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Dear Sir/Madam,

This submission is in response to the invitation for public comment as part of the Committee's Inquiry into Australian Expatriates.

Below is an article that appeared in "The Australian" on February 25, 2004 regarding the role the Australian tax system plays in deterring Australian abroad from returning.

Regards

Katrina & Ryan Dudley

Overseas a better system for expats

By Rodney Dalton, New York correspondent

25feb04

NO one likes paying tax, but Australian expatriates Ryan and Katrina Dudley have plenty of reasons to prefer the the American tax system they now work under.

For a start, high marginal income tax rates kick in at much higher incomes in the US than in Australia. 

There is also the ability to file a joint return, which means Mr Dudley, 34, will pay less tax if Mrs Dudley, 30, decides to take time off from her job as an equities analyst at Franklin Templeton to look after their 10-month-old daughter, Sarah. 

As US taxpayers, the Dudleys are confronted with a top marginal tax rate of 35 per cent. 

This top US rate does not apply until an individual or a married couple filing jointly earn more than $311,950, capturing only the top 3-4 per cent of income earners. 

In contrast, the top 15 per cent of Australian taxpayers are hit by a 47 per cent marginal tax rate that kicks in at $62,500. 

The Dudleys are not alone as many of the estimated 900,000 Australians living abroad face higher income tax rates if they return home to work. 

The Australian's Too Much Tax series has already shown that Australia's top marginal income tax rate is higher, and kicks in at lower income levels, than most other developed economies. 

High tax was one of the major factors discouraging Australia's 1 million expatriates from returning home, said Brussels-based lawyer Anne MacGregor of the Southern Cross Group, which lobbies on behalf of the Australian "diaspora". 

"We are getting a very strong message from our expats that the high personal tax rates are a real barrier to repatriation."

While some expats could take advantage of the lower tax rates in Asian or Middle Eastern countries, others suffered if they had assets earning income in Australia.

In a report based on interviews with around 2000 expatriates, Graeme Hugo of Adelaide University earlier this year recommended a "full investigation" of whether the tax question was discouraging their return home. 

As an international tax expert with PricewaterhouseCoopers, Mr Dudley is well-placed to judge the two tax systems. 

He rates the US system as more complex, with more deductions, exemptions and benefits. 

But on the key question of where he feels better off, the US wins hands down, even taking into account the financial drain of living in Manhattan. 

The Dudleys, who own an apartment on Manhattan's Upper East Side, would need to earn an extra 20 to 25per cent in Australia to match their after-tax income in the US. 

Assuming an average wage of about $30,000 in both countries, Mr Dudley said if you were earning double the average "you're in the top tax bracket in Australia". "In the US, you need to earn 10 times the average salary to get to that same tax bracket," he said. 

But the comparison is not that simple. On top of the federal tax, many Americans also pay state taxes, with New Yorkers also facing a city tax. 

There's also the 7.5per cent US social security tax, which funds the American version of the aged pension. 

But this is effectively matched by Australia's compulsory superannuation system, which requires employers to put away 9per cent of their employees' salary in superannuation. 

The Dudleys, who arrived in the US six years ago, will go back to Australia "at some stage" - but that's because of work opportunities, not tax. 

"I don't think people leave Australia to get away from Australian taxes, but once you're in a particular tax bracket it's very difficult to say that I'm going to make the same money but my effective tax rate is going to go up 5 or 10per cent," Mr Dudley said. "It may not prevent someone going back to Australia but it might defer them for a year or two."

