From:
Leonard Middleton


6/22 Rise Street


Mount Gravatt East, QLD, 4122

Dear Sir,

Capital Gains Tax Analysis

Capital Gains Tax is payable on any real capital gain made on the disposal of an asset that was acquired on or after 20th September 1985 and that is otherwise not exempt. Thus, Capital Gains Tax has two components.

Firstly, Capital Gains Tax is a wealth tax because it becomes payable when a net increase in real wealth is realised by disposing of an asset not exempt from Capital Gains Tax for a real capital gain, after accounting for any applicable realised capital losses on the disposal of other assets.

Secondly, Capital Gains Tax is a transactions tax because it increases the cost to the seller of disposing of an asset not exempt from Capital Gains Tax for a real capital gain, after accounting for any applicable realised capital losses on the disposal of other assets.

The consequence of Capital Gains Tax being a wealth tax is that it discourages private sector capital accumulation and savings, whilst the consequence of Capital Gains Tax being a transactions tax is that it reduces capital mobility and increases economic inefficiency.

For a more comprehensive analysis of Capital Gains Tax, I strongly recommend that you read the Adam Smith Online Briefing written by Dr Barry Bracewell-Milnes titled "Capital Punishment: The Importance and Practicability of Capital Gains Tax Reform", which can be read at the following Internet address:

http://www.adamsmith.org.uk/policy/briefings/capital.htm
Although Dr Barry Bracewell-Milnes' analysis of the benefits of reforming capital gains tax concerns capital gains tax in the United Kingdom, most of his analysis could equally apply to capital gains tax in Australia, since there are close similarities between capital gains tax in the United Kingdom and capital gains tax in Australia.

                                    Yours sincerely

                                    Leonard Middleton BEc(Hons)

