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Chart A1: Total tax burden for OECD countries, 2003%
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Summary

 Revenue/Expenditure as a proportion of GDP
— stable.

— future reform? Unlikely:
« OECD comparison — not much room to budge;
 electoral cycle.

 Revenue neutral reform is possible (and could be
highly beneficial)

 Budget surplus.

— moderately contractionary.

— RBA and business cycle — this budget doesn't
place upward pressure.

— as a proportion of GDP stable.



Summary: Aust vs OECD

 Weighted vs unweighted average.

— Weighted average: flow of funds and people.

* The (relative) tax rates in larger economies are more
Important in terms of their impact on flows.

— Unwelighted average: qualitative comparison of the
Impact of different revenue/expenditure levels.
« Each data point is equally important.
 Revenue-neutral reform.
— Simplification: remove deductions/lower rates.
— Reporting requirements for small/medium taxpayers.

— Reweighting: increase indirect, lower income
(politically feasible?)
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Summary

e Big Increases:
— Defence (13.1 percent, $2 hillion)
— Public order and safety (17.2 percent, $400m)

e Big ticket items:
— Health (5.9 percent, $2 billion)
— Education (6.5 percent, $800 million)

— Social security and welfare (6.2 percent, $5 billion —
Transfer)

 Reductions:
— Recreation and culture (-2.7 percent, -$70m)
— Agriculture, forestry and fishing (-4.7 percent, -$100m)
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Personal Tax Rates

Current tax thresholds

New thresholds

Income Range 1 July 2006

0-6,000 0 0-6,000 0
6,001-21,600 15 6,001-25,000 15
21,601-63,000 30 25,001-75,000 30
63,001-95,000 42 75,001-150,000 40
95,001 47 150,001+ 45




Personal Tax Rates

New thresholds Effective new

1 July 2006 thresholds (tax offset)
1 July 2006

0-6,000 0 0-10,000 0

6,001-25,000 15 10,001-25,000 15

25,001-75,000 30 25,001-40,000 34

75,001-150,000 40 40,001-75,000 30

150,001+ 45 75,001-150,000 40
150,001+ 45




Personal Tax Rates

Rates down, thresholds up.

— Handing back bracket creep (index?)
— Overall income tax take stable (11-12% GDP)

Should top rate = corporate rate?

The cost of reducing rates is higher for the
ower rates.

ncome tax burden high — but overall
purden Is below average.




Table H2: Major categories of receipts as a proportion of gross domestic product (cash basis)? (continued)

Taxation receints Man-taxation raceipts
Income {ax Other taxation receipis
Gross  Gross Refunds Total FBT Super Companies PRRT Total  Petrol & Other Customs Total  Tofal InteresiDividends  Total  Total
T other neividuals & funds ncome  other fuel escise duty  other  fax and non-tax receipts
indrviduals whalding tax  products tax receipts other receipts
% % % % % % % % % % % % % % % % %
1985-00 14 22 1.7 128 05 08 34 01 175 18 04 14 57 232 0.1 08 08 241
1968-0C 12.1 21 1.7 128 06 04 g 02 181 12 04 14 54 235 0.2 21 13 A7
2000-01 0.8 18 1.8 1.2 05 07 46 03 173 18 10 10 38 23 0.2 g 21 224
2001-02 10.7 2.2 14 115 05 08 37 02 185 17 08 18 37 202 0.1 e 20 221
200202 10.7 2.2 1.5 115 04 08 42 021 188 1.7 10 1.0 37 208 0.1 18 18 25
2003-04 0.7 24 1.5 118 04 07 43 01 171 18 08 D8 35 208 0.1 18 17 223
200405 108 25 1.5 118 04 07 45 02 177 18 038 08 34 A7 0.2 16 18 228
2005-08 est 1058 28 1.8 118 04 07 R2 02 183 15 04 18 31 214 0.2 g 18 223
2006-07 est 103 2.7 1.7 112 04 08 56 02 181 15 04 08 31 211 0.3 14 17 223

(a) Figures up to and including 1998-99 are based on the old Commonwealth Budget Sactor cash accounting framewark. Figures from 1993-2000 are on an Australian
Government general government GF3 bagis.



Superannuation

o Simplification
— Should the cuts have been on contributions or

money being taken out.

e Difficult to model how people will behave in
response to any particular set of cuts.

* For example, the very strong default bias.
— Should any of it be taxed?
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Table 1: Domeetic economy forecasts™
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Summary

GDP forecast to grow at 3.25%

— Reasonable, (last quarter — 3.1%) — but there is some
risk.

Terms of trade expected to plateau.

— Consensus seems to be that this is reasonable — but
again, there is some risk here.

— Shouldn’t overstate the extent to which minerals drive
the economy.

Labour market stability (low employment growth,

stable unemployment)

CPI low and stable, wages growth higher (the
gap being expected productivity growth).




Summary

* Responsible budget.

— Given the RBA’s concerns, it plots a steady
course.

 Moderate pork barrelling.
— Much more next time.

— The electoral cycle dimension to budgets.
Four years terms?

e Superannuation reform.
— Reform needed elsewhere.
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