
Higher GST a quick
start to tax reform
A cleanout of more than 100 taxes would make
us more competitive, writes Ken Devos.

ANY of those who were
invited to the federal
government's tax forum
would have attended with
high hopes of a positive
outcome. While the forum
provided an opportunity

for many to express their views, it only will be
worthwhile if it leads to the real root-and-
branch tax reform that was promised in the
Henry tax review last year, which is still to be
implemented and delivered. Australia cannot
afford to delay reform any longer if we are to
remain internationally competitive.

While the forum covered six main areas
personal, business and state taxes,
environmental and social taxes, transfer
payments and system governance high on
the agenda should have been the issue of how
the many taxes we have can be reduced or
eliminated. The Henry tax review found that
of the 125 different taxes we have, just 10
generate 90 per cent of the country's total tax
take. Consequently, many inefficient taxes
exist, which unnecessarily increases the
complexity of the tax system.

In this regard, an increase in the goods
and services tax rate might be the best
starting point for a reduction in other
unwanted taxes.

It's true that for this to happen unanimous
agreement of the states is required (which
would be extremely difficult). But legislative
changes could be made to ensure this doesn't
act as a barrier. The government made it clear
that changes to the GST rate were not up for
debate, although a panel was established to
discuss the distribution of the GST. This may
have appeased certain states, but it is unlikely
to get to the heart of real reform.

Yes, a higher tax rate is an unsavoury
thought by itself, but all that a sensibly
devised increase and broadening of the GST
base would be doing is changing the tax mix
rather than asking consumers to pay for tax
reform.

There is good evidence to support
considering a change in the GST rate. Both
the International Monetary Fund and the
Organisation for Economic Co-operation and
Development have previously recommended
that the GST rate should be increased and
broadened. The rate of 10 per cent, which has
remained since its introduction in 2000,

stands below a global consumption average
of 15 per cent, so there is room for movement.

CPA Australia has indicated that lifting the
rate would also result in an increase in
economic growth, enable cuts to both
company and personal taxes and improve the
standard of living.

Another flow-on effect of increasing the
GST rate would be an opportunity to cut
business taxes. Small business in Australia
has been unfairly burdened with many direct
and indirect taxes. That distorts decision-
making and makes it difficult to operate
effectively. There are many examples where
small businesses have made decisions that
are tax-driven rather than being
commercially based. This ultimately affects
their performance and the economy as a
whole.

Specifically, small business compliance
costs, Business Activity Statements and other
administrative requirements need attention
if real tax reform is going to take place. There
is strong evidence that small business spends
a disproportionately large amount of time on
meeting tax obligations and responsibilities
as opposed to conducting business as usual.
This ultimately affects their productivity and
damages their reputation.

Software provider MYOB recently
conducted a survey of 3900 small and
medium enterprises and found that 71 per
cent wanted the tax forum to achieve a
simplified BAS, while 75 per cent wanted the
GST rules reviewed and clarified. Clearly, this
was not going to happen in a couple of days,
but measures need to be put into place in the
immediate future if small and medium
business in Australia is going to grow.

The Housing IndustryAssociation is
campaigning for the removal of inefficient
taxes to stimulate a flagging housing market.
Recent data indicates building started on just
over 37,800 homes during the June quarter,
the smallest number in nearly two years and
20 per cent down on the year. There is an
urgent need for stimulus to inject some life
into new home building and with that, the
affiliated infrastructure. These major project
works are unlikely unless real tax reform can
be achieved in the short-to-medium term.

The Australian Industry Group and other
business organisations have also indicated
that they believe an increase in the
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consumption tax from 10 per cent, or a
broadening of its base to include goods that
are now GST-free, would allow some
inefficient state taxes to be scrapped.

The government has indicated that it is
serious about real tax reform. We need to see
changes made to reduce the number of taxes,
not just to help small business and a flagging
housing market, but to make our economy

more internationally competitive. This will
not be achieved by playing around with
personal tax rates, but rather by adopting a
structured and more consolidated approach.

Ken Devos worked at the Tax Office for 11 years before
joining Monash University's department of business law
and taxation, faculty of business and economics, where
he lectures in taxation law.
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