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Tax Reform Objectives





Primary Objectives�
Secondary Objectives�
�
Adequacy�
Efficiency�
�
Equity��
Simplicity


Transparency�
�
Concomitant Objectives�
Compliance�
�
No change in the tax mix�
Environment�
�
Fiscal neutrality�
�
�
Robustness�
�
�



In this paper I will address the primary and concomitant objectives of taxation reform � time does not permit an analysis of the secondary objectives. The outcomes of the reform progress are, despite the Coalition winning the election (if not the vote),far from certain. Much negotiation remains to take place. My purpose is to identify the options for reform to help facilitate discussion of the government's reform proposals. My own view is that as an integrated package those proposals fail utterly to meet the primary and concomitant objectives which I believe should inform the community welfare sector's involvement. Having said that I will provide my overview of those objectives and leave the applied evaluation to others.





Adequacy


The primary concern of an eroding revenue base:


Erosion of PAYE (income splitting, family trusts, dividend imputation, sub-contracting and incorporation, the underground economy).


Erosion of Company tax base (tax expenditures, transfer pricing, offshore relocation, arbitrage).


Erosion of indirect tax base (WST falling share of total consumption, decline in customs and excise, internet trading).�


Solutions � the options:


Address erosion of PAYE tax base (income splitting, family trusts, dividend imputation, sub-contracting and incorporation, the underground economy).


Address anomalies in CGT and FBT.


Review tax expenditures and convert to line department programs or at least bring them into the expenditure review process.


Seek international cooperation re transfer pricing, internet trading.


Establish more effective monitoring and policy adjustment to reduce tax minimisation and avoidance measures.


Rationalise tax and company reporting accounting systems.


Establish a minimum corporate tax rate.


Extend indirect tax base to cover some or all services by spot retail taxes or by a


value added tax.�


�
Equity


Taxation is one of the four determinants of the distribution of net disposable incomes. The other determinants are the industrial relations system, the professional fee and salary, rent, profit and dividends systems, and the social transfer system.





Trend over the past 15 years has been towards greater inequality:


wages held down in Accord years as uncontrolled fees


rents and profits and dividends have increased at faster rates; increased incidence of social transfers; increased relative burden on PAYE income earners; decentralisation and deregulation of the IR and Award system; flattening of the PAYE tax scale, and regressive increases in WST and State taxes.


Mitigating factors:


introduction of the CGT and FBT;


increased compliance;


more effective targeting and more adequate primary social transfers; more adequate supplementary social transfers for low market income earners with dependent children;


introduction of Medicare and expansion of child care (up until 1996), and increased commitment to LMPs (from 1989 to 1996).





Unfortunate Consequences:


Poverty traps caused by high by high EMTRs resulting from intersection of taxation and social transfer systems.





Solutions � the options:


increased compliance with both PAYE and company tax;


address gaps and inadequacies in CGT and FBT;


address poverty traps (reduce tapers, change thresholds, tax credits, a negative tax base guarantied adequate income system);


re-regulate IR system and secure more equitable distribution of gross primary market incomes;


make social transfer payments more adequate;


minimise the regressiveness of the indirect tax system at both national and state levels;


restore and increase Medicare and public health system;


restore and increase child care and community services restore and increase general and vocational education expenditures;


restore and increase LMP expenditure.





Concomitant Objectives


No change in the tax mix to prevent a movement from progressive direct taxes to regressive indirect taxes. Revenue neutrality to ensure that the tax reform package is not seen as a grab for more tax revenue. Combined, these objectives, mean that changes in both the direct and indirect tax systems have to be revenue neutral. The objective would be that both the direct and indirect systems would be more equitable/less regressive as a result of the reforms.





These objectives have implications for adequacy. The only way public revenue can increase is through the more inclusive indirect tax base being more likely to grow than the present WST and State tax base. This would be a hedge against further erosion but would it see the indirect tax base grow faster than GDP?





The most probable answer is no.


To secure acceptance it was accepted that there ought be built in guarantees that any new indirect tax regime would not be subject to increased rates. This is a further barrier to increased tax revenue. This is okay if we believe that the current tax base is adequate. But....!





The robustness objective is there to ensure that taxation revenue is not as vulnerable to the ups and downs of the trade cycle. This implies an acceptance of cyclical changes m the tax mix. It also implies that the impact of recessions will fall relatively more harshly on the low income earners and those who loose their jobs. The PAYE system is more equitable in the way it deals with recessions. It also imposes a necessity to engage in counter-cyclical fiscal policy.
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