent the working man and woman, and yet the Parliamentary members of the ALP have themselves voted for a tax system that gives a vast tax discount to income earned from capital compared to the tax that ordinary wage-earners pay!

Tax Credits and Income Tax

We supposedly have a progressive tax system.  Ideally, we should have a progressive taxation system, but currently Australia’s taxation systems combine to create what is effectively a regressive tax system, where the effective marginal tax rate for people on very low incomes can be much higher than the top actual marginal tax rate of 48.5%.  In some instances the loss of welfare payments and other payments such as Austudy mean that a person can face effective tax rates of more than 100%.  In other word, a family’s total income can actually decrease if a member of that family finds work.  This situation is extremely undesirable.

A way of addressing this problem would be for the Commonwealth Government to introduce tax credits for workers on low incomes.  The ALP has been flagging the possibility of doing this for a number of years, and more recently the Coalition Government Minister for Employment and Workplace Relations has promoted something similar.  However, the onus is on all parties to establish away of actually delivering on this.  Of course, what is needed is the funds to pay for it.  As already outlined in this submission, there is a ready avenue for the Commonwealth Government to raise the revenue needed to fund tax credits, and that is to crack down on, and attempt to eliminate high wealth tax avoidance and abolish the use of family trusts for tax avoidance.

The top personal tax rate of 47.5% is too low.  There should be a new tax rate of up to 60% introduced for income earned over $100,000 per annum.  This may sound radical, but in fact Australia’s top marginal tax rate twenty years ago was 60%.

Company Tax

The fact that Australian governments in the last twenty years have reduced the rate of company tax from 43% to 30% is appalling.  Every time the government reduces the company tax rate the benefit flows almost entirely as an unwarranted windfall gain to overseas investors in Australia.  They must be laughing all the way to the bank!  The cuts are supposedly made in order to attract overseas investment into Australia, but the main effect is to reward investors who have already made the investments prior to the tax cuts.

Thus, in terms of public policy, cutting the company tax rate gives an extremely low return to the billions of dollars in revenue that the government has foregone.  Australian governments have been wrong to pander to the vested interests of the corporate world in reducing the company tax rate as much as they have.  Governments have, in effect, sold out the people of Australia.

The current company tax rate in Australia should be increased back to 36%, and should certainly never be lowered below its current rate of 30%.

Payroll Tax

It is incredible that, while Australia has such an entrenched unemployment problem as exists, that more attempts are not made by Australian governments to reduce payroll tax.  Payroll tax acts as major disincentive to employers to employ more people.  Payroll tax is, in effect, a tax on jobs.  Both the state and Commonwealth governments should place a high priority on reducing, and if possible abolishing this tax.

The fact that governments have seen fit to reduce company tax by very significant amounts, when instead payroll tax could have been reduced is an indictment on all Commonwealth governments over the last twenty years.

Although payroll tax is raised by the states; it is, of course perfectly open for the Commonwealth Government to compensate the states in return for payroll tax to be reduced.  If the Commonwealth Government was to offer to do this, it is highly unlikely that any state would refuse such an offer.

GST

The GST is an unfair and regressive tax.  Wealthy people benefit from the GST because they spend a low proportion of their income, and thus pay a very low proportion of their income towards the GST.

The rate of the GST should not be increased, and the scope of the GST should not be broadened to include any additional items.  Considerations should be given by the government to removing items such as books, bus fares and household electricity charges from the range of GST-taxable items.
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