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Australia’s future: tax, productivity and federation 
22 September 2021 

Introduction 

A half day workshop hosted by the Business Council of Australia and the Tax and Transfer Policy 
Institute, Crawford School, Australian National University.  

Representatives from business, government, academia, youth and others directly involved in 
Australian tax reform efforts came together to discuss reform options in three theme areas of: 
taxation, productivity and Australia’s federation.   

The final program and speakers list is available here. What follows is a summary of salient points 
raised. 

Diagnosis of the challenge facing the Australian tax system 

Fundamentally, Australia’s tax system in 2021 is not fit for purpose. The system is not capable of 
raising sufficient revenue to match spending in either a single year or over multiple years.  

In terms of the Commonwealth’s revenue raising potential: 

• Growth in allocated spending commitments increasingly exceeds growth in the tax take to
fund them.

• Revenue raising is heavily reliant on one ‘workhorse’ source of tax: personal income tax. The
taxation of personal incomes - predominantly wage and salary income – augmented by an
associated passive revenue boon from fiscal drag is the sole instrument deployed for budget
repair.

• The increasing reliance on personal income taxes and continued erosion of indirect taxes has
effectively unwound the ‘tax mix switch’ associated with the introduction of the GST, in the
span of just two decades.

• Australia fails to provide an attractive base for capital. The corporate tax system acts as a
tariff on imported capital and contributes to the failure to achieve economic diversity. Our
heavy dependence on iron ore and concentration of the tax base in mining and banking raise
sustainability issues.

State government tax bases, reliant on resources, stamp duties and payroll taxes, are subject to 
market vagaries and jurisdictional competition and are in an even more fragile state than the 
Commonwealth’s.   

The system punishes innovation, enterprise and effort, rewards tax minimisation and distorts the 
pattern of savings. It places an inequitable burden on the current working age population. Absent 
deliberate policy interventions, a shrinking proportion of individuals will carry the personal income 
tax burden – a trend likely exacerbated by disruptions to migration flows coincident with COVID-19. 

Embedded into the tax debate is an implicit sense of the “worthy poor”: that older low-income 
Australians are somehow more worthy of societal resources than the working age population. An 
entire generation over the age of 65 has obtained, and retained, age-based tax concessions. Some 
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might describe this as the misfortune of the millennial generation. An alternative viewpoint suggests 
a whole generation has forgotten the role of being a good ancestor.  

In the meantime, the tax system creates a growth problem. Economic output as measured through 
GDP is affected by tax system incentives. Poorly structured taxes have a deleterious effect on GDP 
growth prospects.  

The tax sustainability challenge crystallizes when considering how Australia might raise revenue if 
faced with an economic crisis at a time of elevated public debt levels. The default option - to place 
even greater strain on current tax bases – will have negative economic and social consequences 
poorly understood by most Australians.  These consequences will fall mostly on younger 
generations. 

In contrast to this rather bleak background, tax reform is an option enabling both a fairer society and 
stronger growth. Positive changes to the tax system also insure against potential revenue growth 
demands to address future public debt problems. 

 

The challenging political context for productivity- and growth-enhancing tax change 

The current level of ambition for tax reform is fundamentally at odds with the consensus diagnosis 
of the underlying state of the system.  

At the Commonwealth level, Australian tax policies in the past two decades are characterized by 
discrete, modular tax changes rather than ‘big bang’ comprehensive change. At their most ambitious 
and best executed, reforms of this ilk are internally consistent and arranged around an organized 
path; one that can stretch over the course of multiple terms of government. The recent 7-year 
income tax plan is an effective example of this approach. 

The seven-year personal income tax plan also highlights an important dynamic of the Australian tax 
discourse. The post-World War II Australian experience is that an ever-increasing tax share coming 
from personal incomes places increasing strain on social cohesion. Unsurprisingly, the discussion of 
taxation in the public sphere has been dominated by governments periodically handing back bracket 
creep through tax cuts.  

This reflection on the limitations of increased reliance on income tax forms a reasonable starting 
point for the future. Two factors weigh on the prospect for ambitious structural change: 

• Tax reform is a particularly hard form of structural reform as it requires leaders to expend 
significant political capital unrecoverable in the short term. By definition, taxes that best 
support the efficient allocation of societal resources and growth are hard for people to 
avoid. Inevitably, good tax reform will be unpopular over the course of at least one electoral 
cycle. 

• Political capital for reform is in short supply, particularly in the context of the Australian 
Federation and its need that state and federal governments work together for tax reform. 
Political environments frequently involve precarious and transitory margins of political 
advantage. At least one seat in every national cabinet is close to an election, or on a 
precarious margin that limits the system’s capacity for ambitious changes with implications 
for various and multiple levels of governments. 



 

3 
 

 

Modular, incremental change has coincided with systemwide drift. Specifically, a rudderless 
Australia has moved in the opposite direction to the reform path outlined in the Australia’s Future 
Tax System Review (the Henry Review) over the decade since the review was released.  

 

Diagnosis of the productivity challenge 

The landscape of productivity in Australia leaves much to desired. 

The declining trend in economic growth is largely a story of declining productivity, coupled with 
negative capital deepening (capital shallowing) due to weak business investment. The phenomenon 
is not cyclical; it has been an omnipresent feature of the Australian economy since the global 
financial crisis.  

The period immediately prior to Covid marked the worst outcomes for productivity and investment 
since national accounts were first recorded. While Covid has led to some important innovations in 
the way we operate – particularly observable in areas such as tele-health and covid-enforced shifts 
to working from home – it will likely worsen the overall productivity outlook.  

Australia is the archetypal small open economy. The challenges to productivity associated with 
current border closures, a complex geostrategic environment, and supply chain disruptions are likely 
to have an amplified negative impact given this context. Low migration flows raise serious concerns 
given the role that high rates of immigration have played in suppressing the negative effects of 
population ageing and the contribution of migrants to innovation and growth. 

Productivity and growth outcomes have significant consequences for the fiscal position and for debt. 
The first intergenerational report (published in 2002) projected productivity and GDP per capita 
growth of 1 ¾ per cent per year and argued the case for targeting 2¼ per cent per year on average 
for two decades. Productivity outcomes were instead 1 ¼ per cent per year – missing projections by 
½ a per cent and the target by one full percentage point.  If the target had instead been hit, and 
holding all else equal (admittedly heavy on assumption), the budget would be in balance in the 
current year instead of a deficit of 5 per cent, with surpluses into the forward years. The 2021 
intergenerational report (IGR) similarly highlighted a low productivity growth path leading to 
materially higher debt on current trends. 

It is crucial that Australia maintains a stance of openness to the world and actively strives to 
disassemble the domestic barriers put up during Covid as soon as possible.  

It is also difficult to overstate the importance of a renewed public policy focus on stimulating 
investment, beginning with attracting more foreign capital. Barriers to investment through the 
foreign investment regime must be reduced and the negative role of the tax system as a tariff on 
imported capital reviewed. 

A sophisticated approach to capital deepening will go further. It complements policies that promote 
physical capital accumulation with those that foster an overarching environment in which the 
development/implementation of new ideas is paired with innovative use of that physical capital. It 
requires a broader suite of actions to facilitate the conversion of ideas into new business models, 
and policies that promote skill formation and enhance labour mobility.  
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Productivity discussions often have an anti-productive cost-cutting connotation in Australia: “do 
more with less” rather than the forward-thinking “make better use of what you have available”. The 
crucial distinction occurs around decisions to invest (less or more) in systems that boost productivity.  

With non-market sectors growing their slice of total economic resources over time, a policy focus on 
productivity in the underlying business models of the public sector (health, hospitals, and schools) is 
essential. Their models haven’t changed significantly in recent decades and investments typically 
don’t seek productivity where it links to saving on labour.   

 

The role of the Federation in reform 

With revenue from income tax bases residing predominately within the Commonwealth’s purview 
and revenue from consumption and land taxes accruing to State governments, tax and productivity-
enhancing reform is by necessity a challenge that demands the federal and state governments work 
together. 

Australia has one of the world’s most comprehensive systems in terms of sharing resources 
commensurate with responsibilities. It is generally successful and a model for other countries. The 
system ensures that an Australian citizen’s ability to access (for example) healthcare and education 
is not predicated on their state of residence.  

Any federation will naturally exhibit a degree of vertical fiscal imbalance, whenever the level of 
government which raises funds differs from the level of government that spends the money. High 
levels of imbalance may be undesirable, as they reduce accountability and transparency. Australia’s 
levels of imbalance are high compared to peers such as Canada, the United States and Germany. The 
embedded imbalance leads to inefficiencies in revenue raising, and to situations where sensible 
reforms can be hard to implement because the incentives at one tier of government do not align 
with the broader public good. 

A federation with more latitude for the states to make policy and raise revenue may have some 
advantages.  It was suggested that decentralised countries may make better inter-generational 
policy.   Widespread policy innovation can emerge as states experiment with independent policy 
initiatives. Australia has benefited from policy innovations initially trialed in one state and then 
gradually rolled out more broadly. Research into mechanisms and incentives which might speed up 
the process of harmonizing regulation across states will enable a greater share of the population to 
enjoy the benefits of innovation sooner. 

 

Next steps: where might solutions come from? 

The public policy objective should be for post-Covid growth at a faster and deeper level than that of 
the pre-covid period. Not growth for growth’s sake, but economic growth as the platform to sustain 
an Australia that meets our vision of an ideal country for current and future generations.   

Inevitably this will be private-sector led, with strong market growth funding the non-market sector.  

A non-exhaustive set of specific areas raised by participants as warranting greater prominence in the 
current public policy discourse include: 
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• Tax system: replace fuel excise with road user charging; broaden base of the GST and place a 

forward price on carbon; consider a dual income tax to eliminate strong distortions in the 
taxation of savings. 

• Participation: Reduce personal income and payroll taxes and reduce the disincentive for 
labour relocation embodied in current stamp duties; enhance investments in human capital. 

• Productivity: Reduce the rate of tax on the normal return to capital while maintaining tax on 
economic rents by replacing corporate income taxes with cash flow business taxes such as 
an Allowance for Corporate Equity (ACE); prioritise capital deepening through reductions to 
the cost of business in Australia and the tax embedded in the cost of capital; improve the 
regulatory environment. 

These initiatives demand Commonwealth leadership on a shared vision around which states can be 
brought together. Vehicles such as constitutional conventions, aimed at establishing innovations 
with some semblance of bipartisan consensus, offer the prospect of tangible gain.  

Realising initiatives such as these demands both significant political capital and a political 
commitment to the long-term welfare of the nation and all its people. It calls for skill with timing and 
management of the political horizon, over and above the short-sighted negotiation of the immediate 
political landscape. 

 

Robert Breunig, Director, Tax and Transfer Policy Institute 
Drafting assistance from Jytoi Rahman and Tristram Sainsbury 


