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INTRODUCTION

Muodern fax systerns have o nus of tases, with imdividuals betng tased in any of thr broad
ways: v what they eam uncome tas); on what they spend {r;'%mum;mm tax k. and on what
they salt away and give away taxes o wealth, either annually or wtermitiently, and inheritance
and it taxess Australia is 3 ranity amongst the modern developed eeonomies of the world
beeause has no general faxes on the accomuliated wealth of indwviduals. People pay no m
annally on ther wealth: nor do they pay any tax on therr estte when they die: noris any tax '
pand v gilds or inhenances &Tx‘mm’t}uﬂ‘ﬁiiyl the autstanding characteristic of Australia's tax ,
system is thit it s based on aovery narrow range of sourees of tax, which are taxed relatively
heavily. Theretore, while wealth taxes are the taxes Australia does not have, a need w broaden
the tax base and make the 1ax system fairer might mean that, in future, some goneral taxes un
decumulied wealth become Luxes which Austraha has s have.

“The focus i tus discassion is on the role of wealth txes in general. and annual not wealth
Laxes m particular, i a tax system. The Key eritersa for judging @x systems or @ measures wre
ety and efficiency. In practee these two key erteria often contlict, so that in developmg
systerm of tases there are trade-ots between equity and efficiency ohjectives, Other important
criteria for judgmg faxes or tx systems e admumistrauon and revenue aspects of taxes.

In the vest ol this discusston, first the prinviples of taxation are ovthned, then the nature of
vartons tuxes on wealth 15 explained. The inerdence of ixes on capital and possible effects on
elficiency are explored. Then the arguments relating o taxes on wealth are canvassed.

The argument 1s prescated that anngal net wealth axes would improve Australia's tax system -
as abso would death. inheritance and gift taxes. This is not a popular line of argoment. But, as
the saying goes. a popular cconomist, like a popular tax-collector, is obviously sumeone who is
not doing his o her joh,

PRINCIPLES OF TAXATION

The main principles of axation are that the burden of wx should e shared fairly etween
diterent people in seciety: that takes should not intertere with business decisions m a way
which causes the economy to operate less efficiently than it woald without the L or under an
alternatine tax system. the tax system should be anderaandable and not too costy to
admimister. and finally. it should raise sutticient money 1o fund government policies. trying o
acheve afl of these objectives at the same time 1 ditficult as they conthet. For mstance, afl
merlerenee by tves with ccanomie charees and dectsnons mvolve efficieney costs
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Compromises and tade-oifs hetween satish g these prineiples of mmmn and meeting
political imperatives, is central to the art of polities. In the light of well-established principles of
taxatien, w the 19505 the British economist Lord Kaldor proposed his ideal tax systent, Tt ad
a stngle tax return and moderate Tevels of tax on ingome. realised o pital gains, an annual tax on
property, d tax on personal expenditure and a gilt tax payable by those whe get the presents.

The crierta used for the assessment of 2 G strie mm have: bwn & maum af ﬁclmtn since at least
the time of Adam Smith. Smith (1776 proposed four maxims with regard (o taxes in generl,
aned these he stummarised as ollows.

All sattons have endeavoured, 5 the hest ot thetr zmigcmxmt o render their taxes as
equal s they could contrve; as vertain, as convenient to the contributor, both in the
tine and 1 the mode of payment, and. in proportion 1o the revenue which they
breught to the prioce, as hude burdensome to the people 11970, Val.2, 309,

The vritena thit nowadiys are senorally seen as being important features of a tax system are
based on those vriginally expounded by Adam Stauth. The v mclude:
iy The disinbution of the s burden should be cgmtable besween individuals and
sovtd groups (Kaldor 1964, p 203,

e Taxes shoubd be ehosen s as o mmimse micterence with economic decisions
because such interferenves mmpose eHficiency costs and these costs should be
mummsed OMusgrave 1984, p 2250

raetThe tas structure showld Laobnste the use of fiscal policy for the purstanee and
achiovement of stabilisation and growth obectves tMusgrave 1984, p 2250

v The tax system should peemst far and pon-athitrary administration and 1t should be
umderstandable w the txpaver Musgrave 1984, p 225,

v Admmistration and comphunce costs should be as Tow as possihle (Musgrave
POk p 2253

i The ey systen should provide adequate revene (Musgrave 1959, plio

The efficiency objectne of taxaton hobds that s asdmmistration and comphance costs shouhd by
kerpt s b as posable. and that the wxoess bunden’ or vihioency cost ol g fax, should he
msmamiad. The essence of s mager obective of axsation can be tound m Adam Smith's
foutth and Boal masim of Lvation Te wente,

Fvery tas vught oo be sovomtoved as both o tahe ot and to keep cut of the pockets
of ther prople as Btk as prossible vver and ahove what ithrngs o the public
freasury and the st A s may esther ke ontor keep owt o the pockets of the




people a great dleal more thar it brings to into the public trepsury, in the Tour
folliwing ways. First. the Jevying of it may require a great deal of Foffivers, whose
salaries niay eat up the greater part of the produce of the tx, and whose perquisites
may impose anather additional tax upan people. Secondly, it may shsgruct the
mdusiry ol the feople. and discograge them from applying to certain branches ot
busiiess whicl might give maintesance and employment to great multitades, While
1 ehliges people o pay. it may thus diminish, or perbaps desroy, some of the
funds which wight enable them more sastly 1o doso. Thirdly, by the forfeiures
atd other pesaltics which those unfortunate individuals meur whe atlempt
ansucvessiully to evade the s, ot may frequently ruin them., and thereby put an end
to the benetit which the conmmunity might Have received from employment of their
<apitals. ... Fourthly, by subjecting the people to the frequent visits and the
adhous examindtion of the tax-gatherers, it may expose them o tmueh unnecessary |
trouble, vexation and oppression; and though vexation is nut, strictly speaking,
expense. 3 s cortamnly equivident 1 the expense at which every man would be -
silling to redeem hunself from at (1970, Vol.2, pp. 308-9.

Ansther generally accepted axiom of axation 1s that people should be taxed aecording 1o their
ability to pay. This 18 the faimess or equity principle. Fairess in tasation comes in two
duections: horzontal and vertical. Horzontal taimess requires that people in sumilar
cireumstanees are treated simifarly. Vertical faieness requires that bevier-off people pay miore wx
than those who are worse-otf, The argument for taxing people’s wealth rests in part on the
aotn that ax hased on people’s ability-to-pay 16 the key vomponent of a fair tax <ystem, ind
WO o censumpion axes do not fully capture the entire tncrease m people’s well-heing or
abnhity -to-pay over @ period.

Adum Smath (17760 clearly defined the "abelity 1o pay prmeiple 1 die fiest of his four maxims
o kst

The subects of every state ought o contnbute towards the support vl the
gevernment as nearly as possible i propoergon to thewr respective sthilines; that 1s,
1 propertion fo the revenue which they respectively emoy under the protecuon of
the state. The vxpense of government W the smdividuals of @ great nation s fike the
eapemse of management o e ot enants of @ great ostate, who are all obliged o
contphute i proportion to ther respective interests i the ostate T the observation
st fieglect ot this manam consists what is catled the equabity of egquality of tasation
9T Vel 20p 30T,

Baidor commoented on the dntficulty i uaplementing the ability 1 pay principle as follows,
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- Irisaot possible to give any preetse definition (o notons sueh as taxable capaeily’
o “gbility to pay’. But that does not mean it these notions themselves are of
questionable validity. They very clearly mean something, even though i one wants
Lo ittty them with precision one alwitys comes up against difficulties........ [t is
clear that different individuals taxable capacitivs differ and we should aim at a
system which dhstributes the burden of tasation in 2 manner that is as close as ‘
posstble 1 tis coneept of alwlity 1o pay, or taxable capacity 11964, Vol 1, pp20s-

i

There are twe farther, related notions biere, Faest wealth bostows intangihle benetits such as
seurity, status, burrowing powsr. political influence, and more material benefits such s seapse
s reduce the rate of meome tax pant. Seeond, there s the idea that income carned from
propesty s achivved with fess effort and is usually of 2 more permanent nature than neome
carned by bard wark, Theretore the wddition o abtlity-toepay from benefis accrued refatively
eastly stewithout any sacrifice of feisure, whach nsell i a valued benefit from swning
property ts greater thun the addion o ability 1o pay from benetits which acerue from the sweat
of persenal exertion. Thus incoms from wealth i an emmently mote xable past of ability-10-
pary than 1s the main souree of 1% revenie m Austrahia, which is tax on personaf income from
et

Vertical cyusty has heen seen i eems of equal sacnfice, or equal Jows in social welfare, since
the time of the westings of John St Mill (845, He discerned:

As i goveriment vught te make no distimction of persons or classes i the strength
of thewr clams on o whatever sacrifices o requites from them should be made 1o
buar as ncarly as possibile wath the same prossure upen all, which, 1 must be
abacrved. s the mude by which least suentive is occasioned on the

while. . Bguality of wxation, therefore, as a masim of palities, means eqoality
ul saentice. Homeans apportioning the contribution of cach person towards the
enpenses of the goverment so that bie shall feel neither more or less inconvetienge
troms b share of the payment than every other person experiences from his (1973,
R

Phis motion of eguat sacrifice bus been iterpreted practice ax relating to adoss of meome
thrcugh the payment of s I the margmal sty of ncome sehedute ihe ovel of welfare as
@ P tion of ahcome - owas the same tor all taxpayers, then the vgual saentice frrmmph would
vall for e apih with shtierent snoomes o pay dOReRent anmounts of L,



A mmpmwmi@ systetn of tsation s (o inelude the entire aceretion 1o the wealihof an
individual over ime, regardless of the natwre of such aceretion, That is, alt income should be
meluded whether it aeerves in the fosm of money, imputed income tor example the rent from
owner secupied housingy, or ;zppwmmmn i the value of assels. Income then eqoals the
meredse i het worth fxaving) plus consumption during the measurement periad. This
definition of ieome 1s widely atributed 1o R M Haig (1921 and FFC Simons {1152381* ad s
known its the "Haig-Simons' formula for calculating personal income over 1 measwement’
wmud Cited in Simons (1965, p .61, Hag onginally asserted that “Incore is the money value
af the netaceretion to one's econemic ;nmer hetsveen two points in time’. Simons (193%) went

tmﬁxm o arge:

Personal tneome connotes, broadly, the exercise of control over the nse of society's
searce resources. 1thas to do ot with sensations, services, or gods, but rather
with rights which command prices tor to which prices may be imputed). Iis
caleulation imphes estimate tad ol the amount by which the value of a person's store
of property rights would have increased, as between the beginning and end of the
pertod. of he had consumed tdestroyed) nuthing, or th) of the value of rights which
he might bave exercised i consumption without aliering the value of his store of
rights. Inother words, it implies estumate of consumption ind accumulation.
Consumption as a quantity denotes the value of rights exercised in a certain way iin
destruction of cconom goodsy accumulation denotes the change in ownership of
valuable rights as between the beginning and end of a period.........Personal
weome may he defined as the algebraic sum ol () the market value of rights
exercised in consumption and (hi the change i the value of the store of property
rights between the begmning and end of the period in question. In other words, it
is merely the result ebtained by adding consumption during the peried o ‘sealth’ at
the end of the period and then subtracting 'wealth’ at the beginmng (1965, pp.49-
S

Another important part of tax equity ts the benefit principle. This prneiple holds that people
shuuld be taxed acevrding to the benefit people recerve from the pravision of public services.
While the benefits of public services go to the general public respective of wealth ownership,
in addmon, propenty owners gain from mereases i the vidue of property whivh amse from the
provasion of public services. Benefits of this type are alyo recetved by wary of the protection of
property, whivh is one of the functons of the state, Tt can be argued that property owners
receive a disproportionaie share of the benefits from the provision of public services, and
theretore atax on property can be justified aceording w the benefit principle of taxation.
Prosumably. the above reasons are the basis for the system of lusd s m Australie, The
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fasation of fand i ﬁww with wruwi Mxmesx in mzm;i as wlh e mmgx nwier mf I*md‘bwlmw
certain threshold ¥ aﬁm

’Im“ M(xw cm *l"»x,\x,‘ ON WEALTH

The forms nl“ tax which can be =ramm#¢l¢d as general tiaxes on the accumulated wealth of

individuals are annual net wealth tases. death. taxes, gift taxes and fnberiance taxes. The nature

of annuat wealth and death. snhentance and gaft taxes a i?tmdamwnmlly different. Death taxes

und inhertance taxes are collected mﬂy onee a fitetime, and gift faxes mwrmuumi Reference
wits m.xdx: 1o this dza;mumn and its xmpimmuma in the stidy carried out by the ORCT:

An .mnmi net svealth s, seen as a xe;niaz supplement o iheomie Lax, ¢ in b
expected f take ieeount on a continuing basis of the advantages tand hence the
sdditional taxable capacityy conferred by wealth. Death taxes, supparted by a gift
tax, supplentent income tax by catching wealth, in gencral, unge a generation, even
Hdoing so with fess rehiabifity than an ainual net wealth tax because of the greater
pussihilaties of escaping the tax by higher. w;;&umpunﬂ tSandiord 1988, p. 161,

Saunders drow atfention to ﬁm dilference hetween annual wxation of weatth and tases an
inberitancey. estates and gifis, when he expressed the view that these two types of taxes should
b seen as complementary wevach other rather than as substitues,

A crtictsm abten levied against an annual wealth tas iy that it does nol distunguish
between inherited and accumulated wealth, This serves 1o emphasise that there are
miny ditferent arguments for taxing wealth, some relevant to wealth transfor
taation, wnd some relevant to the anmual net wealth tax, and 1t 18 therefore not
appropriale to view alternative wealth taxes as substitutes..... Itis im;wrmm i pe-
emphiasase that these two Torms of wealth faxation have different objectives and they
should not be regarded as s substitutes (1983, pp. J08- 1,

At ion s neeessary butween tnes on wealth which fax the meome varnt by capital, and
those which fax the captal tsell Capital toxes are kevied on a captal base but are miended w be
pasd from the invome derved from diat capital and not from the capital stsell. By contrast. ases
ot apitad 1n the stnct sense are mended to be pasd from capital and not from the income 1t
generaes tiroenewagen 1990, p IsGL A Prgon s 19250, cne of the tounders of modern
welfare covnotmes moted.

Aveording ot tpopuky opmion s, while alf other taves are paid, at least n pan, ot
ef ecomames wvemamption. death duties, heme tases on capital, e secessantly




paid whelly ‘ot of capital’ Hm isa z}um gcmfmwm,.m.wltmmm hnm a fuflyee

e distinguish hetween object of assessment and souree of fax payment. The xam;,u
ofassesament is the channel ummgh W wah e soaree of (s iy mm isreached: it
i not identic al witlat, I‘w commudity fases wwwhnd;g recognises this. Nnbu v
mnmnm that i tax amxm’l on heet is pecessatily pand ot of heer or even ol cﬂ
resonrees which would have sthenwise have begome beer, The position is
essentrally the same with income and capital 11947, 139,

The vate of @ ad the definton of the s base will determine whether an anual net wealth tax :
can be chissed as a ‘capital tax" or i tas on capital’ Howeser, wwing to the Jow mivs that are
apphied w pravtice i the countres whach smipese an annual swealth tax, 10 s generally desyned
to b paid from the ineome trom capital. rather than from capttal tself. Therefore an annual et
wealth tax muy genetally be seen as o apatal tax” rather than a tax oo captal’. The ather main
chass of persomd wealth tax are taxes imposed on the wealth of individuals at death, and
irheritance Wxes and gft duges, ot of which are pard once a generation rather than en an anpual
Basts. This second vlass of wealth tas may, i some mstances, act as alorm of an on captal’.

A vapital gams tax his exested ot the federal losel siee 1985, but sinee capial gams are a form
of income derived trom capaal, ds s an income wx tather than Mapsml tax. Sandlord {195%
muade s,i sar tus dist g

frvan be argued that a tax on captial gatns shoshd net he reganded as @ wx on capital
at all, sioce vapital taxes, Wk deab wxes and gnmad net wealtl tases, are Tovied on
astock of assets it a pont of e, whereas 8 wapatal gans fax s fevied on the
apprecration of assets over a penod of tne and is this more akin m many respects
fo an angaome tax thian o g capital @ (1988 p 130

A hurther distinction w that wealth Gises may be smposed on property. pavable by the owner, m
which case they are an inpersanal, or i remr type of s Allematively tix can be kevied on the
comnbstied propesty holdmgs of o person, o on Bis or ber pet wealth, and thas 1 of 3 perseal
natse Musgrase TONL p A5 Taxes on people are supenor o tixes on things hevause the
abality 1 pay erterion 1 better satisdied.

The wsation of estates may also be comdered as an altemative 1o 3 @x on captal income durng
the revipient’s liletime, moorder to coumter any percened distneentive offects that a tax on capital
o would have on saving and mvesument,  Frodlor (1953, poARt commenied that it 1

posahle o regird a tas which 1 due on the trnster of wealth as being equisalent (o the present




vitle of mwe dug mxdcr an a tmuai vmi thiax, if mn m is bamd an ﬁw dxmw r.;t,hu umn the
s}umm that s, i ¢ were an aawmxms my

Itw tawmm of captal in Austratia is x:nrmu{v msmmd T mu taxation of *spc.mf‘i:z property or

- land value ti!fm}kﬁ local government rates, State fand taxes, and faxes on the transfer of

| property and capital. According to lf‘mmmmz.,mx {1990, p.188) these amounted 1o ning pereent

- of natonal tax revenug in 1987 ﬁé\ The prominence of hm! rates in the taxation of capiial, and
their role in financing lacal government, was described hy Q}rwnmpgmm%ﬁ}

In Fact, local rates are the only tax revenue source of Jocal government. This is
fustified by long standing tmdiai;m tlocal rates vn property values as 4 source for
financing local public works date back to e late middle ages in Britain), It also
conforms to nurmative criteria of tax assignment which accord Tocal ;ﬁuwmmmu ax
control over an tmmobile tay hase (and and real estate’ (o prevent transfr of tax
~ burdens across houndaries. As long as local government exists and needs an
“mndependent tax revenue souree Tocal rating is the only real candidate for this task.
{1U85, p.215),

He went o 1o say:

Although local rates do not raise a large proportion of national tax revenue, they
form a substantial part of aggregate property or wealth taxation thalf on the
definition used in the tax classification .., more thas three-quarters if financial and
sapital transaction taxes are excludedy. With land taxes (an even less important
revenue sources, rues are therelore the mainstay of Australia’s wealth 1ax system
and explan Austrahia's high ranking n property taxation among OECT countries, o
paradvxical situation when Australia has no general property oxes whatsoever
(195, p 2100,

Early federal Tand tax was eeoded in the 1920 by the fiest Country Party federal weasarer, Earl
Page. and was abolished in 1953, by Arthur Fadden, another Country Party teasurer
iChroenewegen 1985, p.2 14y However land tax has survived as a tax mstrument of state
governments., but it represents only @ minor and dwindling proportion of state covernments’
resente (Groenewegen 1990, p 19K fn nearly alt cases, te tax is levied kaeely on orbun land
of pelauvely Ingh value. but noton the ordinary residential hluck.

Inhentance taxes are based partly on the proposttion that i « capitalist soctety. people have the
sighit o keep what they carm i acompeitise market, given ‘equal posiiions at the staring
bharner The tradinonal theral case for taxing unearned wealth from transters by gift or bequest
1 generally attributed to Jubn Sturart Mill ¢ 1648, He asserted:



With respest w the large mnmw ‘m uired by gilt or inlwmmw 111!;* mwww ol
bequeathing is ane of those privileges of property which aee fit subjects for
regulation on grounds of general expedieney.. ... conceive that inhertances and
legaetes, exceeding it eermin amount, are ighly proper subjecis for -
faxation ... The rsmmmlé of graduation tas it is called), that 15 of levying a :
Tar ger percentage on g larger sum, though its application o general taxation would
he 1 my opinien shiectionable, seems fo e botl just and ey, pedicnt as m?phmi W
fegacy and inheritance dutics 1973, p.809

Sume of the benefits and the prvileges of ownership ane created and prowecied by suciety and
by the Taw during a person’s e, The nght of o dead hand e dispose of property’ is alse
creation of the law. Thevefoee. the community has the rght wonterfere in e processes of
uherianee, and reclaim some of what it helped create and profect during the Tife of the generous
departed. A gift duty s 3 necessary complement to death duties and inheritance wxes.

Redueing wequalities in wrms of inberited wealth by the implementation of an inheritance tax,
or anpual wealth tax for that matter, can go some way wowards mproving the equality of
oppartunity for alf the potential sources of much needed human capital. In so deing a tax on
nhentance would alse enhance the competiiveness of the hitherto less privileged members of
sogiety i the development and application of their potential abilities, with consequent overall
Benehits e ayeconomy due toa greater overall quality and guantity of human capital. Economic
elfticwney gans would follow. John Stuart Mill (18385 ook this standpoint wheh he remarked:

Many. mdeed, Lath with greater eHorss than these with which others suceeed, not
et diflarence of merits, but difference of opportunities, but il ail were done which
would be i the power of a good govemment te de, by mstruction and by
fegrslation, to dunmish this inequality of epportunities, the differences of forme
ansing from people’s own earnmgs could not qustly give ambrage (1973, p 8081

Rird « 9%y agreed:

The distrbution of assetsan a corntry at any point an time, tor esample, s hrgels
the onteome o hrtoncal averdent. as condoned by the state and broven m Jaw . The
tesslt ol ths pattern in the destisbunon of il wealth s tat many of those most
st esstul wn e stand not o their own feet but on the shoulders of their fathers - a
result hardhy i accordance with the commaonly accepled idea that one function of the
SLILe g5 T provide approsmiatels eqial acvess o cennomic opporiunity Jor s
citizens o dn these terms, ome fele of the stae s Gy anprose the Tairness of the
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Tottery of Hife: and one wiy to do so is tirongh diveet kisatson of inherited weulth
L1980, p 36y, , ' R

INCIDENCE OF TANES ON WEALTH

A popular miscongeption is that where & @ 1s imposed is where a tax is paid, There is o
difference between the prerson wha is told that they have to pay some types of tax, and the
proeple whe really pay it This question of who eventually really pays o tax is called the
incidence of a tax. T many cases tax is paid by other people, not By the owners of husiness
which may bear the it charge. The hurden of the tax may e pussed on 1o either employers
who receive lower wages, or consumers who pay higher prices, The same applhies o a
consumption tax: it does notmatier which side of te cownter its imposed, the meidence of it
is shared by those people who buy the produet, and those people involved in making it and
selling i, The incidenceof @ 1ax is not necessari ly borne where the tax is lirst tmposed, but is
spread amongst people throughout the economy. It is diffieult to know who actually pags o tax.
Onl ¥ one thing is certain: all taxes are eventually paid by individuals,

Ricardo (1817 distingurshed heaween reductions in consumption and savings as the source of
s payment:

All taxes exther fall on capital or revenue. 1 they encroach on capital, they must
proporitonably diminish that fund by whose extent the extent of the productive
industry of the country must ;ﬂways he regulated. and if diey Tall on revenue, they
mmust either lessen accumulauon, or foree the contributars to pay te amount of the
tax, by making g corresponding duminution of their former unproductive
comsumption of the secessities and luxuries of life..... Tases are not necessarily
wxes on capital becanse they are Taid on capital. nor on income becanse they are Taid
o ieome (1969, p.95),

A tax on Lactor mcome, aceording to the partial equilibrum approach, will seduce the return 1o
the taxed factor, thus burdening the supplices of the factor, and rise the price of products in
which the fuctor s used. Hence both the earnmgs and expenditure side of househald accounts
are allected. but it 1 noy possible 1o predict the distribution of expenditares hy householders on
products m which the tixed factor enters. Shoup (1970, p.264) concluded that the effect of a
net wealth s on the weomas of co factors and to consumers of capital intensive produgts is
prohably smull. and distributed randomly by income ¢liss,

Assuming perfeet capital markets and using partial equilibrium analysic it can be shown that &
tax on capital income wili he borne primanly by the recipients of caprtal tneome, and @s a result
the tax will tend o be progressive, However once market impertections are accounted for, and
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it omger-un view is taken, the invidenee of a @x on capnal income in an open eeonvmy will
abso patly Tall on co Jactors of production such as labe ar, if the stock of eapital inan geonomy
15 reduced i response to the lax and productivity of labowr falls, Also, consumers may hear
some of the burden ui s on eapital income | lmm;nh the shilting of mrt of the tax in the form
of higher prices.

| Suglitz (1088 explained this shifting of pirtof the burden from mpim} toy bthour 1n terms of &
reduction in the demand Tor labour. T the langer run the distribution of the tas burder will
depend on thie resulting effects on {actar supphies, r ates of retumn, and econgmic g growth.  The
burden tiat is horne by fabour wall be the farger the more elastic is the supply of capital relative
o that of labour, Depending on the structure of ar aniual net wealds tax and the natare of the
eeanomy m which it s implemented. the incidence of this tax, as an example of a mx on gapital
income, weuld he expected (o follow the above mentoned patiems,

Suglits (198K, p3 11 also emphasised an important distinetion between the short and Tong run
meidenee of a tax on capital income. In particular, these effects déﬁcnd on whether an econumy
i open or elosed. Tu the context of an epen cconomy, the rate of return hefore tax would have
to adjust sulticiently t offseta tax on capital income. otherwise investors would witiidraw
funds and mvest i another country. In this case Suglite concluded that such a tax would be
burne by other factors because effectively, the supply schedule for capital 1s infinitely elastic,

Musgrave 1984, pA7 % provided wn aliernative view of the ineidence of taxes on capilal
meome i the case ol s tax on real property. This view attempis o aecount for market
imperfections by differentiating between different types of assets. First, a tax on land will he
borne entirely by the owners of land since the supply of 115 completely inclastic, and so the
distitbution of the burden will tend 1o be progressive in e with the above diseussion.

Sevond, where the o levied on commercial structures i may i part be eventually bore by
CONMMITICTS s Psnesses pinss on part of the tax, o whatever extent they can, and consequently
the distitbution of this part of the burden may be regressive. Third, the tsation of housing
itreduces further comphications to the anadysis of the burden of  wx on real property.
Adthough housing is an ivestment tem. it cn abso be viewed as a durable consumer good, in
which vase partodd the tax s absorbed by enther actual or imputed vem, and 1s therefore
distnbuted w bne with consumption. As expeaditure on housing falls as incomes rise, the
distribution of this part of the tax burden will be regressive. Further, Musgrave (1984, p.d74h
chamed that due o market impertectons the burden of a tas on rental housig may be passed on
By Lenants,




Shoup (1970) examined the incidence of an anuual et wealth tax in um wwna of an upen ;
vepnomy. This analysis ineluded consideration of key aspeets such as the status of @ country in
welation to the net movement of capital, variations in the coverage of types of individuals who
are included i the tax base, and the nature of investment in regard o visk, He said:

- Partial equitibrium analysis for an open economy suggests that if a small capital
importing country imposes 4 net-worth lax on 2 souree hasts, domestic capital that
isintermitionally mobile will migrare mxﬁihm&gh capital will gease to flow 'imuniil ‘
the ate of reum i the taxing country has risen by enough W cover the tax. No
new investment will be made in the countey, whether 1o replace depreciated assels
or 1o expand, until the tax has been fully shifted. in part forward to consumers, in
part faterally o co-factors (19710, p.359),

Bird (198t agievd:
Any tax on capital may in theory indoce sutficient mternationally mmm
domestic capital to migrate tand foreign capital 1o stay vutt unl the overall
rate of return on capital has risen by enough to offset the ax - m other sords,
until the tax has been shiffesd 1o constmiers or less mohile Tactors of
production (1980, p.A7

Inthe case of risk gapital. Shoup noted that the supply schedule may be relatively elastic, so that
the porenual savings available for nisky ventures nay then tm mto consumption, or may he
directid mio more sk free areas of wvestment. This provess would drive down the pre-tax
retums o capital i these risk free weas of mvestment, and correspondingly werease the rate of
return te sk capital. Thus aceordmg to Shoup, part of the burden of a net worth ax s passed
te cotsumers of, and co-factors producing, prodocts made in nsky businesses, as well as
iracners of capital i risk free areas of anestment.

Sandford (1988 drew attention 1o the possible effects of a partial tax on capital, 6 this case al
annual net weakth tax, worespect 1o the possible exempion of farm-land. He asserted:

Governments may seck o reduce the possible harmiul effects of capital tasaton by
esempting cor partially exempting by valuation concession) particular productive
assets Tihee aprrcnhural Lind and private businesses: but tn so far as the market redets
1o these exemptions by pushing up the price of these assets so as o equalise net of
tax returns on different forms of myvestment, the incrdence of the tax s feltacross
the whede fekd of capatal investment. In these cucumstances the man effect of
SACIPLG §s 1o gIve existing owners a once and tor all capital gam (1988, p.20%



The incidence of a taxane mm} fncome mﬂ be ;wmhuhiy progressive beeause mlpxml xmam as
a proportion of otal income tises with increast ng income.  However, capital i mmme can be a
mg,h proportion of income it the bottom end of the ingome seale due to the high pmwn‘mg@ of
retiess ity this group, and consequently the tax will be regressive atte lowerend of ¢ the income
seale (Musgrave 1984, p 4"?5)3

EFFICIENCY EFFECTS OF TAXES ON CAPITAL AND WEALTH

A systetm ought not have the effect of making people worse off by making resource use less
efficient than it could be with a different but equally fair tas system. However, it is virmally
ampossible o know what the effeets of a tax on wealth will be on elficiency, once all the effects
have worked tirough the economy, because it 1s virwally impossible to establish who actuaily
bears the harden of a tax which affevts the aceum glation of wealth, and w what extent,

Wealth tixes cause a cost o etliciency by changing the choeice peaple tace between mnrgumpligm
in the present and m the Tuture, or by affecting the choices they make between products. and
hetween work and leisure, These changes in choices are called substitution effects. A tax which
affects income only but does not have substitution affects, does not cause efficiency costs
bevause ressuree vse does not change.

A wealih tax affects the cheive people face between work und leisure. There are two pffects:
people are worse oft so they will work harder to maintain income, and, alternaively the income
from working, and therefore the income given up by nol working. 1s Tess, so people will work
Jess. The balance of these two effects is uncertain. but there 15 not Jikely to be a great effeet
erther way. Simulasly. as with an income tax, an annual net woealth tax can lead to increased use
of funds in the present and fess savings for the future by the individual. Or, people may decide
s siave larder 10 order o mantain the annual rate of increase i thelr wealth which they wash to

s hteve,

I the speeific case of an annual net wealth tax. such a wx creates att oxcess burden, or
cilicieney vost, a the same way that an meome tax does by reducing the ratto at which future
comumpten can be substituied for present consamption (Shoup 1970, p 3641 The reason tor
thrs s that micrest mcome carned o savmgs, as an increment o wealth, is moluded in the base
ot the annal net wealth tax, and therefore the same distortion arises between present amd future
comsamption as that which cocurs tor the mwome L. However to the extent that an antual oot
sweithth s alser taxes the miangible utdity derived from the ownership of wealth, 1t is pot ikely
to cause & substituton effect between present and {uture consumption. 1.0, 10 such cases an
tereasy i the equity of the ax system s gamed without any cost in etficieney.




The effects of an annual net wealth tax and an income tax may differ in gelation to pisk taking
belavicur. In the vase of income tax, under condittons of Toss offset’, investors will pay tax o
profut is carned on 4 project, but will decrease their tax tability on other meome if 4 loss is ;
made. Therelore the effects of an twome ax on sk takang are ambiguons. By contrast, wx is
tuahde 1 both anstances under an aonual net wealth tax, Buta limited form of Toss effset’ does
vecur sinve a foss will diminsh the nwt assets of the investor, henee reducing the Hability tm‘ .
annmed net weudth s,

Effictency vosts may oecur in the case where cavital income in various industries ts taxed ol
different rates. Musgrave ohserved

e those whe mvest i the taxed seetor after the tax has heen imposed are not
diseriminated aganst. At the same time, the effiviency cost of the partial taxation
semains i place as the capital stock in the txed sector 1s fess, rehatrve to that o tax
free sectors, than weuld be ander 2 general e Thos autput is distorted from its
cHcwnt max JUEL p W0

Tt 15 arguable that at the same ume an andual net wealth tax will encourage mvestors to invest in
witsh Mmvome-carung assets, of (o mvest mohigher vichiing assets, as @ woalth tax is hased on
the vadue of e anset regardless of the stream of tncome 1 earns. These tax effes are based on
< long rm vew alter batanced growth has taken place. However i pobioy making provesses
gevernmenis mav find a shotter tme Trame more selovant i whsch case the comparative statics
approdc i Tereesang the vteas of taxes may be more appheable. In ths case the elasticny of
supply of Jabour and vapital is seen w0 be of mone importance than the slower progess of
shanges 1o capitad accarulason due we different rates of saving 1o comemplating the possible
chivets of an annual not swealth tax on savings, mvestment and work oflort 10 an ecam MY, 3 15
senassary Lo bear an mund that an inceme tax may give mse to semlar etivets, and this s an
eapecigdly relevant comadorstion moview of the Brkebbood that an annual net wealth wx s
somisadored as i peosathic partial roplacement S oo lax revenue,

Iy conclusien, ot s exdremely difficod o koow s the oftects of an anmad net wealth ay will
B v ctioroney of wosoarce use. However, the introduction of @ wealth b s likely to have a
silar cttecton woak efhort, saving and mvestment as g change m persenal and company
meene laxatien. The ments of g new wealth 1ay have tohe seen i the hight of the system of
taxatsent which wosdd Beom operation i the wealth tax were aot implemented. Opposition to the
it of @ wealth texm atax system on the grounds of pereenved effiviene y costs anid
ddverse ohects o mvostment have to e judged m tenms of the eftic ey vosts af the tay

sy stetnt which presentdy oxistooor which wondd exist mothe alternative Tas world, Inall, one
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answer te the guestion about the impacts of a wealth tax on the economy is ‘Tt depends's and it
depends particularly on the Tength and breadth of the perspeetive which is of concerm o the
qumﬁmami -Anvther answer s s virnsadly tpossible to know, onee all the effeets have
worked thetr way through the ecotiomy”. The further Tesponse, of eourswe, is o answer with
e question compared with what ¥ ‘

ADMI

IRATIVE AsPRCTS

T ss mevessary o establish whether or not wealth taxes such as annpal net wealth taxes can be
suceessfully implemented inpractice. Tothis end it s uselul o examine the overseas
experience of welth taxation, Since each country represents a unique sel of circamstances, the
sty of the overseas expenence of ammual net wealth taxation 18 of limited relovance 1 the
guestion of the possible viability of the tax i Australia, However there are some important and
wselul lessons tobe earaed from the experience of wealth taxation in other couotries, and not
fust trom the matority of countries where the s has been a suceess. There are also some
satutary fessons 1o be gleaned from the experience of the Tew countries where antual net wealth
tases have been spectacular fathures,

The argument 1 usually put Topward hat annuid wealth tces are nefficient to adnmnister and
collect becatise of problems with wWentifying and valuing asscts held by taxpayers, and so such
fases rapidly hecome tases on Jand asses only. The experience of the OBECD conntries which
have aneal net wealth tases refutes clams that wealth wses are adminssiratively more difficult
w smplement than any other form of ey Sandiord 1988, There are also fikely 1o be
complementary benefits from having a wealth tax in admmistering and cotlectng other types of
tx, Computer technodogy ought to contiibute something to imcreasing the case of
adrministermyg and collecong an annual net weakth . as it s done Tor collecting mcome and
CORSUEMPHON [xes.

Revenue

The vevenue comng from asnual net wealth laxes 1w countries which have them s always only
a snall proportion of tatal tax revenue

Annual net weaith taves are fevied at very Jow vades on the accumulated wealth of individuals
fens amy hababines owed. I those coumtnes whach have annual net wealth taxes the mte of tax s
wsuintly Joss than one percent of total nel worth, Asset valuations are usually concessionary so
as to ot arcund some of the difficutties of vaduing assets, and ol the values of assets which
fuctuate from year oovear, Atax exempt threshold lovel of assets is generally applicd. As
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well, somg assets such as household and personal ;*I Teets. pension ;*zgm.& »md Jife assurance:
- pulivres, are wsually exempt from the tax,

The answer to the question about the potential revenue of an annual net wealth tx in an
Austraban context would depend on wiits stracture was adopled for the tax. That is, whether
the Bx was progressivg or 1, the wates adopled, and also other considerations such as ‘
tesholds, concessians and exemptions all influenee the revenue aising capaeny of an annual
et wealth tas. I the Draft White Paper (19853, estimates wore made o the potential revenue
thiat estate doy and gift duty may bave yielded in 1985, and these were as follows:

1 ant estate duty were to esempt. iy, the First $200 000 and impose a fat rate of,
sy HE porcent thereatier, and exempt all asseis passing 1o the g,mmg SpOLSe,
the revenue vivkd ought be in the order of $128 mitlion per annum. 1f a gifwut?
exempied dhe fist $THKIO 4 year and wmposed a tas rate of 40 pereent thetealier, the
revetue yield from the gift duty could be around $150 million per anoum. A new
estae duty woukd recuire a Jower theestiold, a higher rate or o less pencrous
reatment of assels PAssing o survwing spouse - or a combinaton of these - if the
yield ware to he as lugh as $T00 milhon, which would he today's equivalent 1o the
amoant ol resenue collected by the Commenwealth and the Stawes ander estate and
gt duty n 197576, the lost tull year i which all Commonwealth and State estaie
and 2ift duties operated (1985, p 181,

The added quahiticaten was alve made however, that betier methods to prevent avordange of the
tax than those which existed m P78 70 wouhd mcan Gt the regumed rates would e less
severe. I the case of an annuad et wealth tas, and beanng in mmd assumptions about the
abong mentoned provisiens, m the Draft White Paper i was esimated:

Sta flat e of 1 percont were w apply o net sealth boldings of Australian
honsehlds, wath a theeshold exempuon of $100000 per hopsehold, the annual
reveme: yicld could beom the order of 3300 milhion. A s rawe of | pereent on all
foreagn holdmgs of Austealian assets, withows the beaelit of any tueshold, could i
prnciple vicld of the order of $500 mulinon annually 19SS, p 187

The selative s of this potential amount of revenue from an annual netwealth tax, when
vompared with the Wax revenue gammed from other sources such as the fncome Tax, was also

ganged -t the Diratt White Paper (1985 The awmthors of ths report commented that an Annual
Net Wealth tax could not be expected tense large ammounts of fevenue’ ¢ 19K5, p IKT)
Hesever i Gontast wo death and git duties, mention was made of the refanve speed with
which rwovenue coubd be penerated by an ammal net wealth tax
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Another estmate of zhe putential revenue yield of an anmual et wealth ta was made hy

' - Ciroenewegen. cited in Ablewt (1983 p. 210 He calealated that Loy the year 196708, afier a it
percent allowance for adminstetton costs, the tax yield would e of the arder of $400 million,
A fﬂ‘txg.f’ﬁ%m rale structure was assumedd Tor this estimate, heing (1.5 pereent on $50 00 $80
(UK and ristag to 3 pereent on sndedual pet seorth over $200 000, Tt also wils zmtmmmd that
for 196705 kess than 200 000 wxpayers would have been affected. Ablest noted that in
Australia it is ditfieult to ensisage a pelitically aceeptable anmual net wealth wx which could
raise more than 4 percent of Commonswealth @x revenue’ (1983, p.223. [n the context of the
record of revenue sield i European countries, this wiis not an wnrealistic ohservation,

T cummimary these o estimates of revenue ield for an anmual et wealth fas in Australia,

although divergent in s of tax structure and also dite of ealeufation, indicate that in carly
1990 dollars 1t would not be wrealistic 1o expeet a vield 1 the order of o minimun of half a
hiltion, up 1o two biflion dotfars. Alse, on the basis of the estimates put forward m the Draft
White Paper, the yiekd of an annual net wealth wx and a death and gaft 1ax sould ;mm.zr torhe af
sumilar magnitude.

In concludmp thts section it 18 mteresting to note a prognostication of John Stone. \xhn Wits
head of the Australion Treasury during the yeurs of the conservative Fraser government, and
who s also a member of the Queenstand Navonal Party, which abohshed death duties m that
state and henee effecuvely in Ausuaha, Cired in (mmmwwn (H9RS, p. 2075, Swone
confidently wserted in 1984

......... areinteodueed estate daty would have two great advantages o any
government contemplating such enactments. Fast . there sull exists a corpus of
admumstrative knowledge and experience withi the Australian Tax Otfice which
coubd readily restore such taxes L Secandly. g we-mtroduced estate daty
coukd, withi tsay d three years, be yickding som *ihmg. in the order of one-half 1o
three quarters of @ hilhion detlars in revenue «Address in Basbane, November 12,
F9%d

AN ANNUAL NET WEALTH TAX?: DISCUSSION

Proposed changes wo taxing armangements kave to he judged in terms of eguty, officiency,
addmmstrative vase and rovenoe rassg, amd m the beht of how well the remander of the tax
systent performs i achies ing these ebjectives at present. Any change o part of the tax systen,
such as the ntroducton of & tax on wealth can only be assessed along with consideration of any
other wlated changes whch might he mmplemented, such as aneguvatent cut i the high rates of
perseial moame toon mddle mevme camers. The Iikely pertormiance of the whole tax sysiem
abter i change to part of ot has o e vompaned soth the performmanee of the cument sy seem,



From z}w first prineiples of hm(mm on mpxﬂy grounds, a case mn he made f or the taxation of
- wealth w mm; a bafanced gy strochun umzpmmg taxes on income, conswnplion and wealth,
An appropriate baimw bevween different types of taxes miakes it pnwhm for a reasonable
halanee hetween the objectives of o tax system to be achieved. The uneertainty surrounding the
real incidence of alf types of tases also dietates tha this 15 a sensible :xpp:aauh ina practicat
sense. A ax system which places taxes on income or consumpiion afone, or one which does
nut tax wealth, would be less likely to (ully achieve the ohjectives of the 1ax sysiem, since the

~ busden of any particular tay may be passed on hy the inteaded hearer of the tax to someons ¢lse.
That 18, il two tases are each Tess thun pertectly equitable, then there is likely 1o be some
vambination of hoth that 1s more equitable than either o its own, Therefore the approach
which is likely to ge closest o achieving the objectives of atax system is 1o 1ax to some degree
all three of the potential bases of taxation. bemg ncome, consumption and weal(h,

Why tax wealth?

- The argument Tor taxing wealth rests mainly on the aim of improving the horizontal equity of a
tas system. The achicvement of objectives of vertical equity can alse e enbanced Some forms
of wealth yield very Title taxable income, and other forms of wealth yield much taxable income.
Thus taxing only the meome from wealth will not be a fair reatment of individuals with the
same material crreumstances, nor will it ensure that those with the muost pay the most and those
with the least pay the least, Thus the claim that there is no need to tax wealth beciuse s on
meomie should capture all the benefits of wealth is only partly true af best. There are further
veasons why a fatlure to tax weadth ts a signsficant deficiency of i mx system. There is the only
slightly esoteric aotron that m 4 capitatist society wealth bestows intangible. but taxable,
benefits. There i alse the nation that neome carned ‘casily’ is more tasable than income earned
by with greater ditficulty, because the benetit from the more easily camed income is greater timn
the net gan trom hard-carned income. Anuther reason Tor taxing wealih is based on improving
the Totof the worst-off 1 society by petting more of a contribution from the best-off. Reasons
bor doing this rest on basic concepts of aceeptable and unaceeptable dispasities of living
standards in society

Ansual net wealth, death or imberitance taxes?

T werghing-up the chowe between aliernative weahth tases, the case for having an anmual pet
wealth 1y rests on the snawal net wealth tax having less impact on Higuidsty than lup sum
taxes o estates at death or onomhentanees. Since an annual net weallh 1 is imposed on an
antual basis ab very low rates, the burden of the s can be spread maore lightly over time
vompared with an mhertance or death tax, which is enly imposed obee a generation, Despiw
e wadely held vaew amongst tax economisix that an aniual net wealth tax and an inheritance



' m are mmpl::mmm m:sw}; wnmbuu’: 10 mmmm aspects of c’qmw in o swmm mﬁm tium :
 substitutes, the debate in Ammm about wmﬁi} mmmx is often couched in terms of wchoive
 hersseen fhe two types of Ty, t’nmﬂy the inhetitnee tax is lavaured on the gounds that it
woutld net infringe on personal Savings as muchas an aniual net el tas. Inheritanee XS
and death taxes van be differentated in their contrinbtion o the operation of the s system.
Inhenitance taxes can be seen as contri bmm& to vertical nqmw and teducing wealth and fncome
mequalitios. Death tases can be seen s helping apply the benefit principle, wherehy some of the
* gortrtbution of society 1o tndividual ,m'tmmiatmxx il wealth dw'mg. a person’s Hifetime is
wetrieved atdeatlt.

ksmhfxsw and etticiency um 1s?

Wealidy tises, Ihe nesdy all taxes angd mmxgmy amm that are desig gned 1o *n,huw equity
ahicetives, also Tve etficts on the efficiency of eperation of an eoomomy. 1 assessing a
system of TIXaton 16 s neeessiry, as far as is pussible, W take acconnt of (e cconomie or real
mneidence of tax measures, rather than the statwory er nominal ine whenee. s this regard the
mmmi net weakth tax, at least where it is imposed on buasiness assets, may be passed v to
surme extent 1o consumers and co-factors of prodiction such as labuar in the long run, The
efficiency effects of wealth taxes can be broken down into the effects on chinges which
mdividuals face between consumption and saving, arsd work and leisure The net effects on
eifsciency of wealth mag which take the place of some income vt CORSUMPUON LIXes, J1¢ Yoy
harg to know but (e seme estent at beast will be sumlar, eventually, 1o the effects of similar
amerants of tax eollected brom mcome tixes,

Taxing people or things?

Personal taxes are superor to i rem tixes from an equity point of view because they welate to
the personal ability of the mdividual to pay the ws, whereas i rem aves are mposed on
ebpents such as fand. rrespective of the ahubty of the owner o pay the tax, Therefore, 1f soctety
iy to destre o tax on wealth, a personal and compeehensive tax on the wealth of mdividuals,
hased on the ability w pay approach. is superor to an m rem tax on real property. The
stunding of 4 personal @ax from an eguy viewpoint s further improved of the debis of the
wmdividual wre offset against s or ber assets i the caleulation of the tax, so that the tax is evied
s the ned wealth of the mdividual. o this way the base of the tax would reflect a more ageurm
mieasure of ahiliy wopay. Ao annual net wealth ax is fundamenally different lrom a tax on real
property, and it s superior to s ax on wal property in terms of the fax prineiple of ahility o
pay.

However, the choive of an annual net wealth tis m a s system may hot necessarily prectude
the eraployment of an i rem lax on real property. Fist the two types of wy could be used 1o



, wmplamm eagh uﬂwr by cxnlm.mg, 1 fand from the lmsu nl t!m mmml et wealth tox, if concer n

was raised ahout the Jevel of taxation of lad under a sysiem inwhich botly types of tx were
~used. Second, due to the spegial natue of returns and benefits to land, a tax on land may he
fustified on grounds other than ability to myy 5o that un i rem tax on eal pmpm ty may he seen
t coexist with an annual net weal m tax without i incurring damhh, Laxation,

Progressivity?
Despire the introduction of vupital gains and tmmgﬂ: imwﬁm ax uwtaumz, the Australian
income tax system, which contributes over half of the total tax revenue, has hegome less
progressive in recent decades. That is, there is less wmwl equity in the tax system. The
reasons Tor this include the ¢ gradual rechuetion of top marginal rates;  the effects of the
fntroduction of full dividend imputation of tax patd by company shateholders which has been 3
considerable bonus to the tiny proportion of the population who own a significant mmount of
shares, the majerity of whom are at the top end of the income and wealth scales; the preyalence
of avordance and evaston, and the effects of inflation on unindexed tax seales. ‘Bracket ¢reep’
- has made the income tax burden fall inereasimgly heavily on middle income eainers. The top
rate of personal income tax 15 paid at an income which is only 1.8 times average ineome. Forty
years ago, the top rate of tax was paid at 16 times the average taxable mcome. Wealth taxes can
improve the vertical cuyuity of a tax system,

Redistribution”

Anargument for laxing wealth can be made on the grounds of redistributional ohjectives and
progressivity of taxauon il income and wealth in seciety is becoming maore concentrated.
Information about the distiibution of wealth is scarce. Itappears that Australia’s distribution of
incorme and wealtly is no better than in any ather modem mdustrialized country. Evidence
suggests that there is considerable doubt as to whether the share of wealth held by the top decile
in Australia has been significantly reduced this century, and further, 1t appears that there are
good grounds for bebeving that wealth wequality has mcreased during the 1980s, The limited
amount of evidence avaitable mdicates that the wop decile of wealth owners possess more than
hadl of the wal personal weslth i Austratia (See. for example, studies by Piggoit 1984, 1988,
HIR9: Dalnot 1990; Nevile 1985, 1993), Furthermere, wesearch into the causes of wealth
mequality has revealed that the process of inheritance, sither than the influence of life eyele
savings, 15 the most wmportant determinant of personal wealth amongst the top decile of wealth
owners dsee Wedgewouod 1928, Atkinson 1971, 1983, Harbury and Hitchens 1979, Piggott
1984 and Saunders 1983,

Although the distribution of mcome appears (o be more equal than that of weadth, there s a
strong correlation between wealth and meome. Thus mequality m the distribution of wealth



also has implicat wtions for the dasuﬂmuﬁn ol income, 1’ he :wmiuhh,, wmdmw :»um,ﬂsts that Llw:
trends in the distribution ul income in Australia over the Jast cighty years have moved in
different directions at mitem( times, As was found to be the case for wealth, there is strong
evidence to suggest thit tie overall trend in lhw distribution of mwmalm hm ome more onegual -
durmg the Jast dee ;umm Saundess eLal, 1989, mehz 199) ‘ L

Administration?

Admnistagive costs include the public s,mm of collecting taxes and the private cosis of
complimnee with tax laws. The experience of overseas countries that have imposed the annual
ner wealth tax shows that, despite widespread heliefs to the contrary, this ta is o fensible
proposition from an administrative viewpoint. Evidence shows (hat i’ sensible valuation
procedures are adopited. simifir to those which have heen used in many Western Furopean
countries for example, the tax is as easy 1o collect as income tax. These countsios bave
suceesstully employed the atural net wealth tax sinee v arly this century. The recent ex perience
in Australia of the successful administration of the capital gains tax in relation 1o valuation ‘
provedures adds weight to this argument. Under this tax assets are sometimes valued for the
purposes ol vapital gans tax estimation without being sold, such as the valvation of assels at
death,

Revenue?!

Although the annual net wealth tax, like other forms of wealth s, only contributes a very smal)
ameunt to ax revenue i countries that have adopted {1t can make 3 comtribution o the overall
horieonta) equity of x systems. As discussed previousty, such i tas in Australia, if setata flat
rate of | percent and based on some rough but generously concessionary vishues of assets,
ssold rarse ot deast (03 1o 1 than dollars per year and possibly a good deal more Un recent
tmes, the annual otal wx vollected eagh year in Australia is around 100 billion.} A tax cannot be
evatuated solely 1 erms of 1y contrbution 1o tax revenue, as tis will not accurately refleet all
of the possihle eguity and eificieney effects of the wx. There are also other benetits of an
anntal ned wealds tx, such as the provision of data on sealth distribution, which is estremely
tselal i the process of tormulaton of cconomie policy. Without tus data it 1s also more
dirticnlt to make and el the case Tor wealth taxes on equity and distributional grounds. In
addition to these henetits, an annual net swealth tax would also provide scope for cross-checking
hetween income tas teturns and wealth tax retaens, and this taciliasies taproved detection of
e s oviston,

Preferemnd veaunent of awsets? ,
It implementation of ars annual netwealth s, preferential eatment given to some classes
af iwsets such as Lanmband would resalt i the tax hemg capitahised inte the vadue of these
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assets. The reason tor this is that capital will move into seetors of preferred tux m,atmem in
arder to aveid the sax, thus pushing up (e prive of these assets. In so doing the aflertax
retuens o dilferent forms ol invesiment in an economy will tend to be eguabised, Asvesult
under these canditions the net effect of the- tax would be o erang all frmland. owners a windfall

capital gain at the time of introduction of the tas; whilst pmmlmng all would-be farm Jand
buyers. There would also be a distortion in the allocation of resourees as addumxml capital is
invested in farmland. This eapttal would be invested elsewhen in an economy withaut the
preferential treatment given to frmland. Consequently tax concessions in the application of
wealth txes cannot be justified on equity or efficiency grounds,

Liguidiy? ;

“The posstble ntraduction of txes on aceumulated wealth raises coneem amongst same that
sueh tases would he inequitable on those with Lorge amounts of assets bat kn income,
However evidence about Australia suggests that income and wealth in this country are highly
correlated, so that the number of asset-rich, income-poor” individuals or families would he
relatvely few. Therefore scepticism about the suggested plight of this group is justified on the
grounds that the claim of luge asset holdings but low income is. in general, a contradiction.
Where this problem’ exists. individuals concerned face choices of re-investing their capital in
an aliemative use which provides for more adeguate returns, or consuming or borrowing
against thew accumulated wealth, In these ways an annual pet wealth tas may contribute 1o the
effictency of resource allocation in an economy. As well there are ways in which wealth taxes
vin be designed to address caneérns ihout possible hguidity problems. For example., cash {Tow
prablems brought about by the imposition of an annual net wealth tax on those with low
mneomes can be alleviated by the implementation of a ceiling on the combined burden of income
ttx and wealth tax. [omast also be recogmised that an annual net wealth s 15 levied on the nel
weitth of individuals, so that any mdebiedness of the taspayer is Tully accounted for.,

Lamnd taxey?

What of the clams that the existng network of capital gains tases, Jand taxes and local
government rates amount W an effective system of wealth txavon” First, capital gains axes ae
taxes un ieome Trom an appreciation of the value of assets over tme, and are thus an income
tax, not a capital tas, Local rates, whilst hased on i variety of unimproved capiial value, site
vadue, improved capital value, and assessed capital value assocrated with fand and
improvemenis, are essentially fees for services reflecting the heneli-principle of ax.equay.
They should not he conlused wuh general taxes on accumulated wealth which are aimed at
improving the horizontal and verncal equity of a tax system. Land taxes are a minor souree of
state revenue, based on urban land values, with a wide and numerous array of exemptions
mehding, m Victora, Land owned by Laomers, councils, upions, cx-servicemen's
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organisations, sporting and culivral clubs, hotse and pony racing elubs and so on, Degpite the
- widespread exemptions, and minor ameunts of revenue calleeted, hand tax temains one isolated
and mmniseule form of wealth tax used in Australia,

Double taaation? ,

A common but fallacious argument against taxes on wealds is thut ey are a form of double
wixation, since x s already levied on the savings camponent and the capital gains components
ol an individual's wealth. Income is either consumed or saved. Therefore, whenever more than
atie type of tax exists, then the sources of taxable capacity (savings or consumption) are faxed
muore than ence. For example, most (ax systems have income and consumption taxes - this is
duuble wsation, as gross ingame is taxed and expenditures from after-tax income iare tased
items are hought which have sales tx added voto the price,

Piggott (1989), n favouring an inheritance tax, asserted that only the inherited component of an
individual's wealth should be subject to  special wealth tax, since @x is already levied on the
savedd income and capital gains components of the wealth of an individual, He asserted:

Indeed. income taxes operate as a form of 'double’ tax on saving: savings are
accumulated out of net-ol-tax income, and the retur on those savings is alsa taxed.
A strang argument could he made, on both efficiency and equity grounds, that the
taxation of the wealth resulting trom such accumulations 1s inappropriate (1989,
P33,

There are two responses to this: first, there is nothing wrang with taxing something onee, twice
or any number of times, as must happen onee more than one lype of 1x is used in a 1y system.
Second, itis uue that taxes on ipcome capture some of the benefits which dertve from wealth,
hecause wealth is the capitahsed value of the meome stream it produges. This fact is the basis
for the misguided claims that taxing wealth as well as income is axing a person twige For
exacily the same thing However, this would only be true if 2} forms of wealth produced the
simie amsunt of taxable income. Then it would not make any difference 1f income or wealth wis
taxed. Taxing one or the other would by a fair treatment of the same amount of "ability 1o

paty”. Bul, wealth taxes are designed to capture a Torm of tasable capacity inherent in the
ownership of wealth that ss different and separate to that captured by the income s, As a result
wealth taxes act m a complementary manner (o income tases, regardless of whether they are
‘axes on capital’ or ‘capital taxes”

As well the axation of a particular base may also oceur at different levels of government at the
same e, so that different taxes may comerde, Forexample state governments may see good
reason b place a s on imconte ata state level taddivion o taxes tat are tesied on income at a




ia«dw} k:w} H\ the same. m}x«,n the same [xes on mm; may be 3usi1f" e at dx[fumm levels of
gevernment, Each level ol government may have their vwn feason for lmpxg.mwmn}, the tx,

- and these reasons niay or may ot be identicdl, L this way local government may, fm*m:xmpk,
wisl to fmpose & tis on reat property n*reap;mnw oof the imposition o: 4 net \wzﬂm fax ata
fvdm% evel,

Mmﬂtmx" :
The assesstrent of the vatue of ﬂhgmxi assets soch as Lind alsodntraduces wmxdamb]ez ;
- complexity in the application of prineiples of hmmxnmi equity, Owing partly to the um.crtmmy ‘
that often suprounds the vatuation of such assets, and also  partly to perceived pro blems of
payment of the tax, concessionary valuation procedures usually apply. These were ducumfzntm
i the findings of dwe Taxation Review Commitice (19751 as follows:

Charactenstically, some countries use values determined only perindically or ﬁy
some special valuation procedures in dealing with real estate. In West Germany,
for example. Jand values tapart from Tarmlands) were assessed, upic 1973, on
values prevading i 1935 they are now based an a method that produces a figure
estimated o be only about 35 percent of current market value. 1o the Netherlands,
the method of valuation produces a figure of about 0 percent of current market
valug.........Farmland in Eurepean countries imposing wealth tax tends to he
vatued well below s market price. Even in Norway, where the wealth tax hits
tarmland hardest, the land 15 valued by beards manned by both tax officials and
localty elected members of the community (o ensure that fow farms dre assessed at
even two-thirds their market value, Tn Sweden agricultural Tand 18 assessed at three
quarters of the market value based on the statstical average of free market prices in
the two vears hefore the assessment. Tn the Netherlands land s separately assessed
1 discusston between the taxation authorities and organisations fepresenting the
wwners and farmers and abways at a large discount on real values so that the iy can
be pasd out of the profus of the land: and there are exemptions for farms operating at
a s dn addition to farmland, associated assets tend to be brought to tax well
below market price. In Denmark, for example. livestock is valued at approximately
halt 1ts markey price and Tarm machinery atits book value (1975, p508),

Sandlord also noted that "hoth private businesses and agriculral land tend to get tavourable
vahution treatment i all countries” UIY8E, p 15y Forexample, in Norway values are estimated
to b about 70 percent of the full market value of the land (Sandtord 1988, P70 o other

- eountnes such as Germany the value of agricultucal property is arrived at by the determination

of the carnug capacity of the land. That i, ‘standard’ Tarms are used to derive an estima ted
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capital yield and these are then multiplied by an erxmrv ;me:i ghly quuummbkr mrﬁm‘{mtmn
rate of 18 o obiain an munmtgd land valuation (Sandford i‘)‘%‘%m P, :

The arbitrary nature of this ;mpmmfh‘iw!wim s: hosever it must he mmg‘nitxéd that the mcnrzi‘m
valuation of fand is a parvenlarly difficultand contentious prablen. As 4 consequence granting
Inghly concessionary values for fann land sh auld he an effective way of setling the issoe and
also of yuelling dissent m general ahout the impost of a wealth tax.

Thwe frequency of valuatron of ditferent types of assets may not gl ?ﬁ:&*& e the same, and in this :
nstanve hovizontal equity may also be compromised to some extent. TFor vsam piﬂ quoted

shares are commuonly assessed at thesr full market vadue, but the v afae attributed o fand and
hmidﬂm mtay have been fixed for several years and consequently niay be well below orabove
current vadue. '

In the context of a broad-ranging discussion of the administrative aspects of anual net wealth
taxes, mention should also be made of a novel approach  ensure reasonabyle valuation of
assets by taxpayers. Sandford reponed:

Another approach which has been suggesied 1o by to ensure genuine rather than
nominal values for personal possessions is to give the taxig anthony the right to
buy an article at, say, ten pereent above the declired vadue....... the autherites
should further be under obligation to auctien the property so aequired. within a
specified tune, informng the seller of the place and dine. so that he can bid. 1 the
vaduation were genuine, the taxpayer could be expected w recover his goods and
make a profi (JURL p. 271

Pespite support from Sandford, this approach hias not been atiompted by any country !
Theretore the feasibihiny of ths idea wemans purely a subject for wry conjecture. Nonetheless 1f
1h i inventive contrrbution o a deficult area in the admunistration of annugl wealth taxes.

Poltical reahiies”

The poltcal defficuiies assaciated wath the mteoduction of any new @x in Ausiralia are all oo
clear, and conld well be inswmountable. In the last decade the Eaded attempts on both sides of
poliies to mirsdige a general consmmplion tax serve o illosirate vividly the politically
hatzasdous nature of Ly reform i Australia, As well, the vaperience of the demise of death and
gt dunes m Austradsa at the hands of the states provades ample evidenee of the type of
resstapce o he expected i mtroducing any wxes on accumulated wealth. In particular, the
oppostiion of special interest groups such as Lamers and small business people 1o proposals for
waabth fases m Australia s well decamented



A Shiht Digression: The Trish Experience with a Wealth Tax and Lessons for Australia.

The rise and prompt fall of the Trish wealth tax 18 well-documented in studics into the Irish
wealth tax by Sandford (1981, 1988¢). The essence of Sandford's findings are summarised
befow, ‘ R

The Trish wealth tax was *stroduced by the Fine Gael/Labour party coalition which was cleeted '
in 1973, The wealth tax proposed was for 4 Lax on annual netwealth (assets minus liabilities)
ol individuals, discretionary trusts and private non-trading companies, 1t was to apply to single
faxpayers whose wealth exceeded 40 000 peunds ad married taxpayers whose wealth
exceeded 60000 pounds. Tl tax was o commence at 30 00 and 50000 pounds respectively.
The proposed rate was 15 percent up to 100 1000 pounds, 2 pereent from 100 00046 150 000
pounds, and 2.5 pereent on the value above 150000 pounds. There was to be ne eeiling
provision and a mimmum of exemptions {Sandford 1988¢. p.3%

The proposal for the wealth tax eish White Paper 1974 speaified tax rehief for farmers in the
way their land was to be valued and there was exemption for ‘i*zﬂx‘atugg: objects subjeet to public
avcess” (Sandford 19%8e. p.31 Ne other concessions were 1o be given

As speerfied in the White Paper the mam am of the Wealth tax was the achievement of greater
horizantal ogquaty. That s, people with a sinndar ceonomic state of atfiurs are supposed o he
wxed smilarly. Also. as o adl proposads Tor wealth taxes it was hoped that it might reduce
weguality m the disiribution of wealth. The disimbution of wealth m Ireland was sery uneven,
with § percent of the population ownmg 60-70 percent of the private wealth. 1t swas also hoped
that the wx would promote efhency w resource use and create seme admimistrative benefits
tromn having more imformaton. which might help redoce evasion or catch evaders. A turther
airn was 10 reduce poriodic bguidity problems faced by some taxpayers by replacing the
geperational vstate tax with an annal tax.

Theugh tre proposed wealth threshold was doubke that of the pest highest European wealth tax,
though the Irnsh tax was umgue in that the taspayer's principal private ressdence was exempled:
and though there were subsiantial concessions tor agriculture and industry. the wealth tax wis
subgect o feroctons opposion. Canseguently the proposed wealth wx was watered down
sigmbicantly . The thresholds for the tax were raised to 70000 pounds tor a single person, 1
D) pounds or a marmied couple and an additonal threshold of 2500 pounds was added tor
sawh child, The proposed progressive rate structure was replaced by a single rate of | percent,
and & cething of 80 pereent of income for combined income and wealth tax wav introduced.
Oher urther concessions were made: an acre of Jand surrounding the principal residence was




exempied, s dlso were pension rights, hoosehold effeets, and farmer's livestoek and
bloodstock. As welloconeessionary valuations granted initially to farmers, were extended
fishermen, holehers and the shareholders of Irish trading corporations «umrming in Ireland
Sandfond 1988¢, p.3L

In Sandfords siew ¢ 19881 the wealth tax failed partly because taxpayers reacted adversely to
high admmsieative and comphianee costs and demanding inquirics from the tax colleciors, The

tax was based on a system of self-assessment ander which taxpayers were expected to provide
an mventors of their dssets 1o the taxing authories according to ‘apen market’ valuations.
Prespue beng the fairest form of valuation, Sandford asserfed that insisting on open market
vitlues ragses costs, slows proceedings and imposes uncentainty” (1988e, p. 11, He had carlier
reflected m 1981

The Trish tax and the Unied Mmgdum praposals went for open market valuations at
the vost o infrnging, very badly, Adam Smith's canens of txanon - ceriinly.
cofrvenience of gayment, and the regaement that ‘every tax ought o be s
contrived as both o take vut and to keep out of the pockets of the people as litde as
pussible vver ansd above whiat 1t brings wto the Public Treasary of the State’. On
the other hand, the more some asset sadues diverge form open market values the
fess thie hanontal vquity attamed (1951, p 19

The approack adopred m freland o the valuaton of assets was entirely different to that wsed in
continental Funapean countraes, many of which bave successfully employed the tax sinee early
thas century In thoese conntries the taxpser 1 given an asset viduation, or a fonnuli from
whieh he or she can dertve the value of the asset tor tax purposes. These valuations are i m
wsed tor other fases, for example Jocal property tax, as well as for the anoual net wealth tax.
Sandford remarked that wath s type of system the admimstrative and comphince costs are
contamed QUK. p 11 To rerterate, the importance of administrain e aspeets on the feasbibiy
ol an annual net wealth tas woere summed up by Sandtord (81 as follow

In my view the method of admistration chosen wis an mportant reason why the
Teesh wealth tax was scrapped and the United Kingdom proposal shehved. The
Asgho Irish model produces o wealth tax which s nesther cheap to run nor
satistying m terms of ts objestives. The contmental model, with s common
valuations amd gudelines bas the advantage of certainty and convenienee for the
taxpaver. The other side of the com s that some values are only an approsimation
1o market vadues and for ths reasen some ineguities and distortions result (1981
pld



Thus o would seem, Trom the adminisirative peespeetive alane, that the Trish atiemptat annual
wealth Gisation was naive and doomed 1o failure. Despite fis superiarity i ierms of faimess,
the expectation that wuuxamsmmmr provedure myolving ‘open market’ valuations could be
rade to work smoathly at Jow cost would seem optimisue. The self assessment methad of -
valuation may well be a leastble approach in the contest of an inconte tax where the value of
meome is clear it the entive amount has heen praperly reveated. However in the ease of an
annual tay on wedth, even i all assets are revealed o the tasing authorsties, the valuation of
these assets may be open to much conjectire. Theretore in s instance it would be impossible

e goetse a laxpayer of impropriety. it he or she assesses the value of gssets eld 1o be
substantially Tower tan market value,

Sandford (ST also sdentified other reasons for the demise of the annual wealth tax,

Fosadly, the tix met a bt of upposiion from Tarmers, Given the thresholds and the
special agricultural rehefs, enly te turger farmers would have come within the

*wealth wx net: but others may have feared that vising praces and an umndexed
threshold would brang them into the scope of the tax m the course of tme.
Moreover, there seems to have been something psyckological in the effect of the
ternt wealth ax on g wadionally Yand hungry peopte. The name appears (o have
stivred up feelings quite disproportionate o the busden of the tax. conjuring up
pictures of expropriation - perhaps artsing from a confston bptween the tax base
and the seuree of the sonree of payvment. Whether the opposition would have been
less, if it had been calted something different, like o “general property @ 1s at Jeast |
a point worth considering (1YR1, p.29,

The oppositvn groups clamed that the wealth tax acted to reduee the meentive o myest and the
m{mciiy tonvest, This grgument is doficolt sustam because so few people were affected, and
if they were, the cost to them was so smadl at sts peak the tax rased only 0.4 percent of tax
revente. Sandtord (1981 remarked that There were slatements, dilticult to validate and
repudiate, that some resdents emigrated becanse of the 1ax, and that the tax also led to an
vutiow, and reduced the milow, of myestment funds (1981, p.29y,

Turning te the sssoe of horvzontal equity, Sandford saw the high thresholds as baving the result
that the wealth tax could Bave made litthe comnbution in this regard. He argued that the lope
of the horizontal equity argument 1 that the threshold should be set as low as practicable’
tSandtord 1988c, pdy. The exempion of the principal reswdence and the contents effectvely
rarsed the ingh thresholds even higher. In no other OECD country was the principal residence
wially esempt. Amazingly only 2 500 0f the wncome ax paying popadation of 200060 m 1975

were affeeted by the s,




ﬁm bam}fum m,smmi im the frish S\‘mﬂm Tax mum lmw achioved wmn;xﬂv nothing in xlm
way of guproving horizontl equily in matxmn horin mdnmug income inequality, neither did ﬂ
enconrage inereased efficiency of s wmw use, and in fact the upposite was the ciase with
meentive provided to move sealth into relatively unproductive but uniaxable fissets sueh as
“claborate homes and contents. Notmuch was gained interms of administration either as so few
faspavers were affected, though some cross-checking of asset valoes for wealth tax may have '
raised raes collected under the capital gainy tax. However the kegislation farled to ensure that
the same valuation apphied to the same assets for assessment of the two different types of taxes
Sandiord 1988, p.6o.

T conetusion Sandford sard that the Iresh wealth tax failed heeause it was inaocuous, it was
costly, it had high thresholds: o had many exemptions: i had sed open market valoations
which s costly to determine and w get free agreement ons 1 had too tow a rate; and finally it
was subject fo sustarned amd converted attack from sell interested pressure groups, And, the
- government capitulated to them (1988, pp9-111

No streteling of the smagination s needed (o wransfer the abortive Trish atempt at wealth
taxation into the Austrahian setting, Indeed if any doubt as e this existed, study of the
Austradian experience with death and gt axes and the cocumstances surrounding the
miroducton of a capual gams tax in 1985, would be most mstructive (Ketly 1992, Gruen and
Gratson §9931 Tt is not difficult (o envisage the response of Australia’s propertied class and
therr Tobbyists w any proposal to introduce a wealth s, The reacgon i the rural and small
business seetors to any suggestion of wealth ixes would, withour doubt be, be cotourtul, as
has viten heen the case e Austradia’s history.

Finally

The many benebit of 3 tax systeny which includes sealth taxation 1s that diferent Taxpayers e
troated more fairly than is the case when wealih 1s not tixed. Wealth taxes enhance markedly
the principles of weaung different taxpayers with the same wherewithal equally and fairly, and
treating taspayers with different wherewtthal unequally and thus alse anly. I the coverage of
sotrces of lxes cohected is broad it is more likely the ttal burden of a nason’s tax bl will be
shared more fairly than otherwise would be the case. In theory 1t van be established that sealth
tases contribute to achieving more horizonl and veroeal equity of any tas system. Wealth
tases e abvo instruments which can serve the pursaitof less inequality 1 the distribution of
wealth and neome in society, and ean also serve w disermnate against unearned wealih,



- Whilst acknowledging that there are serious hordles (o be gg:xiééum;:mx;i in major taxation reform,
the conclusion is that in a madern Jiberal democracy, wealth txation ought 1 be an essential
element of a tax sysiem swhich is iniended to be equitable and well-balaneed; Australia does not
- have such a s system, However, it's not the prineiple. it's the mmmy‘ 15 likely to remain the
pupuliar call 1o arms in the tas debate. ' : '
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