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In the absence of visionary leadership on tax reform the debate is meandering from 
one lightbulb moment to the next.  Notwithstanding the welcome calls from the 
Treasurer for a reassessment of our reliance on income taxes, in the main the 
debate is drifting with half-baked theories on soaking the rich grabbing the limelight.  
In the meantime, the debate is neglecting to address more fundamental questions 
such as what a better tax system would actually look like. 

Hopefully the coming National Reform Summit will fill this void and shift the debate to 
a more substantial tax reform conversation.  

A better tax system in Australia would have a number of characteristics. It would 
impose less costs on the economy; it would retain a structure that was fair and that 
could, in combination with the transfer system, support desired levels of income 
redistribution; it would provide the states and territories scope to take greater 
responsibility for raising revenue; and it would be sufficiently robust to support the 
overall level of revenue required for budgetary sustainability.  

To get the discussion started on how to achieve this better tax system, it is worth 
laying out five reforms which, while leaving more to do, would make a real difference.   

Leading the list is the reduction in the company tax rate.  In the decade and a half 
since it was lowered to 30 per cent, our company tax rate has become 
uncompetitive.  A level of 25 per cent would bring us closer to the average of small 
and medium-sized OECD countries.  Significant gains to employment and incomes 
would flow from the greater levels of investment induced by lowering this barrier to 
internationally mobile capital.  

A second reform is to remove the worst of the state and territory taxes.  These 
include levies on insurance premiums and stamp duties on the transfer of 
commercial properties and motor vehicle registrations.  In just about every study of 
Australia’s taxes, these rank as among our worst.  

There is, admittedly, less consensus about the removal of payroll tax.  In contrast to 
the near-universal view of businesspeople, tax experts tell us that payroll tax is not 
such a bad thing. They assure us that if the payroll tax bases could be defined 
uniformly across the states and territories; if the thresholds could be removed and 
rates lowered; and if we could have just one collection agency, payroll tax should not 
be any less efficient than a well-designed GST.  

While an interesting academic exercise, the history of payroll tax since its transfer to 
the states and territories has been one of divergence and tax-base erosion.  Surely a 
better option would be to finance the removal of the payroll taxes and the other 



inefficient state taxes mentioned above by broadening the base and raising the rate 
of the GST.   

This would clearly tick off on efficiency grounds and it would tick off on administration 
and compliance grounds.  We would trade more than 30 existing taxes for one 
existing tax.  

As a rearrangement of taxes, the net impacts on the cost of living would be muted. 
The threat to equity and the need for compensating income tax and transfer payment 
adjustments would similarly be muted and considerably less expensive. 

The negative from this change is the loss of state and territory revenue raising 
discretion.  However a third reform could readily make up for this.  

The fiscal responsibilities of the states and territories could be made much more 
transparent if the Commonwealth partially retreated from the taxation of personal 
income and made way for income tax levies by the states and territories that piggy-
backed on the Commonwealth-defined tax base. Collections could be centralised 
with the ATO collecting on behalf of, and dispersing to, the various states and 
territories. 

A fourth reform is aimed at improving incentives to save and removing differences 
between the tax treatments of different forms of saving. It would also largely address 
concerns with the tax treatment of negatively-geared residential properties.  

We could do well to adopt the approach to the taxation of personal saving put 
forward by the Henry Review. That review proposed allowing only 60 per cent of 
interest on investment loans to be deducted for tax purposes (instead of the current 
full deductibility) and, similarly, taxing only 60 per cent of income from rents, bank 
interest and capital gains. It is an approach that is similar in design to the existing 
capital gains tax regime (which taxes half of the gains). It also has similarities with 
the taxation of individual property income operating in a number of Nordic countries.  

This approach would make the negative gearing of residential property a less 
attractive strategy while not unfairly distorting against such investments.  It would 
also significantly address the current bias arising from the ‘double taxation’ of 
savings.  

Remodelling the taxation of retirement income is my fifth reform area and the last to 
be covered here.  Again it picks up on recommendations of the Henry review.   

The general 15 per cent superannuation contributions tax could be replaced by 
treating contributions as an individual’s normal income and providing a single rebate 
regardless of income. Further, superannuation fund income could be taxed at a flat 
10 per cent rather than the current approach which exempts income derived from 
assets backing pensions while taxing other fund income at 15 per cent.  



This approach would constrain the cost of the superannuation tax concession; 
address concerns over its more generous treatment of higher income earners; and 
would remove a source of growing complexity for superannuation funds.   

These five reforms would substantially improve Australia’s taxation system.  They 
would create a system more conducive to economic growth, saving, job creation and 
investment. The states and territories would have greater discretion over their own 
tax collections.  The reforms would address key areas of concern over the equity of 
current arrangements while retaining the instruments of income redistribution. Our 
tax system would have fewer distortions and would be more robust and capable of 
raising required levels of revenue.  

 

 


