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Abstract  
 
The principal aim of this paper is to present a critical overview discussion of the 
recent wave of tax reforms in Australia.  The paper is concerned primarily with tax 
reform measures since 2000 as well as current tax reform initiatives.  First, it reviews 
the principle of tax revenue neutrality that has characterized tax reforms in Australia 
in recent years.  This principle is then tested empirically by looking at how the overall 
tax burden in Australia has changed since 2000.  Secondly, the paper examines the 
changing tax mix in Australia.  Aggregate data suggests that Australia’s tax mix has 
moved closer to the OECD average.  Thirdly, the paper provides an appraisal of the 
GST-based tax reform in Australia using the traditional criteria for good tax policy.  
Fourthly, and finally, some current and topical tax reforms will be discussed.  These 
include personal income taxation, state-federal fiscal relations, tax on retirement 
saving and environmental taxation. 
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1. Introduction 
 
Taxation is certainly one of the most, if not the most, important relationships between 
the government and the private sector (households and firms).  Not surprisingly, tax 
reform 1  around the world has been an ongoing and never ending process.  Tax 
policymakers are constantly confronted with the need for improving their tax systems 
and adapting them to long term changes such as increasing international economic 
integration, e-commerce, population ageing and environmental deterioration.  In 
principle, under the traditional public finance model of altruistic, benevolent policy 
making, tax reform is supposed to be guided by the criteria of good tax policy, namely, 
equity, efficiency, simplicity, flexibility and transparency (see, for example, Stiglitz 
2000, pp. 457−8).  In practice, tax reform is more likely a result of political 
pragmatism rather than rational principles.  This is so for a variety of reasons, which 
include political sensitivity,2 and institutional and organizational constraints.3 
 
The 1980s and 1990s witnessed substantial tax reforms in many nations around the 
world, especially in English speaking developed nations (see Sandford, 1993) and 
transition economies (see Martinez–Vazquez and McNab, 2000).4  These reforms, 
which traced their roots partly to the pro-market policies of Thatcherism and 
Reaganism, had a number of efficiency-enhancing features in common: lower income 
tax rates, base broadening, a shift in tax mix toward a greater reliance on indirect 
taxation, and more neutral and uniform tax structures.  Sandford (1993, p. 9) observed 
that such a worldwide tax movement with common causes, objectives and 
characteristics had few peace time equivalents in fiscal history. 
 
Like most countries in the industrialized world, Australia experienced major tax 
reform in the 1980s and 1990s.  This could be viewed as part of the microeconomic 
reform policy commenced by Paul Keating, the then Treasurer of the Australian Labor 
Party (ALP) Federal Government.  In the field of direct taxation, the ALP 
Governments’ legacy included base broadening (with the introduction of the Capital 
Gains Tax (CGT) and Fringe Benefits Tax (FBT) and removal of a number of major 
tax concessions in 1985), significant reduction in personal income tax (PIT) rates, self 
assessment and attempts to simplify the income tax law.  However, the National Tax 
Summit in 1985 failed to endorse the Treasury preferred Option C consisting of 
further income tax base broadening measures, the replacement of a Wholesale Sales 
Tax (WST) by a 12.5% broad based consumption tax levied at the retail level and 
substantial cuts in PIT rates. 
 
In 1993 the Liberal–National Coalition, led by Dr John Hewson, lost the ‘unlosable’ 
federal election when Australian voters comprehensively rejected his Goods and 
Services Tax (GST)-based Fightback! election package.  But this outcome was 
completely turned around just five years later.  Under the leadership of John Howard, 

                                                 
1 Tax reform is not merely a tax change but is understood be to be a welfare improving change in tax 
policy. 
2 Major tax reforms are politically sensitive.  Voters normally prefer certainty over untested changes.  
There are typically winners and losers from a tax reform, and it can be extremely difficult to design an 
adequate compensation package to the losing groups. 
3 These include, for example, frequent elections or the government’s inability to control both Houses of 
Parliament. 
4  For some countries, it began before the 1980s and for others it continued well beyond the 1990s. 
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the Coalition won office in a landslide victory in 1996.  On 1 August 1998 the 
Coalition Government announced a substantial tax reform package known as A New 
Tax System (ANTS), the centrepiece of which was a 10% GST.  The re-election of 
the Coalition Government later this year under the platform of a GST-based tax 
reform was unprecedented in the history of Australian federation. 
 
Since the early 2000s, there has been a growing acknowledgement that Australia 
needs an integrated PIT−transfer system that can sustain adequate revenue, protect the 
needy, satisfy other expectations imposed upon it, and yet deliver enhanced equity, 
efficiency, simplicity and transparency.  Recent calls for such a reform have been 
made from many quarters of Australian society, including academia, professional 
organisations, business and welfare lobbies, religious institutions and the political 
parties themselves (see, for example, ACOSS 2003; Business Council of Australia 
2005; CPA Australia 2004; Freebairn 2005; Evans, Tran-Nam and Andrew 2007; 
Saunders 2003; Turnbull and Temple 2005).5  However, after the introduction of the 
GST in 2000, the Coalition Government did not seem to possess any further ambitions 
for comprehensive tax reform, apart from attempting to fulfill its election tax promises.  
The newly elected ALP Government has responded to these calls and a major review 
of the Australian tax system was announced on 13 May 2008. 
 
The principal aim of this paper is to present a critical overview discussion of the 
recent wave of tax reforms in Australia.  It is concerned primarily with the ANTS 
reform as well as current tax reform issues.  The organization of the remainder of this 
paper is as follows.  Section 2 reviews the principle of tax revenue neutrality that has 
characterized tax reforms in Australia in recent times.  This principle is then tested 
empirically by looking at how the overall tax burden in Australia has changed since 
the past ten years.  This section examines the changing tax mix in Australia.  
Aggregate data suggests that, as a result of ANTS, Australia’s tax mix has moved 
closer to the OECD average.  Section 4 provides an appraisal of the GST-based tax 
reform in Australia using the traditional criteria for good tax policy.  The score card 
for the Australia is a mixed one.  In section 4, some topical tax issues, which are 
relevant to the current tax review, will be discussed.  These include personal income 
taxation, state-federal fiscal relations, tax on retirement savings and environmental 
taxation.  Finally, some summary remarks are given in the concluding section. 
 
 
2. Revenue Neutrality, Overall Tax Burden and Tax Mix 
 
Any specific tax reform, whether proposed or actual, can be classified as being overall 
revenue neutral, revenue decreasing or revenue increasing according to whether the 
same total amount of tax revenue, less tax revenue or more tax revenue can be 
collected from the proposed or new tax system, respectively.  Recent tax reforms in 
Australia can be characterized as being founded on the principle of revenue neutrality.  
In fact, on 13 August 1997, the then Prime Minister John Howard listed the first of his 
five principles of tax reform as “there should be no increase in the overall tax burden” 
(Australian Treasury 1998, p. 14).  For political acceptability, the principle of revenue 
                                                 
5  Malcolm Turnbull was then a front bench member of the Coalition Government and is now 
Opposition Deputy Leader.  Due to his high profile, Malcolm Turnbull’s tax reform packages have 
attracted considerable amount of publicity.  However, he was gagged by being moved to an 
environmental portfolio. 
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neutrality is often accompanied by the distributional requirement that no group is 
worse off under the tax reform.  In the Australian case, appropriate compensation was 
listed by Mr Howard as the fourth principle of tax reform. 
 
The principle of overall revenue neutrality seems to have been adopted for three main 
reasons: 
 

• such an approach preserves the status quo as far as possible, so that the 
proposed reform is more likely to be acceptable to all stakeholders; 

• it provides a safeguard to the level of government expenditure; and 
• holding tax revenue constant makes it easier to determine whether the 

proposed tax changes are truly in the nature of reform or not (for example, 
making it possible to focus on whether the social and economic costs of 
taxation as a result of the proposed changes have decreased or increased). 

 
While there exists a more or less universal definition of ‘overall’ revenue neutrality, 
the meaning of revenue neutrality for each specific tax reform proposal is not always 
unambiguous, despite its common usage.  It is a term that is capable of alternative 
interpretations, depending on the context.  For example, a revenue neutral PIT reform 
can be alternatively interpreted as a PIT change that 
 

• keeps constant the PIT revenue in absolute terms; 
• holds constant the PIT revenue relative to the total tax revenue; 
• keeps the PIT burden (i.e., the ratio of PIT revenue to GDP) unchanged;6 
• hold constant the total tax revenue in absolute terms; or 
• holds constant the overall tax burden (i.e., the ratio of total tax revenue to 

GDP). 
 
It should be noted that once it was chosen as a guiding principle, revenue neutrality 
then also became a constraint of tax reform.  A tax change cannot simultaneously 
satisfy revenue neutrality (in the sense of holding PIT revenue collection constant 
relative to the current regime) and the distributional constraint that no group should be 
worse off in terms of post-tax income as a result of the change.  It has to be accepted 
that under the constraint of revenue neutrality, any proposal for tax change will mean 
that some groups stand to gain while others necessarily lose out, at least in the short-
run.  Thus, revenue neutral tax reform is quite often associated with a compensation 
package to losers from the tax reform proposal. 
 
It seems worthwhile to check whether or not the GST-based ANTS reform in 
Australia is overall revenue neutral or not.  This will be done by examining the overall 
tax burden in Australia before and after the introduction of the GST in 2000. Before 
proceeding any further, it should be noted that international comparisons of overall 
tax burdens are problematic.  In pursuing particular objectives, a country’s overall tax 
burden depends on: 
 

• tax expenditures versus direct government expenditures; and 

                                                 
6 Note that holding PIT revenue constant in absolute terms is not always equivalent to holding PIT 
revenue constant relative to total revenue or GDP.  This is so because total revenue or GDP may 
change under the proposed tax reform. 
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• regulation and non-tax revenue versus taxation. 
 
There are also borderline definitional problems such as whether a particular receipt is 
a tax revenue or a negative outlay.  Further, since GDP is itself heavily reliant upon 
taxation data, GDP may not be a fully independent comparator.  In comparing 
Australia with the rest of the developed world we should also note that unlike other 
OECD countries, Australia does not collect social security contributions from 
employees.7  Keeping these caveats in mind Australia is a relatively low taxed country 
in the OECD.  According to 2004 taxations statistics, among 30 OECD countries, 
Australia’s overall tax burden (31.2%) ranked above those of only seven countries: 
Mexico (19%), South Korea (24.6%), US (25.5%), Japan (26.4%), Switzerland 
(29.2%), Ireland (30.1%) and the Slovak Republic (30.3%) (see OECD 2007, 
Taxation, 2004).8 
 
Australia’s overall tax burdens from 1998–99 to 2005–06 are summarized in Table 1. 
 
Table 1: Australia’s overall tax burden, 1998–99 to 2005–06 
 

Financial year Tax revenue 
($A mil, current 

prices) 

GDP 
($A mil, current 

prices) 

Tax/GDP ratio (%)

1998–99 181 873 591 917 30.73 
1999–2000 196 789 623 461 31.56 
2000–01 214 264 689 340 31.08 
2001–02 217 609 735 714 29.58 
2002–03 238 118 781 675 30.46 
2003–04 257 253 840 285 30.61 
2004–05 278 562 896 568 31.07 
2005–06 297 737 965 969 30.82 

 
Sources: ABS, Year Book Australia 2005 (Table 29.7), 2006 (Table 29.5), 2007 (Table 29.3) 
and 2008 (Table 30.3), and Taxation Revenue 2003–04 to 2006–07. 
 
A couple of remarks deserve mention.  First, from the same ABS data sources, 
Australia’s tax revenue/GDP ratios under the ALP Government from 1990–91 to 
1995–96 were always well below 30%.  Thus, it is apparent that Australia’s overall 
tax burden increased under the Coalition Government.  Secondly, since the ANTS 
reform package was officially announced in August 1998, it seems reasonable to take 
the overall tax burden in 1998–99 (30.73%) as the benchmark.  The data in the 
extreme right hand side column of Table 1 indicates that ANTS has approximately 
been revenue neutral although the overall tax burden seems to have gone above the 
1998–99 level in very recent years.  This may be the case for a number of reasons, 
including: 
 
                                                 
7 Australian employers are required by law to make contributions to their employees’ pension saving 
(known as superannuation) based on set percentages of their employees’ earnings.  Employers who do 
not contribute sufficiently to their employees will have to pay Superannuation Guarantee Charge.  In 
any case, Australian employers’ contributions are not substantial by OECD standard. 
8 Australians’ perception that their tax burdens are high may be a result of the fact that the top marginal 
PIT used to be relatively high and the taxable income threshold for the highest tax rate relatively low. 
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• the GST has raised more revenue than forecasted; 
• some State indirect taxes have not been reduced as much as they should have 

according to the Intergovernmental Agreement on the Reform of 
Commonwealth–State Financial Relations; and 

• the Australian economy has grown steadily in the past ten years.9 
 
In any case, Table 1 suggests that there is room for further income tax cuts in 
Australia. 
 
Table 2 compares the tax mix in Australia and selected OECD countries for various 
year. 
 
Table 2: Tax structures (as a % of total tax revenue) of selected OECD countries in 
1997, 2000 and 2004 
 
1997 
 

Country Personal 
income tax 

Corporate 
income tax

Social 
security 

contributions

Taxes on 
goods & 
services 

Other taxes

Australia 42.0 14.6 0.0 27.5 15.9 
Canada 38.0 10.3 13.2 24.4 14.1 
New Zealand 43.2 10.6 0.0 34.6 11.6 
South Korea 17.1 10.5 8.8 45.4 18.2 
UK 24.8 12.1 17.1 35.0 11.0 
US 39.0 9.4 22.9 16.7 12.0 
OECD 
average 26.6 8.8 22.1 32.1 10.4 

 
2000 
 

Country Personal 
income tax 

Corporate 
income tax

Social 
security 

contributions

Taxes on 
goods & 
services 

Other taxes

Australia 36.7 20.6 0.0 27.5 15.2 
Canada 36.8 11.1 13.9 24.4 13.8 
New Zealand 42.8 11.7 0.0 34.5 11.0 
South Korea 14.6 14.1 16.8 38.3 16.2 
UK 29.2 9.8 16.1 32.3 12.6 
US 42.4 8.5 22.1 15.7 11.3 
OECD 
average 26.0 9.7 22.6 31.6 10.1 

 

                                                 
9 Since the Australian tax system is slightly progressive overall, a 1% growth in GDP is likely to 
generate more than 1% in tax revenue.  This implies that the overall tax burden may rise over time as a 
result of sustained economic growth. 
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2004 
 

Country Personal 
income tax 

Corporate 
income tax

Social 
security 

contributions

Taxes on 
goods & 
services 

Other taxes

Australia 40.2 18.2 0 28.5 13.1 
Canada 35.1 10.3 14.7 25.9 14.1 
New Zealand 41 15.5 0 33.8 9.7 
South Korea 13.6 14.3 20.7 36.3 15 
UK 28.7 8.1 18.1 32 13.1 
US 34.7 8.7 24.9 18.3 13.4 
OECD 
average 24.6 9.6 23.4 32.3 10.1 

 
Sources: OECD (2000, 2003, 2007), OECD in Figures 2000 (pp. 38–39), 2003 (pp. 38–39) 
and 2007, OECD, Paris. 
 
From Table 2, the direct/indirect tax mixes in Australia in 1997, 2000 and 2004 were 
56.6/27.5 (= 2.06), 57.3/27.5 (= 2.08) and 58.4/28.5 (= 2.05), respectively.  Including 
social security contributions in the direct tax base, the corresponding figures for the 
OECD were 56.6/32.1 (= 1.76), 58.3/31.6 (= 1.84) and 57.6/32/3 (= 1.78), 
respectively.  These results suggest some kind of slow convergence in the sense that 
over the 1997–2004 period, the direct/indirect tax mix ratio for Australia decreased 
while that for the OECD as a whole increased, albeit rather slowly.  This broad trend 
of convergence is likely to continue in view of continuing income tax cuts in Australia 
and the possibility of raising the GST rate. 
 
The current Australian GST standard rate of 10% is at the low end of the distribution 
of VAT rates among developed countries.  An eventual rise to, say, 15% cannot be 
ruled out in view of Australia’s increasing expenditure needs.  However, any such rate 
increase in Australia requires the unanimous agreement of the six State Governments 
as well as the Federal Government, and this may prove to be politically challenging.  
For a comprehensive discussion of changing the tax mix via income tax cuts and a 
GST increase, the reader is referred to Warren (2004, pp. 258−268). 
 
 
3. An Assessment of the Indirect Tax Reform in Australia 
 
This section presents a preliminary assessment of Australia’s ANTS reform in terms 
of the criteria of revenue adequacy, equity, efficiency and simplicity.  It is understood 
that the assessment is made of the GST relative to those taxes that it replaced, namely, 
the WST and some State taxes.  But before so doing, some background discussion 
will be first provided. 
 
3.1 Socio-political background 
 
Until the introduction of the GST on 1 July 2000, there were three main types of tax 
on goods and services, all imposed by the federal government.  They were the WST, 
excise duties (specific taxes) and custom duties (tariffs).  The WST had evolved over 
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60 years into a narrow based tax (affecting only about 75,000 taxpayers in 2000) with 
five rates (12%, 22%, 25%, 32% or 45%). 
 
The first call for the replacement of the WST by a broad based value added tax can be 
found in the 1975 Asprey Taxation Review Report.  However, the ALP Government 
in 1975 showed little interest in the possibility of a GST, concentrating instead on 
changes to the PIT.  Ten years later, at the 1985 National Tax Summit, despite strong 
Government and Treasury support for Option C (involving a broad based 
consumption tax at the retail level), the Australian Council of Trade Unions, the Retail 
Traders Association and the Taxpayers Association combined to defeat that Option.  
The March 1993 federal election pitched the Coalition’s GST-based Fightback! 
against the ALP Government’s One Nation statement.  The Coalition was soundly 
beaten, perhaps because Fightback! was too ambitious, leaving few groups unaffected 
and generated considerable community uncertainty. 
 
After the 1993 debacle, John Howard, as the new leader of the Coalition, ruled out the 
GST as part of the Coalition’s policy for the 1996 federal election.  However, it has 
always been his intention to introduce such a tax.  As early as 1984 he wrote (Howard 
1984, p. 12): 
 

I have long believed that the single most important reform which is needed to the 
Australian tax system is the broadening of the taxation base toward a greater 
reliance on general consumption taxes with a corresponding reduction in our 
current over-reliance on personal taxation as a source of revenue. 

 
Interestingly enough, according to many experts (see, for example, Eccleston 2004, p. 
114), the timing of the introduction of the GST was not one of Howard’s own 
choosing.  He was pressured by the business community to consider the possibility of 
a GST during the middle of his first term in office, which he initially considered to be 
too risky.  In any case, he handled the ANTS reform proposal with skills and tact.  
Howard’s re-election in October 1998 signified that the Australian public’s resistance 
to the GST had been overcome and that Australia would enter the new millennium 
with a substantial indirect tax reform, after three previous failed attempts. 
 
The political success of the Coalition’s GST-based tax reform was founded on two 
primary factors.  First, and foremost, broad based support for a GST emerged during 
Howard’s first term of office.  This support was evident by the community summit 
jointly hosted by the Australian Chamber of Commerce and Industry, and the 
Australian Council of Social Services (ACOSS) in October 1996.  Secondly, the 
ANTS reform was successfully promoted as an efficiency-oriented reform proposal 
with appropriate packaging, including direct compensation and income tax cuts.  
These two factors were crucially important in the public acceptance of the ANTS 
reform proposal. 
 
3.2 The ANTS package 
 
The ANTS package was announced by Prime Minister Howard in August 1997.  
Central to ANTS was the proposed replacement of the WST and a range of State 
indirect taxes by a broad based, multi stage, value added, indirect consumption tax 
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(known as a GST) with a standard rate of 10% and very few exemptions and zero 
rating categories.  Other features of the ANTS included: 
 
• tax rates on both personal and company income to be reduced; 
• Family Benefits Part A and Part B to be introduced; 
• accelerated depreciation for business taxpayers to be abolished; 
• the CGT discount to be introduced (only half of nominal capital gains to 

individuals are taxable), and 
• all previous reporting and collection mechanisms for direct taxes have been 

replaced by a single Pay As You Go (PAYG) system. 
 
The ANTS package also included other changes such as the introduction of: 
• an Australian Business Number (ABN) 
• the Business Activity Statement (BAS) 
• business taxation reforms, and 
• the Simplified Tax System (STS) for small business. 
 
Since the Coalition Govenrment did not have a Senate majority, they had to rely on 
the support of minor parties to pass the GST Bills through the Senate.  Evetually a 
compromise was reached with the Democrats, which insisted on exempting most 
basic food items from the GST.  The modified GST Bills were passed on June 28, 
1999 and A New Tax System (Goods and Services Tax) Act 1999 (Cth) gained royal 
assent on 8 July 1999 and came into operation on 1 July 2000. 
 
3.3 Revenue adequacy 
 
The GST with its broad base has proven to be a powerful revenue yielder in Australia.  
This is shown in Table 3 below. 
 
Table 3: Australia’s forecasted and actual GST revenue (A$ bil, current prices), 
2000–01 to 2005–06 
 

Financial year Original forecast* Adjusted forecast* Actual 
2000–01 27.20 22.20 23.85 
2001–02 31.96 26.08 27.39 
2002–03 32.81 26.78 31.26 
2003–04   34.12 
2004–05   35.66 
2005–06   39.12 

 
Sources: Australian Treasury (1998), Tax Reform Not a New Tax a New Tax System (Table 
0.2, p. 30) and ABS, and Taxation Revenue 2005–06 (Table 1) and 2006–07 (Table 1). 
Note: * The original forecasts were based on the originally proposed GST while the adjusted 
forecasts were estimated on the basis on the actual GST. 
 
It is clear that the actual GST revenue has exceeded the adjusted revenue forecasts for 
all years in which the forecasts are available.  That is, despite the Government’s stated 
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intention of revenue neutrality, the GST has collected more revenue than the WST 
and State taxes that were repealed.  In this sense, the GST scores extremely well.  It is, 
however, worthwhile to note that, while the GST revenue will continue to become 
larger, its growth rate may soon decline. 
 
Under an intergovernmental agreement, the Australian Federal Government passes on 
all of the GST revenue (minus collection costs) to the States.  Thus, the former 
Trasurer Peter Costello used to argue that the GST is a State tax, despite the facts that 
(i) GST is legally imposed and collected by the Federal Government, and (ii) the GST 
revenue is allocated to States not in proportion to how it is collected on State by State 
basis, but by the Commonwealth Grants Commission’s recommednations based on 
the principle of horizontal fiscal equalization.  Mr Costello’s argument was rejected 
by the Australian Audit Office, the Australian Bureau of Statistics (ABS) and tax 
academics.  The Treasury under the newly elected ALP Government has also moved 
away from Mr Costello’s interpretation and returned to the traditional view of treating 
GST as a federal tax. 
 
A problem which is related to revenue adequacy is that of the cash economy.  The 
Australian Taxation Office (ATO) has argued that ANTS impacts positively on the 
cash economy, producing a more robust tax system that is harder to evade (Cash 
Economy Task Force 2003, p. viii).  Many regard this as an overoptimistic conclusion 
because: 
 

• While business to business tax compliance may improve due to the 
combination of GST’s self policing feature and the ABN, there is little, if any, 
concrete evidence of a reduction in tax evasion from business to consumer 
transactions.10  Using a particular version of the currency demand approach 
known as ‘excess sensitivity’, Bajada (2002) found that Australia’s cash 
economy tends to be quite resilient to tax policy changes and its size may be as 
large as 15% of Australia’s official GDP.  This is indeed a very large estimate 
especially in view of the ABS’ belief that it has computed GDP to within 1% 
or 2% of accuracy (ABS, 2004).  Breusch (2005) showed that Bajada’s 
method exhibits a severe form of non-robustness, in which the estimates 
change markedly with a simple change in the units of measurement of the 
variables.  While Breusch’s criticism seems to be valid, if Bajada consistently 
overestimated the relative size of the Australian cash economy before and after 
the introduction of the GST, then Bajada’s second conclusion that tax policy 
changes have little impact on the cash economy may still hold. 

• Even if the relative size cash economy shrank immediately following the 
introduction of a GST, it does not necessarily imply that this trend will 
continue in the future.  In fact, the New Zealand experience demonstrates that 
as tax evaders have become familiar with the rules and working of the GST, 
the relative size of the cash economy may not only recover to its pre GST level 
but grow even larger (see, for example, Caragata 1998, pp. 58–61). 

• The size of the Australian cash economy in the early 2000s might have shrank 
but this was more likely due to greater ATO scrutiny and auditing (tax 
administration) rather than the new tax system (tax policy). 

                                                 
10 If anything, the introduction of the GST may give final consumers a greater incentive to pay in cash 
to avoid the 10% GST. 
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3.4 Distributional impact of the GST 
 
It is well known that a broad based GST is more regressive than narrow based indirect 
taxes.  This has been demonstrated in an empirical study of the changing incidence of 
Australian taxes from 1994–95 to 2000–01 by Warren and Harding (2005).  Under 
standard tax shifting assumptions, they found that the distribution of the reformed 
indirect taxes (primarily the GST) became more regressive, signified by an increase in 
the Gini index of income after indirect taxes.  However, while the reformed indirect 
taxes acted to worsen the post tax income distribution, its effect was overwhelmed by 
an improvement in the impact of the PIT and a fall in the adverse impact of other 
taxes on income inequality.  Overall, there was no noticeable aggregate change in post 
tax income inequality. 
 
3.5 Efficiency gains of the GST 
 
The main rationale for the GST-based reform in Australia is economic efficiency 
gains.  There were some studies estimating the potential efficiency gains of the 
proposed GST prior to its introduction.  These findings were inconsistent.  Subsequent 
to the introduction of the GSP, there is a paucity of empirical evidence concerning the 
actual efficiency gains of the implemented GSP. 
 
From a theoretical perspective, it has been often argued in favour of the GST that it 
does not change relative prices of commodities.  However, we know that because of 
different price elasticities of demand and supply in different commodity markets, a 
uniform rate GST does not necessarily raise the post tax prices of commodities by the 
same proportion.  Thus a GST will change relative prices at the household level.  
Optimal indirect taxation calls for different tax rates on different commodities.  This 
generates the well known Ramsey rule of inverse elasticity indirect taxation, which is 
completely impractical as a tax policy option. 
 
In the Overview of its ANTS document, the Government stated (Australian Treasury 
1998, p. 7): 

 

The Coalition Government is committed to a new tax system because it is 
committed to lower, fairer and more efficient taxes. 

A new tax system is necessary to give Australians more choice, more incentive 
and more opportunity. 

… 

A new tax system is vital if Australia is to encourage expanding, job-creating 
investment in our businesses, both large and small. 

A new tax system is essential if Australia is to lift the tax burden on our exports 
to enable Australian enterprises to compete more effectively in global markets 
for goods, services, capital and labour. 

 
In Chapter 5 of the ANTS document, the Government cited independent studies which 
suggested that indirect tax reform can increase Australia’s GDP by about 2% to 3% in 
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the long run.  However, early estimates of efficiency gains of ANTS were by no 
means consensual.  They ranged from an annual welfare loss A$30 million by Peter 
Dixon (based on his MONASH CGE model) to an annual welfare gain of A$600 
million by Chris Murphy (based on his MM303 CGE model) (see Senate Select 
Committee on a New Tax System 1999, chapter 2).  The divergence in these estimates 
reflected the different assumptions and key parameters employed by the researchers. 
 
3.6 Operating costs the GST 
 
Effective simplicity has always been a major weakness of the GST.  This is so 
because the GST (i) is not a simple tax; (ii) is levied on every transaction (unlike 
income tax); and (iii) it involves a very large number of registered traders (In 
Australia, there were about 75,000 registered traders under the WST and there are 
now over 2 million GST registered businesses).  In a comprehensive study, Tran-Nam 
(2004) estimated that the replacement of the WST and some State taxes by the GST 
has increased the operating costs (sum of compliance and administrative costs) by 
about A$1.5 billion in 2002–03.  This was very significant, both in absolute terms and 
relative terms (about 4.8% of the A$31.3 bil GST revenue collected in that year).  To 
sum up, the evidence available to date contradicts the Government’s claims that its tax 
reform will “… collect revenue in a .., simpler …. way” and “… deliver higher 
economic growth and more jobs to Australia as a result of lower tax compliance 
costs…” (Australian Treasury 1998, p 10). 
 
3.7 Lessons from Australia 
 
The implementation of the GST in Australia can be considered as relative smooth and 
successful, despite some early teething problems.  The successes of the GST in 
Australia can be attributed to: 
 

• broad based community support; 
• good (simple) design with appropriate packaging that included direct 

compensation and income tax cuts; 
• long period of learning for taxpayers and tax practitioners; 
• pro-active education and assistance programs by the ATO; and 
• the economy was experiencing an economic expansion when the GST was 

implemented. 
 
 
4. Current Tax Reform Issues in Australia 
 
Tax reform has been revived soon after the election of the ALP to office in November 
2007.  In April 2008 Malcolm Turnbull, the Opposition Deputy Leader invited Henry 
Ergras (an economist) to conduct an examination of Australian taxes at various levels 
of the government and report to the Opposition on options for reforming the tax 
system by the end of 2008.  The tax reform proposal seeks to reduce the overall tax 
burden and improve the efficiency of the tax system as a whole.  Following the recent 
2020 Summit, Treasurer Wayne Swan announced a 18-month, comprehensive review 
of the Australia’s tax system on Budget night 13 May 2008.  The review encompasses 
all federal and State taxes, except the GST, and interactions with the transfer system.  
Although all traditional criteria for good tax policy were mentioned in the terms of 
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reference, Treasurer Swan seemed to emphasize simplification.  The Government 
review is headed by Dr Ken Hendry, Secretary of the Australian Treasury.  He is 
assisted by and Jeff Harmer (Head of the Department of Family and Community 
Services), Professor John Piggott (UNSW), Heather Ridout (Head of Australian 
Industry Group) and Greg Smith (former tax official, now with Australian catholic 
University).  This section of the paper examines selected tax reform issues that should 
be included in the above reviews. 
 
4.1 Personal income tax reform 
 
The current Australian PIT–transfer system appears to suffer from serious defects 
relating to the traditional criteria for good tax policy, namely, revenue adequacy, 
equity, efficiency, and simplicity.  The PIT base has been gradually eroded by the 
practice of artificial tax minimization and the growth in the cash economy.  The PIT 
system is perceived as unfair and does not redistribute income in an equitable way as 
intended by its progressive tax schedule.  The interaction of the transfer and PIT 
systems generates poverty traps that discourage unemployed adults to seek work 
(unemployment traps) or employed adults to work longer hours (low income traps).  
The PIT system does not seem to reward labour efforts of employees or 
saving/investment in productive activities.  The combined PIT−transfer system has 
also become excessively complex over time, irrespective of how complexity is 
measured. 
 
This subsection describes an Australian Research Council funded project that 
designed to develop a model of a PIT system for Australia that is capable of 
commanding widespread expert and community support while still delivering the 
expected revenue flow and tax policy objectives that are expected from a PIT.  In this 
way, the project seeks to inform and influence the contemporary debate about reform 
of the Australian PIT.  The proposals developed from the project were derived using 
an innovative and iterative combination of research methodologies, involving micro-
simulation, a Delphi technique and extensive surveys of taxpayers and tax 
practitioners (for detailed description please refer to Tran-Nam, Andrew, Addison, 
Drum and Evans, 2006). 
 
The tax reform model was guided by two basic principles: 
 

• incrementality; and 
• revenue neutrality. 

 
Since the concept of revenue neutrality has been discussed, this subsection will focus 
on incrementality.  Suffice to say that revenue neutrality was assumed to be achieved 
if the proposed PIT reform package was able to generate approximately the same 
amounts of forecast revenue as the government PIT package (including bracket creep). 
 
Proposals for tax reform can be classified, in principle, into minimal, incremental or 
radical (or big bang).  An example of a minimal PIT reform would be widening of the 
top personal income tax brackets and changes to the low income offset and Senior 
Australian Offset recently introduced by the former Federal Coalition Government.  
Under an incremental approach to tax reform, proposals for reform would largely 
build upon the current structure of the PIT regime, and would seek to move the 
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current system in the direction of an ‘ideal’ PIT system in a series of two or three 
carefully crafted tax packages.  A radical approach to PIT reform would seek to 
fundamentally change the tax structure (in terms of the tax unit, base, rates and 
brackets).  Examples of more radical PIT proposals include the flat tax and/or 
negative income tax, or moves towards the use of an expenditure based PIT. 
 
Neither the minimal nor the radical approaches were considered to be appropriate to 
the current Australian context.  In view of the serious problems currently facing the 
Australian PIT, the minimalist approach was considered to be an inadequate policy 
response.  More generally, a slow approach involving continuous adjustments can 
generate a perception of uncertainty and/or instability and can therefore be 
undesirable as a reform strategy.  On the other hand, in view of the well known and 
strong inertia of the tax system, a radical PIT reform would also be unlikely to be 
supported by tax policy makers or taxpayers and other interested parties, such as the 
tax profession.  The incremental approach was thus regarded to be the most viable 
option for PIT reform in Australia.  The incremental reform strategy is consistent with 
the advice offered by leading public finance economists such as Cedric Sandford 
(1993, p. 228).  The PIT reform proposal at each stage of the process should be 
sufficiently familiar as to be well recognised and ultimately accepted by both tax 
policy makers and the broader taxpaying community and their advisers.  Yet each 
reform proposal should also make visible improvements to the PIT system in terms of 
well defined criteria to justify its implementation. 
 
Bearing these two guiding principles of incrementality and revenue neutrality in mind, 
we sought to identify a specific PIT package which also embodied the following 
properties: 
 

• a broader tax base and lower tax rates; 
• a lower number of tax rates (e.g., three rates); and 
• a smaller gap between the top marginal tax rate and the company tax rate. 

 
Broadening the income tax base and lowering income tax rates has been a well known 
feature of modern PIT reform worldwide and there is no need to elaborate on this 
principle here.  Suffice to say that base broadening helps not only to fund lower rates, 
but also to reduce tax-induced distortions.  The current Australian PIT system has 
many special exemptions and deductions which reduce the tax base, have little or no 
justification on efficiency grounds, add to complexity and are of much more value to 
those on higher incomes.  The following base broadening measures were identified by 
the project team for particular further attention:11 
 

• the removal of the tax-free threshold currently given to all personal taxpayers; 
• the removal of most, if not all, deductions for work-related expenses (WREs); 

and 
• the removal of the 50% general discount applied to capital gains. 

 
                                                 
11  Other base broadening measures could potentially include the removal of concessional FBT 
treatment of motor vehicles, the removal or reduction of concessional tax rates on many forms of lump 
sum remuneration, the removal of the CGT exemption for the main residence, quarantining interest 
deductions for negatively geared assets, and income averaging.  These measures were considered but 
not ultimately pursued by the research team. 
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These three measures were selected for particular and further attention for two 
principal reasons.  In the first place each of them has a significant revenue impact in 
the current system, and their removal could provide substantial funds for rate 
reduction and potentially better-targeted compensation packages.  The tax free 
threshold (currently $6,000 per annum) is given to all personal taxpayers.  
Maintaining or increasing the threshold is very costly and relatively beneficial to high 
income earners.  Work-related expenses were claimed by over seven million personal 
taxpayers in 2004−05 with claims of just under $12 billion in that year (ATO 2007, 
Table 2.4).  The general discount for capital gains cost just under $5 billion in 
2006−07 (Australian Treasury 2006a Table 2.3). 
 
Secondly, each of these three concessions moves the Australian personal tax system 
further away from the comprehensive tax base favoured by the project team, with 
negative implications for the equity, efficiency and simplicity of the system.  As noted 
above, the threshold provides relatively greater benefits to high income earners than to 
others.  WREs tend to be disproportionately claimed by higher income taxpayers ATO 
2007, Table 5) and significantly add to the complexity of the system.  The general 
discount for capital gains introduces significant distortions into the taxation of income 
and to the pattern of investment in the economy as it favours investment in relatively 
unproductive real estate and similar assets.  It has also been considered to be very 
inequitable in its impact (se, for example, Evans 2000). 
 
The impetus for seeking to reduce the number of tax rates in developing the model 
was predicated upon a desire for greater simplicity, although the danger that this could, 
if not carefully managed, lead to reduced progressivity was also recognized.  It was 
noted that fewer tax rates would particularly assist the desire of the project team to 
identify means through which onerous annual filing requirements for personal 
taxpayers could potentially be reduced (see, for example, Evans 2004). 
 
The motive for reducing the gap between the top marginal personal tax rate and the 
corporate rate is relatively self-evident, in that it would assist in reducing the 
incentives for tax arbitrage, avoidance and evasion that are typically prevalent where 
there is significant misalignment of the top personal and corporate rates.12 
 
The PIT reform package that was ultimately adopted by the project team was derived 
from a methodology that used micro-simulation techniques undertaken principally 
with the aid of STINMOD, a static microeconomic simulation model developed by 
NATSEM in Canberra.  STINMOD contains most of the significant tax and social 
security elements, and its database is drawn from the latest population census.  It is 
based on a number of assumptions such as an inflation rate of 2.5% per annum, a 
population growth rate of 1.5% per annum and a taxable income growth rate of 3.5% 
per annum.  STINMOD is a static model in the sense that it does not take into account 
behavioural effects such as changes in labour supply (second round effects) in 
response to changes in the PIT–transfer system.  As a result, the estimated revenue 
impacts of any efficiency-improving PIT package tend to be on the conservative side.  
STINMOD allows users to vary the tax rate but not the tax base in an automatic 
fashion. 
 

                                                 
12 Proponents of a dual income tax would not necessarily accept the logic of this position. 
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In the modelling phase, the 2006–07 PIT system for Australian residents (as 
summarized in Table 4) was taken to be the benchmark for comparison of alternative 
outcomes. 
 
Table 4: The 2006−07 PIT structure* 

 
Taxable income ($ per annum) Marginal tax rate (MTR) (%) 

0 – 6 000 0 
6 001 – 25 000 15 
25 001 –75 000 30 
75 001 –150 000 40 
more than 150 000 45 
Low Income Offset $600 for annual taxable income < $25,000 

 
Source: Australian Treasury (2006b), Pocket Brief to the Australian Tax System, Treasury, 
Canberra. 
Note: excluding Medicare levy. 
 
STINMOD was initially used by the project team to simulate the aggregate revenue 
and distribution of disposable income associated with this benchmark.  STINMOD 
was then used to construct and test a series of hypothetical PIT packages (almost 200 
different micro-simulations were run) in order to establish which packages could best 
deliver the required policy outcomes. 
 
To estimate total revenue and distributional impacts arising from tax base broadening, 
additional calculations using spreadsheets needed to be made, particularly in 
modelling the implications of the removal of the general discount for capital gains.  
The combined effects of tax rate changes and tax base broadening were then obtained 
by adding the two separate effects.  This process yielded a close approximation of the 
impact of a simultaneous change in tax rates and tax base. 
 
Under the two guiding principles, any revenue-neutral PIT package that exhibits a 
familiar progressive tax scale can be said to be feasible.  Obviously there are many 
(an infinite number) feasible PIT packages that can be constructed by STINMOD.  To 
discriminate feasible packages further, the researchers incorporated the requirements 
of tax base broadening, tax rate lowering, a smaller number of tax rates, and a smaller 
gap between the top personal marginal tax rate and the company tax rate.  Taking the 
above considerations into account, and after many iterations and refinements, a 
‘preferred’ PIT package emerged, as summarized in Table 5. 
 
Table 5: Proposed PIT package* 
 

Taxable Income ($ per annum) MTR (%) 
0 – 24 599 13 
24,600 –$69 999 26 
70,000 or more 38 

Low Income Offset $900 for annual taxable income < $25,000 

Work Related Expenses (WREs) 

Remove certain WREs and provide a $300 
refundable tax credit to each taxpayer who 
claims WREs 
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CGT discount 

Remove the 50% general CGT discount and 
exempt the first $5,000 of capital gains per 
annum 

 
Sources: STINMOD and authors’ own calculations. 
Note: * excluding Medicare levy. 
 
The main features of the proposed PIT package can be described as follows: 
 

• tax free threshold: there is no tax free threshold in the proposed package.  As 
noted above, maintaining or increasing the current tax free threshold is very 
costly and relatively more beneficial to high income individuals.  The adverse 
effect of the removal of the tax free threshold on low and middle income 
individuals is compensated with an increase of $300 in the low income offset 
(from $600 to $900 for annual taxable incomes below $25 000); 

• tax base broadening: certain WREs and the general 50% CGT discount are 
effectively abolished.  They are replaced by simple and plausible tax credits or 
exemptions.  Due to the lack of disaggregated data, the effect of quarantining 
interest deductions for negatively geared assets could not be quantified with a 
reasonable degree of accuracy.  Thus, changes to negative gearing, such as its 
partial removal, were not attempted at this stage of the project;13 and 

• tax rate structure:  the proposed statutory tax rate structure is flatter than the 
benchmark structure.  There are only three rates as opposed to five rates in the 
current PIT system and the proposed top rate is lower than the current top rate 
(38% as opposed to 45%). 

 
Further simulations showed that these incremental changes to the current personal 
income tax system can be introduced on a broadly revenue neutral and sustainable 
basis, and can provide more than acceptable distributional outcomes.  There are no 
adverse equity implications associated with the changes and potentially significant 
simplicity dividends.  Moreover the reform provides efficiency gains in the form of 
reduced labour disincentives as a result of lower effective marginal tax rates (EMTRs) 
for low and middle income Australians.  The details of these results are available from 
Evans, Tran-Nam and Andrew (2007). 
 
To supplement the modelling work, a Delphi study of tax experts and surveys of 3 
900 personal taxpayers and over 3 000 tax practitioners were separately conducted.  
The results of surveys suggested that there is strong support for personal tax reform.  
The specific proposals developed in this project would be broadly acceptable to 
personal taxpayers, but there would be resistance from tax practitioners who perceive 
that the reforms could have a potentially adverse impact on the incomes generated 
from their tax practices. 
 
4.2 Federal−State fiscal relations 
 

                                                 
13 If disaggregated data on negative gearing were to be made available by the ATO, the effect of the 
partial removal of negative gearing could be modelled.  This might be an appropriate task for the next 
stage of the research. 
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State governments in Australia do not raise enough revenue to finance their 
expenditures and thus rely heavily on federal grants as a main source of revenue.  The 
mismatch between expenditure responsibilities and taxing powers of the state and the 
federal governments is known as vertical fiscal imbalance (VFI).  The extent of VFI 
can be measured by comparing the states’ own-purpose outlays (= outlays − grants to 
local governments) and own-source revenue (= revenue − grants received from the 
federal government).  The Australian Federal Government currently accounts for 
around 80% of national tax revenue, but only 54% of its own-purpose spending.  VFI 
is attributable to two factors: (i) the Federal Government’s taxing power has increased 
over time at the expense of the States (e.g., income tax, excise, GST); and (ii) the 
States are constitutionally responsible for many areas of spending such as health and 
education. 

Although VFI can be seen in all federations, Australia has the most extreme 
imbalance among all comparable federations such as the US, Canada, Germany and 
Switzerland.  For example, IMF data indicate that in 1997, Australia States funded 
64% of their expenditure whereas the comparable figure for Germany was 97%.  The 
difference between the two countries is that in Germany there are explicit, pre-
determined rules regarding revenue sharing of common taxes between the Federal, 
State and Local governments.  In Australia, such rules are absent and revenue-sharing 
negotiations between the Federal and the State Governments tend to be a protracted 
and costly process. 

Some of the serious difficulties associated with VFI are: 

• the Federal Government imposing its own priorities (through specific purpose 
grants) in areas where the states have a principal role; 

• blurring responsibilities and accountabilities of the States and the central 
government; 

• institutionalized conflict (instead of cooperation) in intergovernmental financial 
relations; 

• disruption to medium- and long-term budget planning by the States; and 
• fragmentation, overlap and duplication in responsibilities for service delivery. 
 
According to the new Federal−State arrangements, the total GST revenue (minus 
collection costs) is distributed among the States in accordance with the principle of 
horizontal fiscal equalization at the State level.  In return, the States agree to abolish a 
number of State taxes, reduce taxes on gambling to accommodate the GST and cease 
to receive financial assistance grants from the Federal Government.  Under the above 
arrangements, while the State Governments’ revenue base is in some sense more 
secure, their tax bases will be substantially reduced and the problems associated with 
VFI continue to exist, if not exacerbated. 
 
There have been three proposed approaches to the VFI problem in Australia.  The first 
is for the States to transfer some spending responsibilities to the Federal Government.  
A second method would be to transfer some taxing power to the States.  Since the 
State Governments in Australia have constitutional power to impose income taxes 
(but not sales taxes), a possibility is to allow the States to levy their own surcharges 
on federal income taxes.  This remains an issue of great interest to the States and some 
formal or informal transfer of taxing powers and spending responsibilities may take 
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place in the future.  The third proposal is to abandon the principle of horizontal fiscal 
equalization all together. 
 
4.3 Superannuation (Retirement income) reform 
 
Superannuation taxation is complex.  Superannuation can be taxed (or exempted) at 
three points: employer contribution, investment earnings and retirement benefits.  The 
taxation of superannuation in Australia before and after 2007 can be summarized as 
follows (se Bateman and Kingston 2007, p. 141): 
 

• From 1998 to 2007: Tax regime TTt (T means tax at the standard rate while t 
means tax at the concessional rate) age-based contribution limits, 
superannuation surcharge introduced and then abolished, life and life 
expectancy income streams encouraged under tax−transfer system; and 

• From 2007: tax regime TTE, simplified superannuation, benefits untaxed fro 
those age 60 or above.  Reasonable benefit limits abolished, caps on 
contributions, common tax−transfer arrangements applied to broadly defined 
income streams. 

 
Bateman and Kinston (2007) argue that the 2007 Simplified Superannuation will 
mainly benefit the affluent elderly and that three small groups of winners can be 
identified.  They propose a further round of reform that has four main aims: 
 

• First, make superannuation a better proposition for the less affluent. 
• Secondly, to reduce double dipping, a practice which will gradually less 

sustainable as Australian population ages. 
• Thirdly, to increase tax revenues two or three decades hence, when tax 

revenue will be at a premium. 
• Fourthly, to exploit the fact that tax progressivity and end-benefit interact as to 

improve the risk sharing properties of the superannuation system. 
 
Bateman and Kingston propose new EET accounts that would coexist with the TTE 
accounts introduced by the 2006 Simplified Superannuation.  As in the pre-existing 
US system and the incoming Australian system, the cost to the Australian budget of 
the proposed reform would be controlled by contribution limits.  Overall, the 
advantages of the suggested reform arise through improved integration of 
superannuation taxes with the PIT system. 
 
4.4 Environmental taxation 
 
The concept of environmental taxation is relatively new in Australia.  While both the 
Federal Government and State Governments have over the years levied a variety of 
environmentally related charges, their imposition is neither purposeful nor based on 
theoretically sound foundations.  Further, as a recent signatory to the Kyoto Protocol, 
the Australian Government is committed to the development of an emissions trading 
scheme (ETS).  However, this should not stop the Australian Government from 
adopting a combination of ETS and environmental taxation.  From a tax policy 
perspective, a good case can be made to support a coherent policy of environmental 
taxation. 
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Freebairn (2008) argues that ETSs and carbon taxes face similar design and 
monitoring issues so that they are practically equivalent in terms of simplicity.  
Employing a static, partial equilibrium, competitive market model, he then shows that 
both the carbon tax and an ETS have similar efficiency implications.  However, the 
tax has more attractive distributional effects (both within each country and between 
countries) than ETS, especially if the permits are to be gifted rather than auctioned.  
The main advantage of an ETS over a carbon tax is the political appeal of ETSs due to 
money illusion associated with taxes, lobbying by polluters and the science push for a 
quantitative target on the green house gas emissions.  To sum up, a carbon tax can be 
supported on the basis of good tax policy.  To make a carbon tax option more 
appealing to the public, it is best to consider a revenue neutral carbon tax that reduces 
income taxes by the same amount. 
 
 
5. Conclusion 
 
This paper presents a critical overview discussion of Australia’s tax reform 
experiences in the past ten years also.  First, it discusses the principle of revenue 
neutrality which has characterized the recent wave of tax reforms in Australia.  
Aggregate tax and GDP statistics are then employed to show that tax reform in 
Australia has been approximately revenue neutral, although the scope for further 
income tax cuts is available to the Australian Federal Government.  Secondly, taking 
an international perspective, it is shown that the tax mix in Australia has slowly 
moved close to the OECD average.  This broad trend is likely to continue in the years 
to come in view of forthcoming income tax cuts and the possibility of raising the GST 
standard rate to above 10%. 
 
Thirdly, the paper provides a preliminary assessment of the GST-based tax reform in 
Australia.  The scorecard is mixed.  In terms of revenue sufficiency, the GST is a 
powerful revenue yielder and its revenue collection power has exceeded expectations.  
In this sense, the GST provides Australia with a secure tax base into the future.  The 
distributional impact of the GST is negligible.  Although the GST by itself worsens 
the distribution of post tax income, its regressivity effect has been largely neutralized 
by an improvement in the impact of the PIT so that there has been no noticeable 
aggregate change in post tax income inequality.  There is a paucity of evidence 
regarding the efficiency gains/losses of the GST, although the GST should, in 
principle at least, improve the efficiency of the tax system.  This is a particular area 
that can greatly benefits from up-to-date and rigorous empirical studies.  Effective 
simplicity is a big drawback as the GST is an expensive tax to operate.  The estimated 
increase in operating costs as a result of the introduction of the GST is significant in 
both absolute and relative terms. 
 
Fourthly, and finally, tax reform in Australia is clearly an unfinished business.  The 
Australian PIT−transfer system suffers from many major weaknesses and urgently 
need improvements.  This paper proposes an incremental, revenue neutral PIT 
package that combines base broadening and lower tax rates to achieve some gains in 
terms of efficiency, equity and simplicity.  The VFI that characterizes federal−state 
fiscal relations in Australia is then explored.  While the GST-based reform has 
provided States with a secure revenue base, it does not help to solve the fundamental 
problems of VFI and revenue allocation from the Federal Government to State 
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Governments.  This issue requires a creative solution, which may even include a State 
income surcharge.  It is argued that superannuation taxation in Australia needs a 
further round of reform to deal with the population ageing issue that will arise many 
decades from now.  The reform proposal is to introduce a new EET superannuation 
account that provides more flexibility to retirement savers and integrates 
superannuation taxation to the PIT system.  It is also argued that environmental 
taxation is superior to emission trading scheme in terms of distributional impact.  
Thus, this paper supports the simultaneous employment of an emissions trading 
scheme and a revenue equivalent carbon tax (accompanied by an equivalent reduction 
in income taxes). 
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