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New Approaches to Tax and Welfare in Australia and Korea 

Australia and the Republic of Korea (South Korea) face many similar challenges in their tax 

and welfare systems. The size of Australia’s tax and social state are larger than that of Korea, 

but Korea is rapidly catching up. Both are facing difficulties in tax competition, the digital 

economy and how to reform tax and welfare systems to address demographic changes, 

gender inequality and changes in the nature of work. While the systems share many things 

in common, they also have significant differences.  

In this Workshop, the second of two funded workshops that aim to build research 

relationships and cross-fertilise ideas and approaches, academic researchers and 

government officials from each country met to discuss new approaches to common 

challenges of tax and welfare in both countries. The Workshop was held at the University of 

Seoul on 7 and 8 September 2018 and was funded by the Australia-Korea Foundation of the 

Department of Foreign Affairs and Trade. It was organised by the Tax and Transfer Policy 

Institute, ANU, partnering with the Department of Science in Taxation, University of Seoul 

and the Korea Institute of Public Finance.  The Workshop also included comparative 

presentations from Japan and China. It followed a successful first workshop held in Canberra 

in November 2017. The report and presentations for the first workshop can be found here.  

The Workshop was opened by Professor Choi, Wonseok, Dean of the Graduate School of 

Taxation at the University of Seoul, and Professor Won, Yoon Hee, President of the 

University of Seoul, both of whom are also leading researchers in the field.  

Comparative Tax and Fiscal Systems 

Australia (2018: 24.13 million population) and South Korea (2018: 51.25 million population) 

are highly developed industrialised countries that are members of the OECD. Both countries 

have similar tax and public spending levels below the OECD average of 34%. South Korea 

recorded the fifth lowest tax-to-GDP level with 26.2% in 2016, while Australia was slightly 

higher at 27.8%.  

The tax mix of each country is somewhat different. Australia is reliant on taxation on 

income, profits and capital gains, with less revenue from indirect consumption taxation. 

Australia does not have social security taxes (although Australia does have mandated 

private retirement saving). South Korea has a tax mix in which income and capital gain taxes, 

social security contributions, and value-added taxes contribute nearly equal revenues (see 

Figure 1).   

Australia and Korea both provide significant public social spending including cash transfers 

and public health spending, but South Korea is the lowest in social spending among OECD 

countries, and spent only 10.5% of its GDP in 2016. Australia spent considerably more at 

17.8% of GDP. Both Australia and South Korea have social spending below the OECD average 

of 20.5% in 2016. The composition of social spending differs between these countries, as 

does the poverty relief and inequality reduction achieved by the social spending. A common 

challenge is fiscal sustainability in the era of ageing populations. 

https://taxpolicy.crawford.anu.edu.au/news-events/events/13213/new-approaches-tax-and-welfare-australia-and-korea
https://taxpolicy.crawford.anu.edu.au/news-events/events/13213/new-approaches-tax-and-welfare-australia-and-korea
http://dfat.gov.au/people-to-people/foundations-councils-institutes/australia-korea-foundation/pages/australia-korea-foundation.aspx
https://taxpolicy.crawford.anu.edu.au/news-events/events/11166/new-approaches-tax-and-welfare-australia-and-korea
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Source: Revenue Statistic 2018, OECD. 

Priorities and challenges for domestic tax and fiscal reform 

A first theme at the workshop was system-wide tax and fiscal reform within each of Korea 

and Australia. Professor Kang Byung-Goo, the Chair of the Special Committee on Financial 

Reforms, presented on the priorities and challenges for tax reform in Korea. The Special 

Committee is advising the Korean government on needed tax reforms. One important focus 

is land tax; another is increasing the strength and progressivity of the income tax. A difficult 

challenge for Korea, as for all countries, is designing a tax system that can support economic 

growth while achieving better outcomes for fairness and revenue. 

Professor Robert Breunig, Director of the Tax and Transfer Policy Institute of the Australian 

National University, presented on priorities in Australia. Professor Breunig highlighted issues 

of complexity, inefficiency, unfairness and unsustainability of the Australian tax system. 

There are some particular weaknesses in the system, including a declining revenue ratio for 

the Goods and Services Tax (GST), a value-added consumption tax, and increasing 

exemptions and concessions in the income tax. Tax expenditures are unfairly distributed, 

with the rich benefiting more from concessions for housing, capital income and retirement 

saving. Professor Breunig observed that tax policy advocates generally agree on the “what” 

of tax reform. However, it is a major challenge to develop a political narrative of “why” tax 

reform, which would appeal to a broad spectrum of the population. 
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It was interesting to compare these policy challenges and priorities with developments in 

the personal income tax reform in China, presented by Professor Xiong Wei of Wuhan 

University. Professor Xiong analysed the history, policy and revenue implications of the 

Chinese income tax reform of 2018. One driving factor was the very rich – such as movie 

stars – evading significant amounts of tax. At the other end of the income distribution, poor 

people faced standard provisions in a schedular income tax, although conditions were highly 

unequal across the country. The goal of this tax reform was to move towards a more global 

or consolidated income tax base, away from a schedular system, and to increase income 

taxation on capital income and on upper income earners. This continued fundamental 

restructuring of the tax system within China to make it more uniform and fairer, although 

there remain many challenges in administration. 

Another important issue of fiscal policy in each country is fiscal decentralisation, and the 

financing of local and regional government expenditure. Two papers from Korean scholars 

addressed these issues for both Korea and Australia. Dr Kim Pil-Hyun of the Korean Institute 

of Local Finance explained the Korean experience of Fiscal Decentralisation. For Korea, the 

rebirth of decentralisation, including tax autonomy, is associated with the push for 

democracy in the 1980s.  

Since the 2000s, vertical fiscal imbalance is increasing in Korea, with local taxes covering 

about one third of local government expenditures. The main source of revenue is property 

tax, but it is unstable and politically unpopular. The tax base is inadequate, but welfare is 

increasingly becoming the responsibility of the subsidiary governments. It is interesting to 

compare Korea with a number of other countries in the OECD where welfare expenditure is 

a substantial responsibility of local governments. Australia, in contrast, has a mostly 

centralised system of cash welfare payments. The increasing reliance on transfers from the 

central government leads to moral hazard and expenditure risks. Reforms under 

consideration include expanding local income or consumption taxes, or introducing 

bankruptcy laws for subsidiary governments; there is no consensus yet on the way forward. 

Professor Jun Byung Wook of the University of Seoul proposed the application of tax 

increment financing (TIF), an innovation for financing cities, as a new financing method for 

financing infrastructure development in Australia (which he considered as part of a project 

about infrastructure finance for the Korean Development Institute). There is emerging 

evidence that increasing infrastructure at where people live is needed in Australia to match 

the growing population. Since the 1970s, governments have been more reluctant to use 

public debt to finance infrastructure as public goods. In Australia, developer charges have 

substantially expanded, but these are passed on in house prices and may still be insufficient 

for purpose; developers have an incentive to fund inadequate infrastructure.  

Professor Jun considered whether TIF, a form of value capture from land owners who 

benefit from infrastructure development in increased land values, is a partial solution. TIF 

collects revenue in the ‘tax increment’ from an increase in value surrounding an 

infrastructure investment or area redevelopment,  to pay the loan for the development. This 

process has been used for many years by local governments in the US, although it is subject 

to various criticisms. In Australia, State governments would need to regulate TIF for 
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designated districts appropriate for particular infrastructure projects. Another approach is a 

special assessment levy for a particular project and area. 

International Tax in an era of BEPS 

A second theme at the workshop concerned developments and responses to international 

tax challenges, the cross-national impact of tax reforms, and the potential for cooperation 

among countries in the region. The G20-OECD BEPS (Base Erosion and Profit Shifting) project 

culminated in 2018 with the coming into force of the Multilateral Instrument for amending 

bilateral tax treaties; commencement of country-by-country reporting of corporate profits 

and tax and automatic data sharing; and the formulation of approaches to the digital 

economy. In the Asian region, China has played an active role in G20-BEPS negotiations 

while also progressing domestic tax reform to strengthen its own tax system, in the face of 

increasing challenges for economic growth. 

Professor Yasuyuki Kawabata of Yokohama National University in Japan, presented a very 

interesting thematic analysis of three regional tax relations among Asia, Europe and the 

Americas. Professor Kawabata identified the pressure of tax competition between the 

United States and Europe. International tax competition may be intensified by the Brexit 

process in Europe, and by the US tax reforms enacted under President Donald Trump in 

2017 which lowered the US corporate tax rate to 17 per cent. Trends are contradictory, as 

the US reform at the same time extended a minimum tax on global intangible income of US 

multinational corporations operating around the world. In Asia, countries are very diverse 

and the historical development of tax systems is complicated depending on their political 

systems to date. Because about half of countries in Asian area are still developing 

economies, these countries need, initially, to extend tax policy education to all the nations 

in the region. Increasingly, Asian governments will need to cooperate with each other for 

tax enforcement.  

Professor John Taylor of the University of New South Wales in Australia focused on bilateral 

direct investment between Australia and Korea, under the Australia-Korea Double Tax 

Agreement. Building on research from the previous workshop, Professor Taylor recalled that 

the Australia-Korea DTA has still not been renegotiated, although it was signed in 1982 and 

is one of the oldest of Australian unchanged tax treaties. Analysing various case studies of 

cross-border foreign direct investment, the paper showed that the corporate tax rate, 

combined with domestic corporate-shareholder tax treatment and imputation credit 

systems, dividend withholding tax, the debt-equity ratio of the taxpayer, and foreign tax 

credit or exemption all affect the tax rate on foreign direct investment. The paper also 

explored the treatment of profits distributed from a Singapore company which may act as a 

gateway for international investment.  

Both Korea and Australia produce hybrid results between capital export neutrality, capital 

import neutrality and national neutrality depending on how the investment is structured. 

However, Korea’s combination of domestic and international tax rules produces a more 

uniform treatment than Australia, of foreign compared to domestic investment. Australia’s 
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system favours domestic shareholders for domestic investment and disadvantages foreign 

investment when distribution to ultimate shareholders is taken into account. 

The participants then turned to consider the developments under OECD-BEPS, especially 

important developments on the concept of permanent establishment (PE), digital and 

financial transactions. The papers demonstrated the highly technical nature of some of the 

BEPS proposals and the real economic effects on expanding source country taxing 

jurisdiction that might arise. Comments from a revenue agency perspective were provided 

by Mr Andrew Mills (Second Commissioner, Law Design & Practice Group, Australian 

Taxation Office). 

Dr Jang Jaehyung of Yulchon LLC examined the rules for attribution of profit to a permanent 

establishment, especially a deemed PE for a dependent agent of a foreign enterprise. Where 

there is a dependent agent concluding contracts on behalf of the enterprise, this will be a 

deemed PE under the OECD norms. BEPS Action 7 focuses on the taxing rights of source 

countries and seeks to expand the notion of deemed PE to take account of certain 

commissionaire and contracting arrangements and prevent “fragmentation” of activities so 

as to avoid PE status.  

Once a dependent agent PE is established, this raises the problem of determining arm’s 

length profit attribution to the PE, and a question arises about “single” compared to “dual” 

treatment of payments made from the “deemed PE” to the dependent agent, and allocation 

of more profits to the deemed PE than are paid out to the agent. In some cases, the 

combination of Article 5 (PE) and Article 9 (profit attribution) means the source country can 

tax some profits even where there is no physical presence in the country, thus already 

extending source country taxing rights.  

Associate Professor Chloe Burnett of the University of Sydney discussed the BEPS proposals 

for transfer pricing of financial transactions, specifically setting the interest rate applicable 

between related corporations in multinational groups. She framed the overall question for 

law reform as being whether it is appropriate for large multinational enterprises (MNEs) to 

get a tax deduction for interest expense (in various countries) that substantially exceeds the 

MNE’s third party interest cost. This result is produced by intra-group financing and 

deductibility of interest. Countries apply both thin capitalisation and transfer pricing rules to 

limit interest deductibility, to varying effect. 

Professor Burnett discussed the BEPS Action 4 proposals for a “best practice” overall 

interest limitation approach of 30 per cent of EBITDA (Earnings Before Income Tax and 

Depreciation of Assets). Thin capitalisation rules are not a safe harbour from transfer pricing 

limits. The final approach is yet to be decided. 

Associate Professor Celeste Black of the University of Sydney discussed the concept of 

royalty for purposes of tax treaties, especially the challenge of the digitalisation of 

broadcasting. Professor Black examined potential effects of the OECD’s discussion paper on 

the digital economy, especially whether the mechanism of royalty withholding tax, which is 

the main way in which payments for performances, broadcasting and similar activities are 
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taxed, is sufficiently flexible to accommodate digital developments. Particularly interesting 

issues are raised by ‘live streaming’ and convergence of technologies.  

The royalty withholding tax treatment depends in part on copyright law as it applies 

domestically and in international agreements to livecasting or webstreaming compared to 

recorded broadcasts. For example, the Australia-Korea Free Trade agreement does not 

include livestreaming or internet transmission as broadcasting. There is a tension between 

the policy goal of IP  law where rights may be narrowed, and the policy goal of tax law which 

may seek a broader definition of broadcasting so as to collect royalty withholding tax. 

Perhaps the concepts of broadcasting in copyright law and the notion of ‘royalty’ are no 

longer suitable for allocation of taxing rights. 

The final papers in this theme addressed Australian and Korean perspectives on the OECD-

BEPS Multilateral Instrument (MLI) and its effect on country tax treaty policy, by Professor 

Michael Dirkis of the University of Sydney. The presentation addressed the past, present 

and future impact of the MLI and new OECD Model Convention (2017), which may affect 

Australia’s treaties substantially as many of them are quite old. For Australia, 43 of 44 DTAs 

were nominated as covered tax agreements for the MLI (excluding Germany, as a new 

Australia-Germany DTA had just been signed). Several of Australia’s bilateral DTAs in the 

Asian region will be affected by the MLI, including DTAs with Japan, Malaysia, Indonesia, 

India, Singapore and China PRC. Australia nominated the Korea DTA for coverage, however 

it was not mutual: Korea did not nominate Australia as one of the covered DTAs. This means 

that for the present time, the MLI cannot apply at all to the Australia-Korea DTA. This may 

change in future. Professor Byun Hyejung of the University of Seoul also carries out 

research on this topic. 

Tax and Welfare Policy and Economic Effects 

The third major theme of the workshop focused on issues of social policy and welfare; the 

economic effects of tax and welfare systems; and whether policy innovations in one country 

could transfer to the other. 

Professor Peter Whiteford of ANU made a general presentation on developments in social 

policy and welfare in Australia and Korea, focusing in particular on age pensions for rapidly 

ageing populations. Korea is an example of a country that had tremendously rapid growth in 

GDP per capital since the 1960s, and compared to other OECD countries, its social welfare 

system did not keep up with growth. This poses a policy challenge today. Life expectancy in 

Australia and Korea is now basically the same, at more than 80 years, having rapidly 

increased in Korea over the last 50 years. However, Korean fertility rates have fallen below 

Australia in recent years.  

Korea has a higher poverty rate than Australia, but both have rather high poverty rates 

relative to most other countries in the OECD. This may partly be explained by the relatively 

low tax and spending to GDP ratios compared to other OECD countries. Korea also has the 

largest gender gap in earnings of any OECD country and women still face many barriers to 

working and achieving economic security. Both countries have relatively high income 
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poverty among older people. However, this is complicated by wealth: Australia has one of 

the wealthiest populations in the world, and older people hold a large share of wealth.  

Figure 2 

Source: OECD; Peter Whiteford presentation. 

Professor Whiteford presented the trend in cash welfare spending in selected Asian 

countries including Australia and Korea (above). For Japan, spending has substantially 

increased since 2008; for Australia, it is mostly flat; but China and Korea are increasing from 

a lower base. Korea’s spending on the age pension is less than half that of Australia as a 

share of GDP. Reforms are needed to address income poverty for older Koreans while 

restraining overall fiscal costs. A combination of public and private pensions, older age 

thresholds, increased work for women and older people are possibilities. 

Professor Lee SeongGyu of the University of Seoul presented research about the 

adaptability of the the newly established Australian National Disability Insurance Scheme 

(NDIS) for Korea, especially the personal budget approach for people with disabilities. A key 

element was that this is not ‘charity’ but applies a market logic to support for disabilities 

and it is applied across the country, financed by a levy. The insurance approach, with the 

goal of reducing future costs after initial investment, and granting autonomy and choice is 

laudable. However, one issue is the immediate need for increased financing that occurred a 

year after it commenced in 2016. Some people who are denied coverage of the NDIS no 

longer receive free services. The system must also be supported by general health and 

welfare benefits, and transition for a new, large system with services privately provided is 

very difficult. In spite of the challenges of the NDIS, Professor Lee saw many advantages for 

autonomy and appropriate financing for disabled people in the NDIS approach. 

Professor Robert Breunig presented new research on whether earned income tax credits 

for older works may prolong labour market participation and boost earned income. The 

study, prepared with Andrew Carter, presented empirical evidence from an Australian tax 
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credit program called the Mature Age Worker Tax Offset which operated from 2005 to 

2014, using tax return data for the full population. The program cost AUD$4.3 billion over 10 

years. The research found that it increased work participation by a small amount, of about 

0.5 per cent (statistically significant). A difference-in-difference approach was carried out 

comparing with a control group of different ages (54 compared to the eligible age of 55, 

with other controls for ages 56 and 57). The size of the response was fairly small, perhaps 

because of the small size of the credit, or lack of salience or ability to respond. Targeted tax 

credits are a relatively expensive and not highly effective way to increase workforce 

participation of older workers in Australia. 

The approach of static microsimulation modelling of the tax and welfare system was 

presented by Associate Professor Ben Phillips and Ms Cukkoo Joseph of the Australian 

National University. This distributional model, PolicyMod, established at the Centre for 

Social Research and Methods at ANU uses Survey of Income and Housing microfile data 

from the Australian Bureau of Statistics to model the distributional and fiscal effects of tax 

and transfer reforms. The model covers welfare benefits, family payments, age pension, 

childcare and health insurance provisions. The researchers are working to develop optimal 

system-wide policy modelling subject to various constraints. 

Dr Jeon Byung Mok of the Korean Institute of Public Finance presented on the distributional 

effects of tax policy. The previous workshop highlighted proposals to expand the personal 

income tax in Korea with the goal of increasing tax revenue, redistributing income more 

fairly and reducing the number of those who do not pay income tax. It was considered that 

just increasing the top tax rate in the personal income tax will only have limited effects on 

income redistribution and tax revenue and the government should instead consider a 

widespread tax rate increase to be applied to the middle income or higher groups. 

Dr Jeon analysed the distributional and revenue effects of the Korean income tax with the 

basic welfare payment. Overall, inequality measured by various indicators is not too high for 

market income, although it is increasing. However, poverty is rather high relative to other 

OECD countries. Transfers are more effective at redistribution than the tax system, and it 

may be better to reform the tax system to increase revenue rather than simply trying to 

increase progressivity of the tax rate structure. The tax rates on the lowest income earners 

are already very low. Overall, the system is stable and can support an increase in tax rate 

and reduction of the wage deduction for ordinary earners. 

In the last paper of the session, Professor Miranda Stewart of the ANU presented joint 

research with Ben Phillips and Dr David Ingles of ANU, about the feasibility, distributional 

effects, fiscal cost and potential design of a basic income for Australia. The analysis used 

PolicyMod distributional modelling to test alternative ways to finance basic income 

payments, which would be a big change from Australia’s current means tested and 

progressive tax and transfer system. It modelled the use of a wealth tax to finance a basic 

income for all individual adults and a payment to all children.  

Professor Stewart’s paper presented a thought experiment, modelled on population data, in 

redesigning the tax and transfer system towards a broader base, more universal transfers 
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and flatter taxes. The shift to basic income tested in the paper would lower some high 

effective marginal tax rates for low income welfare and pension recipients in the current 

system. However, most basic income proposals would also increase taxes paid by most 

workers. If wealth is taxed, the proposed basic income design, taxing wealth more highly, 

would leave most families with children better off because of universal child payments, but 

the wealth tax would mean many middle and upper income households would be 

significantly worse off than under the current system. This is because the modelled wealth 

tax would apply to all savings including the main residence and retirement savings. While it 

is unlikely that the paper proposals would be considered as politically acceptable policy 

options, they show how changes in various system parameters could alter the system with 

potentially positive work incentive and distributional outcomes. 

The workshop hosts from the University of Seoul and the Tax and Transfer Policy Institute of 

the Australian National University, and all participants, are grateful for support for this 

collaborative research workshop series from the Australian Government through the 

Australia-Korea Foundation of the Department of Foreign Affairs and Trade; the Institute of 

International Cooperation and Education of the University of Seoul, Korea and Yulchon LLC 

of Korea. The participants intend to continue their research engagement and build future 

collaborative research projects on challenges in tax and welfare policy, across the disciplines 

of law and economics. 

Miranda Stewart 


