A R. HUTCHINSON,
Hon Research Director,
Land Values Research Group,
32 Allison Avenue,
GLEN IRIS. 3146.

5th April, 1973

APPENDIX NO.2,

vide it with a clear-cut concept lacking in the
present taxation system. We commend them
to your close consideration and hope you find
them worthy of adoption in presenting your
report arising from the Inquiry

WIHAT CHANGES SHOULD BE

MADE IN THE TAXATION SYSTEM

GROWTH RATES FOR KEY ECONOMIC INDICATORS
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gages will be a more realistic indicator of the magnitude of
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thus become nearer to market prices
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e current base dates at which they were taken on average

For this reason the growth rate for conveyances and mort-

* * * *

the rises these being valued more recently for the purpose
in future the N.§.W. revaluations will be made bienially and

Statistical sources are the Quarterly Summaries of Statistics and other publications of the Commonwealth Bureau of

Census and Statistics
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THE TERMS OF REFERENCE OF THE INQUIRY

1. The functions of the Committee of Inquiry
are —

(a) to éxamine and inquire into the struc-
' ture and operation of the present Com-
monwealth taxation system;

(b) to formulate proposals for improving
the Commonwealth taxation system,
either by making changes in the present
taxation system, abohshmg any existing
form of taxation or introducing new
forms of taxation; and

(¢} to report to the Treasurer of the Com-
wealth accordingly.

The Committee of Inquiry shall, in carry-
ing out its functions, do so in the light of
the need to ensure a flow of revenue suffi-
cient to meet the revenue requirements of
the Commonwealth and have regard to —
(a) The effects of the present Common-

wealth taxation system and of any

proposals formulated by the Commit-

tee, upon the social, economic and
business orgarisations of the commun-
ity and upon the economic and efficient
use of the resources of Australia; and

The desirability of the Commonwealth
taxation system being such that, so far
as is practicable, there is a fair distri-
bution of the burden of taxation, and
revenue is raised by means that are not
unduly complex and do not involve the
public or the administration in undue
difficulty, inconvenience or expense.

. For the purposes of these terms of refer-
ence, the present Commonwealth taxdtion
system shall be taken to be the system
under which the Commonwealth raises
revenue by means of the following forms
of taxation: income tax; sales tax; estate
duty; gift duty; duties of excise imposed
for the purpose of raising general revenue,
and duties of customs that correspond with
duties of excise so imposed.”

LAND VALUES RESEARCH GROUP SUBMISSIONS
TO THE COMMONWEALTH TAXATION REVIEW
 COMMITTEE OF INQUIRY

PART 1 — INTRODUCTORY

STARTING FROM FIRST PRINCIPLES

1. Shortly after the announcement of the
Aimpending inquiry into the overall operation

of the taxation system of the Commonwealth
Government of Australia and long before the
announcement of its térins of reférence, the
Victorian  Employers’ Federatton issued a
report the main points of which were published
in: “The Australian Financial Review” (17/4/72)
under the heading “Tax Inqu1ry should start
from flrst principles”.

2.1t said that a mere patchmg of exrstmg’
legislation would not produce an efficient
_system.: Any review should not (as is. some-

times - siggested) be confined to a study of
mcome tax - alone. All forms of taxation —

_bénefits,. sub31d1es etc should be COl‘lSldel‘ed

together

3. Any new system evolved would naturally
have. to be sufficiently flexible so that it will
bic able to meet the changing nieeds of Govern-
nients for a period ahead. The object of the
inguiry should be 10. report on various funda-
mental issues — for example, to what extent
direct rather than indirect taxes gte ‘the most

suitable for Australia. The myriad of minor .

adjustinents parties seek in various aets. should
be left for lafer inquiries.

4, These views are endorsed because they
appear to us sound and to express simply and
adequately the c¢ourse which responsible people
within the commumty hiope will be followed
in the inquiry, It is roted that theé terms of

reference now issued are broad enough to
‘allow the itquiry to follow this course.

BASIC CRITERIA-FOR TAXATION
SYSTEMS

-5.- An -imiportant contrlbutron in the report

cited above was a list of eriteria which it stig-

gested be upplied in deciding which forms of
tax collection are socially desirable or ha

~ These criteria are listed below together with an

additional one of ourown. The order has been
varied to collect together in four groups those
of a elosely related nature. ‘We agree with and
apply these criteria later in these submissions
in compating the merits and dements of
vartous forms of taxes.

GROUP A

‘The taxation system should encourage eco-
nomic¢ growth and in particular should preserve
the incentives to work and to save.. .

All taxes should be anti- 1nf1atlonary in effect_

GROUP B

The Taxation system. should be as snmpie as.
possible.

The costs of egllection should be kept as low
as possible for both governments and taxpayers.

The tax systern should have regard to the con-
venience of the taxpayers.

* The oneé set of circunstances should §10o14 attract

more than ore lot of taxation.

GROUP C

The tax should be certain in operatlon — 80
as to" give the least opportunity for tyranny or
corruption on thé part of officials, and the
least temptation to lawbreaking and evasion
on the part of taxpayers.

The tax lepislation should nilniniise fthe

ability " of taxpayers to reduce or aveid taxa-

tion by re-arranging their affairs,

Rules capable of arbitrary mterpretatlon atid
dtscretlonary power conferred to tax: slevying
authorities should be kept to an absolute
DI, :

GROUP D
Taxation shotld be equltable as between tax-
payers in similar positions,

Taxation bases should have régatd to ability

to pay.”
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overnt cek
of - taxes from' the:
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sed: condi ‘ n. res
what (under these.

become. onerous. -or-
hich:. also. .offend -

.nust.be of

that they are. inflatio
comply: with. the objective. of -

_pottion of the Austrilian- taxpayerswh
in . the. past - enjoyed - higher  staidard
-who - simply as a result of the debj
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laxes — find the purchasing power of
meome . progressively reduced. -

“ia the standard of hvmg of a 's_lj.l.b:stantla

mmunity. - Such people can'onl

- pect-progressive and rapid loss in ‘the tea

'm';jtining.-._-ygars"of their lives: =
10.. These ‘first two criteria are not
separate but different aspects of - the f

of -their inconies” and  other assets” in“th

- which really: embraces the second. . For tax:

‘tion which is" to- encourage economic. st
_an(__i__p_r__e_serve_thc_ incentives to. work and:

be .of a- flationary or untisinfly
orm: to achieve those ends. 'To: the: e

nary-any- taxes: will fa

" incentive. -

_ threatens the - future _prospects “of " alF section
- of: the- community this' submission i
. direeted. to the inflation aspect.:

mmonwealth taxation’ upon the social, ééonbm.ié'._ar.:d-'

munity and upon the. economic and. efficient use

ofReference No 2(a) ) T

PRODUCTION AND INCENTIVES

mition: of “taxation: inflation and" the varyis

for'ms'-: it can take. " The first. two aré” fro
Hutchmsons’-'---“Twenl:iEth'-" ‘Cent F

~pedia (1961)." The - third . i from

. Modern World Ericyclopedia™ (1933).

tion -is- the part of the national reve-

ised Ey ‘compulsary dues. and charges, as
i:from that derived from public property.

re classified - as diréet or indirect, ac-

g io whether the tax is borne by the

is in income tdx, Or i passed on hy

i the form of an incredse in the price of
ommodity, as in the taxes on- tobaceo and
“oladirect taxation is offen erificised on
sunds. that it bears miore heavily on the
sorer than on the richer classes and in recént
the proportion of ‘the réevenie raised by
taxation has greatly increased. Propor-
taxes are those assessed in proportion to
payer's’ income or property,. progiessive

i those m which the percenitage paid in-
1505 As income Increases, and -Tégressive
xes those in which jt decreases. A tax in
7is one paid upon an object irrespective 5
sowner’s circumstances, e.g. a motor licetice.”

nflation: . .
{2} “Inflation may be defined as an expansion
i money or purchasing powér relative to the

supply of goods-to purchase, With inflation

ithere is miore money in proportion to goods,
ices tend to ‘rise, and the purchasing
power of the currency unit to fall.  Inflation,
-producing high prices, is favoured by
ness-men, as long as it does not get out
hand, but adversely affects pensionets,
ers; and others living on fixed incomes,
ides the great mass of workers. Inflation
10st. usual during and immediately after 4
a7 4
9y ““Inflation is an increase in fthe amount of
aey i circulation.  The teri is also widely
ied o cover an increase in the damount of

~credit. It may arise from several causes, The

most obvious is that exemplified by Germany
fler World War T, 'where notes were tufned
ut by the printing presses of the Government
o fast that the quantity of money in circys
ation rose by leaps and bounds, multiplying
ver faster and faster, while prices rose higher
d higher and the mioney became more and
ore worthless, ~ Similar, though much less
wlent. inflation” took  place in a number of
uniries -after the War. The currency Had
gold ‘backing, and was ‘manufactured with-
ut any relation to the amount of gold reserves,
Qudie s differerit type of inflation teok place in

' 'ﬁc_ﬁﬂétf;d"'Stat'gs in the years 1922-29. Here

.amount of actual money n eircul

there was no appreciable increase in the
ion, which
was backed by gold and convertible into gald,
In the United States there was a vast increase
in bank eredif. Though this did not have the
effect of raising prices of commodities to
dizzy heights, it did dffect the prices of stocks
and shares, bonds and real estate.. Prices of
these did not multiply as prices of commodities
did in Germany, because the worth of and
eontfidence in the currency did not go down as
the guantity -of credit went up, but it did cause
a stupendous boom in comimon stocks dand real
estate.” :
‘That boom was followed by a crash and the
world wide dépression of the. 1930's, ;

13. These brief quotations are directly rele-
vant to the: present position in Australia and.
iany other courtries’ of the world. - From
them it ‘will ‘be recognised that both - these
types of inflation are now current and’escalat-
ing here and elsewhere.  In Australia’ particu=

Tarly; since 1966/67 we have now embarked on-

a sharply acceleratéd” course both of inflation -
of the note issue and the boom in real estate.
Before we make submissions on the. relation:

~ship of various specific forms of “taxation fo

the inflation problem it is important to recog-

" nise the magnitude to which that problem. has

already grown as the result of the existing taxes
collectively. s o

1

OVERALL EXTENT OF INFLATION IN
AUSTRALIA AS SHOWN BY THE
CURRENCY .

1. The growth of inflation in Australia over
the last 11 yeats is shown year by year below,
the basic figures being taken from the ‘monthly
and antiual returns published by the Resetve
Bank of Australia. The full table of compon-
ent items is given in the Appendix 1 with this
submmission in of its importance but only -
the wvital columns respectively showing :the
“Notes and coins in the hands of the public”
and the “Total Volume of morey™ are shown
below from June, 1961, onwards. o
The figurés shown plus or minus between the
hnes for the years are respectively the annual
change ‘between the years concerned and the
progressive change since the base year énded
June; 1961, ’ :




growth of bank deposits which make up the

'-:'-"'s?‘lff?&?“gf (t:l?én;ﬁﬁict:hg Total Volume of Mone other components of the final column beaded
T Pro : S — - “Total volume of money™ in the fable. The
KR . FProgress = ' ' L land price boom peaked and broke in rurél
cf:;l:gaé : 1;1;?21153 ' niiifsions.. ’éﬁ’;ﬁz},f . areas around 1968. It is still escalating in the
e G %. o A metropolitan centres of the various States.
T . — e The deposits in trading baiks and savings
+ 16 7301 T4 banks (which together with the notes and coins
rode 1 7845 - g5 fnake up the “total volume™ of money) are
T+ 22 3906 Ly largely the procecds of sales of property at
k21 9556 0 gy these inflated land prices and may -themselves
— i H337- 58 become {he means for further investment in
: e 10938 oo e Jand. Rt
oA 209 1 yagps + 8.2 - 22, The prices paid for land in major cities
C+B6 | o7 - T2 over the last two years have progressively
44891 qaeyp oot el escalated beyond: the shert term earning power
o+ 676 15851 + 6.8 of the sites, in many cases. . In this the position,
U4 8400 | ggeae +104 .. i strikingly similar to: that described in the
' o113 : i2001' . +25.6 second quotation cited relative to the ‘boom
" R S EERNE L culminating in the depression of the 1930

B *'_19_73 figqggs-.wq
15. The notes:
hands. of the.p

© - CAUSED BY TAX POLICIES

ich: cail for com-:
une, 1961, to: 1966
stable with:

17. Durlng th
© 1966, up to 197

e 4l original submission. but -added’ since

" was'a progréssive boom in land: prices

" OBSERVED INFLATION ABOV

. place. - It directly raised the r

33, This land" price boom. threat is tiol the
result of any one tax alone used by the Com-
monwealth Government. It results from the
shsence of any form of land value tax af
Commonwealth level which would serve as a
biake on the investment of funds into landed
property as a hedge against the debasement of
the carrency mainly caused by the incidence
“of its taxes collectively. Unless such a brake
‘15 “supplied as 4 result of this tax review the
consequences may be catastrophic. The pro-
. cess has already driven the price of home sites
to levels which are making it impossible fo
undertake home purchase. This arises. from
she higher land price and the resultant mort-
zace needed at crippling interest rates, which
“{ogether exclude increasing proportions of
‘potential  homeseekers from the homespur-
“chase. market. Later in this submission We
“make proposals which would provide ‘the
necessary brake to.remove this danger..

next six years to June, 1972, the ._'c')_f iss!
escalated’ by 849%. Accompanymg: thi

8. has been’ deleted). :

(Section |

- policies currently -applie
seri which has already develop
and is progressively worsening as. sh :
it will be discussed later. in more defa
is pointed out now that the period '
of virtually unchanged note issu
which . there was an overall ¥
taxes from an initial average tax :
per cent Teducing down to'1 |
the ‘goods paying  sales ‘tax.. -
restore -or ‘maintain - the purchasing . va
20. The next six years of escalating
were marked by two- notable ¢ g
was'the reversal.of the previous
ering sales fax rates.  Instead =
gressively increased in 1968/69 and
to reach an average tax rate of 5.7
“1971/72. - This: was almost. as
operated in 1960/61 before. the educt

retail

HOW CURRENT FORMS OF |
COMMONWEALTH TAXES DEBASE

74, The process by which current taxagion
. It directly raised the ) policy is doing ‘this is a combination of the

goods subject to the tax by 3 following: components:
21, The second pertinent: obsery {a) The printing and issue to the public of
this: escalation-in: the notes: galtender notes-and coins at & growth rate
cater than that of the adult population which

accompanied - by & growin .
prices;: the: effects of which are It 1Y

-

“to - fluctuate - in > response 10

fb) The use of forms and. levels of taxes yvhich

are inflationary by raising the prices of voods
to- consumers; S _
© The use of forms and Jevels of taxes which
charnel investiient funds away frem produc-
tion of goods and turn them instead irto the
sterile holding of vacant or under-developed
lands; i o

(d) Failire to make adequate use of anti-

. inflationary forms of taxes which maximise the

supply of goods and services and thus give
greater ‘value to money. : :

25. Changes in the quantities of notes and
coins in circulation with the public can . indi-
cafe the existence and extent of inflation but
are effects and not causes of it. Information
from the Reserve Bank of Australia shows that
the issue ard withdrawal of “currency is ‘auto-
matic in its operation. < The note issue is frec
public - demand
which makes itself felt through the trading and
savings banks: Hence there are no’ himitations.
imposed on the size of the. Australian: note
issue nor arc they meeded. At times sueh -as
Christmas and Faster, the public’s demands
for notes exceed the amounts banks can supply
from their current holdings and it is necessary
for them fo obtdin’ additional notes from the
Reserve Bank, paying for them by drawing on
their bank accounts with the Bank. At other
times needs contract, surplus notes flow back
through the banks to the Reserve Banks and:
circulation decreases. “The normal annual
fluctiiation of notes within the year from June

- to December tanges ‘between 10 and 25 per

cent.

26. However, apart from the norinal flucti-
ations, with increasing resort 1o inflationary
forms and levels of taxes the operation .of
supply and demand through the market and
the banking system can atitomatically resulf
in increasing the supply of notes in circulation.
With the same number of ¢xchanges of goods
in the market at higher prices. more money
tokens would then be needed, drawn by the
banking system, and so inefease the currency
in circulation, FPart of the heavy inflation of
the pote issue seen on page six in the table
from 1966/67 onwards was due ‘to this cause
(e.g. the increase in sales tax levels vide
Appendix 4). Change to forms of taxes which
figure less in the ‘prices of retail goods would
reverse the process of prevent further inflation.




“Mortgages tegistered Vic.
CGemillion)

processes (b), (c).

 bring inflation
avels “is seen 1D
economic indi-

-+ These items are av

“be expected i the,

" the same as the gr

ate strongly tie

with -growl! be ‘expected without

4 Maunicipal land V'aluat:iims% for rafing
* " New South Wales (whole' State)
c @ mil UCVY L 18.4%:
New South Wales (Metro.) i
& mil UEV) - 22.8%
Victoria (‘whole_'Sta‘te) S
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 INFERENCES FROM THE ABOVE TABLE -
" 39, (i) The natural growth rate which could

i ~the. notes in_circulation. with -
~ the public without inffation would. be roughly

owth rate for the adult popu-

fation using: them. " The average annual growth

rate of the “wage and: salary earfiers. in. civil-

mployment in Australia” was 4.0 per. cent

A P 1 years between June, 1961 and 1972.
O e only the cxcess. above four per cent

~annual increase could: be regarded as: the. con-
tent due to inflation. P
(2) The- excess -above th : _ :
other: items in the last- three groups, approxi-
mates to their’ content -of - inflation. .-:-_’}_Thg in-
flationary growth rate for ‘these. items during
the period from: 1966/67: onwatds has -greatly
increased above: that shown  for_ the whole
* for that intermediate

iod.-. The figures 3 edia
gf:;lrogre shown ir% Appendix No. 2 from which

the more recent growth rate can be calculated
if desired. _ e
(3) The items in Group 2 are llnked with
the manufacture oF sale of goods and contain
a substantial” inflationary  (ax. conient. _'.;'-T.hﬂ_ll'
2 owth rate of up to 8:5% is approxima(cy
twice that of the matural growth rate to be
‘expected wit out inflation. -
(4)-. The i_tems.'_in G_rou' 3 are lqss_ _clo__sely Te-
lated to the production and sale of goods and
et fied fo investment i OF proceeds
of disposal of fa{m_i_éd'pgopii;ty;;;li“gei ﬁipﬁﬁz
S oo oaads gavings bankssare ik
of trading and: saving e o
the natural growth Tate 10
inflation. - :

11.19%*

is level,. as. showﬁ- by |

(5) The. conveyapce_é.__and mortgages registered

for janded property-as shown. for ‘N.SW. and

Victoria show..a growth rate from five fo Six

times. the natural rate which could be expected
without inflation. . . To .the exient that these
niorigages:are: incurred. toenable new ‘build-

ing - to- take:. place: they. are beneficial in

increasing the stock..of goods in the commun-
- ity against; which the: currency is. the measure

of value. - But to the large extent that they
are. investments:, 'inﬁﬁ._-uhder;deveioped or vacant
land ‘as a: mere hedge “against the fear of
inflation they are - positively harmful to the
community. . They build up a structure of

debt -with’ high interest repayments, which {n

the event of a recession) could lead: to wide-
spread loss:and. bankruptey for mahy.

(6) The growth in municipal land valuations

for -rating purposcs, as they appear On the .

books forcouncils, ‘much understates the real

‘extent of the escalation in land 'prices.” In

‘New  South :Wales and Victoria. they ‘are te-
valued at intervals from: a minimam_of four
and up’ to sixyears apart. In both States

- there’ has beer ‘anescalation in fand price$

over the last four years in metro. arcag. Yet
the curtent year’s totals for tating will only

_‘contain’a small’ proportion of the progerties

‘fevalued at recent higher levels. - In Victoria,
although a general revaluation of the metro-
politan ‘land “value was refurned at the ‘end

" of 1972 the values included” in it are actually

as at the base date December; 1969. The
valuations shown for rating in council records
immediately before the: new valuation was
returned - were bétween four and seven years
behind the market prices. o

(7) The growth rates.of groups 3 and 4 in the
table show (o what ¢xicnt investrient in landed
property -is taking place in an endeavoir 1o
preserve the value of assels against the con-
tinuing debascment of the sirrency - tesiliant
from current taxation policies. They under-
line the need for the provision of an adequate
formi of land value tax in the Commonwealth
taxation structure to make investment in and
holding of under-developed Tand less sttractive
than investment in productive use of Tand.

. HOW INFLATION IN AUSTRALIA

COMPARES WITH THAT IN OTHER
COUNTRIES TINO

. 39, In Appendix.No. 3 ‘to this submission is

a fable _pub]:ished- -by the First ‘National City

Bank of New York, listing 50 countries accord-

ing to their performance from 1960 to 1971

for depieciation in the ~valde of money. It is

of inierest o note that up to 1965 only seven.
of the 50 countries had a betier record than

Aunstralia showing less loss in value: of -their,
currency. But by 1970 we had dropped to

cqual 10tk place with our currescy haying

only 78 per cent of its 1960 value. And. in

the extra year, 1971, we had dropped 0 22nd
place among the 50 listed. It is interesting
to note that the recent performance of the
“Jess developed couniries” listed in most cases
is better than the “indusirialized countries.”
The ¢alealations of the depreciation of money
are _madgj:_r_ec_ip'rocal’i:y from thie Tise in official
cost-of-living or conspmes price indexes.

WHICH FORMS OF TAXATION ARE
INFLATIONARY — AND WHICH
ANTI-INFLATIONARY?

31. This should be the key consideration in .

arriving at a suitable and soundly based tax
structure. . The. question niight equally be re-
phrased to ask which forms of taxation provide
incentives to maximise production of goods in
the community? It will be found that the
answers to the one set of guestions are. the
same as the other because they are, in effect,
the opposite sides of the same coim, . .,

32. It is the production of goods in thie com-
munity which gives value to and holds value in
the curtency. -If the supply of voods decreases
there will be inflation, the extent of which will
depend on the réduction in supply. The key
to maximise the supply of wsoods available in
the comniunity is 1o provide and leave with

" those who take part in production, sufficient

monetafy incentive to continue and._augment
the supply. Those types of iaxes which pra-
wide this incentive ate ant-inflationaty. Thosé
which Jessen incentive = of destroy it = ate
inflationary in their effect. "

33. The common cause of governments’ and
taxpayers alike should be to niaximise the
stock of ,goods available in the commiunity.
Tt ic from that stock that their respective
shares are ‘drawn. 1f that stock diminishes
absolutely both government and taxpayers will
be. worse off and there will “be social unrest
about how to share a diminishing cake. Even
though the supply of goods increases the posi-

tion will be worsened if its growth is not.more




rapid than the growth of population, Taxes
which. work to maximise production of woods
- in-the: community ‘are anti “inflationary. “They
provide ‘added value in the currency.. Those
tax forms which hamper or discourage supply
of goods are’ inflationary,  Taxes which are
o.the consumers in: higher prives
en educe demand: for (or ability to buy)
the ‘types: of ‘goods involved. '
34, The - stock: - of - goods. - available in the
-community “is. obfained - by the' processes of
- production.: "These. are essentially. the appli-
. .cation of -human: labour to land 6r the- fitodi-
~tication of the products of laid into new
- forms. The p ses . are’ carried: out’ and
_the ‘products  stored or sold in- buildings on
ne sites. - The transport used in the process
of- production and distribution at-all stages to
the consumer uses fand ‘and operates from
terminals -on land. sites. The ‘availability of
land sties for all these purposes is an essential
element in the' chain which eads. with the goods
finally inthe hands: of the consumer. _
forms wh

T

Y.
annel investment

holding of vacant

perties; as a hedge

1 . rsen and intensify

the: harmful-effects of -that ‘inflation they seek
to guard - against. . Their - actions -place new
obstacles in-the” way of ‘the beneficial pro-
ductive processes ich-work against inflation.
They: have driven-land p ces to: levels at which
purchase ‘and use. of sites for productive pur-
poses is becoming uneconomic.  Such taxes are

in the: highest degrec inflationary. Their evil

effeqfs.can_'be seent in the relative growth rates
of land: prices. and other key indicators shown
under paragraphs 28 and 29-of this submission.
36. Wage and salary incredses paid (o those

engaged in prod 0ods are sometimes

37. At this. po :the Commitiee is invited to
take a new ook “a ‘thevarious’ alternative
forms of taxation o 1t 10 the: Commonwealth
Government,: wheth now:used. or not. . This
- would be -aimed first fo see  how they stand

blamed as causes of inflation. - Wages:

salaries are not forms of taxation and:he

are outside the terms of reference

ingiiiry. Nevertheless it should be said th

the views which look to them as' cau
inflation are mistaken dnd harmfol in

. attefition  from the real’ causes “and:

X

remedies, Rises in wagés and “salafi

eifects of inflation. which has already ocen

as results of inflationary taxes. -The ri
wages and salaries arc only given .

the debasement in the currency has
and do .no more than momentaril
previous relativity at hest. - Almost iny,
by the time they are feceived the: g
march of inflation has further eroded th
chasing: power of - their gains and th
of. agitation is resumed. It is true ¢
rises .gained from arbitration will increa
money tokens in eirculation and 1

‘ther debasement in . their valie

simply occurs because the full ef

per. cent annual increase in the note
Iation is not immediately reflected
the price structure. - Tt takes. a.rela
time before the. full effects of the.ini
work - their way through. - In -
other. sections of the. community ha
seeking: to. preserve . their own. reso
investing: them in property-o.

may have dire: consequences:whén

- comes. It would be unreas

that those engaged in  produci
should be expected to accept. th
tion in their living standards du
tionary currency and tax pelicies
governments. There is a dang
or later industrial strike action; i
at loss of purchasing power, ma
production of goods on such
cause- far more serious infl
For these reasons it is sound:
this inquiry will result in:such
tax -structure as to-replac
forms of taxes with' non-iflaticn

LOOK AT TAXATIO
under- the Group A Tax criteria
of this submission. Th

they are anti-inflationary
economic growth and p;

to work and save. . These

‘Commonwealth taxation structure.
38, The alternative types i

eonéiderat}ions of primary iiportance to the
choice of the future taxation system. 'The

following gives 4 simple and clear-cut classi-

tication of these alternative forms of taxes

“according to the fundamental coneept to which

they conform. ‘It may prove helpful in decid-
ing their relative merits and place in the future

taxes open’ to
overnments may be classified broadly into
tee types, as listed ‘below: ’ ‘
Type 1 — Taxes based on POTENTIAL
: whether availed of or not.
Land rates, land taxes and
- land rentals.
‘Type 2 — Taxes bhased on extent of
. USAGE-OR PRODUCTION
Income taxes, sales or tarfiover
faxes, value added taxes, nei
worth taxes, estate duty, cus:
toms and excise duties, gift
duties, payroll tax, wheat tax,
wool tax, pouliry industry
. levy, petrol taxes. Taxes for
public utilities included in the

charges made by the postal .

department, railways, tram-
ways, . buses, . electricity and
gas undertakings; stamp duty
charges.

Fixed charges unrelited to nse
or value

Poll taxes, broadcasting and
TV licences, motor car and
drivers licences. .

he iems listed are pot exhaustive, but
the main ones. Somé of them are vised
= Governments and not the Common-

I these taxes only the first type based
potential (whether availed of or not)
eatives to proper Iand wsage. They
fixed sum annually based on its value
the site potential is developed or 1o,
d tax charges provides an inbuilt “cost-
nd-unused” and hence an incen-
“it.earn by usage, at least enough

o tax: - There is also full incentivi

iz¢ production beyond that point in
edee that further development will

b_c. tax-free, This result is in accordance with

_the general good of the community which

depends upon abundance, It is also. anti-
inflationary since the maximising of the stocks
of goods available tends to maintain or in-
¢rease the valie in the cuirency. '

40.. By making it more profitable to develop
the potential of land and less profitable to
invest in and hold land vacant or under-
deéveloped as a hedge against inflation, such
taxes tend to make it possible for existing and
prospective néw land users to obtain sitcs with
less capital outlay. Holders -of such under-
developed holdings, unwilling or unable  to
make prodiictive tse of them,- when- faced
with an adequate annual tax for holding land
under-used will be increasingly .willing (o put

- them on- the market and invest the: proceeds
Jin more productive channels. - Agaiit. the: pro-

cess will work in an anti-inflationary direction.

41 The various State and Local Governments
have applications of these. types of taxes.: But
- since 1951, when the Commonwealth Land tax

was abolished, there has been no application
of this principle of taxation based on site
carning potential on a Commonwealth - wide
basis. Small applications of the principle are
operative in the Auwstralian Capital Territory
and the Northern Territory, both under the
control of the Commonwealth. These appli-
cations take the form of local ratés and land
rentals based -on ‘the, land value in respect of
the leasehold tenure operating within those
territories, '

42, The lack of a S'ﬁb_s'ta-ntial application of:

:land taxation @t Commonwealth Government

level is a serious blemish in the present taxa-
tion system. Although many forms of taxation
used by the State ‘Governments are also infla-
tionary, th¢ major fesponsibility for causing
and rectifying inflation lies directly with the
Commonwealth ‘Governiment.

43. It is therefore most anomalous that the
Commonwealth Government whose tax forms
and policies are primarily causes of that infla-
tion - has no current application of the land
value taxation principle which is the main (if
not the only) form of tax which is. anti-infla-
tionary and could provide the corrective for
it. In this the present Commonwealth tax
system may be likened to a powerful motor-

-car in accelerating motion fowards inflation,

but not equipped with a system of brakes.




44, Tand value taxation at 44 aleirsiie e
ey o cvel
would pmwd_e then eces-___s_ al'yihrake_e';l ud should

‘major: place

available to the gov-
em. below that expected: pro
the taxorate; 'il

-

; p .
pariment undér the Com-

he ‘Railways and- Tramway
the:States.  In all of these the
oowed is to expect. the- user
the. whole of the: capital

- charges for mails, tele-

fares: as. though the actual
w:e__}k;,l the only beneficiaries

47. Withal the taxation comporient

has*fread_le'd_ he point of “curtailing “usage of

t b ¢ T an

- State rail-
in charges

Thg sate -

thie Royal Auto Club o
‘miote economic to-discotitin
“phail servics and make pri
distribute its monthly j
that State, .+ 0
48, Basically,  the
bodies" arise Because:
‘as such are being expe
they should for :
expected to cover
the services. - But't
the only. beneficiar
‘expected ‘to pay:the
wrong. The existen
available for use i
land values over ' the
such. should. be expes
share of.the. capita
‘value whether they
Payment of  suc
added burden -
effect is to" redu
ing economy. wh
“production this. i
the amount.

49,

share the general " objecti
‘taxes ‘of this type,” but they
their inflationary effect -
under: the ‘other fax-er

tax for exaniple has” I
of the taxes based on po

value of the land. is. one ol
“used in arriving at net jorth

§0. Of these taxes: bas

usage or production  the indirec

as sales tax (and their varl

tax), customs and. excise.

harmful and inflatiopary:an

objectionable:: - The exte

prices. to the consumer:is

for thie sales tax and:cust

Sales Tax.. -

The total wholesale’ value '©

this tax for the yeat. 1971,

fion and the tax payable w
--gverage rate-of -duty p b

goods being 15.68:per -
payable by the wholesal
B S

“from the retailer. with, his added miatk-up on
the tax outlaid from his .working capital.
Similarly the retailer recovers it from custorm-
ers, -again, ‘with' his profit on the -amount he
has .outlaid. in tax. Assuining 25% as the
profit margin of wholesaler and retailer the
“amount by which the prices for these goods
would be increased is not the original tax of
15.68% but approximately 24.5%.  The $679
million received in tax by the' government will

‘have inflated to approximately $845 million to
the consumer.. . L

'Custom'sl)uties.-- i

The total value of dutiable imports cleared by
customs " in’ 1969/70- was $1,779 miflions on
which 5407 million was collected’ by the "gov-
ernmient - i duty, the 'average tateof. duty
being :22.9%. ~The importers initially- paid
the .tax. and  recovered it from - the. retailers
with. their mark-up'.on-the. 5407, millions, they
had -outlaid:. in- tax..-.The. retailers._in_ turn
passed. it on to' the consumer ‘with their. mark-

up on.the tax ‘added.. - Again. assuming their -

- profit margins - at.25% the original duty of
_ 22.9, imposed .would have become 33% by

the time the goods reached the consumer. The

$407 million received in tax by the govern-

ment will have inflated the prices to- the con-
sumer to about $636 million. .

Excise D_uties L L .

The amount paid in: excise: duties in- 1969/70
was-$939 million.. .On the same assumption of
profit margin as before the tax would inflate
the retail price to about $1,450 millions.

Iocome Tax

This direct tax absorbs a high ‘proportion of
the taxable income of companies engaged in
production. . The minimum tax-rate for the
income year to 30th June, 1969, was 30% of
{axable income up to $10,000 for private cor-
panies and 40% for public ones, rising to
459 for higher taxable incomes. " This can
have an important effect on the viability of
matginal concerns and the ability or willing-
néss 1o spend. further capital on replacement,
modernisation- or further development gene:
rally. - Tt will affect price tevels to the exient
that supply of goods will be checked unless or
until prices in the market rise to imake pro-
duction’ economic: - But. income  tax does not
have the: multiplier effect into retail prices

13

between wholesalet and iretai_'}_c_ribﬁf the tax.paid
as Happens with sales taxes, valie added taxes,

customis and excise duties. 1i. is therefore

Jess. inflationaty than those indirect tax forms.

The revenue yielded by compaty, income
fax in 1969/70 was $1.451 million. . Apart
froin this, - personal income taxes. upon_.the
employees of companies in industry. have ap
indirect effect upon their operations as unions
are increasingly making their claims for wage
increases include expected rises in their;income
tax. ' SRR

Estate Duty Cop

This tax does not fall on. current sproduction
but upon the wealth aecumulated’ Trom: past
production and land ownership up - to the
death of the owrer. But it can have harmiful
effect in’ causing the break - up :of economiic
holdings to ‘meet ' the tax: . The smaller ‘hold-
ings resultant from this in many cases-are: less
gconomic.” T here is great dissatisfaction about
siich taxes. -~ This: could be remioved by -the
substitution of a“land value tax and abolition

of the estate. duty.: ~The land tax would thus

become  in - effect a- pay-as-you-earn .form of

estate duty which would leave the holding -
intact as a working unit on the death -of the

owner. Revenue yiclded in 1969/70 was-$71.3
million, I

Gift Duty R T
This tax does not fall on ¢urrent production
but on wealth already accumylated from ‘it
It is therefore mot inflationary. 1t is " of com-
paratively recent inttoduction and  its: purpose
is mainly to remove the iricentive. to. evasion
of the estate duty by making, gifts. before. the

taxpayer dies. [ts existence is- a direct testi-
mony to the widespread dissatisfaction about

estate duty. Revenue yielded in 1969/70 was -

$8.6 million.

Payrell Tax

This is & direct tax upon industty added to.its
notiiial costs of operation. : 1t increases. the
prices to wholesalers, retailers and: consumers
by miuch more than the govérnment receives
in tevenue from it. [t has the same multiplier
effects as sales iax and other indirect. taxes.
1t is onerous and costly ‘to industry and harm-
ful to the ctonondy. It is pot now: used
in the Commonwealth ‘Goveriiment tax struc-
ture, having been passed to the State govern-
ments. - S ST




at $48 million i 1969/707a
cult. Extensien of this: li
other items is unlikely:

caise it would _prove intol abI'
costly 1o apply, give ince
produce little revenue:

Value-added Tax~

This is now used in many countries in Furope
-and - has:been - suggested - for - Australia. 1t
would be a more disastrous form of sales tax

56. Basically, our practical taxation proposals
to: encourage econcmic and efficient use of
the resources of Australia and to. counter the
curtent. and threatened further increases of
inflation. are to provide in the Conimonweaith
taxation striicture for a substantial content of
land ‘value taxation. This: would simultane-
ously be accompamed by corresponding“abo-
lition of the most inflationaty. or otherwise
objectionable forms of-current.taxes, as part

. snx ‘Gr.even ten tlmes
‘1 stage and- wheén the
' 'y the consumer Thc cost

OTHER TAX CRITERIA.

52, In this submission prima
has been given to the criter
over-riding importance: in. th
futyre tax structure fro &
It has.been regarded
taxanon “system shoul
paragraphs. -

57. Under - this proposmon Cormmionwealth
Government expenditure. would be paid or
reimbursed - from . whichever was appropriate
of two separate accounts according to whether
the payments- were for (a) capital expenditure

- ties “of - skuEduggery and.__ evasion on-a- w1dc
. scale. It was: reporied. that. Italys “cost of
living ‘was: expected to rise by 5% il January
this year-when the value-added tax was.to. be
introduced.- : Also that 2,000 small - businesses
ienna swithin -the: last three -

ew: value-added.: tax

ymmenting  critically

erald”, - Melbourne,

speculatlon in fand" unc
accelerating debasement. of ‘th
inflatiorr eroding the value: c
in- bonds- or deposited:in
spéculate in land’ because it
to increase as fast as or faster: th
rice. level. . Inflation-send. 'he _ _ e
o higher:~ The higher- lan CAPITAL OUT_'.*A_Y' fab B
feed inflation, forming a:vich 58.. The broad: principle. to. be followed with
if - théy are not checked, wi {a) would be that capital expenditure (which
a-breakdown in-the ‘econo . generates further wealth and thus maintains of
. ' increases the rental and capital value: of land)
54. It has been shown: th would be 'paid: or: reimbursed “from a special
government - account -to. be established = and
known as the National Development Account.
This would appropriately be - financed by a
.rate charge levied on.the- unimproved ' rental
or capital value of all lands. To this accout
. also would be added the land rentals. received
by the Commonwealth Government from its
. leasehold properties and royalties received
- from its mineral or other natural resources.
- #9, ‘The basic concept of this is that capital
* costs of the government departnients or public
* enterprises concerned have to be met by the
- faxpayers: collectively, whether the seérvices on
which' the funds are’ sp'_e_nt are used or not by
particular taxpayers. ‘But the existence and
- continued operation of those services does con-
fer substantial financial benefit to propetty
holdmg taxpayers as such, in Increasing or
maintaining the site rental and capital values
of their Tand holdings. = This benefit is not
reaped by othier categories of citizens. - Hetice
t is fair and appropriate that these capital
costs be raised by & development—rate charge

the government departments ‘or public enter-
prises concerned.

be  hit harder
taxation. :
. “Politicians are’ bemg tempteci to mtroduce
value-added-tax which ‘would be so d]sgmsed
in higher retail prices X ruc
and retaﬂers would g on ;_he poten-tlal earning

: whether used or not. Such;..
. B CThr VS of land rates, land taxes

. o ' - anly effective anti-inflati

TYPE 3 TAXES — FIXED CHARGES db]g In the next par(.
UNRELATED TO: USE OR VALUE ' proposals for change i

51. The only Such tax:of generdl dpphuatlon which WOU]d pr0v1de -
by ‘the Commonwealth-at: present is broadcast=
ing and TV licences. :-This tax, like poll taxes
applied and’discarded .in the past {al least in
developed ‘countries) offends against . the gene-
rally accepted tax criteria in- Group D of para-
graph 5 of this submission. 1t has no regard
whatever 0. abllxty ‘to . pay,- the sum - levied
~ being the sari¢ to:the poorest as the richest
'taxpaycr ~Tts ‘main merit-to. the governments
is that the sum: rarsed-m this case is substantial

fa_i? the blame.”

been. discussed in ‘relatio
groups of tax criteria he
paragraph 5 of this submi
No. 5 to this submission:is
from Henry George’s
Poverty™, entitled - “Th

covers all these crite;
as when written nearly a:ce

of ‘a package deal dcscnbed in the followmg :

or (b} current: day to.day operating costs of .
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PART IV — PRACTICAL PROPOSAI.S

ESTABI.ISHMENT OF A NATIONAL DEVELOPMENT FUND
FINANCED BY A DEVELOPMENT RATE ON LAND VALUES

in proportion. to  the benetit confcrrcd as
registered in the Jand valae.

OPERATING COSTS {b}

60. These are incurred respectively by pubhc
enterprises and other government departments,

the. fmancxal arrangemerits for ‘which' -are de-
scrzbed in the followmg paragraph,

PUBI.IC ENTERPRISES : :
61. The broad pr1n01ple here is that the cur-

_ rent day-to-day operating costs of pubhc enter-
" prises would be met by charges to. the users of

the services proportionate to the ‘extent of ‘that
use bat only to the extent needed to recoup the

operating costs. They should not have added .

to them:a component for interest or depreci-
ation which are essentially capital costs, -

62. Their capital costs would be paid or re-

imbursed from the proposed National Deve- -

lopment Account.- Their current working
expenses {(operating costs} would be recovered
from the users of the services in charges relat-
ed to the extent of their usage. In the Com-
monwealth field the major public enterprises
by function are the Post Office, Railways,
Civil - Aviation, Housing, Snowy Mountains
Authority, w1th others.

-63. It would be an integral part of the pack-

age deal that ‘the public enferprises receiving
their capital outlay from the National Deve-
lopment: Accouint be required to correspond-
ingly: reduce - their charges to users of the ser-
vices by dcross-the-beard .cuts to the full exterit
that the contribution reccived from that fund
exceeds their working expenses.  In particular,
the Post Office at present is compelled by
political decisioiis made some years ago to

. periodically increase its charges to users of

the mail, telephone and broadcastmg services
to meet capital outlay of which it would be
relieved under the Natlonal Development
Account proposals It is important that the
public be given the benefit of this relief by
lower charges to offset against the new deve-
lopment rate paymedis. Similar considera-
tiens would apply to other public enterprises.

64. Most of the governnient departments are
not - clas51f1ed as public enferprises and it




would. .be. .neither  practicable - nor desirabile -

that they be treated as such. Their capital

costs would be met from the National Déve-

lopiient: Account as with those of the public
nIerpris -But .their. operating costs must
-the general revenue obtained

. monnting to
expenditore < wa

65. It is COnsxdered _'tha.t. the :most 'dp.ﬁrdp'ti-:iff_:-.
taxation - basis. for . both the ‘charitable - distri--

bution: and :that to-State’ Governments ‘wotuld:
. be on the: basis of, “ability. to pay” as repre-
sented by income ‘tax.In regard to the grants
to State Governments it-is-noted: that: these are

f itself and. State Goveri-
ass-on their: share to ‘the Jatter.
ly it accordance with -the.
ta

ed form of . tax from.

by and_the operating costs of running the
Commonwealth G

come: tax for: this pur-
- a direct: tax  with _less
an. indirect taxes such as
tax, customs and excise

duties, . ‘Nevertheless, ( de
income tax is a’ dis-incentive to. development
generally and ‘it is hoped. that. the growth of
the National Development Fund in future

years will allow contraction of the income. tax.

field- progressively ‘in the tax structure.. This
is. not. to.. ov hat within the framework

int changes may be
inquiry, to improve

--our.major- proposal for:the- establishment -of a
National  Development Account - financed by

_because the. Federal Govern-.

icome tax. on.a. uniform:

e procee uld be met the grants,
to: States;. also the eleemosynary" distribution -

overnmentdepartments con-

|t is.. considered: that

$ administration and: make it Iéss onerous. -
7. While. thers is a logical basis: for retention-
of income tax to: suppiement it the' merit of-

on sharing basis that

“the séite on land values would not be vitiated -
by a different tax choice for that supplement.

THE COMMONWEALTH TAXATION -
STRUCTURE -~

68. . The General revenue dnd taxdtion. strics
ture for the Commonwealth Government eim-. -
bodying these proposals ‘would be as show..
schematically below, for ‘thie three fuictional
divisions of Commoniwealth Government . ex--
penditure.  The- figures: under : those divisions.

- - miilion show the: break-up of that expén-"
diture for the year- 1968/69;. for which. details:

are. shown  in Appendix.:No: 6 to this - sub-

mission. . "They. are’approximate enly:-as the

$316 . million: shown for interest and depreci-

ation allowed is estimated only. :
. FEDERAL: GOVERNMENT  EXPENDITURE
coo - Currént S
outfay for:"
(a) Governmient. . - - .-
_ Departments + . . -
T {b) Transfers of . Current
Capital . - existing .. outlay
outlay which - -
generates one section
further weaith . - of community public .
and services td another :
. (8. million) {$ million)

. ($. million).
From- Con monwealth"-“_:_ _f'-- RN

ey

A. Fed. Govern- e
- ment Depts. - $159° (a) 1747
e (b) 2006

B. State : SRR :

Governments 264 - 1155

C. (i) Fed. Public. - R Coo

Entérprises 25 0 12 36

C. (ii) Fed. Public - - BT e L
- Entetprises - 3i6 Co e 691

164" - 49200 - 727 -

Appropriate '_bas_i‘s‘
of payment

In proportion  In.proporifon  [n'proportion

to ability " -
to pay

to values
confetred to
land sites- - .

Appropriate’
tax basis o
" levieson, |
land rentaf
Lvaluer b

. to use made. .
of the service”

Income Tax - Charges for -
- use (farés;
- FEDERAL GOVERNMENT REVENUE -

_classification . purposes.

~ the:present inquiry.

wealth from  ‘working
" expenses of

enterprises.”

“Excise Duties.-
‘1o users (Post Office etc.) .

SMreights, o0

L
Pinenigy

69. The three divisions followed above for
Federal . Governmerit expenditure woild glso
apply to the pattern of State and Local Gov-
erament. expenditure, . At i a common steue-
turé applicable to all levels of governmetit for
The Federal applica-
tion-only.is given here as this 1% the stibject of

"REVENUE NEEDED IN. THE NATIONAL
' DEVELOPMENT ACCOUNT . ...

70. With full “application” of the" proposed
structure as shown above, for the year 1968/69

used in - the summary, approximately - $1164

‘millions:: would have “ been ‘needed” in’ the
National ‘Development - Accoiint: “and “$4.666
millions from other. taxation. Check. for the
Iater year:.1969/70, from Table No, 3 of “Pub-
lic"Authority. Finance™, suggests. the amounts
needed - for - that year would have been about
$1,500 millions for. the  National Development
Account and- $5,200 millions. in other taxes.

EXTENT OF ABOLITION OF OTHER

TAXES MADE POSSIBLE ?

7k The Natioﬁél'r-ljevérépm_eﬁt Fuh'd'_' ﬁro’pﬁo’sa-]

outlined:is:a packagé deal requiring that othef
forms- of ‘taxation: be- correspondingly- aboliski-

.ed or.reduced: to. the-full-extent of the revenuye

raised by the land value rate charge. It is
therefore important: to:see how- far 31,500 mil-
lions ‘would ‘go"in reducing - these taxes in thai
year: “The revenue yiclded by the miajor Coni-
monwealth taxes in" 1969/70 is shown below
and is-‘taken from Table No. 7 of “Public
Authority Finance” 1969/70 issued by the
Commonwealth Statist. - :
o ; Revenue
. . 1969/70
Kind ($ million)

. . Direct 40469
Estate Duty . . Direct . - . 713"
Gi-f[‘,-.Dl_i:ty : oo Direct . 86
B'cast & TV Licente Direct .. - 484
Customs - Duties Indirect. : . 4136
Indirect 939.3
Sales Tax: . - Indirect 568.7
Public entérprise charges

Form of Tax

Income. Tax

10770

72. Suggested abolition or reductions in taxes

. {and. charges-to users of the public ¢nlerprises)

possible within: the budgeted $1,500 million for
that Yedr would b_e_: o .

. 3. Gift duty

1. Public enterprises charges
to usets of service —
reduce by $259¢

2. Estate duty

$270 niillion
$ 71 million -
$ 9 m:il-l;‘o'n ’
8569 million
$581 million

abolish
abolish
4. Sales tax abolish
5. Customs and excise i
.. Ineonie tax reduce /

73. The choice of the foris of taxes or
charges to be abolished or reduced and the
extent is not crigcial to the National Develop-
ment Fund proposal. It miy well be ih gt
that the reductions in Jtaxes should be di: tiid=
buted pro-rata over all forms ‘or fhat other

" puiorities be given. It would be a goveriment,
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policy decision, However, it may prove help-
ful 1o’ state whiat considerations have led to

the choices suggested above,

CONSIDERATIONS ON TAXES TO BE
ABOLISHED OR REDUCED ARE:

74. (1) A major objective is to eliminate or

substantially reduce the forms of taxes which

- dre most inflationary .And  thus-causes of the

continuing currency debasement with escala-
tion of retail prices, to ‘eonsumers. . We seek
to reverse the process and put value back into
money. o

(2) The net effect of the changed taxation

Structure on the taxpayers will be the addi.
“tional outlay in the land rate miinws the -

duced outlay in other taxes, With adequately
used properties the reductions will usually ex-
ceed the incredscs, vaeant or urndersed

properties the outgoings will be gredter, “This

is the intention bat it is desirable that the re-
ductions be extended over: as wide a field of
taxes as possible.

(3) Although wot generally considered taxes
the charges made to bsers of ‘their serv
by the Commonwealth public giterprises (ol
which the Post Office is the latgest) -contain
a high tax content with harmful effects fo ~atl

sections of the community. With their eapital

outlay et from the National Development

Account the reduction in their ¢harges follows:
automatically as essential- to the propesal,
The reductions in - this would apply also to
the Broadcast and TV Ticences which are patt

of these enferpiises.




(4} With the introdaction of the development
rate on land value it is essential that the estate
duty be abolished as part of the package deal.
The land rate would then be in effect a pay-
as-you-earn form of estate duty. With it
should also go the gift duty which has arisen
mainly from attempts to cvade it and which
produces little revenue.

(5) Sales tax would be completely abolished
as a particularly inflationary tax which bears
upon those least able to afford it in the com-
munity.

(6} The balance remaining in the National
Development Account would enable reductions
in the customs and excise duties (which are
highly inflationary) and income tax {which is
less so).  The balance available for these pur-
poses would be higher than shown in para-
graph 71 above to the cxtent that it would be
supplemented by the Commonwealth Tevenue
in rents, royalties, interest and surpluses from
public enterprises, which in 1969770 totalied
$370 millions. .

HOW MUCH WOULD THE
DEVELOPMENT RATE BE?

75. The development rate in the dollar would
be that needed to return to the National Deve-
lopment Account the predetermined sum of
revenue required. The rate in the dollar would
be that revenue total divided by the total un-
improved sitc rental value (of unimptoved
capital value of the land). 'The unimproved
capital value of the land as currently used for
municipal rating or land tax purposes in the
various states would be the starting point for
this computation.

76. The total unimproved capital valuations
currently available for the various stales are
as folows:—

New South Wales  (1971/72) $10,126 millions
Victoria (1971/72y ' $ 7,797 .,
Queensland (1970;71) § 1,860 - .,
South Australia (e70) - $ 1704,
Western Australia (1970/71) § 1,363 "
Fasmania (1970/71y $ 483 -
Aus. Cap. Ter'tory (1970 $ 230

Total  $23.563

Using this as basis the rate in the dollar needed
1o obtain a development rate vield of $1.500
millions (as used for the 1969/70 calculations
in paragraph 71). would be 6.36 cents in the
dollar of unimproved capital valuc.
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7. This rate appears high only because the
local valuations used in. the varibus states were
made at various times ranging from a mini-
mum of two years to as much as seven years
ago. They would then have been close 10 the
current market values but would be so no
longer with the later escalation of the markel
prices. More frequent revaluations are needed
and about to be made bi-ennially by the
Valuer-General in New South Wales. On the
present market values the rate needed would
be less than half ihat calculated above.

NATIONAL DEVELOPMENT RATE
SHOULD BE AT A UNIFORM RATE
IN THE DOLLAR

78. 1t is submitied that the development rate
levied should be at a uniform rate in the dollar
without exemption so that it is payable by ali
properties. In this it would differ from the
land value taxes used in the States. The flat
national development rate would be superim-
posed on the existing progressive-rate land
taxes of the Siates., The practice of exempting
properties below certain limits of vaiuc and
applying progressively increasing tax - rates
with higher Jand values is undesirable. It
embodies the wrong assumption that small-
scafe land speculation is less scrious than
{arge-scale and should be let off lighter ac-
cordingly. Actually, small scale speculators
with a few lots cach numerically outnumber
the larger ones many times over. They play
an important part in with-holding land from
the market and causing the current escalation
in land prices. Difference in size shouid be
ignored and cach unit of land value attract the
same tax.

BASIS OF THE DEVELOPMENT RATE

79. “The preferable basis for the development
rate would be the rental value of the site
rather than its capitalised equivalent known as
the upimproved capital value. The reason is
that in the long term the unimproved capital
value base is affected by the tax rate levied on
it while the site-rental value is not.

The site-renial value gives a clear idea of the
potential imceme that could be gained by let-
ting the site on building lease to a tenant. This
is ats value in contmuing wse. The wunim-
proved capital value is the price the site would
rcalise on the market if sold.

However, the rental value of the site is not
recorded at re-valuations. whereas the unim-

proved capital value is. Hence this value
would necessarily have to be used as a start-
ing point for the levy. However, the site
rental value for the assessment could be taken
initially as 5% of the unimproved capital
value. Later re-valuations could periodically
revise the percentage.

HOW TO GET THE !NDIVIDUAL
VALUATIONS ON WHICH TO LEVY
THE NATIONAL DEVELOPMENT RATE

80. With the original Commonwealth Land
Tax propetty owners were required to submit
returns showing their own estimated value of
the land. These were used as the basis for tax
subject to the right of the Commonwealth to
have its own valuers to make their estimate
and amend it. The system worked fairly weil
and could be resumed if necessary. But the
valuation techniques today are far better than
then and ensure better relativity in the assess-

_ments between neighbouring taxpayers. Valu-

ations establishing the unimproved capital
value of properties are now made by local or
departmental valuers for almost all properties
in Australia. Access to the results of these
valuations can be gained by one or more of
several alternative methods indicated below.

(1) Arrangements could probably bé made, in
co-operation with the State Governments, for
cach local council or the land valuation depart-
ment to supply an extract of the rateable un-
improved capital values of each property on
payment of an agreed fee for each extract. In
Victoria there is provision for this information
to be supplied to each body requiring them
for rating purposes at a fee so_that each user
shares in the cost of making the valuations.

" (2) The Commonwealth Government could

obtain access to the valuations for its purposes
by requiring the information to be included on
cach taxpayer’s income iax return. It alrcady
follows this course for almost all the informa-
tion needed, in the section relative io claims
for tax deductions for rates and land taxcs
paid. This requires the taxpayer to stale
which authority the payment was made fo;
the reference number on receipt or assessment
notice: and the amount of the payment made.
The only relevant information not asked for,
but needed as a base for the levy of the
National Development Rate is the unimproved
capital value of the property linked with the
amount paid. The addition of an extra column
for “valpation U.C.V.” would provide the
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missing figure at no extra cost fo the Com-
monwealth. A minor disadvantage here could
be that the income tax return would be re-
tained in one section of the Department hand-
ling income tax returns, while the valuation

figures would be needed in another section

issuing the National Development Rate assess-
ments. An extract would then be needed
from the returns when received to pass on to
the other section concerned. This extraction
would be minor in time and cost,

(3) A further alternative would be to prepare
an entirely separate return from (o list the in-
formation on locations and valuations of each
property held and send it to each person or
firm who sent in an income tax return in the
previous year (and to any new oncs on receipt
of a return from them). This would remove
the iie-up with the income tax return and the
need to extract the valuation figure from it
as entailed with (2). The only connection
then with the income tax return would be as
a source for the address of the taxpayer so
that his return for the development rate levy
could be sought.

In Victoria, although all councils are required
io take out the unimproved capital values in
the course of re-valuation, about 15 have not
yet completed this. In these cases, pending
completion the U.C.V. could be taken as
approximately 10 times the net annual value.

CONCLUSION

81. In conclusion, it is submitted that the
foregoing proposals of the Land Values
Research Group for the establishment of a
Nationa! Development Fund, financed by a
development rate on the value of land and
accompanied by a simultaneous abolition or
reduction of inflationary or otherwise object-
ionable forms of taxes, are a practical coniri-
bution towards improving the taxation struc-
ture of the Commonwealth.

They would provide the counter-inflationary
brake now lacking to control the inflation
already generated by the current forms of
taxes. The proposals would fulfil the aims
expressed in term of reference 2(b) to secure
as far as practicable that there is a fair dis-
tribution of the burden of taxation, and that
revenue s raised by means that are not unduly
complex.

Qur proposals are, in fact, a simplification and
streamlining of the taxation structure and pro-




