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The Government has ruled out only one of the Henry Review’s recommendations relating specifically to environmental taxes – that fuel tax be indexed to the consumer price index  (R 65). It makes no comment on the Review’s stronger recommendations relating to congestion charges and road user charges (R 61 and R 62) . Nor does it comment on the Review’s broader recommendations that environmental tax concessions be replaced with specific grants  (R 60) and that the Carbon Pollution Reduction Scheme (CPRS) should subsume any interim taxes to deal with carbon-related externalities  (R 58).

In ruling out restoration of fuel tax indexation the Government has missed an opportunity to act while oil prices are still low. Restoring indexation retrospectively to when the Howard Government dropped it in 2001 would add only about 12 cents a litre to pump prices while adding $3 billion a year to government revenue. The longer we live with the delusion of cheap fuel, the harder will be our ultimate pain. Low fuel prices, the Review points out, are already contributing to congestion costs, predicted to rise to $20 billion a year in the absence of rational road pricing.

Almost all taxes have some environmental consequences. Fuel taxes fall neatly into the environmental category, but other taxes have indirect environmental effects. To the extent that higher taxes on extractive industries will slow down resource depletion, there will be positive environmental consequences. If the Government adopts the Inquiry’s suggestion that stamp duties on transfer of land be abolished (R 51), there will be environmental benefits if people find it easier to change their housing as their needs change. (Because the Government has precipitously ruled out a land tax, however, there may not be the available revenue to abolish stamp duties.)

Few serious economists will dispute the Review’s principles in relation to specific environmental taxes:

· that “Governments should consider the environment as a community (or public) good that needs to be managed for the benefit of current and future Australians”;

· a preference for  “polluter pays”;

· a preference for prices as the main means of achieving pollution reduction and coping with other externalities.

In terms of transport taxes, the Review’s recommendations are generally aligned with the suggestions put forward by commentators on the TaxWatch website. One shortcoming is a weak recommendation (R 9b) that “the current formula for valuing car fringe benefits should be replaced with a single statutory rate of 20 per cent, regardless of the kilometres travelled.”  Because it abolishes the current incentives for vehicle over-use, it’s an improvement, but, because the Review recommends that fringe benefits be taxed at the taxpayer’s marginal tax rate rather than at the top marginal tax rate (46.5 percent), the incentive for employers to provide cars as a part of salary packaging may actually increase.

The notion that CPRS-related measures should be separate from other environmental measures may be a little too pure to allow for practical implementation. Taxes which relieve congestion also help reduce CO2 emissions, both directly through increasing fuel efficiency and indirectly through reducing demand for vehicle use. Measures aimed at reducing particulate or NOX pollution may even conflict with CPRS measures. Whatever is ultimately developed, however, has to be an improvement on the present system which has only an incidental relationship between fuel excise and transport externalities.

Some people with a strong concern with the environment may take issue with the Review’s suggestions that part of road user charges should be returned to roads, or its aversion to fixed charges on car ownership, such as stamp duties and compulsory insurance. Replacing fixed charges with distance based charges will make cars more affordable, but will increase the cost of vehicle use. Opposition to road construction or car ownership can stand in the way of sound environmental policies.

Because the Henry Review is separate from consideration of the CPRS, its environmental section concentrates on transport taxes, while having little to say on the major source of atmospheric pollution, the coal industry, but there is a tantalizing recommendation (R 59) that “the industry assistance arrangements introduced in consequence of the CPRS should be regarded as transitional”. The Government is committed to reviewing assistance to emission-intensive trade-exposed industries every five years, but the Henry Review goes further, suggesting that the Productivity Commission undertake an annual review of CPRS-related assistance.

In any case, even if the CPRS were to deal effectively with coal industry CO2 emissions, there are other environmental externalities associated with coal and other fuel industries – local air pollution, groundwater pollution and surface subsidence. These issues are at risk of falling through the cracks. 

Once the heat of an election campaign has dissipated, it will be the Government’s task to implement the Review’s environmental recommendations.  As with all of the Review’s recommendations there will be criticisms and suggestions for improvement, but it would be unfortunate if, for lack of effort to engage with the community, the Government panics and rules out ideas for sensible reform. 
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