SUBMISSION 


From: Women’s Action Alliance (Australia) Inc

To:     The Senate Economics References Committee
Date:  April 2003 

……………………………………………………………………………….

The Structure and Distributive Effects of the Australian Taxation System

Women’s Action Alliance (Australia) is grateful for the opportunity to comment to the Committee on various aspects of our current taxation system, particularly as it affects women and families. We have attempted to frame our remarks in the context of the terms of reference.

Term of Reference (b):  The impact of  the level, extent and distribution of the current tax burden on taxpayers' families.

THE GST

The recent redistribution of the tax burden to encompass a greater reliance on indirect tax, in the form of the GST, appears to have had a negative impact on many families, particularly those at the lower end of the income scale.

While recognizing that the package of assistance implemented at the time, particularly the Family Tax package, has gone some way to alleviate this burden for many families, WAA is concerned that there has been no authoritative research to assess the actual impact on families in real terms. 

Recommendation 1: That the Federal Government fund NATSEM, or some other independent body, to research the actual impact of the GST on various types of families at all income deciles.

WAA further believes that one of the great burdens of the GST is its imposition on energy supplies (gas and electricity) and telephone services. The supply of energy and at least the provision of a single telephone landline service should be regarded as a necessity and be provided GST free.

Recommendation 2: That energy supplies and at least one landline per property be provided free of GST.

Families in Debt to the Government 

The current requirement to forward estimate the family income for means testing purposes in relation to family tax benefits has caused many families to enter into a debt relationship with the Government – often inadvertently and sometimes substantially. To date this problem has been addressed by advising families to underestimate their income and wait until the end of the year for a ‘top up’ payment.

The increases to the family payments in A New Tax System were largely to compensate for the impact of the GST on families. The GST has its impact all through the year but many families are now being asked to wait until the end of the year to receive their due compensation. This is hardly satisfactory, especially for low income households. We appreciate the difficulty the Government is having in finding a satisfactory solution to this most unsatisfactory feature of the system as it is currently structured.
Bracket Creep

Increasingly, middle income earners are finding themselves in higher and higher tax brackets. In fact, as incomes rise, in line with the cost of living, the value of the July 2001 tax cuts will be completely eroded. A study by Taxpayers Australia has concluded that in 5 years, more than 35% of taxpayers will be in the highest tax bracket.

Women’s Action Alliance believes that some form of tax indexation needs to be introduced, preferably based on a proportion of average weekly earnings, (eg: the tax free threshold applies to 15% of AWE, and so on up the scale).

This would provide a reasoned basis for the calculation of taxation, by recognising that, at a certain proportion of AWE citizens should not be required to pay tax, while at the other end, over a certain proportion (eg 175% ) the top tax rate should apply.

Recommendation 3: That tax indexation needs to be implemented in Australia, preferably on the basis of a proportion of average weekly earnings.

Term of Reference (c):  The use and efficacy of various tax and expenditure incentives to influence social and economic conduct, for instance participation in the workforce.
Mothers with a Higher Education Contribution Scheme debt.

In this instance the social conduct involved is the choice to have children and the timing of that decision.
Women's Action Alliance believes that financial considerations are a very real issue for couples considering the number of children they will have. Important issues are the ability to service a home mortgage on a single income for a period of time, taxation equity, adequate maternity assistance, realistic indexed family payments and the cost of obstetric care.

Many young people have also accumulated a debt under the Higher Education Contribution Scheme. After marrying many couples feel the need to clear their debts before having children. HECS is therefore a significant disincentive to early parenting.  

WAA recommends that if a mother relinquishes paid work to undertake full time care of her children, or other dependants, that her HECS debt should not inflate during the period outside paid work. It would seem reasonable that this should also apply to men who have a HECS debt and who are in the full time parenting or other caring role. 

Recommendation 4: That the HECS debt of mothers who are outside the paid workforce, due to being involved in full time care of their children or other dependants, not inflate until they resume making payments on their return to substantial amounts of paid work.
We believe it is inevitable that there will be biases in any system which will impact on the social and economic impact of taxpayers and their families. In order to minimise this, the tax and transfer systems need to be as neutral as possible.

Our current income tax system, based on an individual taxpayer is inherently biased against families, a bias implicitly acknowledged in the payments to families through the transfer system.

As Barry Maley pointed out in his book, “Family and Marriage in Australia” 2001  

“There is substantial evidence of a major change over the last thirty years in the relative incomes of families with children especially single income families in the middle income groups.  This has come about through the sharp decline in the real value of allowances and concessions for the costs of children of working families and loss of eligibility for such concession through meanstesting.  The major changes in the taxation system affecting the incomes of families with dependent children  (especially middle income families) occurred in two phases between 1978-1983 when tax deductions for families were withdrawn and between 1983-1987 with the introduction of targetted welfare whereby recognition of the costs of children was confined to low income families. This policy orientation continues today. In the 1980s a system of additional family payments remedied this situation somewhat but it was confined to a range of targetted payments for low income families. Families on average wages or above had lost their family tax deductions and received only nominal family payments in exchange.

As low income became the primary criterion for state support public recognition of  the costs of children for those families earning average incomes or more faded into the background. Low income rather than child dependants became the criterion for receipt of family payments.

The steady reduction of public recognition in the 1980s and 1990s of the costs of raising children is associated with substantial increases in the workforce participation  of mothers with children under two and with more of these mothers choosing full-time or near full-time work. The figures suggest that this is now the case for the mothers of just on one child in four under that age of two.

The radical change in the taxation position of a single earner family with three children, in terms of family income support is revealed if we compare the relative positions of such a family and a single unmarried earner of various earnings shown as varying percentages of Average Weekly earnings in 1960 and 1997.
The Australian taxation and welfare systems in common  with those of most developed countries, have recognised  at least in part on the ‘ability to pay’ principle the costs of raising children and have made various allowances  and grants accordingly . For the first half of this century public policy and the tax and welfare systems did this by treating those costs in a similar manner  across various income groups.

From the beginning of the 1980s the taxation system made very little allowance for the costs of rearing children. Those costs were recognised in welfare payments for families on incomes less than average weekly earnings but the system of targeting meant little recognition for families earning average weekly wages or above. The principle to be inferred here is that if a family can support itself it will receive little or no recognition through the tax and welfare systems of the costs of its children. If it cannot support itself however it will receive full recognition of child costs through the welfare system. In short there are no coherent, universal principles within the systems which recognise the costs and responsibilities of child rearing or the taxation status of the child per se.

The present system is unfair to self supporting families in that it violates the common taxation principle that an income should be taxed in proportion to the number of individuals depending on that income.’’

While the Family Tax Benefits (A) and (B) go some way to redressing this inequality, as indicated in the following table, many families still slip through the cracks.
CHANGES IN AVERAGE TAX RATES (inclusive of FTB(A) &FTB(B)

1960/61 – 2000/01

	INCOME
	YEAR
	SINGLE

TAXPAYER

%
	TAXPAYER WITH

SPOUSE & 2 CHILDREN 

(1 under 5)

%

	AWE
	1960/61
	12.43
	3.98

	($46,202.00 pa

in November, 2002)
	1970/71
	18.78
	12.19

	
	1980/81
	23.33
	15.00

	
	1996/97
	24.52
	14.02

	
	2001/02
	22.16
	11.61

	
	
	
	

	75% AWE
	1960/61
	9.65
	0.03

	($34,651.50 pa

in November, 2002)
	1970/71
	15.00
	7.57

	
	1980/81
	20.44
	9.33

	
	1996/97
	20.86
	6.86

	
	2001/02
	19.55
	-4.12

	
	
	
	

	200% AWE
	1960/61
	21.53
	15.47

	$92,404.00 pa

in November, 2002
	1970/71
	29.21
	24.88

	
	1980/81
	33.58
	29.42

	
	1996/97
	34.03
	32.65

	
	2001/02
	33.34
	30.36


Families being completely excluded from Family Tax Benefits by meanstesting and having their benefits reduced inappropriately.

Means testing of Family Tax Benefit Part A - is in contradiction to the very nature of the payment, which is intended to recognise in some small way the impact of the cost of raising children, and the social benefit which families provide in performing this task. The level of income is irrelevant in this case. The appropriate comparison is with a taxpayer on the same level of income without dependants.

Recommendation 5: There should be a basic unmeanstested family tax benefit that applies to all families.
Without this a higher income taxpayer with several dependants (eg wife and three children) is required to pay almost the same amount of tax as a single earner with no dependants on the same higher income (see table above). This is plainly unfair and offends against horizontal equity.  Our current system fails to recognise the costs and responsibilities of child rearing to all parents and to accord every child some status within it.

The maximum rate of Family Tax Benefit Part B should not be reduced when the youngest child in the family reaches 5 years of age. 

The reduction of this benefit by over $800 per annum when the youngest child turns five gives the strong impression that the Government believes that when there are no pre school children in the family the household work ceases & the mother’s work is over. However there are just as many beds to be made, floors and clothes to be washed, meals to be cooked and shopping to be done. In fact added chores appear which are associated with school attendance - driving to and from school, attendance at parent-teacher interviews, participation in school fundraising etc.

We acknowledge that when children commence school many mothers seek some paid work, usually part time, to supplement the family income or to resume their professional careers.  We also acknowledge the Government's good intentions in easing the tax burden in the early years when the children are young and the mother is most likely to be at home full time.  However the reduction in FTB (B) carries an implicit message to the woman that the Government believes her mothering work is done and it is time to return to paid employment.  If this is the Government’s intention then it is very difficult to understand why it would focus on getting mothers of primary school age children into paid work while our youth unemployment rate is still quite high. Most parents believe primary school aged children are too young to come home to an empty house and they have very realistic concerns about those in the lower years of high school doing so also.
Recommendation 6: That the maximum rate of Family Tax Benefit Part B (i.e. the rate currently paid where there is a child under 5 year of age) should apply to any taxpayer who has a non earning spouse (as well as to other single income families –i.e.sole parent families)

This is a plain horizontal equity issue. There should be some degree of taxation relief for any dependant. While the unemployment level remains as high as 7%, and considerably higher for young people at 18%, it is hard to see why the Government would pressure those who do not seek employment to do so by not providing some level of tax relief for the supporting spouse.

The income test on the primary caregiver for FTB (B) is too stringent.

One of the great inequities of the current system is that many families receive no benefit from either FTB (B) or the Child Care Benefit. These families, usually on one and a half incomes, structure their paid work structure so as to ensure that one parent is always home with the child. This usually occurs when the secondary earner works night shifts or weekends.

These secondary earners would rightly regard their main job as that of primary caregivers, or mothers.

WAA believes the current income test on FTB (B) does not take into account the reality of many women’s lives. It should be phased out much more slowly, to allow more mothers who work part time to have their primary role recognised.

Recommendation 7: The phase out rate of FTB(B) needs to be lowered, perhaps to 20 cents in the dollar.

WAA believes however that the tax and family payments system needs to be reviewed to simplify it and make it more equitable for all families regardless of how they structure their paid and unpaid roles.

Such a review should take into account the following principles:

A: All family payments and tax benefits MUST take into account the number of dependants. 

B: The effect of the combination of tax and family payments should be neutral, ie: total net family income should as far as possible not be affected by the way that income is earned.

C: A major priority at all times should be the reduction of poverty traps.

D: Family payments and tax benefits should as far as possible be simplified and streamlined, taking into account the first three principles.

E: As a matter of principle, WAA believes that a basic family payment and/or tax benefit should be available to ALL families with dependents regardless of income.

There are two possible methods of fulfilling these principles; the first through the transfer system, the second via the tax system.

METHOD 1: SINGLE NEUTRAL PAYMENT

A single annual payment per child to replace the current FTB(A), FTB(B) and Child Care Benefit. The payment would replace the baby bonus, large family supplement, immunisation allowance and for Option 2, the maternity allowance.

The payment would be means tested on the same basis as the current basic rate of FTB(A).

The means test for the maximum rate of FTB(A) to be extended to ensure no disadvantage to those in the $30,000 - $45,000 income range. This would largely be those on these incomes in receipt of Child Care benefit for a considerable number of hours. The suggestion is to tie the means test to average weekly earnings.

OPTION 1

Payment of $4,000 per child aged 0 – 12

$3,000 per child aged 13 – 18 (or 24 if dependent student)

OPTION 2
Payment of $4,500 per child aged up to 12 months

$4,000 per child aged 1 – 12

$2,500 per child aged 13 – 18 (or 24 if dependent student)

METHOD 2: FAMILY UNIT TAXATION
Under this method, similar to that which operates currently in France, each family would be taxed according to the number of units it supports. Under the system the husband, wife, handicapped child and eldest child in a sole parent family would each equal one unit. Every other child under 17 years or dependent student under 25 years would equal 0.5 units.

Total family income would be divided among the number of units, and the tax would equal that payable on each individual unit multiplied by the number of units.


The system is flexible enough to provide for different family types equitably. For example, in France, while the first and second child have a half unit value, a third or subsequent child is worth a whole unit.
 
Recommendation 8

WAA urges this committee to take into account the following principles in its deliberations:

A: All family payments and tax benefits MUST take into account the number of dependants. 

B: The effect of the combination of tax and family payments should be neutral, ie: total net family income should as far as possible not be affected by the way that income is earned.

C: A major priority at all times should be the reduction of poverty traps.

D: Family payments and tax benefits should as far as possible be simplified and streamlined, taking into account the first three principles.

E: As a matter of principle, a basic family payment and/or tax benefit should be available to ALL families with dependents regardless of income.

Summary of Recommendations

Recommendation 1: That the Federal Government fund NATSEM, or some other independent body, to research the actual impact of the GST on various types of families at all income deciles.

Recommendation 2: That energy supplies and at least one landline per property be provided free of GST.

Recommendation 3: That the HECS debt of mothers who are outside the paid workforce, due to being involved in full time care of their children or other dependants, not inflate until they resume making payments on return to substantial amounts of paid work.
Recommendation 4: That tax indexation needs to be implemented in Australia, preferably on the basis of a proportion of average weekly earnings.

Recommendation 5: There should be a basic unmeanstested  family tax benefit that applies to all families.
Recommendation 6: That the maximum rate of Family Tax Benefit Part B (i.e. the rate currently paid where there is a child under 5 year of age) should apply to any taxpayer who has a non earning spouse (as well as to other single income families  i.e.sole parent families)

Recommendation 7: The phase out rate of FTB (B) needs to be lowered, perhaps to 20 cents in the dollar.

Recommendation 8: WAA urges this committee to take into account the following principles in its deliberations:

A: All family payments and tax benefits MUST take into account the number of dependants. 

B: The effect of the combination of tax and family payments should be neutral, ie: total net family income should as far as possible not be affected by the way that income is earned.

C: A major priority at all times should be the reduction of poverty traps.

D: Family payments and tax benefits should as far as possible be simplified and streamlined, taking into account the first three principles.

E: As a matter of principle, a basic family payment and/or tax benefit should be available to ALL families with dependents regardless of income.
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