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I am delighted to have been invited today to address the Institute’s National Tax Conference. Tax has been contentions since the Serpent charged 10% GST on the apple Adam and Eve received in the Garden of Eve. Tax has become an active public policy issue in Australia. 

In more recent times it has been the Henry Tax Review, the introduction by the government of a host of new and increased taxes, and now the tax summit in October that generate debate. I am sure that with all this activity it has been a busy time for you, keeping up with the changes and trying to remain abreast of the debate. 

Today I want to reflect on the process of tax reform, and what an ideal tax system should look like. 

Principle
Excessively high taxation reduces economic growth by diverting resources into less productive activities. Business investment is the driver of productivity gains. Diverting funds from business investment to government spending on transfer payments or services that are not productivity enhancing will lead to lower productivity overall for the economy. 

There is a strong obligation on government to ensure that the tax take is minimised and that the taxation system is fair and efficient. This requires that government provision of goods and services be fully justified in the national interest, and that they be provided efficiently and at the lowest possible cost, without waste. It is fair to say that if we were designing a tax system from scratch we would not deliver the system we currently have. 

Our system has evolved through time in a somewhat ad hoc fashion in response to revenue needs with no overarching long term vision. And as a result the system is overly complex and not particularly efficient. The tax system is never finished and is always a work in progress. It needs to be constantly finetuned in an increasingly complex economy to ensure adequate revenue is raised while minimising the distorting effects on business. 

Reviews
Tax reform tends to proceed in bursts, with occasional big reviews by governments of both persuasions followed by a period of implementation. Despite this somewhat ad hoc approach, the reform of the Australian system has been based around some key themes. 

Generally it has involved broadening the tax base, removing unfair and inefficient taxes, and reducing complexity. Given these objectives we might reflect on how we ended up with over 7,000 pages of tax acts! Reform has also broadly been aimed at promoting productive investment, encouraging national savings, and reducing the disincentive to work. 

Having said that, I believe this Federal government is an exception to the rule of: consult, reform, and deliver. It does not understand tax reform. It began in the usual fashion, with the Henry Tax Review. This was a huge exercise. It took two years and cost $10million. It received over 1500 submissions and involved ten public forums in all capital cities and some regional centres. It commissioned ten research papers. Treasury and panel members gave 30 speeches. 

And what did we get? Of the 138 recommendations, 2 ½ were implemented. There was a heavily modified version of a mining tax. And subsequently there have been two major taxes announced that were not mentioned in Henry; the flood levy and the carbon tax. And while this has been going on we have had the alcopops tax, the massive increase in tobacco taxes, and the increased luxury car tax. 

Overall Labor has announced 13 new or increased taxes. Essentially Labor’s approach to reform has been simply to introduce new taxes and to lift the rates of existing taxes. Not a single tax has been removed, and the tax system has become more complex, not less. 

Carbon
The carbon tax is a classic case of how not to carry out tax reform. The Prime Minister and Treasurer began this process by deliberately misleading the Australian people, saying before the election they would not introduce a tax on carbon, that they would hold a people’s forum on climate change, and that there would be no announcement on pricing carbon until mid 2012. 

Treasury documents released under Freedom Of Information show that the new government had called for briefings on a carbon tax and emissions trading schemes within 2 days of it being sworn in last September. Prime Minister Gillard hadn’t even moved into the Lodge before the promises made the day before the election were broken. The government is proceeding to introduce the tax in a very short time frame, from 1 July 2012. That is 14 months away and it sits in the middle of the financial year for a number of large companies. 

As of now, we don’t know the rate, to whom the carbon tax will apply, which industries will be exempt and so on. It has failed to announce which households and industries will receive compensation and how much. 

Further adding to the confusion and uncertainty, it appears the carbon tax and its associated spending will be omitted from the forthcoming May budget. This might lead you to think that this tax is of little consequence. Nothing could be further from the truth. This will be a huge tax. 

Ross Garnaut notes that a carbon price of $26 per tonne of carbon dioxide equivalent would generate around $11. 5bn in revenue for 2012-13 alone. Treasury documents suggest that the cost per household will be over $860 per year. That is a significant impost on Australian households already struggling under higher interest rates, higher electricity prices, higher grocery prices, and other Labor taxes. 

The government knows it is mishandling the taxation agenda. That is why it agreed to hold a Tax Summit before the end of June this year, as one of its commitments to the Independents. That commitment is now another broken promise, with the summit downgraded to a forum and scheduled for early October. 

It is no coincidence that the mining tax and the carbon tax are likely to have been passed through parliament by then, despite Coalition opposition, thereby removing them from scrutiny at the summit. It is also no accident that the government has announced before the summit a review of the carve up of the GST, with the Government burying in the terms of reference that it does not have to make a final decision until the end of 2013. The Government has chosen to bypass the Commonwealth Grants Commission in its GST review. This decision is surprising because for nearly 80 years, the Commission has assessed claims from the States and Territories to ensure fiscal equality. In fact it last reviewed the methodology in February 2010 – 14 months ago. So we have another consultation, another review, and I expect, another non-decision. 

Liberal
We in the Liberal Party have done tax reform. The Coalition showed how tax reform should be done with its ground breaking introduction of the GST and the associated abolition of inefficient state taxes. Remember we abolished Wholesale Sales Tax, Bank Accounts Debits taxes, Financial Institutions Duties, Bed taxes, and stamp duty on the transfer of shares. We massively consolidated tax reporting requirements. These reforms helped to establish a stable source of revenue for the states which would grow through time. Most importantly, these reforms were accompanied by a massive reduction in personal income taxes, such that 80% of Australian taxpayers paid a top marginal tax rate of no more than 30 cents in the dollar. 

At the 2007 Federal election the Coalition proposed a further large package of income tax cuts through to the end of 30 June 2011. This policy was copied by Labor, but funded by the Coalition. This Government is yet to announce a single personal income tax cut of their own creation. The Coalition delivered its income tax cuts to the Australian people as a result of fiscal discipline, and budget restraint. The Coalition is committed to continued reform of the system. We’ve done it before and we will do it again. 

Coalition
The Coalition took a detailed tax policy to the 2010 election. Our key promises included a commitment to lower, fairer and simpler taxes; the cancellation of the mining tax; opposition to the carbon tax; a reduction in the company tax rate from 30% to 28. 5% from 1 July 2013; the introduction of a tax receipt for PAYE taxpayers; and the public release of all Henry Tax Review information. We have continued to push this agenda from opposition. 

Late last year I introduced into parliament a motion to require the release of all Henry Review information. The motion was defeated in the House but the government subsequently followed my lead and released a considerable body of work, after complaining long and loud that no additional information existed. 

Twice now I have introduced a private members amendment for a tax receipt for PAYE taxpayers. This would require the Australian Taxation Office to inform individual taxpayers where their tax paid in the year has been spent, and also to inform them of the total Commonwealth net debt and their individual share. This would accompany the taxpayer’s Notice of Assessment, received when they complete their income tax returns. 

I believe taxpayers have the right to know how much of their tax dollars has been spent on welfare, health, education, defence, foreign aid and so on. I believe taxpayers have the right to know the size of Government’s debt and how much of it they are effectively obliged to repay. Twice this important initiative has been opposed by the Government and the independents. 

What then do I see as the big issues for further reform of the taxation system. A recent OECD study[1] ranked taxes according to the impact on economic growth. It found that corporate taxes are the most harmful type of tax for economic growth, followed by personal income tax, and then consumption taxes. Taxes on residential property were assessed as being the least harmful tax. 

This study suggested that reform of the tax system which shifts taxes more towards consumption and residential property taxes – while raising no more in revenue – could strengthen economic activity. It also concluded that economic growth could be boosted through broadening the tax base and reducing tax rates, and by improving the extent to which taxes correct for unintended consequences. 

I mention this because the Australian tax system tends to have a high reliance on relatively inefficient taxes. Of the 125 taxes paid by Australians every year, only 10 taxes raise 90% of all revenue. Around two thirds of revenue is raised by opportunity-stifling income tax on individuals and companies. Imagine how much more innovative and productive Australia could be if the tax base were reformed to rely more on efficient and less distorting taxes! 

I should stress that I believe this should be achieved through lowering the rates on personal and company income tax, not lifting the rates on consumption and residential property. Another aspect of the impact of the taxation system on economic activity is the interaction with the welfare system. 

Most welfare benefits are means tested, with a progressive loss of benefit once income rises beyond a certain threshold. This can lead to situations of high effective marginal tax rates on additional income earned. This acts as a disincentive to work and it acts as a disincentive on opportunity. 

One solution is to significantly raise the income threshold at which tax is levied. This would ideally be accompanied by a simpler and flatter tax scale for personal income. This was proposed in Henry although I note that Henry’s tax scales increased the tax paid by middle income earners while delivering lower taxes for high income earners. 

Another important issue addressed in the Henry Tax Review was the bias against the current taxation treatment of savings, particularly long term savings. The current system punishes individuals who choose to save for the future through higher taxes, and rewards those who choose to save less. 

The Coalition believes that there is merit in Henry’s proposal for a broad 40 per cent discount for income from bank deposits, bonds, rental properties, and capital gains and for certain interest expenses. So you would only pay tax on 60% of the earned income. This feeds into a broader debate about national savings which is for another day. 

Raising revenue
More work also needs to be done to address the lack of symmetry between the responsibilities of the three tiers of government and their capacity to raise revenue. The states do not currently levy sufficient taxes to fully pay for the services they provide. The states do not take full electoral responsibility for raising the revenue they need. 

Greater electoral responsibility would provide a greater incentive to spend efficiently and effectively. I note that the new Treasurer for NSW, Mike Baird, has previously raised this issue and has proposed pushing for the states to collect a greater share of their revenue rather than having to come cap in hand to Canberra. If Western Australia needs more revenue it can raise mining royalties, and should be able to do so without being penalised by Canberra. On this point, I’m rather surprised that the mining industry advocated for the centralisation of the collection of all mining taxes by Canberra in the Henry Review process. 

My first concern is that it is the State governments who wear most of the political angst for decisions to allow mining in their States, including decisions on the environment, development approvals and so on. The government that takes the pain for these decisions should also receive the revenue. It adds balance to the decision making process. Second, I’m a strong believer in competitive Federalism with the States regularly competing with each other. After all we would still have death duties and gift duties if there was no competitive tension between States. 

A further key area of reform is to simplify the system. Currently we have a maximum personal income tax rate of 47. 5% (including the Medicare levy and the Flood Tax); a corporate tax rate of 30%; and trusts which pay no tax in their own right but with income taxed in the hands of recipients. The difference in tax rates according to the type of legal entity seems to have no basis in logic. It creates a complex system and it provides incentives to arrange business affairs to minimise tax rather than to focus on business activity. It would be simpler and more logical for all three types of legal entity to have the same or a similar tax rate. 

This would best be achieved by lowering the personal income tax rate, and as I noted in my comments on welfare to work, that is likely to involve a simpler and flatter structure. Standardisation would also involve taxing trusts in their own right and at the same rate as companies. That is likely to be contentious but is worthy of serious consideration. 

Tax reform is not a vote winner unless it delivers lower taxes overall. In the current tight fiscal environment reductions in tax can only be responsibly proposed if government spending is similarly reduced. That is why the Coalition continues to call on the government to cut its wasteful spending and to reduce its massive borrowing program. Even now, with the Global Financial Crisis well in the past, the government is still spending so much that it needs to borrow over $100mn each and every day. 

So the Coalition will continue to press for meaningful tax reform. We remain committed to lower, simpler, fairer taxes. Because our ultimate goal is a taxation system which maximises opportunity and individual and national prosperity. 
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