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1. Introduction

The Senate Economics References Committee has call ed for submissionson the structure and distributive
effects of the current Australian taxation system.

Festival of Light wel comesthisopportunity to comment ontheimpact of the current system onfamiliesand
the flow-on effects thisimpact has on society. Wewill be responding to itemsa, b, ¢, and d contained in
the terms of reference asthey relate to the Australian family.

Thefamily unit has been called “ the basic building block of the nation”. A nationis constructed of avast
number of individual family units. Thestrength and vitality of that nationisdetermined by theintensity and
durability of the relationships that exist within and between family units. In effect, anationissimply a
larger version of the extended family.

The purpose of government is to legislate in order to maintain the peace and good order of society.
Therefore, itisnot only in the best interests of the variouslevel s of government to strengthen and support
the family, it isalso their fundamental obligation.

The essential question being addressed by this submission is that of where lies the responsibility for the
support of the family —with the family itself through its economic endeavours, or with the government
through its various social assistance plans.

2. Distribution and impact of the current tax burden

Itisclear that thebiasof thetaxation system sincetheearly 1980shasbeen unfavourabletofamilies. When
the government of the day abandoned the “ability to pay” principle with the concept of so-called “social
justice”, it created an inequity in which the tax burden was shifted from single taxpayersto families.

The shift from a form of “horizontal equity” which compensated for the number of individuals being
supported by asingle incometo “vertical equity” has had numerous, negative social side effects. These
include the creation of a new economic underclass known as the “working poor”, the forcing of large
numbers of married women into the workforce with the consequent increase in the need for daycare
facilities, achangein peopl€’ sperceptionsabout thedesirability of childrenand childbearing, theincreasing
tendency toingtitutionalize aging family membersrather than caring for them within the bosom of thefamily
unit, and eveninan extremeshortage of individual savailableto manthelargenumber of volunteer agencies
necessary to maintain our society.

Ineconomicterms, these changesin peopl €' sattitudesand behaviour haveresulted inasignificant transfer
of costsfrom the private to the public sector.

The current system provides humerous disincentives to the formation, preservation, and support of the
traditional family.

2.1 Disincentiveto marriage

Marriagerequiresasignificant long-term commitment, both to anindividual and alsoto anincreased level
of economic expenditure. Two simply cannot liveascheaply asone. But the current tax system, by making
no allowancesfor the number of peopl e being supported by that income, assumesthat they can. Thus, some
people will be motivated to delay marriage until their incomes increase, others, already married, will be
motivated to separate fromtheir partnersin order to benefit from the treatment accorded to single parents.

These single-parent benefits al so act asdeterrentsto marriage. Weknow of two single parents, who lived
together for many yearsyet were unable to marry until the children of one of them grew up and left home.
They were prevented from marrying because they simply could not afford theloss of benefitsthat it would
entail.



In many cases, the availability of single-parent benefits al so acts as an incentive for women, particularly
unmarried women, to bear children ‘out of wedlock’®.  Although all authorities agree that this is a
guaranteed routeto poverty and disadvantagestheresulting children greatly, the system establishessingle
parenting asan aternative both to employment andto marriage. Thus, theburdenfor providing for mother
and child has been shifted from the father to the overburdened taxpayer.

The interaction of the tax and welfare systems has a built-in anti-marriage and anti-family bias. Benefits
that arenot availableto families, eventhoseinfinancial difficulties, are granted readily to parents (usually
women) oncethey have separated fromtheir husbands. Sincemoney problemsare cited most frequently as
theroot cause of family breakdown and divorce, the current tax system actsto aggravate the problem, not
aleviateit. Separation and divorce have the same effect as single-parent allowances — they ultimately
transfer the burden of supporting afamily to society at large. Once parents have separated, the burden of
the support of children usually falls unequally on the shoulders of the custodial parent, in the mgjority of
cases, themother. Since many singlemothersfind it impossibleto earn sufficient incometo support their
families, particularly inview of the additional burden of childcare, they and their children frequently find
themsel ves dependent on public support for their livelihood.

Not only is this demeaning to those individuals forced to turn to the government for support, it is also
detrimental to their children. Although the current welfare system ensures that children of single-parent
familiesareadequately providedfor financially, it hasbeenidentified asthe cause of many undesirableside
effects such asincreased incidence of teen-age pregnancy, poor school performance, early school leaving,
and high unemployment rates. Theimpact of welfaredependence on childrenthusseemsto bemoreontheir
attitudes than on their actual physical welfare. Clearly, welfare dependency has a negative impact on
people’ sself-esteem.

2.2 Disincentive to having children

Children represent another long-term cost to the family budget. If one were to perform a cost/benefit
analysis for having children, the costs, particularly the economic costs, would generally outweigh the
benefits. Astheeconomiccommitment totherearing of childrenincreases, thereismoreand morepressure
on the family either to delay the bearing of children, or to avoid it altogether. Clearly, financial
considerations play alarge part in acoupl€e' s decision to have or not to have children.

Financial pressuresforce many women to choose employment rather than motherhood. Social pressures
also cause many women to seek a career rather than merely atemporary source of income. Both of these
forces militate against the bearing of children or cause women to wait until much later in lifeto havetheir
children.

Thesedelaysin childbearing, however, often result inincreased risk to mother and child. Astheageof the
mother increases, so doestherisk of congenital illness or abnormality. Inaddition, the older the parents,
the greater the chancethat one or other will die or suffer ill health beforethe child reachesmaturity. Older
parentsoften|ack thevitality and emotional flexibility neededtoraisetheir children properly. Eachof these
situations represents a potential charge on the public purse.

For many women or families unable to handle the cost of a child, abortion is the most attractive option.
Abortion not only represents a considerable charge to Medicare, it also presents many well-documented
psychological and physical riskstothewomenwho opt for itincluding, quitefrequently, sterility. Inmany
cases, the child thewoman has aborted isthe only one shewill ever conceive. If,inlater life shedesiresto
have children, the only option available may well be expensive IVF treatments — another drain on the
Medicarebudget.

2.3 Disincentiveto caring for one sown children
One of the greatest ironies of atax system that discriminates against single-income families where the

mother choosesto remain at home and carefor her childrenisthat it establishesthe principle that the best
person to look after one’ s childrenisatotal stranger.



Parental childcareisbased on graceand love. Parentsnurturetheir children. Paid childcare, on the other
hand, isbased on acontractual agreement. Childcare workersdo not nurture children. They are required
only to provide them with a specified standard of care. Children grow best in an atmosphere of love and
personal attention. Not only isthisaphilosophical truth, it isalso afact well known to social scientists.

Currently, thegovernment provides subsidized day careto assist working mothers. Thetax system, onthe
other hand, provideslittle or norelief for the mother who choosesto remain at hometo look after her own
children. However, studies show that the majority of people in Australia believe it more important for
mothers of young children to remain at home with them than to be in theworkforce. A report by M.R.D.
Evansentitled ‘ Normsof Women’s Employment over the Life Course Australial995’, concludedthat “a
large majority of Australiansin the mid-1990sfeel that women ought to stay out of the work force when
their children are young; about two thirds support full-time homemaking and only about onethird support
employment for mothersof young children” .2

2.4 Disincentiveto ear ning additional income

The common-sense solution to an inadequate family incomeisto work more. Theoretically, people who
work more, who put in overtime, or who take on an additional job, should have more money to spend, but,
given the current tax structure, thisis not always the case.

If alow-income earner attemptsto increase hisfamily income by any of the above means, the combined
effects of the tax and welfare systems often serve to negate his efforts. Firstly, as soon as he earns an
additional dollar, itisimmediately taxed at his highest personal rate of tax. If hisincomeisintherelevant
range, it will also reduce hisM edicare exemptionthreshold, adding moreto histax bill. Sincemost welfare
benefits areincome tested, many of these may either be reduced, or, if the income hasrisen high enough,
eliminated altogether. Hemay a so becomeineligiblefor concession rateson el ectricity, telephone, water,
busticketsandthelike. Now, not only doestheindividual haveto pay for lost benefitsout of hisown pocket,
hemust doit with after-tax dollars, thusincreasing his costseven more. Depending ontheincomefigures
involved, it is often possible for an individual to discover that his disposable income has actually been
decreased by the attempt to improve hisfamily’ s circumstances by seeking additional income.

Instead of providing an incentive for individuals to attempt to increase their incomes and hence their
standardsof living, the current i nteraction between taxation and welfare systems often worksto discourage
initiative and self reliance.

2.5 Disincentiveto the extended family

Thelack of horizontal equity in the tax system is even adisincentive to the extended family and an
additional burden on the aged-care system. Beforethe advent of the social welfare system, children
were regarded astheir parents’ old age security system. It was once common for elderly parentsto live
with their children, to continue to participate in family activities and to act as grandchild minders and
respite care giversin their children’s homes. Asthe parents had looked after the children in their youth,
so the children would now care for their parentsin their old age. Not only was this better for all
concerned, but it was amuch kinder, more genteel and more cost-effective way of looking after the
nation’ selderly citizens.

Without horizontal equity, most families can no longer afford to keep elderly relativesin their homes,
particularly when it requires two full-time salariesto maintain it. Thusthe burden for elderly care has
now fallen on the government and the cost per person for such care hasincreased tremendously.

3. Plight of the single wage-ear ner

“Couplesliving on asingleincome are the new poor.”® Thisislargely the result of the removal of
horizontal equity in thetax system. Thefollowing account from amember of Festival of Light
illustratesthe problem:



In 1988, my wife and | built a new home on Housing Trust land. Every third house was privately owned,
with the rest being occupied by Housing Trust tenants. With one exception (ourselves) all the privately
owned homeswer e occupied by DINKs(DoublelncomeNo Kids). Smilarly, all theHousing Trust homes
but one housed single-parent families.

Very quickly, thetwo exceptions became evident to thewor | d because they wer ethe only two homeson the
street without air conditioning and the only oneswithout a decent car parked inthedriveway. The DINKs
had enough income to afford all these amenities; the single-parent families were obviously receiving an
effective income of similar value and purchasing power.

What made these two exceptional homes stand out was that they both contained single-income families.
| was trying to pay off a 17% mortgage and my neighbour was just trying to get by. Eventually, |
succeeded in paying off my mortgage and things started to get a bit easier for us, but my blue-collar
neighbour just sank deeper and deeper into the mire as his family increased in size. His family was
dressed (albeit cleanly and tidily) in thrift store merchandise, his furniture was all second hand, his car
was held together in places with duct tape and his standard of living just kept on declining despite
overtimeand an eventual part-timejobfor hiswife. Inflationand‘ bracket creep’ conspiredtoimpoverish
him, even though he worked long and hard to provide for his family.

Even those earning professional salaries(as| was) find it hard going to raiseafamily on asingleincome.
This, however, was not the case prior to the abolition of horizontal equity and the concept of the ability
topay inour tax system. It also becamevery evident to methat if I, asa professional person, could barely
afford the payments on a modest, starter home, that for single-income families on a lower salary home
ownership had become an absolute impossibility. Thus, most couples desiring home ownership must
obviously choose between a home and children. Interestingly enough, we were acquainted with an
unmarried female, who wasear ning significantly lessthan |, who had no troubl ein financing the purchase
of a house similar to our own and still manage to live much better than we did.

Thesystem'’ sfailureto compensate for the number of people being supported by asingleincome provides
apowerful disincentive both to children and to marriage.

4. Economic and social costs of the current tax system

Generally speaking, theimpoverishment of thesingle-incomefamily duetothelack of horizontal equity in
the tax system has and will continue to result in agradual declinein our standards of living and an ever-
greater reliance by an increasing number of people on social assistance.

High welfare expenditures are not effective in compensating for the lack of horizontal equity in the tax
system. Instead, high levels of welfare spending simply create a state of welfare dependency and a
demand for still greater levels of spending as people lose both the will and the ability to provide for their
own economic needs. Asthe gap between welfareincome and earned incomelevelsdiminishes, thereis
lessand lessincentive for peopleto provide for their families and to better their own circumstances.

High levels of so-called transfer payments are necessary to fund high welfare expenditures. Transfer
payments place an increasing burden on wage earners. In addition to the needs of their own families,
transfer payments make them also responsible for the support of numerous unrelated individuals such as
the unemployed, unmarried, disabled and aged. Thisagainisan unfair burden, particularly in view of
the fact that most social assistance benefits do consider horizontal equity or need and increase with the
size of thefamily involved.

At present the tax system provides disincentivesto marriage, to children and to single-income families.
It providesincentivesfor mothersto enter the workforce, for children to be placed in daycare instead of
being raised at home and for women to delay childbearing and to seek abortions. All of these tend to
increase the requirements for public assistance and to perpetuate the problems being faced by families.



5. Recommendationsfor change

Healthy marriages are the crucible in which strong families are forged. And strong families are essential
for the continued growth of our society and for our survival as a nation. Therefore, it isimperative to
moderate both the taxation and the welfare systems and to remove the built-in bias against the family,
particularly the single-income family, caused by the interaction of the two.

Using thetaxation system to support marriageisof supremeimportancein these moderntimeswhen many
of the old strictures of social support for marriage, such asthe disapproval of illegitimacy, of divorce and
of cohabitation, have disappeared and the legal barriersto divorce have been all but eliminated. Barring
romantic considerations, marriage is generally regarded and eval uated by its participants according to its
perceived costs and benefits. If the costs outweigh the benefits, then people will simply find illegitimate
means of obtaining the benefits of marriage without having to pay the costs—which means that someone
else, namely the taxpayer, will have to assume them.

The negative, long-term effects of theseillegitimate routesto ‘ happiness' such assingle parenting, serial
cohabitation, the avoidance of marriage, the devaluation of children and motherhood and welfare
dependency are destructive both to society in general and to theindividualsinvolved in such activitiesin
particular. Therefore, itishighly appropriate that the government usethetax system to eliminatethe bias
against familiesand once again ‘tilt the balance’ in favour of familiesand children. Tothisend, we make
thefollowing specific recommendations

5.1 Restorehorizontal equity

Our primary recommendationisthat the concept of horizontal equity berestoredto thetaxation system. As
inthe past, the taxation system must be driven by the concept of the ability to pay, rather than by the desire
for simplicity. The current marriage of tax and welfare systems has proven to be counterproductive.
Thereforeamechanism must be established to recognizethefinancia need of taxpayerswho areresponsible
for the support others.

If thetaxation system recognizesthe cost involvedin supporting dependent individuals, thenit followsthat
more taxpayers will be willing to accept these costs. Fewer wives will be forced to enter the job market
merely to help balance the family budget thus fewer children will be placed in daycare centres easing the
strain ongovernment budgets. Aschildren becomelessof afinancia burdento parents, thereshould beless
pressure on the Medicare budget both for abortionsand for 1V F treatment for infertility. Astaxpayersare
compensated for the costs associated with caring for elderly or infirm relatives, they will be better ableto
look after them in their own homes, which is much more cost-effective than putting them in institutions.

Finally, it should be noted herethat thereisademographic argument infavour of allowing family after-tax
incomesto beincreased in proportion to thenumber of dependents. Thisisbecause Australia sfertility rate
has, for over aquarter of acentury, been below the level necessary to maintain our population. Because
of this, theratio of employed toretired peoplehasbeen decreasing, forcing Australiatorely onimmigration
to maintain itswork force and placing great strain on its social services budgets. Increased fertility rates
will lessen our reliance onimmigration and hel p to redressthe bal ance between thosewho arein and out of
theworkforce.

5.2 Enable peopleto support themselves

Itisthe primary responsibility of peopleto support themselvesand to provide for their own needs. When
people* pay their own way” instead of having to depend on perceived government * handouts', it not only
boosts their self-esteem and gives them a sense of pridein their own accomplishments, it also actsas an
incentiveto hard work and personal initiative.

To this end the taxation system needs to be overhauled to exempt at least the basic minimum necessary
family income from taxation. 1t should once again become the guiding principle of thetax system that no



income should betaxed until thetaxpayer hasenoughto provide aminimally acceptable standard of living
for himself and hisfamily. Only oncehisfamily’ sbasic needshave been met doesit become acceptablefor
the government to begin to tax the surplus.

At most moderate levels of income, people spend all their additional income amost immediately, thus
providing not only increased employment to produce all the additional goods and services necessary, but
also taxable incomein the hands of the people and firmsinvolved in providing those goods and services.

To adopt thisapproach would seem to be very muchin accord with the policies of the current government.
People should be encouraged to look first to their own resourcesto meet their needs before turning to the
government. Thus, the tax system should foster attitudes of self-reliance rather than dependency on
government handouts.

5.3 Providebenefitsonly for peoplein need

Oncethefamily incomehasbeenincreased by meansof amoregeneroustax-freethreshold and taxesmade
commensurate with the taxpayer’s ability to pay, then it should prove possible for the government to
eliminate many of the current socia welfareprograms. Benefitsshould only beprovided tothoseingenuine
need, or, in other words, those on full socia assistance such as old age pensioners, the unemployed, the
disabled and those acting asfull-time caregivers.

Thisapproach will save the government countless millions of dollarsin benefits, while, at the sametime,
reducing the bureaucracy necessary to administer the current social services program.

5.4 Tax family unitsrather than individuals

Werecommend that the Australian Taxation Office adopt the concept of family incometax and producea
family tax form rather than in individual tax form. Thus, all the family income would be reported on the
singleform.

The tax-free threshold would then be increased by a multiple determined by the number of dependent
individualsin the family unit (for example, multiply the tax-free threshold by 2 for amarried couple, 2.5
for acouplewithonechild, etc.) Thesizeof eachtax bracket would also be multiplied by the samefactor.
Thus, if the lowest rate of tax applied to thefirst $10,000 of individua income, it would apply to thefirst
$20,000 of income for a husband and wife, the first $25,000 for afamily with one child and so forth.

Thebenefit tothegovernment in theintroduction of afamily incometax formwould beintheconsiderable
reduction in the number of returns filed each year and the elimination of calculations that affect both
husband’ s and wife sreturns.

References

1.  Swan, P & Bernstam, M. (1988), ‘ The Political Economy of the Interaction between Labour Market
Regulation and the Social Welfare System’, The Australian Journal of Management, 13(2), pp 177-201.

2. Evans, M.R.D. “Normsof Women’s Employment over the Life Course, Australia 1995, 6 December
1995, Research School of Social Sciences, ANU, Volume 1995, 1106.

3. Institute of Applied Economicsand Social Research, University of Melbourne, quoted in the Sydney
Morning Herald, 4 November, 1988, p 3.





