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Tax Reform with GST “off the table” 
 
 

 

 

There are critical times in a nation’s history where 
significant change is politically achievable.  We 
believe that this is such a time for tax reform.  
Governments should take advantage of those 
periods when they have political capital.  The 
Coalition government has it now, but history would 
suggest that it may not be there in the medium to 
long term. 

Consistent with the Labor Party, albeit for slightly 
different reasons, it would seem that the Prime 
Minister and the Treasurer are in agreement that 
increasing the GST will not be pursued.  There are 
other areas where the Government’s position is still 
under discussion. These include, but are not limited 
to, superannuation, work-related deductions, 
negative gearing, discounted capital gains, bracket 
creep and company taxation.   

This Briefing Note looks at tax reform with GST “off 
the table”, not simply as a table of options, but also 
conceptually in the current political and economic 
environment.  

1. Drivers of tax reform in the 
current environment 

There are a number of drivers for tax reform in the 
current Australian environment.   

Filling a hole for health and education. The first, 
to a large extent driven by several State Premiers 
and their Treasurers, concerns the need for 
revenue in the longer term for projected health and 
education expenditure.  The 2014 Federal Budget 
involved a substantial resetting of contributions that 
the Federal Government indicated it would provide 
to the States through grants.  This is the so-called 
$80 billion contribution cut in health and education 
funding over the next 10 years.   

Under the 2014 Abbott-Hockey funding formula, 
the States are to receive increases based on 
population growth and CPI.  This does not take into 
account the fact that health inflation, for instance, is 
projected to be at a much higher rate than CPI, at 
around 7-9%. The Turnbull-Morrison Government 
has continued the 2014 Federal Budget position, at 
least at the present time.  

From the States perspective, the impact of this cut 
largely kicks in from 2019. Taking New South 
Wales as an example, the Federal Government 
contributes approximately 26% of its health budget.  
Under the Rudd-Gillard formula, the Federal 
contribution level was due to increase to 37% in 
2050.  However, under the 2014 Budget policy, it 
falls to 13% in 2050.   This was a deliberate policy 
to both force the States to drive greater efficiency 
in spending, to raise revenue through their own 
taxation base, and/or to push for a GST increase in 
base and rate which would be provided to the 
States, either immediately or after a period of time.   

This was the driving force behind Premiers Baird 
and Weatherill proposing changes to the GST in the 
middle of 2015.  While it waxed and has now 
waned as a basis for changing the GST, the 
problem of the funding gap remains.  

Driving economic growth through more 
efficient taxes. The second, and now dominant 
driver for tax reform is grounded in the fact that we 
have a mix of relatively efficient and highly 
inefficient taxes and there is an economic benefit 
from increasing the efficient ones and decreasing 
the inefficient ones. Generally, GST and land taxes 
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are considered to be highly efficient and company 
tax and stamp duty are inefficient.  

This efficiency driver has given rise to discussions 
not only on what is politically tenable, but on the 
equity and economic desirability of change.  The 
political focus largely deals with the fact that an 
increase in the GST to fund a company tax cut is 
perceived to be nearly impossible to ‘sell’, as might 
for a land tax vs stamp duty trade-off at the State 
level.   The equity issues concern the extent to 
which the GST is regressive.  This is a question of 
degree. The economic question is whether a 
reduction in the company tax rate will give rise to 
increased investment that will outweigh the costs.   

A third voice – redressing an equity imbalance.  
There is a third voice which is focused on perceived 
inequities in the tax system.  The main focus here 
has been on superannuation benefits and negative 
gearing. This driver has moved beyond the quest 
for revenue, but has become a question of 
comparative equity.  

How we enframe tax reform. The way in which 
we discuss tax reform has both changed over time 
and gives rise to differences of approach in the 
community.  Up until the 1980s, the thinking would 
have been something like this: companies pay 
company tax and payroll tax, employees pay 
income taxes and consumers pay consumption 
taxes. Is each group paying the right amount? 

In the 1980s, there were two significant changes in 
thinking about tax reform.  The first was we started 
to recognise that the real, or economic, incidence 
of taxation was different from the legal incidence.  
So the true burden of company tax fell on 
individuals, though this was generally thought to be 
shareholders, and not labour. The second was that 
the paradigm for tax reform was to lower the rate 
and broaden the base.  This was the quest to 
eliminate concessions or plug holes. Australia 
introduced a capital gains tax and fringe benefits tax 
at this time.   The introduction of the GST, which 
replaced a highly irrational wholesale sales tax 
system, and the Ralph business tax reforms in 
relation to accelerated depreciation were base 
broadening measures.  

The contemporary approach to tax reform, at least 
at the level of the policy makers, is slightly 
different. While there remains a ‘rate-reduction, 
base-broadening’ overarching mindset, there is a 
greater tendency to look at the impact on specific 
sectors for businesses and cohorts for individuals. 

The elimination of accelerated depreciation 
instituted by Ralph in 2000 was largely undone, as 
consideration was given to the impact on specific 
industries, such as our airlines who were 
competing with airlines from other countries with 
highly concessionary regimes.  The Business Tax 
Working Group in 2011 started with a framework of 

base-broadening through the elimination of 
accelerated depreciation and certain exploration 
deductions, but concluded that the industry impact 
of this path was not necessarily beneficial.   For 
individuals, both modern welfare economics and 
the manner in which the Government and press 
present ‘profiles’ focus greater attention on 
individual behaviours and circumstances rather than 
the system as a whole.  This informs the way we 
think about reform, winners and losers and the 
level of compensation required for change.  
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2. Current economic conditions 
There are a number of economic factors which 
influence the form of tax reform, but also the level 
of political acceptability. Three are mentioned 
below. 

Softer terms of trade. In the last six years we 
have seen substantial write-downs of projected 
revenue largely as a result of declining terms of 
trade, particularly iron ore and coal prices.  This 
reduces the ability to absorb the transitional cost of 
reform.  Both the Howard and Keating reforms 
contained over-compensation that needed to be 
absorbed in subsequent budgets. 

World cash surpluses – impact on Foreign Direct 
Investment. Internationally, we have historically 
low interest rates and large amounts of surplus 
cash.  That cash is not easily finding a home in new 
investment projects.  Rather, it is timid and 
expecting relatively high rates of return at low 
levels of risk before it finds an investment home. 
The cost of capital remains very high. On some 
estimates, there is about $US 1.6 trillion surplus 
cash in a world GDP of about $US 80 trillion. Capital 
is timid. However, one hopes, this position should 
not last.  This circumstance is particularly relevant 
for arguments concerning the reduction in the 
company tax rate.  

Softer housing prices – the Malones. In 2012, 
Kate Malone at 24 years of age won an “Investor 
the Year Award” for her $8.5 million portfolio of 
debt funded properties.  As reported in the press 
recently, three years later at 27 years of age, Kate 
is under water by approximately $3 million.  Her 
investments were in mining boom areas that have 
since seen a significant decline in housing prices. 
While there is not a consistent pattern of soft 
housing prices across Australia, it would seem that 
the benefits of negative gearing are not at a high 
point now compared to a few years ago. This may 
have an impact on the political desire to deal with 
negative gearing.  
 

 

 

 

3. Package tax reform and single 
trade-offs 

Whole of system vs single trade-off reform. 
There is a fundamental question of whether it is 
easier to do “whole system” tax reform or whether 
to pick off component parts and deal with a single 
trade-off.  KPMG has advocated whole of system 
reform in its submission to the tax reform process.  

Practically, single trade-off reform, such as the GST 
increase for personal tax cuts and compensation, 
involve determining the winners and losers from 
the single trade-off, and compensating some, if not 
most, to a level that is construed to be politically 
and electorally acceptable.  

Whole of system reform allows for the winners and 
losers to be viewed on a broader basis. While it 
reduces the need for the level of compensation that 
may otherwise be required, it is politically harder to 
sell as the messaging becomes far more complex 
than a single trade-off.  

Our two major periods of successful tax reform in 
1985 and 1998 have been grand whole of system 
reforms.  

To successfully increase the GST, through 
expansion of the base and increasing the rate, will 
require a ‘whole of system’ thinking, including not 
only the tax system, but also the transfer system 
and health and education budgets.  

It is unfortunate that the Government has indicated 
that GST reform does not pass the first test based 
on a single trade-off.  
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4. GST Changes – some 
difficulties 

Base, Rate and Churn and Burn. Our current GST 
system covers 47% of its potential tax base.  New 
Zealand’s GST system covers 96% of its potential 
base.  The politics of the introduction of the GST in 
Australia was very difficult and led to an 
unfortunately diminished base through the 
exclusion of health and education in particular.  

Changing the base is politically very difficult for any 
government throughout the world.  A major change 
to the GST or VAT base in a politically democratic 
environment has happened very rarely.  Argentina 
in the 1990s comes to mind.  This is easier to 
achieve for countries such as China.  

In health and education, there is a lot of “churn and 
burn” given that the government is responsible for 
a significant portion of the spending in the sector.  
Thus a portion of the additional revenue raised 
must be used for additional expenditure in the 
sector.  While this diminishes the benefits of 
change, it also raises the political cost.  

Complication of the States. A second difficulty 
arises from the fact that GST is a federally collected 
tax which is allocated to the States. Politically, it is 
largely seen as a federal tax, because the Federal 
Government is needed to drive change for the GST.  
The fact that, under current arrangements, all the 
States must agree to the change is secondary. The 
States recognise that the political cost of an 
increase in GST is largely Federal. That said, they 
would not want to see less than 100% of the GST 
going to the States.  Once the principle is created 
that the Federal Government keep, say, 10% of the 
GST and the States 90%, there will be a precedent 
for further reductions to, say, 80/20% in the future. 
This is complex and raises questions of how the 
States receive grants from the Federal 
Government.  The important point is that there is a 
mismatch between the political cost and the 
potential beneficiaries of change and the fact that 
the States would not want to create a precedent of 
not receiving all available GST funding.  

 

 

 

 

 

 

 

5. Personal taxation  
Bracket creep.  The insidiousness and 
regressiveness of bracket creep has come to the 
fore of the debate on personal taxation in recent 
times. That is a good thing and change is required. 
An important point is that wage inflation is currently 
relatively low compared to CPI inflation.  This has 
led some commentators to say bracket creep is 
less of a problem now, so we should leave it. 

The opposite is true.  Given low wage inflation, tax 
revenues from wages and salaries have been 
adjusted in the forward estimates to reflect lower 
revenue from lower growth. Thus instigating 
changes to eliminate bracket creep is ‘cheaper’ 
now in budgetary terms than it has been historically 
or will likely be in the future.   This makes it easier 
to do now. 

High effective marginal rates and the transfer 
system.   There remains a problem involving the 
interaction between the transfer system in relation 
to child and family benefits and the tax system.  
This produces very high effective marginal tax rates 
for some groups, particularly part-time women. 
Second earners can achieve an effective marginal 
tax rate of between 70% and 80% in moving from 
three days a week to four days a week in specific 
circumstances. Rectifying this issue is of primary 
importance.  Unfortunately it is not on the political 
agenda.  

The reason it is important is that an increase in 
female, and particularly maternal, participation rates 
has great long term economic benefits. While male 
workforce participation rates are relatively ‘inelastic’ 
based on effective tax rates, female participation 
rates are far more ‘elastic’.  That is, they are very 
responsive to effective tax rates. Getting the policy 
settings right here will see increased productivity.  
It will also see increased saving rates as two 
income families save a disproportionately higher 
share of household income. In addition, such 
changes would lead to a smarter and more 
equitable society. 

What is needed? We propose that family and 
childcare benefits be provided based on the child 
and not on family income as is largely the case 
now. This is not inexpensive, but could be very 
beneficial in the long term.   Greater details are 
provided in KPMG’s submission to the tax reform 
process.  
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6. Company tax changes 
High cost. Company tax is traditionally viewed as 
one of our most inefficient taxes.  In the words of 
economists it has a high Marginal Excess Burden.  
That is, the economic drag on the economy for the 
last dollar of company tax collected is generally 
considered to be very high.  

The argument for decreased company tax is 
generally simple.  A decrease in company tax will 
increase foreign direct investment.  This will grow 
the pie.  Moreover, the beneficiaries of a reduction 
in company tax are not simply the owners of capital 
in the long term, there is a benefit that flows on to 
labour either in the form of higher real wages, or 
possibly lower prices on consumption.  

Surplus cash internationally.  One argument for 
not reducing the company tax rate is that at the 
present time there is little evidence of foreign 
investors not lining up to invest in Australian 
projects.  As noted above, capital seems to be in a 
timid phase grounded in uncertainty. While this 
argument is not without foundation, the counter is 

that we need to ensure that our tax policy settings 
are right for the future.   There will come a time 
when the international investment environment will 
change and Australia needs to have a corporate tax 
rate that is acceptable in this environment. 

Given the general trend for lowering corporate tax 
rates throughout the world, staying the same is 
falling behind. A long term plan of company tax rate 
reductions is needed.  

Growing the pie.  One difficulty with changes in 
company taxation concerns the wide range of 
potential outcomes and uncertainty of benefits.  
The following table shows four studies which have 
sought to model the impact of the long term 
effects of a decrease in company tax on GDP.  

The average of the studies suggests a 1% 
decrease in company tax rate would lead to a 
0.31% increase in GDP or about a $4.6 billion 
expansion of the economy. There is a tenfold 
difference between the lower range at 0.1% or 
$1.5 billion and the higher range at 1.0% to $15 
billion.  

 

 Long run average GDP 
increase for 1% Co Tax 

Rate Cut 
 

$ amount based on 
$1,500 billion GDP 

($b) 

2015 UK Summer Budget (UK)1 0.15% 2.25 
2014 Rimmer, Smith & Wende (Australia)2 0.25% 3.75 
2012 Business Tax Working Group (Australia)3 0.20% 3.00 
2008 OECD4 0.63% 9.38 

  Average 0.31% 4.59 
  Range - lower 0.10% 1.50 
  Range - higher 1.00% 15.00 

 

  

                                                  
1  HM Treasury, July 2015, Summer Budget 2015. 

2  Rimmer, X, Smith, J, and Wende, S 2014, ‘The incidence of company tax in Australia’, Economic Roundup, issue 1, 2014, Australian 
Treasury, Canberra, pages 33-47. 

3 Treasury, 1 November 2012, ‘The case for a cut in the company tax rate’, Business Tax Working Group – Final Report, Chapter 1, pp 1-7. 

4 Organisation for Economic Co-operation and Development (OECD), July 2008, ‘Tax and Economic Growth’, Economics Department Working 
Paper, No. 620 pp 31. 
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Incidence or who benefits. As noted above, there 
is a growing realisation in the tax reform debate 
that the legal incidence does not match the 
economic incidence of taxation. In a very recent 
article,5 Professor Freebairn considered the long 
term incidence of the benefit of a reduction in 
company taxation under four scenarios dependent 
on the level of elasticity or sensitivity of funding to 
company tax rates and the level of mobility of 
capital, including the level of economic rent derived  

in Australia. On the best scenario for labour, about 
68% of the benefit accrued to labour, 23% to non-
resident investors and 6% to resident investors. On 
an average of the four scenarios, about 54% 
accrued to labour, 35% to non-residents and 9% to 
resident investors.  

The basic argument that a reduction in company tax 
leads to higher real wages is essentially this: 

 

 

 

 

  

                                                  
5 Freebairn, J., Who Pays the Australian Corporate Income Tax?, 
Australian Economic Review, Vol. 48, Issue 4, pp. 357-368, 
2015. 

7. Personal capital taxation 
Considering the whole. The largest problem with 
personal capital taxation, such as interest income, 
rental property income and capital gains, is the 
inconsistency of taxation.  The effective taxation 
rates for a negatively geared investment property 
are wildly different from a positively geared one.  
Moreover, the effective tax rates on interest income 
of a bank account are very high when one takes into 
account inflation and the time value of money. 

KPMG’s proposal in its submission to the tax reform 
process is for comprehensive reform based on 
consistency of treatment.  There would be a 25% 
discount applied to all capital income and expenses. 
The capital gains discount would be reduced from 
50% to 25%. While the imputation system would 
be left intact, unfranked dividends would also 
receive the benefit of a 25% discount.  

Rental properties. On rental properties, this brings 
the effective tax rates for positively and negatively 
geared properties closer together. One of the 
difficulties in ‘attacking’ one element of the system 
only is that it will have flow-on impacts to other 
areas.  The current political drive would appear to 
deal with negative gearing in isolation of the broader 
context. While the Opposition has stated its policy 
on negative gearing, the Government is currently 
considering the options.  

Insularity.  One disadvantage with the imputation 
system, and there are many advantages, is that it 
creates a bias in favour of domestic investment 
which can lead to an insularity of commercial 
thinking and investor pressure.  A discount of 25% 
on unfranked dividends would help to address this 

Lower 
company  
taxation  

Higher 
foreign 
investment  

Higher 
capital 
intensity  

Higher 
labour 
productivity 

Higher  
real 
wages  
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problem by slightly changing the bias that currently 
exists. Australian business needs to look out to the 
world and we do not currently have the policy 
settings to achieve this.  

 

8. Superannuation 
Purpose. Australia needs to properly consider the 
purposes of superannuation and light a candle to the 
current rules to see if we have the policy settings 
correct. In the 1980s, the reforms to superannuation 
were expansive.  It was considered that local 
savings were needed to reduce our dependence on 
foreign capital given the background of the now 
discredited twin deficits theory. Local savings were 
also required for infrastructure. Superannuation was 
also considered to result in consumption smoothing 
over a lifetime and reduce reliance on the age 
pension. 

The Murray Inquiry provided a narrower concept of 
the purpose of superannuation.  For Murray, it was 
to encourage savings to supplement or replace the 
age pension.  It was not to lower taxes on savings in 
general and it was not a mechanism to provide for 
bequests.  

The community needs to have a comprehensive 
debate on the purpose of superannuation. This 
debate cannot be considered in isolation.  It must 
take into account the age pension system, the 
impact of superannuation on real wages throughout 
a lifetime, both the compulsory and voluntary 
elements and our taxation of other voluntary savings 
referred to above.  

Options in the current environment. Our 
superannuation system currently involves: 

• various contribution caps for both concessional 
(i.e. tax deductible) and non-concessional (i.e. 
not tax deductible) contributions 

• a 15% tax rate on a superannuation fund’s 
earnings during the accumulation phase and a 
nil tax rate during the pension phase 

• a nil tax rate on superannuation retirement 
income paid out after the individual has reached 
an eligible retirement age. 

It would appear that the options for tax reform in the 
area of retirement incomes include reducing 
contribution concessions and/or providing standard 
tax rebates for concessional superannuation 
contributions. The Murray Inquiry found that the 
majority of tax concessions relating to 
superannuation contributions and earnings accrue to 
the top 20 per cent of income earners.  Taxing 
superannuation contributions at higher rates but 
providing a standard tax rebate would move more 
benefit to lower income earners.  

In addition, to reduce the incentive for 
superannuation to be used as a wealth creation 
vehicle and be transferred to future generations, 
earnings above a certain threshold could be taxable 
during the pension phase or limitations are placed 
on the contributions that can be moved into 
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superannuation accounts.  There is also the Henry 
Review proposal to lower the superannuation fund 
tax rate to 7.5%, but partly funded by removing 
some of the existing concessions. 

9. State taxation – greatest 
benefits, hardest sell 

Even if GST reform is now off the table, 
opportunities still exist for State tax reforms given 
the States are reliant on some of the most 
inefficient taxes to raise revenue. Three options for 
State tax reform are discussed below. 

Land taxation. KPMG’s submission to the tax 
reform process recommended moving from a land 
tax system with a focus on duties payable on the 
transfer of property to a new property services tax 
that conflates municipal rates, land tax, insurance 
taxes and emergency services. 

This would involve replacing a number of highly 
inefficient taxes with a very efficient tax base.  The 
challenges, however, with this switch relate to cash 
flow and transitional issues, not to mention the 
possibility of different implementation strategies 
across different States.  It might also be considered 
that adding this tax reform on top of potential 
negative gearing and capital gains tax changes 
might not be seen as politically palatable for some 
groups. 

Payroll taxation. The current multiplicity of State 
payroll tax systems, particularly the variety of 
exemptions, appears ripe for tax reform.  In KPMG’s 
submission to the tax reform process we proposed 
that payroll tax be collected at the federal level along 
with existing pay as you go collections with no 
thresholds or exemptions.  A uniform payroll tax rate 
would be applied to salaries and fringe benefits and 
the tax collected would be allocated to the States 
based on employee numbers located in each State. 

Bringing a large number of small businesses within 
the payroll tax net would not be without its political 
difficulty.  On the other hand, in the absence of 
substantive GST reform, a focus on payroll tax 
reform given the sizable tax base appears fertile 
ground to pursue. 

Transport taxation.  KPMG’s submission to the tax 
reform process considered a number of elements 
associated with transportation and the environment, 
including the cost of road infrastructure, health 
impacts, congestion and rural considerations.  
KPMG’s proposal involved the indexation of fuel 
excise and associated road-user charges, reducing 
the fuel excise rebate, the introduction of 
congestion pricing in major cities and a form of 
payment penalties such that carbon pollution would 
be priced to encourage carbon emission reductions. 

10. The future 
Tax reform and political capital. There are few 
moments in history that are ripe for tax reform and 
they need to be grasped when they arise. 
Circumstances can change relatively quickly and the 
refocus of government may become one of holding 
onto power rather than embracing change.  

It would seem that the Government has placed tax 
reform into the budget process.  As important as 
the Federal Budget is, tax reform may have lost its 
status as an elevated White Paper process. This 
devaluation is unfortunate, although perhaps 
politically understandable.  

Fundamental problems unresolved.  Currently, 
our nation and Federation has left unsolved many 
fundamental problems on revenue and expenditure.  
There is a significant funding gap, particularly for 
hospitals, that we haven’t addressed.  The next few 
years will see this issue come to the fore.  The 
Premier of South Australia has indicated that 
hospitals in his State will need to close unless 
sensible outcomes are discussed and agreed 
amongst the States and Territories and the Federal 
Government. This form of action will have 
significant political consequences. At the moment, 
we as a nation have parked a number of significant 
problems.  The time will come when we will have to 
deal with them. The sooner the better. 
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