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Ke y  p o in ts  

 

Th e  Ta x Exp e n d it u r e  St a t em e n t  (TES)  u ses  a s it s  b e n ch m a r k  fr o m  wh ich  t o  

e st im a te  t a x exp e n d itu r e s  a n  a r b it r a r ily  ‘Au st r a lia n ise d ’ ve r sio n  o f t h e  

Sch a n z-Ha ig-Sim o n s (SHS)  co n ce p t  o f a  co m p r e h e n sive  in co m e  t a x. No  

Au st r a lia n  go ve r n m en t  o r  p o lit ica l p a r ty , a t  e it h e r  Fed e r a l o r  st a t e  le ve l, h a s 

e ve r  p r o p o sed  t h e  SHS a p p r o a ch  t o  t a xa t io n  a s it s  t a x p o licy . Th e r e  is a  

d e m o cr a t ic  d e ficit  a t  t h e  h e a r t  o f t h e  TES. 

Au st r a lia ’s Fu t u r e  Ta x Sy st e m  co n clu d e d  b lu n t ly  (p  1 2 ) : 

Co m p reh e n siv e  in co m e  t ax at io n , u n d e r w h ich  all sav in gs in co m e  is  

t ax ed  in  t h e  sam e  w ay  as lab o u r in co m e , is  n o t  an  ap p ro p riat e  p o licy  

go al o r b e n ch m ark .  

Au st r a lia ’s Fu t u r e  Ta x Sy st e m  n o te d  (p  1 2 ) :  

 A s  sav in gs can  b e  t h o u gh t  o f  as d e fe rre d  co n su m p t io n , t h e  lo n ge r t h e  

p e rso n  sav e s an d  re in v e st s , t h e  gre at e r t h e  im p licit  t ax  o n  f u t u re  

co n su m p t io n  … . Fo r a p e rso n  w h o  w o rk s t o d ay  an d  sav e s, t ax in g 

sav in gs also  re d u ce s t h e  b e n e f it  f ro m  w o rk in g. 

Th e  p r e se n t  TES a p p r o a ch  t h u s m isd ir e ct s  p u b lic co n sid e r a t io n  o f t h e  

t a xa t io n  o f sa vin gs, su b t ly  fa vo u r in g sp e n d in g o ve r  sa vin gs, a n d  le isu r e  o ve r  

wo r k . 

It  is  u r ge n t  fo r  t h e  TES to  a d o p t  t h e  wid e ly  a d vo ca t ed  a lt e r n a t ive  e st im a t io n  

o f t a x exp e n d it u r e s  o n  sa vin gs b a se d  o n  a  m o r e  a p p r o p r ia t e  co n su m p t io n  t a x 

b e n ch m a r k .  Th is wa s fo r e sh a d o we d  b y  t h e  US Tr e a su r y  in  2 0 0 3  a n d  t h e  

Au st r a lia n  Tr e a su r y  p r e sen t e d  e st im a t es  o n  a  lim it ed  e xp e r im e n t a l b a sis in  

t h e  2 0 1 3  TES.  

By  co n sid e r in g t a x e xp e n d it u r e s in d e p e n d e n t ly  o f r e la t e d  a ct u a l e xp e n d it u r e s , 

t h e  TES p r e se n t ly  m isr e p r esen t s  p o licy  ch o ices  in  t h e  a r e a  o f r e t ir em e n t  

in co m e  p o licy , wh e r e  t a xa t io n  o f sa vin gs (p a r t icu la r ly  su p e r a n n u a t io n  

sa vin gs)  is c lo se ly  in t e r a ct ive  wit h  exp e n d it u r e  o n  t h e  Age  Pe n sio n . Th e r e  is 

a n  u r ge n t  n ee d  t o  r e -in t r o d u ce  lo n g-t e r m  m o d e llin g o f h o w su p e r a n n u a t io n  

a n d  t h e  Age  Pe n sio n  in t e r a ct  with  a n  a ge in g p o p u la t io n , gr e a t e r  life  

e xp e ct a n cie s a t  r e t ir em e n t , r is in g in co m es a n d  a  m a t u r in g su p e r a n n u a t io n  

gu a r a n t e e  sy st em . Th e  TES is n o t  u p  t o  t h a t  jo b , b u t  Tr e a su r y ’s  fo r t h co m in g 

MARIA m o d e l m igh t  b e . 
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Th e  p r e se n t  TES is wid e ly  m isu n d e r sto o d  a n d  m isr e p r ese n t e d , u su a lly  t o  

r a t io n a lise  h igh e r  e xp e n d it u r e  wit h  t h e  cla im  t h a t  va st  ‘Re ve n u e  fo r go n e ’ 

co u ld  co st le ssly  b e  ga in e d  b y  a b o lish in g t a x exp e n d it u r e s . Sim p le  t e r m in o lo gy  

ch a n ge s a n d  m o r e  a ct ive  e xp la n a t io n  o f t h e  TES co u ld  h e lp  r em e d y  t h o se  

m isr e p r esen t a t io n s. 
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Fo cus o f th is subm issio n  

Th is  su b m issio n  fo cu sse s o n : 

 t h e  fo u n d a t io n  o f t h e  Ta x Exp e n d it u t r e  St a t e m e n t  ( TES) in  t h e  

Au st r a lia n  ve r sio n  o f t h e  b e n ch m a r k  Sch a n z-Ha ig-Sim o n s (SHS)  

d e fin it io n  o f in co m e  (q u e st io n s 4 , 5 , a n d  6  in  t h e  Tr e a su r y  Ta x 

Exp en d it u r e s St a t e m e n t  Co n su lt a t io n  Pa p e r  o f Se p t em b e r  2 0 1 7 ) ,  

 t h e  a p p lica t io n  o f t h e  SHS b e n ch m a r k  t o  t h e  t a xa t io n  o f sa vin gs  

(q u e st io n s 7 , 8  a n d  9 ) ; a n d  

 o p t io n s t o  r e d u ce  m isu n d e r st a n d in g o f t h e  TES (q u est io n s 1 0  a n d  1 1 ) .  

Th is  Su b m issio n  a lso  d r a ws o n  va r io u s e d it io n s o f t h e  TES, e sp e cia lly  t h e  2 0 1 3  

Ta x Exp e n d it u r e  St a t e m en t  a n d  t h e   2 0 1 6  Ta x Exp e n d it u r e  St a t e m e n t , a n d  a  

u se fu l co m p a n io n  t o  t h e  Co n su lt a t io n  Pa p e r , t h e  Tr e a su r y  Wo r k in g Pa p e r : Ta x 

Exp en d it u r e  An a ly sis — Or igin s , Deb a t e s a n d  Fu t u r e  Pr o sp e ct s  o f Ma r ch  

2 0 1 7 .  We  a lso  d r a w o n  Ro b e r t  Ca r lin g’s  r e p o r t  fo r  t h e  Ce n t r e  fo r  

In d e p e n d e n t  St u d ie s, Righ t  o r  Ro r t ? Disse ct in g Au st r a lia ’s  Ta x Co n ce ssio n s  o f 

Ap r il 2 0 1 5 . 

 

Th e  Tax Exp e n d itu re  Statem e n t as  m e an s to  an  e n d , n o t a ritu al  

Th e  Tr e a su r y  Wo r k in g Pa p e r  o b se r ve s in  it s a b st r a ct , p e r h a p s we a r ily  a n d  o n  

a  so m ewh a t  d e fe a t ist  n o t e : 

T h e  p ap e r su gge st s t h at  t h e  p ro s an d  co n s o f  t ax  ex p e n d it u re  

an aly sis  w e re  co m p re h e n siv e ly  w o rk e d  t h ro u gh  w it h in  a sh o rt  t im e  

o f  t h e  co n ce p t  b e in g p ro p o sed . T h ese  d e b at e s h av e  s in ce  b ee n  

re h ash e d  p e rio d ically , w it h  lit t le  o f  re al o r  last in g v alu e  b e in g 

ad d ed .  W h ile  t h e re  is  b ro ad  agree m en t  t h at  so m e  fo rm  o f  re p o rt in g 

o f  t ax  ex p e n d it u res  is  n e ed ed , p ro sp e ct s fo r  f u t u re  m e an in gfu l 

d e v e lo p m en t  o f  t h e  u n d e rly in g t ax  ex p e n d it u res  co n ce p t  ap p ear 

lim it e d .  

Afte r  r e p e a t e d  cr it ic ism s o f t h e  TES in  va r io u s t a x a n d  s u p e r a n n u a t io n  r e p o r t s 

a n d  su b m issio n s t o  Pa r lia m e n t a r y  in q u ir ie s , it  is  im p o r t a n t  n o w to  m a ke  

p r a ct ica l im p r o vem en t s .  
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Th e  a n n u a l p r e p a r a t io n  o f t h e  TES, wh ile  a  le gis la t ive  r e q u ir em e n t  fo r  

Tr e a su r y , is  n o t  a n  en d  in  it se lf. It  is  a  m ea n s t o  t h e  e n d  o f im p r o vin g p u b lic  

u n d e r st a n d in g o f p o licy  ch a lle n ges a n d  p r io r it ie s in  t a xin g  a n d  sp en d in g. It s  

r e le va n ce  t o  sp e n d in g is  in h e r e n t  in  t h e  co n ce p t  o f a  t a x exp en d it u r e :  it  is  t h e  

r e ve n u e  e st im a t e  o f a  m e a su r e  a p p lie d  t h r o u gh  t h e  t a x sy st e m  t h a t  m igh t  

o t h e r wise  b e  a ch ie ved  b y  d ir ect  exp e n d itu r e .   

In  a  m o d e r n  eco n o m y  wit h  e xt en sive  we lfa r e  sp e n d in g a s  we ll a s  h igh  

t a xa t io n , it  is  n o t  u n co m m o n  to  fin d  p a r a lle l o r  clo se ly  in t e gr a t e d  m e a su r es  

o n  b o t h  t h e  e xp e n d itu r e  a n d  t a xa t io n  s id es  o f t h e  b u d ge t .  A key  e xa m p le  is 

r e t ir e m e n t  in co m e  p o licy , wh ich  in vo lves b o t h  Age  Pe n sio n  sp e n d in g a n d  

su p e r a n n u a t io n  t a xa t io n  m e a su r es . Th e  TES ca lls  t h e  su p e r a n n u a t io n  

m e a su r e s ‘t a x e xp e n d it u r e s ’ r e la t ive  t o  it s  b e n ch m a r k , b u t  in  iso la t io n  fr o m  

in t e r a ct io n  wit h  t h e  a ct u a l exp e n d it u r e s  o n  t h e  Age  Pe n sio n . 

It  is  t h e  co n t e n t io n  o f t h is  su b m issio n  t h a t  t h e  cu r r e n t  TES p r o ce sse s , 

p a r t icu la r ly  a s  a p p lied  t o  t h e  t a xa t io n  o f sa vin g, a r e  m isle a d in g a n d  d a m a ge  

p u b lic  u n d e r st a n d in g o f t h e  t a xa t io n / exp e n d it u r e  n e xu s, r a t h e r  t h a n  im p r o ve  

u n d e r st a n d in g . We  a r gu e  t h e  m isu se  o f fla we d  t a x e xp en d it u r e  e st im a te s h a s 

b ee n  a  key  co n t r ib u to r  t o  2 0 1 7 ’s  m ist a ken  p o licie s  t o  ch a n ge  t h e  a ge  p e n sio n  

a n d  su p e r a n n u a t io n  a r r a n ge m e n t s . 

Ou r  su ggest io n  is  t o  m o ve  fr o m  a n  a n n u a l e d it io n  o f TES u sin g lo n g-cr it ic ised  

m e t h o d o lo gy , t o  sp ee d ily  in t r o d u cin g a n  a lt e r n a t ive  co n su m p t io n  t a x 

b e n ch m a r k , a n d  r e sto r in g  u se fu l lo n ge r  t e r m  m o d e llin g a p p r o a ch e s t h a t  

a p p lie d  o ve r  2 0 0 7 -2 0 1 2 .  On  t h e  e xp e r ien ce  o f t h a t  p e r io d , lo n ge r  t e r m  

m o d e llin g wh ich  in t egr a t e s sp e n d in g, t a x, d e m o gr a p h ic a n d  eco n o m ic 

ch a n ge s wo u ld  im p r o ve  t h e  p u b lic u n d e r st a n d in g o f t h e  p o licy  ch o ice s 

in vo lve d .  

Th is  a lt e r n a t ive  p r o p o se d  a p p r o a ch  is  p a r t icu la r ly  im p o r t a n t  in  a r e a s su ch  a s 

t a xa t io n  o f sa vin gs a n d  r e t ir em e n t  in co m e  p o licy . In  t h e se  a r ea s , t h e  

in t e r se ct io n  o f a ct io n s o n  t h e  t a xa t io n  a n d  exp e n d it u r e  s id e s o f t h e  b u d ge t  

a r e  m o st  im p o r t a n t , m o st  co m p lex, a r e  s t e a d ily  e vo lv in g wit h  d e m o gr a p h ic 

a n d  eco n o m ic ch a n ge , a n d  h a ve  t h e  m o st  e n d u r in g im p a ct s  o ve r  m a n y  

d e ca d es . 
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A d e m o cratic  d e ficit in  th e  ch o ice  o f be n ch m ark fo r taxatio n  

Th e  fo r ce  o f t h e  TES st a n d s o r  fa lls  o n  t h e  cr ed ib ilit y  o f t h e  b en ch m a r k  t a x 

t r e a tm e n t  ch o sen  t o  se r ve  a s t h e  p o in t  o f co m p a r iso n  fo r  a ct u a l t a x t r e a t m e n t .  

Th e  Au st r a lia n  TES u ses a s it s  s t a r t in g p o in t  t h e  Sch a n z-Ha ig-Sim o n s (SHS) 

d e fin it io n  o f in co m e , d e fin ed  a s t h e  in cr ea se  in  a n  e n t it y ’s  e co n o m ic we a lt h  

( s t o ck  o f a sse t s)  e a ch  y e a r  p lu s  t h e  e n t it y ’s  co n su m p t io n  in  t h a t  y e a r . 

Co n su m p t io n  in clu d e s a ll e xp e n d it u r e s  exce p t  t h o se  in cu r r ed  in  e a r n in g o r  

p r o d u cin g in co m e .  

St r ik in g fe a t u r es  o f SHS in clu d e  it s  in clu sio n  in  in co m e  e a ch  y ea r  (a n d  

t h e r e fo r e  t h e  h y p o t h e t ica l a n n u a l t a xa t io n  im p o st  e a ch  y e a r )  o f u n r e a lised  

ca p it a l ga in s , in clu d in g t h e  u n r e a lise d  ca p it a l ga in s  o n  o wn e r -o ccu p ied  

h o u sin g, a n d  t h e  ‘in co m e ’ o f im p u te d  r e n t  o n  a n  o wn e r -o ccu p ie d  r e sid e n ce . 

Ho we ve r  SHS a llo ws d ed u ct io n s fo r  e xp e n ses in cu r r ed  in  ga in in g o r  p r o d u cin g 

in co m e , su ch  a s exp en ses o n  a n  o wn e r -o ccu p ie d  r e sid e n ce  (s in ce  t h e y  a r e  

in cu r r e d  in  ga in in g t h e  im p u te d  r e n t  fr o m  t h e  r e sid e n ce  a n d  a n y  ca p it a l 

ga in s) .  

SHS r e m a in s a n  e ssen t ia lly  a ca d e m ic b e n ch m a r k  fr o m  a n  e a r lie r  a ge , t h e  

p r o d u ct  o f t h e  p r o p o sa ls  o f a  Ge r m a n  le ga l sch o la r  in  t h e  la t e  1 8 9 0 s, a n d  o f 

t wo  Am e r ica n  eco n o m ist s  in  t h e  1 9 2 0 s a n d  1 9 3 0 s.
i
  

Th e  id e a lized , h y p o th e t ica l in co m e  t a x sy st e m  SHS e n visa ge d  wa s fo r  a  wo r ld  

t h a t  p r e d a t ed  t h e  ext e n sive  exp e n d it u r e  p r o gr a m s o f t h e  m o d er n  we lfa r e  

s t a t e , a n d  t h e  h e a vy  m o d e r n  r e lia n ce  in  Eu r o p e  a n d  Au st r a li a  o n  b r o a d -b a sed  

co n su m p t io n  t a xe s  a p p lie d  a t  a  u n ifo r m  r a t e . Ab se n t  s ign ifica n t  t a r ge t e d  

we lfa r e  sp e n d in g in  t h e  US o f t h e  1 9 3 0 s, Sim o n s a d vo ca t e d  a  p r o gr e ssive  

in co m e  t a x o n  a  ve r y  co m p r e h e n sive  co n ce p t  o f in co m e  a s t h e  p r e d o m in a n t  

wa y  t o  r ed ist r ib u t e  in co m e  fr o m  t h e  r ich  t o  t h e  p o o r .
 ii

 

An y  m o d e r n  fo r ce  fr o m  t h e  SHS b e n ch m a r k  is  r ed u ced  b y  t h e  fa ct  t h a t  n o  

Au st r a lia n  go ve r n m en t  o r  p o lit ica l p a r ty , a t  e it h e r  Fed e r a l o r  st a t e  le ve l, h a s 

e ve r  p r o p o sed  t h e  SHS a p p r o a ch  t o  t a xa t io n  a s it s  t a x p o licy . No r  h a s  i t  e ve n  

b ee n  o ffe r ed  a s  a  gu id e lin e  t o  t a x p o licy  d e ve lo p m e n t  in  a n y  p a r t icu la r  a r e a , 

su ch  a s  r e t ir em e n t  in co m e  p o licy  o r  t h e  t a xa t io n  o f sa vin gs.  

In st e a d , r a d ica l d e via t io n s fr o m  SHS a r e  d ee p ly  e m b ed d e d  in  t h e  h ist o r ic , 

d ee p  st r u ct u r e  o f Au st r a lia n  t a xa t io n  a s se t t le d  in  le gis la t io n  fo r  o ve r  1 0 0  
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y e a r s .  Co n t r a r y  t o  t h e  SHS b e n ch m a r k , t h e  Au st r a lia n  t a x sy st e m  h a s n o t  

t a xed  u n r e a lize d  ca p it a l ga in s , n o r  t h e  im p u t e d  r e n t  o r  r e a lized  ca p it a l ga in s 

o n  o wn e r -o ccu p ied  h o u sin g, n o r  ga in s  fr o m  co m p e n sa t io n  fo r  d a m a ge , n o r  

win n in gs fr o m  ga m b lin g (o t h e r  t h a n  b y  p r o fessio n a l ga m b le r s) .  

To  t r y  t o  m a ke  SHS p r a ct ica l a n d  t o  b r id ge  so m e  o f t h e  ga p  b e t wee n  SHS a n d  

t h e  Au st r a lia n  t a x s t r u ct u r e , t h e  TES m a kes e sse n t ia l ly  a d  h o c a n d  ju d gm e n t a l 

a d ju stm e n t s t o  t h e  Au st r a lia n  TES in co m e  t a x b e n ch m a r k .  Th ese  a d ju st m e n t s  

r e gr e t t a b ly  le a ve  t h e  Au st r a lia n  b e n ch m a r k  a d r ift , u n co m fo r t a b ly , so m e wh e r e  

b e t wee n  SHS th eo r y  a n d  Au st r a lia n  p r a ct ice . Fo r  exa m p le : ca p it a l ga in s  a r e  

in clu d e d  o n ly  o n  r e a liza t io n ; t h e  im p u te d  in co m e  fr o m  o wn e r -o ccu p ied  

h o u sin g is  n o t  in clu d e d ; b u t  r e a lize d  ca p it a l ga in s  o n  sa le  o f o wn e r -o ccu p ied  

h o u sin g is  in clu d e d ; h o we ve r  t h e  m o r t ga ge  in t e r e st  a n d  ca p it a l co st  o f 

im p r o ve m e n t s  a r e  n o t  d e d u ct ib le  a ga in st  t h e  (h y p o t h e t ica l)  CGT co st  b a se  o f 

t h e  h o u se .
 iii

 Th e  r e su lt a n t  ‘Au st r a lia n ise d ’ b e n ch m a r k  fo r  ca p it a l ga in s  

t a xa t io n  o f o wn e r -o ccu p ie d  h o u sin g is  o d d , wh e t h e r  v ie we d  fr o m  a  t h eo r e t ica l 

p e r sp ect ive  o r  a  p r a ct ica l o n e .  

Th is  Au st r a lia n isa t io n  o f t h e  SHS b e n ch m a r k  is  a  b ig ca ll.  As t h e  Hen r y  

r e vie w, Au st r a lia ’s  Fu t u r e  Ta x Sy st em , n o t e d : 

A n  e xe m p t io n  f ro m  in co m e  t ax  o r  ap p ly in g re lat iv e ly  lo w  rat e s o f  t ax  t o  

su p e ran n u at io n  an d  o w n e r -o ccu p ied  h o u sin g is  co m m o n  p ract ice  

aro u n d  t h e  w o rld  an d  h as b ee n  a lo n gst an d in g fe at u re  o f  t h e  A u st ralian  

t ax  sy st em . T h e  f am ily  h o m e  h as n o t  b ee n  su b je ct  t o  in co m e  t ax  in  

A u st ralia s in ce  t h e  earlie r  p art  o f  last  ce n t u ry . Im p u t ed  ren t al in co m e  

an d  cap it al gain s f ro m  o w n e r -o ccu p ie d  h o u sin g are  ge n e rally  e xe m p t  in  

t h e  OECD co u n t rie s , w it h  a f e w  e x ce p t io n s.  (p  1 3 )  

Re gr e t t a b ly , t h e  a d  h o c Au st r a lia n  a d ju stm e n t s t o  SHS le a ve  t h e  r e su lt a n t  t a x 

b e n ch m a r k  o p e n  to  t h e  cr it ic ism  t h a t  it  is : 

 a  h igh -t a x ch a r t e r , see k in g t o  in cr e a se  e ffect ive  t a x r a t e s  in  le sse r -t a xed  

p a r t s  o f t h e  sy st e m  u p  to  t h e  e ffect ive  r a t e s in  t h e  h igh e st  t a xed  p a r t s  

o f t h e  sy st e m ;  

 a n  a t t e m p t  t o  m a sk  p o lit ica l d e b a t e  a b o u t  t a x sy st em  o b je ct ive s b e h in d  

a  t ech n ica l sm o ke  scr e e n , a n d   
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 a  co ve r t  p r e scr ip t io n  fo r  b ig sp e n d e r s  o f a ll p o lit ica l p e r su a sio n s t o  

p it ch  t h e ir  n e w sp e n d in g a m b it io n s t o  vo t e r s  wit h  t h e  cla im  t h a t  

a b o lish in g t a x exp e n d it u r e s  wo u ld  o b via t e  t h e  n ee d  fo r  sp e n d in g 

r e st r a in t  a n d  exp en d it u r e  p r io r it isa t io n .   

Th e  Co n su lt a t io n  Pa p e r  p u t s it  m o r e  d e lica t e ly : t h e  TES 

… o f te n  se rv es as  a so u rce  o f  id e as fo r  t h o se  in t e rest e d  in  b ro ad e n in g 

t h e  t ax  b ase . (p 1 )  

Au st r a lia ’s le gis la t e d  ‘d isco u n te d ’ t a x t r e a tm e n t  o f ca p it a l ga in s, it s  n o n -

t a xa t io n  o f o wn e r -o ccu p ie d  h o u sin g a n d  it s t a x co n ce ssio n s fo r  

su p e r a n n u a t io n  ( t o  t a ke  ju st  t h r ee  a r e a s  t h e  TES r e ga r d s a s  la r ge  t a x 

e xp e n d it u r e s)  a ll h a ve  t h eo r e t ica l su p p o r t  fr o m  t h o se  wh o  h a ve  r e fle ct ed  o n  

t h e  d isco u r a gem e n t  t o  lo n g t e r m  sa vin g b y  a n  in co m e  t a x a t  p r o gr essive  r a t e s  

o n  n o m in a l sa vin g.  

Aga in st  t h e  r e p u t a b le  a n a ly sis t h a t  is r e fle ct e d  in  t h e  a ct u a l t a x la w,  it  la cks 

fo r ce  t o  co m p a r e  a n  ‘Au st r a lia n ised ’ ve r sio n  o f t h e  SHS a ca d em ic t a x 

b e n ch m a r k  fr o m  t h e  1 9
t h

 a n d  e a r ly  2 0
t h

 cen t u r y  wit h  n o  d e m o cr a t ic  su p p o r t  

in  Au st r a lia , a n d  t o  ca ll t h e  d iffe r e n ce  a n  Au st r a lia n  ‘t a x exp e n d it u r e ’. 

Th is  is  t h e  d e m o cr a t ic  d e ficit  a t  t h e  h e a r t  o f t h e  TES.   It  is  t h is  we a kn esse s 

wh ich  h a ve  le d  Am e r ica n  cr it ics  (a n d  t h e  US Tr e a su r y , in  a  2 0 0 3  p a p e r )  t o  

su p p o r t  p r e p a r a t io n  o f t a x exp e n d it u r e s  fr o m  a  co n su m p t io n  t a x a s we ll a s  a n  

in co m e  t a x p e r sp e ct ive .
iv
   

Sp e a k in g o f t h e  US Ta x Exp e n d it u r e  Bu d ge t , t h e  e q u iva le n t  o f t h e  Au st r a lia n  

TES, St e ve n  De a n  h a s co n clu d e d : 

Cre at ed  t o  gu ard  again st  ab u se  b y  p u b liciz in g t h e  co st s o f  t ax  su b sid ie s  

t h e n  re su rre ct ed  as  a b e an  co u n te r , t h e  t ax  e x p e n d it u re  b u d ge t  is a 

z o m b ie  acco u n t an t . Dre ad fu lly  u n su it ed  t o  it s n e w  lif e , t h e  t ax  

e x p e n d it u re  b u d ge t  p ro d u ce s in fo rm at io n  t h at  is b o t h  f law e d  an d  

lim it e d .
v
 (p  2 6 5 )  

Ju st a ‘be n ch m ark’, n o t an  id e al? 

Th e  Au st r a lia n  TES h a s a lwa y s s t a t ed  t h a t  t o  ca ll so m e t h in g a  ‘t a x 

e xp e n d it u r e ’ ( r e la t ive  t o  t h e  Au st r a lia n ised  SHS b en ch m a r k )  is n o t  t o  sa y  it  is  

wr o n g o r  u n ju st ifie d . In  co n t r a st , a s  n o t ed  in  t h e  Tr e a su r y  Wo r k in g Pa p e r  (p  
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3 ) , St a n ley  Su r r e y , t h e  US Tr e a su r y  o fficia l wh o  led  t h e  in t r o d u ct io n  o f t a x 

e xp e n d it u r e  e st im a tes  in  t h e  US in  1 9 6 7 ,  v ie we d  t a x e xp e n d it u r e s  a s  in fe r io r  

p o licy .  He  ch a r a ct e r ised  t a x exp e n d it u r e s  a s  “d e p a r t u r e s fr o m  t h e  n o r m a t ive  

t a x s t r u ct u r e” (e m p h a sis  a d d ed )  a n d  h o p e d  t h a t  en u m e r a t in g t h e m  wo u ld  

le a d  t o  t h e ir  a b o lit io n .   

Da n ie l Sch a vir o  r e ca lls  t h e  fr a m ewo r k  o f Su r r e y ’s  t h in k in g:  

T ax  re fo rm , d e f in ed  as  b ro ad e n in g t h e  b ase  o f  t h e  in co m e  t ax  so  t h at  

h igh -in co m e  t ax p ay ers  w o u ld  p ay  m o re , h ad  lo n g b e e n  a p e rso n al cau se  

o f  h is . T h e  t ax  e x p e n d it u re  b u d ge t  t h u s se rv e d  fo r  h im  as a t o o l o f  t ax  

p o licy , n o t  ju st  b u d ge t  p o licy . It  w as m e an t  t o  se rv e  as  a h it  lis t , 

id e n t if y in g p ro v is io n s t h at  sh o u ld  b e  re p eale d  f ro m  t h e  t ax  co d e  an d  

e it h e r d isap p e ar alt o ge t h e r o r  e lse  re ap p ear as  d ire ct  sp e n d in g, an d  n o t  

ju st  p lace d  o n  a p ar w it h  d ire ct  sp e n d in g w h e n e v e r b u d ge t ary  b alan ce  

w as b e in g e v alu at e d . (p  2 6 )
v i
 

Aga in st  t h is p u r p o se , Bo r is  Bit ke r  n o t ed :  

 ‘…  t h e  t ax  ex p e n d it u re  b u d ge t ’s co n ce p t io n  o f  an  ap p ro p riat e  t ax  b ase  

h as n o  le git im ate  claim  to  e st ab lish in g t h e  t e rm s o f  p o lit ical d eb at e . It  

sh o u ld  n o t  im m u n iz e  p ro v is io n s o f  t h e  co d e  f ro m  p o lit ical d iscu ssio n , 

n o r sh o u ld  it  ch an ge  t h e  b u rd e n  o f  ju st if icat io n  f o r o t h e rs .’
v ii

 

Th e  ve r y  t e r m in o lo gy  o f a  ‘b e n ch m a r k’, t h e  o r igin s  o f Au st r a lia n  t a x 

e xp e n d it u r e  e st im a tes  in  Su r r ey ’s  US wo r k , p lu s  t h e  SHS id e a  t h a t  o n e ’s  

e xp e n d it u r e  p lu s t h e  ch a n ge  in  o n e ’s we a lt h  e q u a ls  o n e ’s ca p a cit y  t o  p a y  t a x, 

h a s  led  u se r s  o f t h e  TES a lm o st  in e lu ct a b ly  a n d  in va r ia b ly  t o  m a ke  exa ct ly  t h e  

u n ju st ified  cla im s t h a t  TES wa r n s a ga in st :  t h e  cla im  t h a t  t a x exp e n d it u r e s  

sh o u ld  b e  a t  le a st  r ed u ced  (a n d  id e a lly , r e m o ve d  in  t h e ir  e n t ir e ty ) . Th e  

p r e sen t a t io n  o f TESs o ve r  m a n y  ed it io n s h a s  n o t  so  fa r  b e en  a b le  t o  r e d u ce  

t h o se  fa lse  cla im s . 

To  h e lp  r e m e d y  t h ese  p r o b lem s, we  su ggest  fu t u r e  TESs sh o u ld  r e fe r  t a x 

e xp e n d it u r e  e st im a tes  n o t  ju st  r e la t ive  t o  a  sh o r t h a n d  ‘t a x b e n ch m a r k’, b u t  

r a t h e r  r e la t ive  t o  a  ‘h y p o t h e t ica l co m p r e h e n sive  in co m e  t a x b en ch m a r k’, o r  

t h e  p r o p o se d  n ew ‘h y p o t h e t ica l co n su m p t io n  t a x b e n ch m a r k’. 
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Mislabe llin g e n co u rage s m isu se : ‘Re ve n ue  fo rgo n e’ an d  ‘Re ve n u e  gain ’ 

Bey o n d  t h e  la n gu a ge  o f t h e  e sse n t ia lly  a r b it r a r y  ‘b e n ch m a r k’ it se lf, t h e r e  a r e  

o t h e r  t e r m in o lo gica l p r o b lem s wit h  t h e  t r a d it io n a l TES p r ese n t a t io n  t h a t  

co m p r o m ise  it s r e sp o n sib le  u se , a n d  ca u se  u n in fo r m e d  o r  p o lit ica lly -

m o t iva t e d  u se r s r o u t in e ly  t o  v io la t e  t h e  TES’s e xp licit  ca ve a t s . 

Fo r  e xa m p le , t h e  TES ca lls  t h e  d iffe r en ce  b e t wee n  t h e  h y p o t h e t ica l b e n ch m a r k  

r e ve n u e  a n d  t h e  a ct u a l r e ve n u e  in  a n y  a r ea  t h e  ‘Re ven u e  fo r go n e ’ e st im a te . 

Bu t  in  p r a ct ica lly  n o  im p o r t a n t  exa m p le  is t h e  e st im a te d  r e ve n u e  a ct u a lly  

fo r go n e  in  a n y  r e a list ic  se n se , b e ca u se  t h e  e st im a te  d o e s n o t  a llo w fo r  

b e h a vio u r a l r e sp o n se  t o  t h e  r e d u ct io n  o r  r e m o va l o f t h e  t a x exp e n d it u r e .    

To  b e  su r e , t h e  TES co u n se ls  u se r s  t h a t  ‘Re ve n u e  fo r go n e ’ e st im a t es  sh o u ld  

n o t  b e  t r e a t ed  a s  a ctu a l r e ve n u e  fo r go n e . Mo r eo ve r , t h e  TES wa r n s t h a t  t a x 

e xp e n d it u r e  ‘Re ve n u e  fo r go n e ’ e st im a t es  fo r  d iffe r e n t  m e a su r e s ( fo r  exa m p le  

t h e  su p e r a n n u a t io n  t a x exp e n d it u r e  e st im a t e s sh o wn  a s C4 , C2  a n d  A2 4  o f t h e  

la r ge  m e a su r e d  t a x exp e n d it u r e s)  sh o u ld  n o t  b e  a d d e d  to ge t h e r . (Th is is 

b e ca u se  r ed u cin g o n e  co n cessio n  wo u ld  o ft e n  a ffe ct  t h e  u t ilisa t io n  o f o t h e r s .)   

No r , t h e  TES wa r n s, sh o u ld  e st im a te s o f t h e  sa m e  t a x e xp e n d it u r e  b e  

co m p a r ed  fr o m  y e a r  t o  y e a r  ( TES 2 0 1 6 , p 6 ) .   

No t wit h st a n d in g t h is a d vice , t h e  co m b in a t io n  o f t h e  t e r m in o lo gy  o f ‘Re ve n u e  

fo r go n e ’ wit h  t h e  t e r m in o lo gy  o f a  ‘b e n ch m a r k’ m a ke s it  v ir t u a lly  im p o ssib le  

fo r  t h e  r e a d e r  o f t h e  TES to  a r r ive  a t  a n y  v ie w exce p t  t h a t  t a x e xp e n d it u r e s 

sh o u ld  b e  a b o lish ed  wit h  la r ge  r e ve n u e  ga in , a n d  t h a t  t h e  b en ch m a r k  is  t h e  

id e a l t a x sy st e m  to  b e  a im ed  fo r .  

Th e  wa r n in gs h a ve  b e e n  r o u t in e ly  v io la t ed  o ve r  m a n y  y e a r s in  p u b lic  d eb a t e , 

e sp e cia lly   b y  p o lit ic ia n s
viii

, t h in k  t a n ks
ix
 a n d  jo u r n a lis t s  fa vo u r in g h igh e r  t a x 

a n d  go ve r n m e n t  sp en d in g .   

It  wo u ld  b e  h a r d  t o  b e a t  t h e  m isr e p r esen t a t io n  b y  t h e  Th e  Age’s  e co n o m ics 

e d it o r , wh o  cla im e d  o n  r e le a se  o f t h e  2 0 1 6  TES t h a t  Tr e a su r y  sa y s Ta x 

Exp en d it u r e s co st  $ 1 5 0  b illio n  (p e r  a n n u m )  a n d  cr e a t ive ly  a sse r t e d  t h a t , ‘If 

a b o lish e d , t h ey  wo u ld  clo se  t h e  b u d ge t  d e ficit  fo u r  t im e s o ve r .’ It  is  c le a r  fr o m  

t h e  t e xt  o f t h is  a r t ic le  t h a t  it s  a u t h o r  co m m it t e d  t h e  d u a l s in s o f a d d in g 

in t e r co n n e ct e d  t a x exp e n d it u r e s  t o  ge t  a  t o t a l a s if t h ey  we r e  in d e p e n d e n t  

so u r ce s o f fu n d s, a n d  u sin g t h e  ‘Re ve n u e  fo r go n e ’ e st im a te s, n o t  t h e  ‘Re ve n u e  
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ga in ’ e st im a te s t h a t  wo u ld  h a ve  b ee n  m o r e  r e le va n t  t o  h is ‘clo se  t h e  b u d ge t  

d e ficit ’ c la im . 

Th e  co m m o n  m isr e p r e se n t a t io n s o f t h e  TES est im a tes  co u ld  b e  r ed u ce d  wit h  

cle a r e r , m o r e  lit e r a l if le n gth ie r , la b e llin g o f t h e  e st im a te s .  Fo r  e xa m p le , 

‘Re ve n u e  fo r go n e ’ co u ld  b e co m e  ‘Hy p o t h e t ica l r e ve n u e  fr o m  h y p o t h e t ica l 

co m p r e h e n sive  in co m e  t a x a t  cu r r e n t  a ct iv it y  le ve ls’.  ‘Re ve n u e  ga in ’ co u ld  

b e co m e  ‘Hy p o t h e t ica l r e ve n u e  fr o m  h y p o th e t ica l co m p r e h e n sive  in co m e  t a x 

a t  a ssu m ed  r e d u ce d  a ct iv it y  le ve ls.’ 

Eve n  wit h  r e co m m e n d ed  ch a n ge s t o  t h e  la n gu a ge  o f b e n ch m a r ks a n d  

r e ve n u es, t h e  TES clea r ly  n ee d s m o r e  a ct ive  ed u ca t io n a l p r e sen t a t io n  b y  

o fficia ls a n d  m in is t e r s . It s  m isr e p r ese n t a t io n  h a s n o w b e co m e  so  co m m o n  a n d  

e gr e gio u s t h a t  it  is  r a r e  t o  se e  it  p r o p e r ly  u n d e r sto o d . Misr e p r e se n t a t io n s 

n e ed  t o  b e  co r r e ct ed  a n d  co n te st e d .  

Tax e xpe n d itu re  e stim ates o n  savin gs: in co m e  o r e xpe n d itu re  tax be n ch m ark? 

  

Th e r e  is e sse n t ia lly  u n ive r sa l a gr e em e n t  t h a t  a n  in co m e  t a x lev ie d  a t  

p r o gr e ssive  r a t e s  o n  n o m in a l in co m e  d iscr im in a t e s a ga in st  sa vin gs co m p a r ed  

t o  co n su m p t io n , a n d  d iscr im in a t e s m o r e , t h e  lo n ge r  t h e  t e r m  o f t h e  sa vin g.  

Th e  Co m m o n we a lt h ’s  in co m e  t a x le v ie d  s in ce  1 9 1 5  is  n o w im p o se d  a t  h igh  

a n d  p r o gr e ssive  r a t e s . As co n clu d e d  in  t h e  He n r y  r e vie w o f Au st r a lia ’s  Fu t u r e  

Ta x Sy st e m ,  

T h e  in cre asin g im p licit  t ax  o n  f u t u re  co n su m p t io n  p ro v id es an  

argu m e n t  t o  t ax  lo n ge r -t e rm  lif e t im e  sav in gs at  a lo w e r rat e . A n  

in d iv id u al can  u n d e rt ak e  lif e t im e  sav in g t h ro u gh  a v arie t y  o f  sav in gs 

v e h icle s , b u t  t h e re  are  asse t  t y p es t h at  are  m o re  co n d u civ e  o r re lat ed  t o  

lif e t im e  sav in gs: n am e ly  su p e ran n u at io n  an d  o w n e r -o ccu p ied  h o u sin g. 

(Page  1 2 )  
x
  

Th is  h a s  led  t h e  He n r y  r e vie w, t h e  Co o p er  r e p o r t
xi
 a n d  t h e  CIS

xii
 ( a m o n g 

o t h e r s)  t o  a r gu e  t h a t  a n  exp en d it u r e  t a x m o d e l p r o vid es a  b e t t e r  b e n ch m a r k  

fo r  t h e  a p p r o p r ia t e  t a xa t io n  o f sa vin gs.  

Au st r a lia ’s Fu t u r e  Ta x Sy st e m  co n clu d e d  b lu n t ly : 
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Co m p reh e n siv e  in co m e  t ax at io n , u n d e r w h ich  all sav in gs in co m e  is  t axe d  

in  t h e  sam e  w ay  as lab o u r in co m e , is n o t  an  ap p ro p riat e  p o licy  go al o r 

b e n ch m ark . (p  1 2 )   

Th a t  v iew is sh a r e d  in  t h is su b m issio n .  As t h e  Hen r y  r e vie w, A u st ralia’s  Fu t u re  

T ax  Sy st e m , n o t e d : 

T h e  e sse n t ial re aso n  fo r  e xe m p t in g lif e t im e  sav in gs o r t ax in g t h e m  at  a 

lo w e r rat e  is t h at  in co m e  t ax at io n  cre at e s a b ias  again st  sav in gs. T h e  

in co m e  t ax at io n  o f  sav in gs t h e re fo re  d iscrim in at e s  again st  t ax p ay e rs  w h o  

sav e . T h ey  p ay  a h igh e r lif e t im e  t ax  b ill t h an  p eo p le  w it h  s im ilar  e arn in gs 

w h o  ch o o se  t o  sav e  le ss . A s sav in gs can  b e  t h o u gh t  o f  as  d e f e rre d  

co n su m p t io n , t h e  lo n ge r t h e  p e rso n  sav es an d  re in v est s , t h e  gre at e r t h e  

im p licit  t ax  o n  f u t u re  co n su m p t io n  … . Fo r a p e rso n  w h o  w o rk s t o d ay  an d  

sav e s, t ax in g sav in gs also  re d u ce s t h e  b e n e f it  f ro m  w o rk in g. (p  1 2 )  

Eve r y  ed it io n  o f t h e  TES wh ich  co n t in u e s t o  r u n  t a x e xp e n d it u r e  e st im a t es fo r  

sa vin gs su ch  a s su p e r a n n u a t io n  a n d  o wn e r -o ccu p ie d  h o u sin g b e n ch m a r ke d  

a ga in st  t h e  Au st r a lia n ise d  SHS id e a  o f co m p r e h e n sive  in co m e  t a x st ee r s p o licy  

d eb a t e  in  t h e  wr o n g d ir e ct io n .  Th e  TES im p licit ly  su p p o r t s  t a x p o licie s t h a t  

fa vo u r  co n su m p t io n  o ve r  sa vin g, a n d  le isu r e  o ve r  wo r k .  

Th is  su b m issio n  a r gu e s t h a t  t h e  TES t r e a tm e n t  o f su p e r a n n u a t io n  sa vin g a lso  

ign o r e s a n  im p o r t a n t  co n n ect io n  fr o m  t a x exp e n d it u r e s  o n  su p e r a n n u a t io n  t o  

a ct u a l exp e n d it u r e  o n  t h e  Age  Pe n sio n , wh ich  h a s b e e n  a  Co m m o n we a lt h  

r e sp o n sib ilit y   s in ce  1 9 0 8 .  Th e  Age  Pen sio n  is  a  fa b u lo u s p r o d u ct : t h e  

u lt im a t e  u n fu n d e d , d e fin ed  b e n e fit  p a y m en t . Fr o m  th e  v ie w o f t h e  r e cip ie n t , 

it  p r o vid e s a  m o d est  b u t  t o t a lly  se cu r e  r e t ir e m e n t , wit h  n o  r isk  t o  in co m e  

fr o m  eco n o m ic r ecessio n  o r  in t e r e st  r a t e  fa lls , n o  in fla t io n  r isk  (b e ca u se  

in d e xe d ) , a n d  n o  ‘lo n ge vit y  r isk ’ o f o u t liv in g t h e  r e t ir e e ’s  sa vin gs. Mo r e o ve r , 

it  e n jo y s a  h igh  a n d  d e m o gr a p h ica lly  e n h a n ce d  d e gr ee  o f p r o t e ct io n  fr o m  

p o lit ica l m ed d lin g a lm o st  a s  gr e a t  a s  p r o vid e d  b y  t h e  fa m ily  h o m e , a n d  m o r e  

p r o t e ct e d  t h a n  su p e r a n n u a t io n  o r  n e ga t ive ly -ge a r e d  in vest m en t  p r o p e r ty  ( t o  

co m p a r e  t h e  Age  Pe n sio n  wit h  ju st  t h e  t h r e e  fo r m s o f sa vin g lea st  

d isa d va n t a ged  b y  in co m e  t a x) . Th e  Age  Pen sio n ’s  a ct u a r ia l va lu e  t o  a  r e t ir ed  

co u p le  is  e st im a te d  t o  b e  o ve r  $ 1  m illio n .
xiii

  It s va lu e  is r is in g a s life  

e xp e ct a n cy  r ise s , a n d  in t e r e st  r a t e s  a n d  e q u it y  r e t u r n s r e m a in  lo w a n d  

p a r t icu la r ly  u n ce r t a in . 
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Th e  t a xa t io n  a n d  r e gu la t io n  o f su p e r a n n u a t io n  h a ve  t o  b e  t a ilo r e d  t o  o ffse t  

t h ese  two  m a jo r  d isa d va n t a ge s o f t h e  t a x b ia s  a ga in st  sa vin g a n d  t h e  

p r o vis io n  o f a n  e xce lle n t  co m p e t it ive  p r o d u ct  ‘fo r  fr e e ’; o t h e r wise , t h e r e  

wo u ld  b e  n o  lo n g-t e r m , su p e r a n n u a t io n -b a se d  sa vin g lo cked  a wa y  fo r  

r e t ir e m e n t .
xiv

 

Th e  2 0 1 3  TES p r e se n t ed  wh a t  it  t e r m e d  ‘exp e r im en t a l’ t a x exp e n d it u r e  

e st im a te s o f t h e  t a xa t io n  t r e a tm e n t  o f su p e r a n n u a t io n  a cco r d in g t o  a n  

e xp e n d it u r e  t a x b e n ch m a r k . Wh ile  t h e  e st im a t e d  t a x e xp e n d it u r e  o n  e m p lo y e r  

co n t r ib u t io n s r em a in e d  t h e  sa m e  u n d e r  t h e  e xp e n d it u r e  t a x b e n ch m a r k  a s  

u n d e r  t h e  Au st r a lia n ise d  SHS co m p r e h en sive  in co m e  t a x b e n ch m a r k  ($ 1 6  b n  

in  ‘Re ve n u e  fo r go n e ’ in  2 0 1 3 -1 4 ) , t h e  m e a su r e  o f t a x e xp e n d it u r e  o n  

su p e r a n n u a t io n  e a r n in gs swu n g fr o m  +$ 1 6 .1  b n  u n d e r  t h e  in co m e  t a x 

b e n ch m a r k  t o  -$ 5 .8  b n  u n d e r  t h e  e xp e n d it u r e  b e n ch m a r k .  

Wh ile  it  wo u ld  n o t  b e  ju st ified  t o  s im p ly  a d d  t h e  e a r n in gs a n d  co n t r ib u t io n s 

t a x e xp e n d it u r e s  ( ie  $ 1 6 b n -$ 5 .8 b n =$ 1 0 .2 b n ) , it  ca n  r e a d ily  b e  se e n  h o w t h e  

ch o ice  o f a n  e xp e n d it u r e  b en ch m a r k  wo u ld  d isa r m  th e  h y st e r ia  a r o u se d  b y  

t h e  cla im  t h a t  su p e r a n n u a t io n  t a x co n ce ssio n s co st  ‘o ve r  $ 3 0 b n  a  y e a r ’. If t h e  

b e t t e r  e st im a te s o f co st  u n d e r  t h e  e xp e n d it u r e  t a x b e n ch m a r k  we r e  t h e n  

p r o p e r ly  m o d e lle d  in  t h e ir  in t e r a ct io n  with  a cce ss  t o  t h e  a ge  p e n sio n , t h e  t r u e  

n e t  exp e n d it u r e  o n  t h e  t a xa t io n  o f su p e r a n n u a t io n  m igh t  we ll b e  n e gligib le  o r  

n e ga t ive . 

Dam agin g co n ce p ts, bad  d ata le ad  to  bad  p o licy  

Let  u s q u ick ly  r e vie w a  cu r r e n t  e xa m p le  o f b a d  p o licy  b e in g fa cilit a t e d , 

d e fe n d e d  a n d  r a t io n a lise d  b y  r e fe r e n ce  t o  in a p p r o p r ia t e  m e a su r e s in  t h e  TES 

o f ‘Re ve n u e  fo r go n e ’ t h r o u gh  t a x exp e n d itu r e s . 

Fr o m  a n  in it ia l La b o r  p o licy  a n n o u n ce m en t  in  Ap r il 2 0 1 5 , t h r o u gh  th e  Ma y  

2 0 1 5  a n d  Ma y   2 0 1 6  Bu d ge t s  a n d  t h e  e lect io n  ca m p a ign  le a d in g u p  t o  t h e  2  

Ju ly  2 0 1 6  fed e r a l e lect io n , t h e  3  m a jo r  p o lit ica l p a r t ie s  co m p e te d  t o  in cr e a s e  

t a x o n  su p e r a n n u a t io n  (a n d  t o  sp e n d  m o st  o f t h e  p r o cee d s ) .
xv

  Th e  

co m p e t it io n  t o o k p la ce  a ga in st  t h e  b a ckd r o p  o f wid esp r e a d  cla im s t h a t  

su p e r a n n u a t io n  co n ce ssio n s we r e  fo r go in g r e ve n u e  o f m o r e  t h a n  $ 3 0  b illio n  a  

y e a r . Fo llo win g it s  r e t u r n  a t  t h e  Ju ly  2 0 1 6  e lect io n , t h e  Tu r n b u ll Co a lit io n  

p r o cee d e d  to  im p le m e n t  t a x in cr e a se s o n  su p e r a n n u a t io n  a n d  r e st r ic t io n s o n  

su p e r a n n u a t io n  co n t r ib u t io n s  wit h  e ffe ct  fr o m  1  Ju ly  2 0 1 7 .  
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Su p p o r t e r s su ch  a s t h e  Gr a t t a n  In st it u t e  la u d e d  t h e  m e a su r e s a s  a  r e d u ct io n  

o f t a x exp e n d it u r e s  o n  su p e r a n n u a t io n , m e a su r ed  a ga in st  t h e  Au st r a lia n ised  

SHS co m p r e h e n sive  in co m e  t a x b e n ch m a r k . Ne ve r t h e le ss , t h e  Gr a t t a n  In st it u t e  

cla im s t h e  t a x e xp en d it u r e s  r em a in  e xce ssive , a n d  n e ed  fu r t h e r  r e d u ct io n .
 xv i

 

Th ese  cla im s ign o r e  t h e  m o r e  a p p r o p r ia t e  a n d  m u ch  lo we r  e st im a t e  o f t a x 

e xp e n d it u r e s a ga in st  a  co n su m p t io n  t a x b e n ch m a r k , a n d  ig n o r e  t h e  fa ct  t h a t  

t h e  su p e r a n n u a t io n  ch a n ge s in t e r a ct ed  wit h  t h e  st ee p e r  t a p e r  o f t h e  Age  

Pe n sio n  a sse t  t e s t  in  t h e  2 0 1 5  Bu d ge t . Th e se  in t e r a ct io n s cr e a t e d , fr o m  1  

Ja n u a r y  2 0 1 7 , ve r y  h igh  e ffe ct ive  m a r gin a l t a x r a t e s  o f we ll o ve r  1 0 0 % o ve r  a  

wid e  r a n ge  o f su p e r a n n u a t io n  b a la n ces. Th e se  h igh  e ffe ct ive  m a r gin a l t a x 

r a t e s co n st it u t e  a  ‘sa vin gs t r a p ’: t h o se  a lr e a d y  r e t ir ed  wh o  h a p p e n  to  fa ll 

wit h in  t h a t  n e wly -cr ea t e d  r a n ge  a r e  e n co u r a ge d  t o  d iss ip a t e  sa vin gs in  t h is  

r a n ge  a t  n o  co st  t o  t h e ir  co m b in ed  su p e r a n n u a t io n  p lu s p a r t -Age  Pe n sio n  

in co m e , a n d  t h o se  s t ill sa vin g a r e  en co u r a ge d  to  s t a y  b e lo w t h e  sa vin gs t r a p  

r a n ge .   

Sa ve  Ou r  Su p e r  en u m e r a t e d  t h e  e xa m p le  o f a  co u p le  wh o  o wn  t h e ir  o wn  

h o m e , a n d  d r e w d o wn  5 % a n n u a lly  o f t h e ir  su p e r a n n u a t io n  b a la n ce  (a s is 

r e q u ir e d  fo r  a llo ca t ed  p e n sio n s p a id  t o  t h o se  b e t we e n  6 5  t o  7 4  y e a r s  o ld ) .
xvii

 

Fo r  t h is h o u se h o ld  t y p e , a  r a n ge  o f su p e r  sa vin gs b e twee n  $ 4 0 0 ,0 0 0  a n d  

$ 1 ,0 5 0 ,0 0 0  e a r n s n o  r e wa r d  o ve r  t h e  6 5 -7 4  a ge  r a n ge . Co r r e sp o n d in gly  wid e  

sa vin gs t r a p s a p p ly  fo r  o t h e r  h o u se h o ld  t y p es o f r e t ir e es .
xviii

 Su p e r Gu id e  h a s 

e la b o r a t ed  o n  t h o se  fin d in gs.
 xix

 

De p e n d in g o n  a ssu m p t io n s a b o u t  r e a l in ve st m en t  r e t u r n s, r e a l wa ge  gr o wt h  

a n d  in fla t io n , a  r e t ir e e  wit h  $ 1  m illio n  in  su p e r a n n u a t io n  will b e  b e t t e r  o ff 

o ve r  a  life t im e  t h a n  so m e o n e  wit h  a  $ 4 0 0 ,0 0 0  b a la n ce  if t h ey  d r a w d o wn  

t h e ir  sa vin gs m o r e  r a p id ly . Bu t  t h o se  in  t h e  ‘sa vin gs t r a p ’ zo n e  r e ce ive  b a ck , 

in  co n st a n t  d o lla r s  o f co m b in e d  su p e r a n n u a t io n  a n d  Age  Pen sio n  o ve r  t h e ir  

e n t ir e  r e t ir e m e n t , a b o u t  6 5  p e r ce n t  o f a n y  a d d it io n a l a m o u n t  t h ey  

co n t r ib u t e d  d e ca d e s e a r lie r  b y  fo r go in g co n su m p t io n  d u r in g t h e ir  wo r k in g 

ca r e e r s .   

Usu a lly , a  sa ve r  wo u ld  e xp ect  t o  ge t  b a ck  wh a t  t h ey  sa ved , p lu s  in t e r e st . Bu t  

u n d e r  t h e  Go ve r n m en t  p o licy , t h ey  ge t  b a ck  a b o u t  3 5  p e r ce n t  le ss  t h a n  t h ey  

sa ve d , e ve n  h a vin g b e e n  co m p u lso r ily  d en ie d  a ccess t o  t h e ir  sa vin gs o ve r  t h e  

m u lt i-d eca d a l p e r io d s co m m o n  in  su p e r a n n u a t io n  sa vin g. Th is  is, o f co u r se , a  

co n se q u en ce  o f t h e  ve r y  h igh  e ffect ive  m a r gin a l t a x r a t e  o f o ve r  1 0 0 %.  
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So  t h e  Go ve r n m e n t ’s  p o licy  ch a n ge s  in  2 0 1 7  h a ve  p r o d u ced  a  ve r y  h igh  t a x 

o n  t h r ift . In d eed , t h e  d isco u r a ge m e n t  t o  sa vin g is  e ve n  wo r se  t h a n  a  s im p le  

co m p a r iso n  o f co n st a n t  d o lla r s  sa ve d  t o  cu m u la t ive  co n st a n t  d o lla r s  r e t u r n ed , 

s in ce  e ve r y  sa ve r  h a s a  t im e  p r e fe r e n ce  fo r  a  d o lla r  t o d a y  o ve r  a  d o lla r  

d e ca d es h e n ce  (a n d  vu ln e r a b le  t o  fu t u r e  u n p r e d ict a b le  ch a n ge s in  

Go ve r n m e n t  p o licy ) . Tim e  p r e fe r e n ce  d e m a n d s t h e  sa ve r  ge t  b a ck  m o r e  t h a n  

t h ey  p u t  in . In st e a d , t h e  Go ve r n m e n t  p o licy  gives t h em  a b o u t  6 5  ce n t s in  t h e  

d is t a n t  fu t u r e  in  r ewa r d  fo r  fo r go in g a  d o lla r  o f co n su m p t io n  t o d a y . 

Th e  TES m e t h o d o lo gy  is im p lica t e d  in  t h is  u n su st a in a b le  r e t ir e m en t  in co m e  

p o licy  o u t co m e . In  t h e  a b se n ce  o f t h e  m u lt i -d e ca d a l m o d e llin g o f r e t ir e m en t  

in co m e  t h a t  u se d  t o  b e  a va ila b le  t h r o u gh  t h e  RIMGROUP m o d e l, t h e  TES h a s 

o ve r st a t e d  t h e  r e ve n u e  a ct u a lly  fo r go n e  ( if a n y )  t h r o u gh  t h e  t a x exp e n d it u r e s 

o n  su p e r a n n u a t io n  b y  u sin g a n  in a p p r o p r ia t e  t a x b e n ch m a r k .  It  h a s  t a ke n  

sn a p sh o t  e st im a t es  o f t a x e xp e n d it u r e s fr o m  2 0 1 6 -1 7  to  2 0 1 9 -2 0 , ign o r in g t h e  

e ffe ct s  o f t h e  2 0 1 7  p o licy  ch a n ges in  su p p r e ssin g sa vin gs a n d  se lf-p r o vis io n  

fo r  r e t ir em e n t . It  h a s ign o r ed  t h e  co n n e ct io n  b e t we e n  r ed u cin g t a x 

e xp e n d it u r e s o n  su p e r a n n u a t io n  a n d  in cr e a sin g a ct u a l exp e n d it u r e s o n  t h e  

Age  Pe n sio n . An d  it  h a s  ign o r e d  t h e  e vo lu t io n  o ve r  t im e  o f t h e  r e t ir em e n t  

in co m e  sy st e m  a s t h e  Su p e r  Gu a r a n t ee  le vy  m a t u r es , t h e  p o p u la t io n  a ge s , life  

e xp e ct a n cie s a t  r e t ir em e n t  co n t in u e  t o  r ise  a n d  r e a l in co m es a n d  sa vin gs r ise .  

 

Re co m m e n d atio n s  

 

On  th e  b a sis  o f t h e  a r gu m e n t s  a b o ve , we  o ffe r  t h e  fo llo win g su gge st io n s o n  a  

su b se t  o f t h e  m a jo r  q u e st io n s r a ise d  in  t h e  Co n su lt a t io n  Pa p e r .  

Q4 : Do  y o u  h a ve  a n y  co n ce r n s a b o u t  t h e  b e n ch m a r ks cu r r e n t ly  u sed  in  t h e  

TES? Ho w ca n  t h ey  b e  im p r o ve d ? 

Re co m m e n d a t io n :  Th e  p r ese n t  ‘Au st r a lia n ise d ’ SHS co m p r e h en sive  

in co m e  t a x b e n ch m a r k  h a s m a r ked  e le m en t s o f a d  h o cce r y  a n d  

in co n sis t e n cy  a b o u t  it . It  a lso  ign o r e s st r o n g a r gu m e n t s  fo r  co st in g t h e  

t a x e xp e n d it u r e s  o n  sa vin gs a n d  o wn e r -o ccu p ie d  h o u sin g a ga in st  a  

co n su m p t io n  t a x b e n ch m a r k . 



 

1 6  

Q 5 : Wh a t  b r o a d  se t  o f p r in cip le s  sh o u ld  b e  u se d  t o  in fo r m  t h e  ch o ice  o f 

b e n ch m a r k?  

Re co m m e n d a t io n : Au st r a lia ’s  Fu t u r e  Ta x Sy st em  co n t a in s  t h e  b e st  

o ve r vie w o f h o w to  in t r o d u ce  a  co n su m p t io n  t a x b e n ch m a r k  in t o  t h e  

TES.  Th e  2 0 1 3  TES p r o vid ed  a  wo r ka b le  st a r t in g p o in t .  

Q 6 : Sh o u ld  s t a n d a r d s b e  d e ve lo p e d  a n d  p u b l ish ed  fo r  d e t e r m in in g t h e  

b e n ch m a r k  t a x t r e a tm e n t? If so , wh o  sh o u ld  b e  r e sp o n sib le  fo r  t h e ir  

d e ve lo p m en t ? 

Re co m m e n d a t io n : It  wo u ld  b e  d esir a b le  t o  in it ia t e  a n  in d e p e n d e n t  r e -

t h in k  o f t h e  e n t ir e  fr a m e wo r k  fo r  t h e  TES. A t a sk  fo r ce  co m p r isin g t a x 

a ca d e m ics, Tr e a su r y  a n d  t h e  ATO m igh t  b e  m o st  e ffe ct ive .   

In  so m e  a r e a s su ch  a s  su p e r a n n u a t io n  t a x exp e n d it u r e s , it  is  like ly  a  

b e t t e r  gu id e  t o  p o licy  d eb a t e  wo u ld  a r ise  fr o m  m o d e llin g o ve r  a  m u lt i -

d e ca d a l t im e  fr a m e  o f t h e  in t e r a ct io n  o f t h e  su p e r a n n u a t io n  t a x 

co n cessio n s a n d  co n t r ib u t io n  lim it s  wit h  t h e  Age  Pe n sio n  r u le s , su ch  a s 

u se d  t o  b e  p r o vid ed  b y  RIMGROUP, a n d  m igh t  b e  p r o vid ed  in  fu t u r e  b y  

d e ve lo p m en t  o f t h e  MARIA m o d e l. 

Q 7 : Sh o u ld  t h e  TES r e p o r t  t a x e xp e n d it u r e s fo r  in co m e  fr o m  sa vin gs a ga in st  a  

p r e -p a id  e xp en d it u r e  b e n ch m a r k  in  a d d it io n  t o  a  co m p r e h e n sive  in co m e  

b e n ch m a r k?  

Re co m m e n d a t io n : Yes, a n d  u r ge n t ly . 

Q 8 : If so , sh o u ld  t h is a p p ly  t o  a ll fo r m s o f sa vin gs, o r  o n ly  a  su b se t ? Sh o u ld  

r e p o r t in g a ga in st  t h is  a lt e r n a t ive  b e n ch m a r k  b e  d o n e  a n n u a lly , o r  

p e r io d ica lly ? 

Re co m m e n d a t io n : It  sh o u ld  b e  a p p lie d  in it ia lly  t o  a ll fo r m s o f sa vin gs , 

a s  o n e  o f t h e  key  p r o b le m s is t h e  gr e a t ly  u n e ve n  b u r d e n  o f t h e  t a x 

sy st e m  o n  d iffe r e n t  fo r m s o f sa vin gs. 

Su b se q u e n t  a n n u a l r e p o r t in g co u ld  fo cu s m o r e  o n  t h e  b ig it em s, wit h  

t h e  sm a lle r  it e m s r e -e st im a te d  o n ly  a s  p o licie s  ch a n ge . 
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Q 9 : Sh o u ld  t h e  cu r r e n t  b e n ch m a r k  t r e a tm e n t  o f o wn e r -o ccu p ie d  h o u sin g b e  

a lt e r ed  t o  a llo w d ed u ct ib ilit y  o f m o r t ga ge  in t e r e st  a n d  ca p it a l wo r ks 

d ed u ct io n s a ga in st  t h e  CGT co st  b a se? 

Re co m m e n d a t io n : Yes.  Th e  cu r r e n t  t r e a tm e n t  is n o t  ju st ifie d .  

Q1 0 : Wh a t  o p t io n s a r e  t h e r e  t o  im p r o ve  t h e  v is ib ilit y  a n d  a ccessib ilit y  o f 

ca ve a t s in  t h e  TES? 

Re co m m e n d a t io n : Th e  b e n ch m a r ks o f co m p r e h e n sive  in co m e  t a x a n d  

co n su m p t io n  t a x sh o u ld  b e  cle a r ly  r e n a m e d  m o r e  le n gt h ily  a s 

h y p o t h e t ica l b e n ch m a r ks. Th e  ‘Re ve n u e  fo r go n e ’ a n d  ‘Re ve n u e  ga in ’ 

e st im a te s sh o u ld  a lso  b e   le n gt h ily  r e n a m ed  a s su ggest e d  in  t h e  t e xt  t o  

e m b ed  th e ir  h y p o t h e t ica l n a t u r e  a n d  a ssu m p t io n s in d e lib ly  in  t h e ir  

t it le s . 

 

Q 1 1 . Wh a t  o p t io n s o r  s t r a t e gie s a r e  a va ila b le  t o  m it iga t e  o r  r ed u ce  t h e  

m isu n d e r st a n d in g o f figu r e s p u b lish e d  in  t h e  TES? 

Re co m m e n d a t io n : Th e  r e la b e llin g r eco m m e n d e d  a t  Q1 0  wo u ld  h e lp , b u t  

o fficia ls a n d  m in is t e r s  a lso  n ee d  t o  a ct ive ly  la u n ch  e a ch  TES 

h igh ligh t in g it s  co r r ect  u se  a n d  exp la in in g wh y  e st im a te s ca n n o t  b e  

a d d ed .  Er r o n e o u s r ep o r t s sh o u ld  b e  a ct ive ly  co r r e ct ed .  

 

Q1 2 : Wo u ld  a d o p t in g a  m o d e l wh e r e  t e ch n ica l d escr ip t io n s o f t a x 

e xp e n d it u r e s a r e  co n t a in e d  in  a  se p a r a t e  t e ch n ica l m a n u a l b e  a p p r o p r ia t e ? 

Re co m m e n d a t io n : Pe r h a p s, b u t  it  is  v it a l t o  m a in t a in  a  cle a r  o u t lin e  in  

t h e  m a in  t ext  o f wh a t  e a ch  b e n ch m a r k  is .  Th e r e  is a  r isk  wit h  t h e  

‘t ech n ica l m a n u a l’ a p p r o a ch  t h a t  co m p lex t e ch n ica l ju d ge m e n t s wit h  

im p o r t a n t  p o licy  im p lica t io n s a r e  b u r ied , cr e a t in g a n  u n wa r r a n t ed  

se n se  t h a t  t h e  TES is  a  p u r e ly  t ech n ica l p r o ce ss . 
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Q 1 3 : Wo u ld  it  b e  r e a so n a b le  t o  u p d a t e  t h e  t e ch n ica l m a n u a l wit h  lo we r  

fr e q u e n cy ? (No t in g t h a t  a  d escr ip t io n  o f n e w a n d  ch a n ge d  e xp e n d it u r e s 

wo u ld  st ill b e  in clu d e d  in  t h e  a n n u a l d o cu m e n t .)  

Re co m m e n d a t io n : If t h e  t e ch n ica l m a n u a l wa s p r o p e r ly  lim it e d  t o  fin e  

d e t a il, wit h  b r o a d  d escr ip t io n s p r o m in e n t  in  e a ch  TES, le ss  fr eq u e n t  

u p d a t e s  o f t h e  m a n u a l m igh t  b e  a p p r o p r ia t e .  

 

Q1 6 : Wo u ld  t h e  va lu e  o f t h e  TES b e  e n h a n ce d  b y  in clu d in g a p p e n d ice s t h a t  

fo cu s in  m o r e  d e t a il o n  p a r t icu la r  t o p ics  (va r y in g e a ch  y e a r )  r e le va n t  t o  t a x 

e xp e n d it u r e s? Wh a t  t o p ics sh o u ld  b e  p r io r it ised ? 

Re co m m e n d a t io n : Yes.  Su it a b le  h igh -p r io r it y  t o p ics  m igh t  in clu d e :  t h e  

in t e r a ct io n  o f t a x e xp e n d it u r e s wit h  a ct u a l e xp e n d it u r e s; t h e  r e sp ect ive  

m e r it s  o f TES a n d  lo n ge r  t e r m  m o d e llin g; r e t ir e m e n t  in co m e  p o licie s 

a n d  t h e  TES. 
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