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The great Australian tax debate may not have ground to a halt but it has 
certainly shifted down a few gears. While a number of fundamental reform 
avenues have suddenly become dead ends, important options remain. 
Pursuing available alternatives is still worthwhile, but tax reform advocates 
now have little choice but to refocus on a more distant time horizon. 

The far-reaching implications of removing the option of raising more GST 
revenue are best assessed with an eye on the major distinguishing features of 
the Australian taxation system compared those in other OECD countries. 
These features are Australia's relatively low use of indirect taxes; our very 
heavy reliance on corporate taxation; and the highly progressive 
and redistributive nature of our personal tax and income transfer systems. 

The relatively low reliance on indirect taxes and its consequence – the 
relatively high reliance on income taxes – is a source of inefficiency in 
Australian taxation. This arises because of the disincentives to working, 
saving and investment associated with higher rates of tax on income. 

While the current degree of over-reliance on income taxes is concerning, the 
bigger problem facing Australia is that our indirect tax bases are eroding. Due 
to exemptions, the GST's share of consumption is shrinking, as is the relative 
importance of the areas of consumption covered by excises. 

Leaving this flaw in the tax system is one of the most disappointing outcomes 
of taking the GST off the table. In the absence of raising the rate of the GST 
and/or broadening its base, we look set to face a worsening of our over-
reliance on income taxes. This will constrain the scope for further 
improvements in productivity and advances in living standards. 

Another important area sidelined along with the GST is the scope to remove 
some of the most inefficient taxes in the country: insurance taxes and stamp 
duties on commercial conveyancing and motor vehicles levied by the states 
and territories. 

A key part of our addiction to income tax is that the combination of our 
relatively high company tax rate and our relatively broad corporate tax base 
places Australia among the most heavily reliant on company tax across the 
OECD. 

An alternative to using GST revenue to fund a much-needed company tax cut, 
is financing a substantial cut by removing our imputation system. This 
alternative now warrants more serious attention. 

Our imputation system provides relief for domestic shareholders of companies 
investing locally. But it does nothing to restore the lack of competitiveness for 
foreign investors looking to invest in Australia or for Australian companies 
looking for opportunities to invest offshore while retaining their Australian 
base. 



While the large benefits of a company tax cut would come from the favourable 
employment and productivity gains from greater inbound investment, cutting 
the rate to around 20 per cent might be enough to dull the pain of lost 
imputation for domestic shareholders. 

Another reform area unaffected by the removal of the GST, and one that 
could assist in making the imputation/company tax trade-off more attractive, is 
the proposal, first canvassed in the Henry tax review, to apply a discount to 
the investment income and investment expenses of individual investors. 

This proposal would borrow from our current 50 per cent capital gains 
discount whereby only half of nominal capital gains is taxed. The Henry tax 
review discussed the option of taxing 60 per cent of individuals' capital gains 
(currently 50 per cent) and their interest and rental income (currently 100 per 
cent) while allowing only 60 per cent of deductions of expenses - including 
interest on funds borrowed for these investments. The proposal could readily 
be extended to dividend income if the imputation system were removed. 

This measure would make substantial inroads into the disincentives against 
saving and investment inherent in our present income tax system. It would 
simultaneously address the problems associated with negative gearing in a 
far more systematic and far less discriminatory way than is generally 
proposed. 

There is also scope to reassess superannuation taxation to put an end to the 
punitive tax treatment of low income wage earners, and to scale back the 
over-generosity for high income earners that characterise the current 
approach. Appropriately designed, this measure could also replace the need 
for further increases in the rate of compulsory superannuation contributions 
paid by employers without detracting from future retirement incomes. 

The Prime Minister is clearly right when he says that there are important 
reforms that can be progressed now that the GST has been quarantined from 
reform – once again. Equally however, the fundamental long-term problems of 
indirect tax base erosion and the inefficiency of existing state and territory 
taxes are set to remain until the GST is brought back into consideration. 
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