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The Secretary

Senate Economics References Committee 

Room SG.64

Parliament House 

Canberra   ACT   2600 

Dear Sir/Madam,

Inquiry into the structure and distributive effects of the Australian taxation system

The Business Coalition for Tax Reform (BCTR) is an apolitical organisation whose members are industry and professional associations from all sectors of the economy representing small, medium and large businesses.  Members of the Coalition have a common desire to build a better tax system that simultaneously enhances both international competitiveness and fairness and creates a favourable climate for investment, job creation and saving.  

The BCTR welcomes the opportunity to provide a response to the Senate Economics References Committee on the Inquiry into the structure and distributive effects of the Australian taxation system.

The BCTR is currently undertaking some research work in relation to a number of areas this inquiry has reference to.  As this work is still in the development stages, it has not been possible to provide detail at this stage.  However, the BCTR is happy to provide the Committee with a supplementary submission and give further evidence at public hearings once this body of work has been completed.

The level, extent and distribution of the current tax burden on individuals and businesses

The BCTR believes that Australia’s personal tax and fringe benefits tax (FBT) system are in need of reform.  Specifically, marginal tax rates above 40% damage our international competitiveness, remove incentives and create opportunities for tax rate arbitrage.  Further, the FBT system is overly complex and compliance is a nightmare for small and medium enterprises (SMEs).

Average personal income tax rates are expected to increase with the increase in real taxable income.  As personal tax burdens increase, pressures to shift some of that burden to business will also increase.  This increase in real tax burdens will take Australia into a higher tax/welfare dependency at a time when an ageing population is already increasing these ratios.

The current tax burden and clear indications of this burden increasing has been noted by several sources.  

On September 16 2002, the International Monetary Fund (IMF) noted:

“……. that reforming the personal income tax system should be a major priority to enhance incentives to work, save, and invest. In particular, the top marginal tax rate takes effect at a relatively low income level (one that is about twice the median income) and is high in relation to the corporate income tax rate. 

IMF Directors generally encouraged the authorities to bring down the top marginal tax rate over time to a level more in line with the corporate income tax rate, and to apply it at a higher income threshold.”

The 2002-03 Intergenerational Report (IGR) released by the Treasurer as part of the 2002-03 Budget Papers suggested that the budget faces a shortfall of revenue, relative to spending, equivalent to 5% of GDP by 2042 on the basis of current policy settings.

In order to overcome this spending/revenue gap it is suggested that rising real living standards will increase tax burdens over the next 40 years and that this increase will be substantial – upwards of 40%.

The Access Economics Budget Monitor model suggests that the current average personal income tax rate for the average taxpayer (on the basis of the current rate scale) is about 20.7%.  Assuming all inflation-related ‘tax bracket creep” is returned in someway to taxpayers, and that real taxable incomes increase in line with the IGR projection for productivity growth of 1.75% pa, Access estimate that the average personal income tax rate for the average taxpayer will increase by about 50% to 30.8% by 2042.  

This sets up a vicious circle of tax increases, disincentive effects and increasing demands for social welfare, transfer payments and concessions.

The problem is more severe because the real income tax rate increases have the largest impact at lower taxable income levels and as bracket thresholds are crossed.

The BCTR believes that Australia’s top personal tax rates are both relatively high and cut in at relatively low taxable income levels.  This is out of tune with an effective 21st century economy.  It suggests a disincentive for individuals to invest in Australian businesses and increases incentives for tax avoidance and evasion.  

Further, for some small business and individual employees, the current personal tax rate structure, including the two top personal tax rates is binding, while for others able to access corporate vehicles or to shift into capital gains as a form of taxable income, much lower tax rates are faced.  This is distorting and unfair.

The BCTR is currently examining options to address these distortions and disincentives that would promote the BCTR’s core principles of an efficient, fair and durable tax system.  

The respective roles of the Commonwealth and the states in the relation to the collection and distribution of taxation revenue

The BCTR believes that the area of State taxes offers some of the most fertile ground for real improvements in Australian taxation and the generation of economy-wide benefits. This is because the worst taxes from the point of view of economic efficiency are levied by the States and Territories.

State (and Territory) Taxes (not including the GST which is collected and allocated by the Commonwealth) are an important component of the total Australian revenue base.  They are taxes over which the individual States themselves have discretion and clear responsibilities.

Among them, on most criteria, are some of the least desirable of all the taxes paid by Australians.  They are inefficient (i.e. they cause departures from the optimum economic decision-making of businesses and consumers); they are unfair (they infringe the principles of horizontal and vertical equity); they often have relatively high compliance and administration costs; and they are often complex and lack transparency.

The BCTR supports reform of taxation arrangements in line with the fundamental principles of efficiency, fairness, simplicity and low compliance costs.  Most areas of state taxation in Australia are sub-optimal when measured against these principles.

The BCTR believes that state taxation is an area where significant gains can be made to economic efficiency, productivity and the potential for improvements in economic growth and broader social welfare.

The BCTR supported the package of reforms put forward by the Coalition Government in 1998 in A New Tax System (ANTS) which proposed the removal of the Commonwealth’s own Wholesale Sales Tax (WST) and an array of stamp duties and other charges levied by the States and Territories. 

The Commonwealth and the States signed an Intergovernmental Agreement (IGA) under which the Commonwealth undertook to allocate the GAT revenue to the States in return for their agreement to remove the suite of State taxes listed in ANTS.  The compromises of the tax reform package resulted in substantial changes to the program of reform of state taxes.  The Commonwealth and the State signed a revised IGA in July 1999.

As part of this revised IGA between the Commonwealth and the States and Territories:

i. The States and Territories agreed to remove the following taxes from the dates given in brackets:

· Bed taxes (from 1 July 2000)

· Financial Institutions Duty (from 1 July 2001)

· Stamp Duties on quoted marketable securities (from 1 July 2001)

· Debits tax (by 1 July 2005 subject to review by the Ministerial Council).

ii. The Commonwealth and the States and Territories also agreed that the Ministerial Council would review, by 2005, the need for retention of stamp duty on non-residential conveyances; leases; mortgages, debentures, bonds and other loan securities; credit arrangements; instalment credit arrangements and rental arrangements; and on cheques, bills of exchange and promissory notes; and unquoted marketed securities.

The IGA was a vital element of the New Tax System and was the basis of ensuring the removal and the consideration for removal of the range of State taxes listed above. The review of Debits tax and of the other IGA taxes listed in ii above represents the unfinished business of the New Tax System.

The BCTR supports a genuine and open review of Debits Tax and the other IGA taxes.  We believe such a review should invite input from interested parties and should provide a clear basis for assessing the financial capacity of the States and Territories to remove these taxes.

The BCTR would be happy to expand on any of these points either in an appearance before the Committee or separately.  Please contact Su McCluskey, BCTR Secretariat, on 03 9610 4222, if you would like any further information.  

Yours faithfully,

Mark Bayliss

Chair

Business Coalition for Tax Reform







