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I

 

NTRODUCTION

 

Taxation policy has assumed a prominent position in Australian politics in recent
decades. From the National Taxation Summit of 1985 to the bitterly contested
1993 federal election and the Howard Government’s historic implementation of
a Goods and Services Tax (GST) in 2000, taxation issues have never been very far
from the news headlines. In many ways political scientists regard this as inevitable
because taxation is among the most coercive of government activities. By its
nature taxation requires governments to weigh up economic, ethical and political
considerations when determining how to distribute the tax burden across society.
Even when these difficult distributional questions have been answered, policy
makers have to confront a range of technical questions concerning compliance
and administration. Such questions are inherently problematic. 

The reality however is that no government can avoid confronting the
dilemmas of taxation as revenue is the ‘the skeleton of the state’ as Rudolf
Goldschied, one of the founders of the discipline of fiscal sociology, once stated
(quoted in Schumpter 1918, 1954). In particular, the ability to raise revenue
largely determines the resources that enable governments to pursue their
economic, social and political objectives. Since the early 1970s this claim has
become even more salient as industrialised economies have confronted what has
been described as the ‘fiscal crisis of the state’ (O’Connor 1973). With the end of
the post-War boom, developed nations have faced heightened economic
challenges and less certain revenue yield. Beyond the impact of economic volatility
on public receipts, increasing demands for welfare benefits and growing
expectations of public services have placed unprecedented pressure on national tax
systems. Finally, increasingly influential neo-liberal analysis argued that the
resulting budget deficits were compounding the economic malaise and had to be
avoided. In combination these developments have brought the issue of taxation
policy to the fore in political debates both in Australia and abroad.

This new policy environment, in which governments were being forced to do
more with less, acted as a catalyst for tax reform across industrial democracies.
However, while the need to raise revenue more efficiently was clear, the challenges
outlined above also posed acute political problems for national governments as
they attempted to rise above sectional interests and implement comprehensive tax
reforms which aimed to ensure the longer term fiscal viability of the state. The
following study provides a detailed account of the politics of Australian taxation
policy between 1970 and the present. Surprisingly, given the political significance
of Australian taxation policy over the past three decades, there are relatively few
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studies in the Australian literature that approach the topic from a political science
perspective.

 

1

 

 This book aims to remedy this situation by providing both a detailed
account and an explanation of the politics of Australian taxation policy since the
1970s. It is also hoped that the analysis will enable policy makers and stakeholders
alike to learn from the lessons of the past and improve the tax policy process to
ensure that Australia’s tax system continues to evolve to meet the political and
economic challenges of the twenty-first century.

 

The problematic politics of tax reform

 

Consolidating comprehensive changes to economic policy will inevitably test a
government’s political power and resolve, but this is particularly true of tax
reform. Indeed, the politics of taxation literature identifies at least two sets of
challenges for a reformist government. Firstly, there is a strong disparity of
tangibility between the costs and benefits of tax reform (Hale 2001). For
example, introducing a new tax, or even changing tax rates, has an immediate
and tangible impact on economic welfare, which, in the case of income or broad-
based consumption taxes, will touch the ‘hip pocket nerve’ of all voters. Yet the
benefits of such policy changes, such as improving national economic
competitiveness, or the adequacy of the tax base, tend to be more diffuse and
realised over the longer term. Secondly, there are difficulties associated with
building political support for reforms that are aimed at restructuring the tax base
to further the national interest at the expense of sectional concerns. Such
arguments begin by noting that an efficient taxation system should be regarded as
a ‘public good’, the benefits of which are diffuse and society-wide. Then, based
on Olson’s seminal research on interest groups (Olson 1965), it is claimed that
‘rational’ (i.e. self-interested) actors will have compelling incentives to lobby for
specific tax concessions. This results in a policy debate dominated by
concentrated and politically powerful groups which tend to drown out the
disorganised and politically ineffective majority (Peters 1991, 271; Radaelli
1997; McChesney 1998). Such arguments are neatly captured in Guy Peters’
belief that tax reform requires stakeholders to move from a culture of self-interest
to public interest politics (Peters 1991). In combination, these political barriers
have prompted scholars to describe comprehensive tax reform as ‘perhaps the

 

1. Numerous Australian political scientists have analysed aspects of the Australian tax reform debate. 
Significant contributions include: Warhurst, J. (2000); Warhurst, J. 

 

et al

 

 (2000); Blount, S. (2000); 
Brown, J. (1999); Fenna, A. (1998); Wilkes, J.(ed) (1980). Significant contributions have also been made 
by numerous economists and journalists including Peter Groenewegen, John Head, Julie Smith, Russell 
Mathews, Paul Kelly and Laura Tingle. These contributions are documented throughout the study. 
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most difficult exercise in public policy in a democratic context’ (Radaelli 1997,
58). Therefore, for political scientists, the study of taxation policy provides an
ideal arena in which to explore the factors that enable governments to act
authoritatively and achieve political goals in the face of community resistance. To
this end the book systematically explores the historical, institutional and
economic factors have shaped the Australian tax policy process over the period in
question.

In many ways the Australian experience represents an ideal case study for
exploring such issues, as there are few countries in which the tensions between the
growing imperative of comprehensive tax reform and the political challenges
associated with achieving this goal have been more apparent. Since 1970 elaborate
proposals to reform Australia’s taxation system have four times gained
prominence on the political agenda – namely the aftermath of the Asprey and
Mathews inquiries in 1975; the National Taxation Summit in 1985 and the 1993
and 1998 federal election campaigns. Yet until the re-election of the Coalition
Government in 1998, the implementation of comprehensive tax reform generally,
and a broad-based consumption tax in particular, was largely unsuccessful.

 

2

 

Indeed, the problems experienced in relation to restructuring Australia’s revenue
base led Prime Minister John Howard in 1997 to describe tax reform as ‘the
greatest single piece of unfinished economic reform business on the Australian
national agenda’ (Short 1997). 

 

The scope of the book

 

Prior to foreshadowing the more detailed aims of the book it is first necessary to
define the concept of ‘tax reform’.

 

3

 

 At the simplest level the tax reform agenda in
Australia has been concerned with altering the tax base in an attempt to meet
three related policy objectives. Firstly, reformers have sought to change the tax

 

2. It must be acknowledged that in the aftermath of the 1985 National Taxation Summit, the Hawke Labor 
Government did introduce significant reforms relating to the direct tax base. However, the centrepiece of 
Treasury’s preferred reform package, the broad-based consumption tax (BBCT), was soundly rejected. 
These issues will be discussed in Chapter 4. 

3. While there is a vast literature on the philosophy of taxation and public finance from Aristotle onwards, 
this study deliberately avoids the normative debate concerning the issue of how Australia’s revenue base 
ought to be structured. This is achieved by defining ‘reform’ as the attainment of the policy proposals 
promoted by the government and state elites from the 1970s onwards. It is for the reader to decide 
whether or not these ‘reforms’ are indeed desirable. This is not to say that established norms relating to 
how a tax system should be structured are irrelevant. Indeed, much of the community resistance to the 
introduction of a broad-based consumption tax documented in this study is a consequence of its 
inherently regressive nature challenging the established norm that the Australian taxation system as a 
whole should be progressive in its impact.
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mix: that is, to reduce the relatively high reliance on revenue derived from the
direct taxation of personal incomes (at times contributing up to 60% of
Commonwealth revenue), while increasing the proportion of revenue raised from
the indirect taxation of consumption. Secondly, there have been concerted efforts
to improve the neutrality of the tax system to avoid price distortions or increasing
compliance costs that may hinder the efficient allocation of resources. The final
objective has been the need to reduce the Commonwealth’s domination of
Australian fiscal federalism. Although academic tax economists have long stressed
this objective, it has been less prominent in policy debate over the study period as
constitutional constraints have been too discouraging. In summary, while the
Australian state has not confronted a fiscal crisis of the type anticipated by
O’Connor over the study period, a combination of international forces and
domestic political developments have necessitated a tax reform agenda aimed at
improving the efficiency of the national tax base within a broadly revenue-neutral
context.

As the title implies, this book

 

 

 

has a national focus. However it is important to
remain mindful both of Australia’s distinctive federal system, and of Gourevitch’s
(1978) assertion that domestic politics cannot be analysed in isolation from the
broader international context. The increasingly international nature of economic
relations since the 1970s, and the diffusion of policy across borders, have had
profound implications for Australian tax policy. However, while mindful of both
international and sub-national influences, the ensuing analysis focuses primarily
on taxation policy at the Commonwealth level because of Canberra’s domination
of federal finance since the 1940s and the inevitability of the Commonwealth’s
central role in any attempt to restructure intergovernmental financial relations.
Nonetheless consideration will be given to the States to the extent that sub-
national tax regimes have contributed to the need for national reform and because
of the States’ independent impact as political actors in the national reform debate.
So while this study concentrates on national taxation policy, the analysis is
selectively broadened in the interest of providing a rich and historically grounded
account.

In terms of political analysis the book seeks to explain why the consolidation
of tax reform proposals have been so problematic in Australia, especially given the
political resources which have been devoted to restructuring the national tax base.
This question is all the more interesting because the broad thrust of the Australian
reform agenda is hardly unique or inconsistent with international developments
over the period. Indeed, numerous comparative studies have argued that the
similarities of the reforms adopted in most developed economies during the 1970s
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and 1980s can be explained largely in terms of policy diffusion among political
elites (Radaelli 1997, 63-65; Peters 1991; Hallerberg and Basinger 1997).
Although the objectives and methods of the Australian tax reform agenda over the
study period were unexceptional, Australia’s laggardly performance in
consolidating these reforms is exceptional in a comparative sense. This
observation in turn leads to a tentative hypothesis that domestic political factors
may account for the protracted nature of the Australian tax reform debate. With
these issues in mind the book is centrally concerned with explaining Australian
taxation policy between 1970, the year when taxation issues came to the fore on
the national political stage, and the present.

 

Explaining Australian taxation policy

 

Given the absence of a consolidated account of Australian tax policy over the past
three decades, the book seeks to present a thorough account of the contours of
the national tax debate since the 1970s. The central task here has been to
assimilate and synthesise the hundreds of partial accounts of Australian tax policy
published over the past three decades with a view to laying the foundation for a
more theoretically informed assessment of these issues. Where the intricacies of
the debate are less well-documented, such as the events surrounding the Asprey
Inquiry of the mid-1970s, the study draws on archival, and to a lesser extent
interview-based research to supplement secondary sources. However, a detailed
empirical account of Australian taxation policy over the study period in isolation
cannot explain the forces driving the policy process. To give the ensuing analysis a
sharper focus so we can relate Australia’s recent tax reform experience to broader
debates about the governance of economic policy, the research is guided by the
following questions.

A core objective of the book is to explain the apparent vulnerability of
Australian governments to opponents of tax reform generally and of a broad-based
consumption tax in particular. As is explained in greater detail in Chapter 1, this
involves exploring what political scientists have described as 

 

state capacity, 

 

or the
state’s ability to achieve political objectives in the face of societal resistance
(Katzenstein 1977). Numerous factors influence state capacity, from prevailing
economic conditions to the effectiveness of political leadership. While such issues
are important, building on international research on the politics of taxation policy
(Steinmo 1989, 1993), the book seeks to systematically explore how the
institutional structure of the Australian political system generally, and the tax
policy arena in particular, have limited the capacity of the Australian governments
to consolidate contentious tax reforms. This historical institutional analysis has a
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number of foci, from the institutional structure of state apparatus to the formal
and informal networks that link government, the bureaucracy and stakeholders in
the tax policy process. Significantly, given the inherently normative nature of tax
reform, there is an increasing body of research on the interaction of institutions
and ideas about public policy and public opinion. In short the book provides a
historically grounded assessment of the extent to which institutional factors
influenced the political power of federal government, patterns of interaction
between government and interest groups and the broad climate of public opinion
in relation to taxation policy.

It will be argued in the following chapter that framing the study in
institutional terms can make a significant contribution to our understanding of
the politics of Australian tax reform since the 1970s. At the broadest level, we can
explain the politically problematic nature of Australian tax reform in terms of the
fragmented structure of decision-making authority and the institutional
vulnerability of the Australian state. While this assessment serves as a foundation
for the analysis that follows, it explains too little in terms of the nuances and
evolution of the policy debate over the study period. For example, why did John
Howard win a mandate for the introduction of a GST in 1998 when John
Hewson had failed five years earlier? Did the Howard Government, with the
benefits of incumbency, possess more political resources? Did the Howard
Government build a more effective pro-reform coalition with interest groups, thus
enhancing his government’s political power? Alternatively, had public opinion
towards a GST become more favourable, and, if so, was this shift in community
attitude toward tax reform influences by institutional factors? Through
developing an institutional approach that considers state structures, interest group
dynamics and the broader climate of public opinion affecting the tax policy arena
the following study sheds light on these important questions.

 

The structure of the study

 

Chapter 1 establishes the intellectual basis of the book and establishes many of
the themes that guide the chapters that follow. Beyond providing a rationale for
the approach taken, the chapter also provides a foundation for discussion of the
governance of Australian taxation policy that forms the focus of Chapter 8.
While Chapter 1 may be considered optional reading for those seeking an
empirical history of Australian tax policy over the period, the arguments
developed within it are important to understanding the scope, sequence and
significance of the broader account.
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In keeping with the study’s historical approach, Chapter 2 establishes the
context for the detailed empirical analysis that follows. This task has two aspects.
Firstly, the chapter outlines the broad parameters of both the national taxation
system as it evolved over the twentieth century and the structure of the national
economic policy environment which emerged over this period. A central finding
here is that after half a century of tumultuous change following Federation, the
1950s and 1960s were characterised by remarkable economic policy stability
effectively entrenching established routines and practices associated with
economic policy making. The second goal of the chapter is to present a more
detailed account of the economic policy environment that confronted actors in
the early 1970s. This account aims to document the policy environment in terms
of its institutional features, prevailing policy frameworks and economic structure,
as well as the established patterns of interaction and practices of actors at a micro
level. This includes identifying existing policy networks, the institutional
structure of government and the extent of interest group organisation and
advocacy - all variables which impact upon the capacity of government to achieve
ambitious policy goals.

The remaining chapters provide a detailed account of the politics of taxation
from the early 1970s to the present. Each of these chapters focuses on a significant
phase in the ongoing national tax reform debate, beginning with the deliberations
and recommendations of the Asprey and Mathews inquiries into the national
taxation system in the mid-1970s (Chapter 3). The discussion moves on to the

 

Draft White Paper

 

 and National Tax Summit of 1985 (Chapter 4), the Coalition’s

 

Fightback!

 

 proposal and the 1993 election (Chapter 5), the Howard Government’s
tax reform agenda and the 1998 election campaign (Chapter 6) and the
implementation of the 

 

A New Tax System 

 

(ANTS) package and the Ralph Review
of Business Taxation and associated reforms (Chapter 7). 

Initially the analysis will concentrate on explaining the origins and form of the
reform agenda. However, commencing with the explanation of the Fraser
Government’s reluctance to implement the recommendations of the Asprey
Committee, the analysis will focus on the limits of the state’s capacity to
consolidate the reform agenda. In Chapters 3 and 4 the emphasis is on assessing
the extent to which institutional vulnerability, inappropriate political strategies
and underdeveloped relations between government and stakeholders contributed
to policy failure. In the later chapters, greater emphasis is placed on assessing the
extent to which the changing structural context and political learning on the part
of central actors affected the capacity of the state and the contours of the policy
debate. Emphasis will be placed on examining how actors, both state and societal,
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reviewed their strategies in the face of the ongoing policy deadlock. More
specifically, the analysis will focus on the way that state actors adapted their
policy-making style and the degree to which interest groups collaborated and
formed reformist alliances. Both of these developments are important pre-
conditions to state and societal actors achieving their common political interests.
Beyond evaluating the interaction of political elites, these later chapters also
examine the broader electoral politics of tax reform. The objective here is to assess
the extent to which governments were able to build electoral support for their
policy goals. The contention here is that a government’s electoral vulnerability is
shaped by a combination of the institutional structure of the state and patterns of
state-society relations. Through evaluating such questions this book attempts not
only to document the political debates surrounding Australian tax policy, but also
to offer a informed explanation of these events. It is only through a better
historical understanding of the policy process that Australian leaders – political,
bureaucratic, business and community – of the twenty-first century will better be
able to manage the competing interests that inevitably characterise the taxation
policy arena.
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Observers of the politics of taxation would acknowledge that tax reform is often
contentious and, depending on the proposal or the reform agenda at hand, has
the potential to make or break governments. Few would deny that this has been
the recent Australian experience. The following chapter sets out the central
explanatory themes that are explored in the remainder of the book and in so
doing establishes the foundations of an explanation of the recent politics of
Australian tax reform. Not only does this explanatory framework guide the
ensuing research, it also enables us to evaluate the efficacy of existing theoretical
explanations of taxation policy both in Australia and more generally. By relating
theoretical accounts of the policy process to the real politics of tax reform, this
approach provides broader insights into the governance of Australian economic
policy and how the Australian tax policy process might be better managed. These
broader questions of governance are the focus of the final chapter of the book.

The difficulties associate with modifying national revenue systems are central
to the literature on the politics of taxation. By the mid-1980s this led many
scholars to conclude that taxation policy could best be understood as an
incremental process (Rose and Kurran 1986; Witte 1985; Peters 1991, 6). While
many policy arenas are influenced by the political leaders of the day, by the ideas
of policy experts, by interest group politics or by the winds of globalisation, this
was not thought to be true of tax policy. It seemed that governments the world
over were best served by steering the line of least resistance and maintaining the
policy status quo. Significant change only occurred as a result of economic crises
or military conflict, while broader historical differences between national taxation
systems were thought to be a product of entrenched national cultures and state
traditions (King 1975; Peters 1980). Governments could tinker at the edges in
response to the political pressures of the day, but comprehensive reform was
regarded as being both risky and unlikely. However, as is so often the case with
political and economic theory, just as incremental accounts of taxation policy
became accepted as conventional wisdom, the dynamics of the tax policy
environment underwent fundamental change.

From the mid-1980s onwards there was a global ‘wave of tax reform’. These
reforms confounded incremental theories of taxation policy in that national
governments the world over took significant political risks and stood up to vested
interests in trying to broaden their respective tax bases and rein in entrenched
exemptions, anomalies and loopholes. The specific reforms varied from country
to country and some were introduced at significant political cost, while other
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reforms attempts failed. All of these events, however, demanded new political
explanations. Several theories have been advanced to explain the politics of
‘comprehensive’ tax reform. Those focusing on interest group dynamics stressed
the emergence of new ‘public interest groups’ that for the first time countered
traditional sectional lobbyists. Others attributed tax reform to inspired political
leadership from the likes of Ronald Reagan, Roger Douglas and perhaps even Paul
Keating (Peters 1991). Similarly globalisation and the diffusion of ideas among
policy elites form part of the explanation of the common trend in tax reform. 

In the previous chapter it was argued that successful tax reform required
governments to be able to rise above entrenched sectional interests in the tax
policy arena. At this level it seems that a significant degree of reforming capability
or 

 

state capacity 

 

(described below) is a requirement for the consolidation of
comprehensive tax reform.

The most promising approach to explaining comparative variations in tax
policy has been to explore the institutional determinants of state capacity. Not
only does the institutional structure of the state influence state capacity, or the
vulnerability of reforming governments to the groups in civil society who are
inevitably opposed to tax reform, the approach also sheds light on the all-
important 

 

relational 

 

dynamics of tax reform. The focus here is on how
institutional factors influence the state’s ability to foster coalitions and create
productive political relationships with key interest groups in the political process.
For example, institutional factors influence interest group formation and
engagement with state actors, while at the level of bureaucratic politics
organisational variables affect the relative influence of various agencies over the
policy process. Finally, institutional dynamics influence the policy process at a
number of other levels. Established organisational structures and embedded
practices affect the process of interest formation and mediate the impact of wider
economic and political forces on domestic policy making. These forces in turn
feed back into electoral politics and public opinion in relation to tax reform
proposals. The merits of this type of institutional approach are illustrated in
Steinmo’s comparative study of taxation in the United Kingdom, the United
States and Sweden (Steinmo 1989, 1993). Of particular relevance to the
Australian case is the finding that tax policy in the United States, with its
fragmented political institutions and pluralistic policy making environment, was
reactive and beholden to ever changing coalitions of interest groups. Under such
circumstances (and like Australia) the attainment of systematic tax reform is
extremely difficult.

 

4

 

 In contrast, in both the United Kingdom and Sweden, where
the state enjoys greater institutional autonomy, governments have had more
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success in systematically restructuring the tax base. Overall Steinmo concludes
that institutional autonomy and state capacity greatly improve the prospects of
achieving comprehensive tax reform.

Finally, while institutional factors undoubtedly have a significant impact on
state capacity and political outcomes, few would make the claim institutions alone
shape policy. Therefore it is necessary to carefully evaluate the significance of
institutional variables in 

 

combination

 

 with other explanatory factors. That is, in
shaping policy outcomes institutions have an important role in mediating the
interaction of economic factors, ideas about policy and the cut and thrust of
electoral politics. So while institutions don’t explain everything, I argue that they
are an important determinant of relative political power, of state capacity and as a
consequence policy outcomes. This chapter provides an overview of the ways in
which the institutional structure of the policy environment combines with other
variables to influence the politics of tax reform. 

 

Tax reform and state capacity

 

In the previous chapter 

 

state capacity 

 

was defined as the state’s (executive
government 

 

and 

 

associated public institutions) ‘ability to formulate and pursue
goals which are not simply reflective of the demands or interests of social groups,
classes or society’ (Katzenstein 1977; Skocpol 

 

et al 

 

1985). Moreover, drawing on
the existing international literature on the politics of tax reform, it seems that
state capacity is required for the successful consolidation of contentious tax
reform proposals such as those which have featured in Australian debates over the
past three decades. In terms of the case at hand, the fact that otherwise popular
political parties, which were either incumbent, or had excellent prospects of
gaining office, failed on three occasions since 1975 to implement a broad-based
consumption tax provides a classic example of state weakness. Mindful of this
important relationship a key aim of this study is to explain the political
vulnerability of Australian proponents of tax reform.

In order to understand the basis of state capacity it is first necessary to explain
the relationship between state capacity and the conceptually separate but related
notions of autonomy and authority. Put simply, the notion of autonomy refers to
the level of insulation which the state enjoys from societal pressures and political
opponents (Bell 2003, 11). Institutional characteristics that influence state
autonomy tend to be constitutional in nature and include: the extent of executive

 

4. While achieving tax reform is difficult in the United States, through appropriate coalition building it is 
still possible. The most significant recent example of tax reform in the United States was the 

 

Tax Reform 
Act

 

 (1986). Refer to Martin (1989), Birnbaum and Murray (1987). 
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control over the national legislature, the prevailing party system, the length of
parliamentary terms and constitutional provisions concerning taxation powers, as
well as the concentration and capacity of central bureaucratic agencies responsible
for the formation of economic policy (Weaver and Rockman 1993; Ikenberry 

 

et
al 

 

1989). In such terms the Australian state, like many other Anglophone states in
which political institutions have been devised with a view to protecting individual
freedoms, is unambiguously weak. Australian Commonwealth governments are
subject to a range of constraints including constitutional limitations, potential
jurisdictional disputes with the States, and an electoral system which requires that
polls be conducted at least every three years. In addition a majoritarian party
system which promotes electorally driven opportunism and sectional policy
making over consensus. In short, the institutional structure of the Australian
political system limits governments from pursuing unpopular policy agendas.
While such a system arguably improves democratic accountability, many authors
have pointed out that an institutionally ‘weak’ state is often forced to respond to
short-term political pressures making the pursuit of structural economic reform
extremely difficult (Atkinson and Coleman 1989; Eccleston 2000). 

Yet this lack of institutional autonomy does not mean that liberal political
systems are impossible to govern. The literature on state capacity also
acknowledges that the attainment of policy goals also is influenced by state
authority, or the extent to which a government’s goals enjoy legitimacy among the
wider community. In a relatively fragmented political system such as Australia’s,
effective policy making is generally dependent on the state having sufficient
institutional autonomy to develop a purposeful policy agenda 

 

and 

 

the ability to
engage with key stakeholders and thus enhance the legitimacy of its political goals. 

 

The institutional dynamics of tax reform

 

Having argued that institutions influence state capacity, which in turn affects
policy outcomes, it is necessary to define clearly what is meant by ‘institution’ in
this context. Many definitions have been proposed, from North’s (1990) broad
and economistic notion that an institution can be regarded as ‘any form of
constraint that human beings devise to shape action’ (North 1990, 4, quoted in
Bell 2003, 14), to the sociological definition that any cultural norms that
legitimate certain behaviours over others should be assigned institutional status
(Hall and Taylor 1996, 946-950). While it is undeniable that norms, embedded
practices, economic factors (see Pontusson 1995) all have the potential to impact
on policy dynamics, this study distinguishes between structural and institutional
drivers of policy change. At this level Hall’s definition of institutions as ‘the
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formal rules, compliance procedures, and standard operating practices that
structure the relationship between individuals and the various units of the polity
and economy’ is adopted (Hall 1986, 19). However in addition to assessing the
impact of formal institutions there will be a significant emphasis on how the
organisational structure of the state influences state-society relations and broader
community attitudes towards tax reform – the 

 

relational dynamics

 

 that underpin
the authority of the state and the legitimacy of its policy goals. 

In the Australian case it will be argued that the institutional terrain leaves the
state (and particularly the executive) vulnerable to their political opponents on
two fronts. Firstly it would seem that the formal structure of decision-making
authority in Australia is relatively fragmented. This means that Australian
governments lack the political power to pursue contentious policy reforms in the
absence of broad-based community support. Indeed international researchers
have argued that when ‘political authority is fragmented, it becomes exceptionally
difficult to change the basic rules of the tax system’ (Steinmo 1989, 13). Secondly,
this lack of institutional autonomy implies that successful tax reform is critically
dependent on the government’s ability to build support for its policy goals. At this
level the state’s political authority and ability to build relational capacity are
critical ingredients for successful reform. 

 

Relational dynamics and institutional change

 

The relational capacity literature argues that the state gleans legitimacy from
working with and through key societal actors

 

.

 

5

 

 

 

The central contention here is
that executive government needs to be autonomous and to lead, but with the
consent of the led (Bell and Carr 2003, 307). Thus, relational capacity is fostered
when key actors in a policy environment (both public and private) engage in
network-style relations which foster deliberation and compromise aimed at
enhancing the legitimacy of policy goals. It is argued this type of state-society
engagement not only increases democratic participation in the policy process, but
it actually has the potential to enhance the political power of stakeholders
involved. Indeed, building relational capacity is especially important where the
formal institutional structure of the state is relatively fragmented (such as in
Australia) and opponents of reform have numerous opportunities to veto policy

 

5. The term 

 

relational capacity 

 

is borrowed from Bell (2003), while Hobson (2000, 207) describes the 
phenomena as 

 

governing capacity or domestic agential state power

 

, Weiss (1998) uses the term 

 

governed 
interdependence

 

 and Mann (1993) uses the term 

 

infrastructural power

 

. While the concept of 

 

relational 
capacity 

 

is similar to Peter Evans’ notion of 

 

embedded autonomy

 

 it is broader in that it refers not only to 
state interaction with business interests, but to all groups in civil society who wield political power (Mann 
1993; Evans 1995; Hobson 2000; Seabrook 2001).
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change (Atkinson and Coleman 1989). Reflecting such themes, in his recent
study of tax reform in Canada Hale (2001) has argued that effective consultation
and communication between government and stakeholders is essential for
successful tax reform. Under such circumstances it is argued that state actors
must collaborate with and persuade key stakeholders in order to enjoy policy
success.

In the Australian context, where there appear to be significant institutional
constraints on state power, the prospects of achieving tax reform seem critically
dependent on the evolution of a collaborative form of governance capable of
fostering relational capacity. Such a proposition in turn prompts the question:
what are the pre-conditions for a collaborative form of governance? Here too the
literature contends that established institutional features of the policy
environment will influence how state actors go about making policy and
interacting with societal actors. Perhaps the best exposition of the relationship
between institutions and broader regimes of governance was provided in Atkinson
and Coleman’s research on Canadian policy networks (Atkinson and Coleman
1989). They claimed that the structure of state-society relations would be
influenced by a combination of the state’s autonomy and what they described as

 

state concentration

 

 on the one hand, and the mobilisation of interest groups on the
other. While being related to state autonomy, the notion of state concentration
refers to the degree to which decision making authority is concentrated in the
hands of a relatively small number of officials (Atkinson and Coleman 1989, 53).
Indeed, the Australian Treasury’s domination of taxation policy during the 1970s
and 1980s represents a good example of high concentration within a weak state.
In terms of interest group organisation, a high degree of mobilisation implies that
interest groups are organised, disciplined and well resourced.

The real significance of Atkinson and Coleman’s research for this study of
Australian taxation policy is their contention that the institutional characteristics
of the state shape patterns of state-society relations with implications for policy-
making styles and the success of policy reforms. More specifically, they predict
that in political systems where the state lacks institutional autonomy and where
interest groups are disorganised and fragmented, then the formation of network
style relations capable of underpinning relational capacity is hindered. Perhaps the
most significant contribution of this research is that it demonstrates that the
formal institutional structure of the state not only affects state capacity directly,
but also influences the less formal relational dynamics that underpin the political
authority of the state. For example Australia’s adversarial two-party political
system has been a major institutional factor undermining the formation of state-
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society collaboration in the tax policy arena. It seems that key stakeholders (both
business and community groups) are reluctant to get too close to government for
fear of attracting a partisan taint detrimental to their long term political interests. 

While there are persuasive arguments that state-society relations are
influenced by formal institutional variables, we must avoid being too
deterministic. Indeed the most recent research argues that while historically
embedded practices and institutional attributes effectively frame patterns of
governance, the state’s engagement with key interest groups has the potential to
vary across time and policy arenas. Of particular relevance to the case at hand is
the potential for agent driven change in response to a prolonged policy deadlock
or repeated political failures (Marsh and Smith 2000). The argument here is that
while interest group fragmentation and the political vulnerability of the state tends
to inhibit collaborative approaches to policy-making, this is not to say that key
stakeholders in the policy process are incapable of forming closer network-style
relations if they believe that such a strategy can deliver an important political goal
such as tax reform. Reflecting these themes the following chapters will explore two
related questions. Firstly, to what extent did the formal institutional variables
outlined above influence the political autonomy of the state and as a result the
politics of tax reform in Australia? Secondly, in terms of relational capacity, to
what degree was the Australian state embedded in civil society over the period, and
did patterns of state-society relations change significantly between the early 1970s
and 2003? If there is evidence of new networks forming in the tax policy arena did
they have an impact on the trajectory of Australian tax policy over the period?

Thus far we have explored the relationship between state capacity and the
successful consolidation of comprehensive tax reform. It has been argued that
institutional factors influence both the political autonomy of the state directly as
well as impacting upon patterns of state-society relations that serve as the basis of
the state’s relational capacity. While these institutional dynamics of tax reform
will be central to the remainder of the study, it is vital to acknowledge that a range
of non-institutional factors influence both state capacity and the potential for tax
reform. The following pages provide a brief overview of how structural factors and
an understanding of electoral politics can be integrated into an institutional
account of the politics of taxation.

 

Economic forces, ideas and tax reform

 

While institutional variables play an important role in influencing state capacity
and mediating the policy process, there is an acceptance that ‘an institutional
approach does not replace attention to other variables – the players, their
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interests and strategies, and the distribution of power among them’ (Steinmo 

 

et al

 

1992, 12-13). For example, Pontusson argues that the impact of what he terms
‘structural’ variables – of prevailing economic conditions, factor endowments and
the concentration of capital – need to incorporated into institutional analysis
(Pontusson 1995, 20). Beyond these economic variables, ideas about taxation
policy and broader changes in the international political system clearly need to be
considered, owing to their potentially profound effects on domestic politics. The
following pages will briefly describe how non-institutional ‘structural’ factors
may influence both state capacity and the political dynamics of tax reform. The
chapter concludes with a discussion of how these variables can be integrated into
a coherent explanation of the politics of Australian tax reform.

Firstly, prevailing economic conditions have a significant impact on the
effectiveness of a given tax system. While Australia’s high reliance on progressive
income taxation sufficed during the stability and prosperity of the post-war boom
(described in Chapter 2), a combination of inflation and growing challenges to
national economic competitiveness necessitated comprehensive tax reform.
Indeed the following pages will argue that rapidly changing economic pressures
since the 1970s served as an important catalyst for tax reform in Australian and
around the world.

In terms of state capacity, the economic upheaval of the 1970s also prompted
scholars from a number of traditions to acknowledge that the power of the state
varies with the ebb and flow of the business cycle. From a Marxist perspective Fred
Block argued that while the state will generally placate powerful business interests,
there are other times, especially during national crises, when the state’s capacity is
enhanced, enabling it to reshape the institutional structure of the policy
environment (Block 1980; Goure‘vitch 1986). Indeed, adding weight to Block’s
analysis, in Chapter 2 it will be argued that the critical historical junctures during
the first half of the twentieth century when the corner stones of Australia’s
national tax system were laid, all occurred when the state was responding to
national crises – the Depression and the World Wars. 

This notion that state capacity may vary with economic conditions has
subsequently been refined in the comparative political economy literature. While
still emphasising the importance of economic change on politics, it is argued that
crises also enhance the state’s authority vis-à-vis the broader electorate and provide
governments with a potential reprieve ‘from the short-term push and pull of
politics’ by focusing the political agenda and undermining the viability of the
policy status quo (Birkland 1997). As subsequent chapters will reveal, in the
Australian case economic imperatives, such as enhancing national economic
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competitiveness and reducing budget deficits, have been used to build a case for
tax reform. 

Beyond this explicit impact of economic conditions on state capacity, it must
be noted that economic factors also influence the interests of voters and hence the
authority of the state and the political viability of reform proposals. Firstly, the
economic voting literature identifies a strong correlation between economic
prosperity and the popular support for an incumbent government (Eccleston
1998). Secondly, at micro level of analysis, it is important to note that just as an
actor’s institutional position will influence their interests and power, so to does its
economic position. In short, preferences are shaped by location within the
economic system (Martin 1989, 192-193). For example, while at a general level a
GST is regarded as being capital friendly, many industry groups opposed the
proposal in the Australian debate because they stood to lose exemptions they had
previously enjoyed under the Wholesale Sales Tax (WST) regime. Thus, from this
brief discussion, it can be seen that economic conditions and structure have the
potential to influence both the economic policy agenda and state capacity, and, as
such, demand incorporation into the institutionally orientated explanation of
Australian tax policy.

In terms of the impact of ideas on economic policy, in the conclusion of 

 

The
General Theory 

 

J.M. Keynes made the often quoted remark that ‘the ideas of
economists and political philosophers, both when they are right and when they
are wrong, are more powerful than is commonly understood. Indeed the world is
ruled by little else.’(Keynes 1936 (1964) 383). Seventy years later there is now a
growing acceptance that ideas underpin political power and policy outcomes (Hall
1993; Blyth 1997). A number of theorists, however, have argued that it is first
necessary to develop a typology of ideational variables, which, at the very least,
distinguishes between paradigms and norms (Campbell 1998). 

Campbell argues that paradigms have a distinctive cognitive rationale in that
they are ‘descriptions and theoretical analyses that specify cause and effect
relationships’, whereas cultural norms ‘consist of values and attitudes’ and are the
product of past patterns of politics and culture (Campbell 1998, 384). While both
of these ideational variables are significant in terms of shaping policy outcomes,
they do so in different ways. Paradigms are regarded as having a ‘structural’
dimension, as the adoption of a new intellectual framework for analysing political
problems and developing policy solutions will have an exogenous impact on the
domestic policy environment. To this extent policy paradigms have a profound
impact on the evolution of a new policy agenda. In contrast, prevailing cultural
norms and values shape the formation of interests in civil society and are generally
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subject to incremental rather than revolutionary change. Reflecting this
distinction, we will focus on how policy paradigms, mediated by the institutional
structure of the domestic policy environment (Hall 1989), have shaped the tax
reform debate and how, at the level of electoral politics, prevailing norms shaped
broader community attitudes to this agenda. To this extent, paradigmatic change,
in the short term at least, has a greater impact on the policy agenda than state
capacity per se, and, in the longer term, it must be noted that such changes have
the potential to influence public opinion through their effect on discourse and
debate.

Thus far it has been argued that both structural and institutional factors
influence the relative power and interests of actors in the policy process affecting
state capacity. However, it must also be acknowledged that the state’s relative
political power and its need to exercise it are influenced by the informal
organisation and interests of actors at the micro level of politics. In keeping with
this claim, the following section evaluates the electoral politics of tax reform.

Public opinion, leadership and successful tax reform
Firstly, in a liberal democratic political system it is important to constantly
monitor the mood of the electorate relating to a particular policy issue. If a
reform proposal is politically popular, either inherently, or because the state is
able to cultivate support for its agenda, then it will generally enjoy political
success irrespective of levels of state capacity. However, it is important to note
that given the political dynamics of comprehensive tax reform (as noted in the
Introduction) the electorate is invariably hostile to such proposals. Given that
electoral support for tax reform cannot be taken for granted this study makes
constant reference to public opinion in relation to tax reform proposals and the
factors which contribute to variations in attitudes to tax reform. Thus it is
necessary to assess in detail the extent to which the state, interest groups, the
changing structural context and political learning can account for changes in
public opinion.

The second, related consideration, also stemming from the democratic nature
of the policy environment, is the relative electoral position of the party proposing
tax reform. For example, if a government (or opposition party) is popular and
internally unified, even if it a reform proposal is unpopular, it will be more willing
to take a political risk because, at the margin, it is prepared to sacrifice some votes
to consolidate significant reforms. Beyond the relative popularity of political
parties, recent research also points to the importance of internal stability within
parties and the need for both decisive leadership and a strong ‘change team’
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focussing on achieving significant policy reform (Bonker 2000, 5). Indeed, intra-
party fragmentation and factional disputes form an important part of the
explanation as to why both the Fraser and Hawke Governments failed to
implement indirect tax reform in the 1980s. Finally, the institutional structure of
executive government inevitably confers significant power resources on key
political leaders, such as the Prime Minister and Treasurer, such that their attitude
toward a specific policy proposal and their ability to act as effective policy
entrepreneurs can make a significant difference in terms of policy outcomes. Yet
while Paul Keating’s personal political skills and John Howard’s dogged
determination have had a significant impact on the contours of Australian tax
policy, these influences have been constrained by the institutional context in
which they have operated, thus affirming the need to introduce the three levels of
analysis introduced into the conceptual schema thus far.

Towards a conceptual model
Thus far in this chapter it has been argued that institutional variables have a
significant impact on state capacity and policy outcomes. The institutional
structure of the state not only shapes the decision-making authority of executive
government, but also has a profound impact on patterns of state-society relations:
the so-called institutional basis of relational capacity. While institutional factors
are significant, they do not shape policy outcomes alone, and for this reason the
ensuing analysis remains mindful of the way in which structural factors and
electoral politics have influenced Australia’s taxation system. For example, in the
broad structural context of policy making, prevailing economic conditions, the
international political system, and policy paradigms are regarded as being
powerful drivers of the domestic policy process. Beyond shaping the national
policy agenda, structural factors (mediated by institutions) also influence the
interests and power of actors, and hence the outcomes of policy debates.
Reflecting this the early empirical chapters of the study will explain how
changing economic conditions acted as a catalyst for the national tax reform
debate after a quarter of century of policy stability. 

The second political dynamic that will be explored in the study is the extent
to which political leaders and opinion makers responded to the protracted and
challenging nature of tax reform. This follows Hay’s (2000) claim that an agent’s
actions can only be explained with reference to both their structured context and
their strategic knowledge. The argument here is that while historically entrenched
practices and institutional structures determine the power and shape the
aspirations of political leaders and stakeholders, such actors can and do reflect on
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the circumstances confronting them and act accordingly. For example, in terms of
relational dynamics, the failed attempts of introduce a GST in the 1980s and early
1990s may have provided incentives for business, community and political leaders
to embrace a more collaborative form of politics in the interests of building
political support for the cause of tax reform. If this were the case it would be an
important example of actor-driven institutional change.

At the broadest level this book explains the politics of tax reform by exploring
how institutional characteristics have influenced both the capacity of the state and
the dynamics of the Australian tax policy process. At a more detailed level the case
at hand, which can be characterised as policy deadlock spanning more than a
quarter of a century, represents an excellent opportunity to develop a sophisticated
account of the complex ways in which a combination of institutional, structural
and relational factors combine to influence the politics of Australian tax reform.
This research agenda, with its emphasis on an institutionally-orientated yet multi-
theoretic approach, not only provides a valuable historical perspective into the
politics of Australian tax reform, it also provides important strategic insights into
how the Australian tax policy process ought to be governed.
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2. FUNDING A NEW NATION: THE HISTORICAL 
BASIS OF AUSTRALIAN TAX POLICY

Almost every aspect of the policy process is influenced by past patterns of politics.
The power and interests of key actors are shaped by political, cultural and
economic legacies, while the institutions and practices that influence political
decision making are themselves the product of historical events. This has led
many policy analysts to argue ‘that one must look to the past in order to
understand the future.’ (March and Olsen 1989). Such claims would seem to be
especially true of taxation policy, which because of its quasi-constitutional role as
the bedrock of government, seems relatively sheltered from sudden winds of
change. Reflecting the path-dependent nature of taxation policy the following
pages outline the historical evolution of the broad parameters of Australia’s
taxation regime up until the early 1970s. This initially involves establishing the
manner in which historical legacies, economic developments and political actors
combined during the twentieth century to create the unique institutional
environment in which contemporary Australian taxation policy has been formed.
Having establishing the institutional foundations of the study, the chapter
concludes with a more detailed assessment of the central characteristics of the
Australian taxation system as it existed at the end of the post-war boom. 

This historical overview begins with an examination of the federal
compromise between the Australian colonies. Here it will be argued that the
constitutional debates of the 1890s represented a critical juncture which had a
profound and enduring impact on both taxation policy and the institutional
structure of the Australian policy environment over the twentieth century. The
chapter then describes how New Protectionism was established in the first decade
after federation as an over-arching development model which dominated national
economic policy until the 1970s. While New Protectionism was shaped by the
institutions established at federation, it is significant to note that the specific
nature of the federal compromise was also influenced by the cut and thrust of
electoral politics. The chapter then assesses the impact of the two World Wars and
the Great Depression on the organisational structure of the economic policy
environment and resulting patterns of taxation policy. It will be argued that these
three crises were significant because each of them precipitated significant and
enduring changes to Australia’s tax system. Finally, given the policy stability
which existed after 1950, the chapter will conclude by providing a detailed
overview of the policy environment as it existed at the end of the post-war boom,

Eccles ATRF  Page 26  Tuesday, July 6, 2004  2:03 PM



FUNDING A NEW NATION: THE HISTORICAL BASIS OF AUSTRALIAN TAX POLICY  27

thus providing a foundation for the more detailed empirical analysis presented in
Chapters 3 to 7.

The federal compromise and its implications for Australian 
taxation policy
The 1880s saw a growing sense of nationalism and an associated civic idealism,
heightened security concerns and the increasing economic integration of the
Australian colonies. All of these factors contributed to the campaign to form an
Australian federation. While this movement struck a popular chord, a number of
issues had to be resolved before the Commonwealth of Australia could become a
political reality. Indeed although the 1891 Australasian National Convention
failed to produce agreement among the colonies, it was successful to the extent
that it identified the three central issues that would have had to be addressed
before all of the colonies would agree to federation. The first of these was the
profound concern among the smaller colonies that the proposed federal
government would facilitate the political and economic domination of New
South Wales and Victorian interests. Secondly, having agreed on the importance
of free inter-colonial trade, the issue arose as to the appropriate level of the new
national tariff and the impact of the national tariff regime on existing industries.
Finally, there was the issue of formally allocating taxing powers and expenditure
responsibilities between Commonwealth and State governments and devising a
system for the reallocation of surplus revenue raised from a national tariff. 

In this way the agenda at the Adelaide conference in 1897 demonstrated the
extent to which differing economic interests drove the constitutional debates and
shaped the federal compromise, the institutional power of the federal government
and the context in which tax policy would be formulated over the twentieth
century. As such, the original Federal Convention of 1891 and that of 1897-98,
in combination with the colonial referendums of 1899 and 1900, represented
critical junctures in which both Australia’s Constitution and the broad parameters
of numerous sub-constitutional institutions were formed. Rather than providing
a detailed account of this important decade in which the foundations of the
Australian state were laid, the following pages focus on the manner in which the
constitutional founders resolved the key fiscal issues relating to the uniform
national tariff, the division of the remaining taxation powers between the
Commonwealth and the States, and the associated mechanisms for distributing
surplus revenue between the two tiers of government. Indeed, it has been argued
that of all the federal debates these fiscal issues proved to be the most difficult and,
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in the eyes of constitutional analysts, both then and today, were the least
satisfactorily resolved (Galligan 1995, 214). 

The Victorian Premier, James Service, described the tariff issue as ‘the lion in
the path which must be slain if federation was to be achieved’ (Mathews and Jay
1972, 23). Indeed, opposition to tariff protection in New South Wales, owing to
its free trade orientation and more competitive industrial base, was perhaps the
most significant difference among what were otherwise socially, economically and
politically homogeneous colonies. Yet, the first Federal Convention
acknowledged that the tariff issue had to be resolved if the benefits of free inter-
colonial trade were to be realised. Consequently it was proposed that the
Commonwealth should have the exclusive right to impose customs and excise
duties and that these duties must apply at a uniform rate across all States.
Subsequent concerns in relation to the uniform Commonwealth tariff had two
related dimensions. Firstly, if the new tariff was introduced at a low level, such as
existed in New South Wales, then existing industries, particularly in the
protectionist colonies, would be put under unprecedented competitive pressure.
Secondly, because customs and excise accounted for over 50 percent of colonial
revenue at the time (more than the Commonwealth would need to fund its
modest outlays), there was the issue of determining how the surplus revenue raised
by the Commonwealth should be distributed among the States. The structural
basis of this dilemma is reflected in the fact that Victoria raised some 18.7 percent
of its revenue from protective tariffs (excluding excise) in 1897-1898, while in
New South Wales tariffs represented only 3 percent of public revenue (Table 2.1
below). Under these circumstances the distribution of surplus revenue through a
simple per capita formula would have been to the detriment of Victoria’s fiscal
position. 

By 1897 the Convention had resolved that the contentious issue of the
appropriate level of the national tariff should be decided by the national
parliament once it came into being.6 Little effort was made to anticipate the future
financial needs of either tiers of government, ensuring that federal financial
relations would continue to be contested throughout the twentieth century
(Mathews and Jay 1972, 32-33). The issue of the portion of Commonwealth
revenue which should be returned to the States as compensation for the loss of
customs and excise revenue was the subject of much debate at the 1897
Convention. This resulted in an agreement that 75 percent of Commonwealth

6. It must be noted that the method for the redistribution of surplus revenue from the Commonwealth to 
the States ensured that the national tariff was to be reasonably protective in nature. A discussion of the 
Braddon Clause and its implications for the level of the national tariff is provided later in this chapter.
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revenue would be transferred to the States for the first decade after federation –
the so called ‘Braddon Clause’ (Section 87) of the Constitution. In a last minute
development the Colonies also agreed to include a constitutional clause allowing
the Commonwealth to make supplementary grants to the States. While Section
96 of the Constitution was intended to protect the States’ financial independence,
ironically, as the events of 1942 would demonstrate, these provisions allowed the
Commonwealth to use discretionary grants to effectively coerce the States out of
levying income taxes.

Table 2.1. Sources of public revenue: 
Victoria and New South Wales 1897/98

Sources: Mathews and Jay 1972.; The official record of the debates of the Australasian Federation 
Convention 1891-1898 vol. I-VI.

The start of the twentieth century saw the creation of the Commonwealth of
Australia and the genesis of a new institutional context for Australian politics.
Colonial (now State) governments retained significant responsibilities for the
provision of public services, while their ability to raise revenue was circumscribed
by transferring the right to levy customs and excise duties to the Commonwealth.

Victoria NSW

Revenue Source Rev ‘000 £ % total Rev ‘000 £ % total

Excise & Customsa 

a. This category of customs only includes revenue raised from tariffs on intoxicants and narcotics. 

1,150 25.3% 1,300 19.5%

Protective Tariffs 850 18.7% 200 3.0%

Income Tax 200 4.4% 300 4.5%

Probate Duties 100 2.2% 150 2.25%

Stamp Duties 200 4.4% 200 3.0%

Land Taxes 100 2.2% 150 2.25%

Other Taxes - - 100 1.5%

Total tax revenue 2,600 57.1% 2,400 36.1%

Revenue from land 400 8.8% 1,900 28.6%

Other revenue 1550 34.1% 2,350 35.4%

Total revenue 4,550 100.0% 6,650 100.0%
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Far from being permanent, the compensation arrangements outlined in the
Constitution were of an interim nature and would have to be renegotiated after a
ten year transition period, effectively allowing taxation powers to be modified
after the first decade of federation. Beyond this, the federal compromise paved
the way for subsequent constitutional conflicts over taxation powers and laid the
seeds of an entrenched vertical fiscal imbalance (VFI) between the
Commonwealth and the States. The next important issue to examine is how the
political vacuum caused by federation was filled and how structural factors and
the embryonic institutions of the newly created Australian state shaped both
political interests and policy outcomes in the federal sphere.

The federal settlement: ‘New protectionism’ and the 
two-party system
There is a general consensus among scholars of Australian political history that
the first decade of the twentieth century was a formative period in which key
institutions, policy frameworks and values were established, developments which
defined the context of national public policy until the 1970s (Castles 1985; Kelly
1992, Capling and Galligan 1992; Marsh 1995; Bell 1997). The following pages
will explain how economic and social forces, combined with the recently formed
federal institutions, to create a uniquely Australian development model which
will be subsequently referred to as new protectionism. Beyond this tangible legacy,
this formative decade shaped the policy environment in at least two other
important ways. Firstly, with the resolution of the tariff issue and the subsequent
fusion of non-Labor political parties in 1909, an institutionalised system of
competitive and adversarial two-party politics was established. As was alluded to
in Chapter One, the entrenchment of an adversarial two-party system influenced
both the strategic calculus of the major parties in the electoral and parliamentary
arenas and the procedural logic of the policy process. Secondly, the first decade of
the century saw a normative consensus established between the rival political
groupings consolidating a progressive liberal policy paradigm assuring a positive
role for the state in the realms of economic development and social justice. 

Scholars have identified five broad policy frameworks which are regarded as
being central to new protectionism (Marsh 1995). These elements include: the
‘White Australia’ policy; judicially enforced needs based wage fixing; a high
protective tariff for manufacturing protection; revenue equalisation between the
States; and establishing a central economic development and welfare role for the
Commonwealth. These policy frameworks also had a direct bearing on domestic
economic structure and patterns of taxation policy in Australia over the twentieth
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century. While the ‘White Australia’ policy, tariff protection and centralised wage
arbitration had been on the national political agenda since federation, political
support for New Protectionism was not consolidated until 1905 when Deakin’s
protectionist government managed to secure Labor Party support by linking
support for tariff based industrial protection to a commitment to the maintenance
of fair and reasonable wages and prices (Castles 1988). Beyond benefiting both
urban business and labour, this compromise led to the consolidation of needs
based wage determination. This incomes policy was to become both the
cornerstone of Australian social policy, moderating the fiscal demands of the
Australian welfare state over the remainder of the twentieth century.7 However the
Commonwealth’s administrative, financial and constitutional capacity to
implement this expanded reform program remained unresolved. Indeed, having
gained political support for an activist role in Australian social and economic
development, the Commonwealth’s central concern for the next forty years was to
expand its constitutional authority and financial resources in order to implement
this agenda. 

By 1908 the expansion of wage arbitration had enhanced union membership
and underpinned support for the ALP, a party which was now sufficiently
confident of its electoral position to end the Liberal-Labor alliance that had been
in existence since 1905. This display of Labor Party strength in turn led to the
unification of non-Labor interests, the so called Fusion Party. The formation of
an independent, mass based Labor Party and a coalition of non-Labor interests is
important for at least two reasons: firstly the developments of 1909 represented
the origin of the above mentioned two-party regime which has continued to
dominate Australian politics, and secondly, both sides of the political divide
accepted the key elements of new protectionism (Marsh 1995, 18).

Initially the Commonwealth was largely concerned with establishing the
institutional machinery of the state, with relatively few resources being devoted to
welfare programs or infrastructure spending. In fact, between 1901 and 1908, the
Commonwealth returned six million pounds to the States beyond its obligation
under the Braddon clause (Mathews and Jay 1972, 67). However, from 1908
onwards the Commonwealth began to foreshadow a more activist welfare role
with the introduction of a national old age pension scheme. The expenditure
pressures resulting from these new social programs were to manifest themselves at

7. The principle of needs based wages was established in the Harvester Judgment of 1907. It has been argued 
that using centralised wage fixing to ensure the welfare of working people ensured that the Australian 
welfare state was never as generous as those eventually found in many European Countries. Refer to 
Castles (1985); Schwartz (1998); Bell (2000). 
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just the time the Braddon clause was to expire and the basis of federal fiscal
redistribution had to be renegotiated (Smith 1993, 43; Sawer 1976, 75).

At a special Premiers’ Conference in 1909, the States elected to replace the
provisions of the Braddon clause with the certainty of a fixed per capita transfer
between the Commonwealth and the States. At the same time they sought to
resolve the outstanding issue of the Commonwealth’s responsibility for state
debts. While Deakin’s new Fusion Government accepted the per capita funding
proposal and put it to a referendum in April 1910, the Labor Party successfully
campaigned against the proposal arguing that it would impose financial
restrictions on and subsequently limit the Commonwealth’s ability to fund social
welfare programs (Crowley 1980, 286). The electorate’s endorsement of an
expanded welfare system implied an expansion of the Commonwealth’s financial
responsibilities relative to that envisaged ten years earlier. Thus, both the
Commonwealth’s policy goals and fiscal requirements were being informed by the
ideology of progressive liberalism. Not only were the States’ attempts to gain
constitutionally guaranteed funding defeated, but Labor Governments
responding to external pressures over the following decade would extend the
Commonwealth revenue net well beyond tariffs and excise duties. 

Taxation in hard times: State capacity and tax reform 
1910 to 1950
The period between 1910 and 1920 saw Commonwealth taxation revenue (prior
to grants to the States) increase almost 300 percent (Figure 2.1). Yet as dramatic
as this growth may seem, it was completely overshadowed by the 25 fold increase
in Commonwealth expenditure over the corresponding period (Figure 2.2
below), which effectively redefined the fiscal requirements of the national
government.8 As previously noted this process began with the previously noted
introduction of aged pensions by the Deakin Government in 1908, and was
taken a step further by the Fisher Labor Government, but the primary catalyst
was the First World War.

8. Refer to Figure 2.2.
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Figure 2.1 Major sources of Commonwealth revenue 1909/10–1928/29

Source: Mathews and Jay (1972) Ch. 4.

Figure 2.2 Major Sources of Commonwealth expenditure 
1909/10–1928–29

Source: Mathews and Jay (1972) Ch. 4.

Eccles ATRF  Page 33  Tuesday, July 6, 2004  2:03 PM



34   THE THIRTY YEAR PROBLEM: THE POLIT ICS OF AUSTRALIAN TAX REFORM

In line with Block’s claim (see chapter 1) that in times of national crisis the state
can ‘exploit the general patriotic climate’ and pursue policies that undermine the
immediate interests of capital, the First World War saw the Commonwealth
dramatically increase its taxing powers (Block 1977). Certainly the outbreak of
hostilities evoked immediate bipartisan support for the imperial war effort,
eliminating, for a period, the partisan opportunism that has tended to limit state
capacity over the twentieth century. In terms of any electoral backlash against
higher taxes, the conflict created a sense of national identity and patriotism
which further buttressed community support for both the war campaign and the
taxation initiatives required to fund it. This temporary boost to state capacity was
timely, because the Commonwealth’s budgetary position deteriorated
dramatically as a direct consequence of the war effort. Commonwealth
expenditure increased from around 1.5 percent to over 16 percent of national
product, a situation exacerbated by falling tariff revenue due to the dramatic
decline in war-time trade (Smith 1993, 45). The only practical response to this
financial crisis, especially given the importance attached to upholding the
principles of sound finance at the time, was to dramatically increase taxation.
This process commenced with the introduction of a comprehensive system of
personal and corporate income taxes, which, by 1918/19 represented the greatest
single source of receipts in the federal budget, accounting for over 20 percent of
revenue. Popular acceptance of such a dramatic increase in taxation by the
business and broader community can only be understood in the context of the
national commitment to the war effort. This was emphasised by the then
Attorney-General Billy Hughes’ assurance that ‘the Bill reaches the high-water
mark of income taxation’ (Mills 1925, 37). However, as the war progressed
national indebtedness reached a level which would ensure the continuation of the
Commonwealth income tax well into peace time (Mathews and Jay 1972, 84). 

While Commonwealth income tax gained an important foothold in the
national tax base as a result of the war effort, the cessation of hostilities led to an
erosion of the legitimacy of the war-time taxes and confirmed the transient nature
of the Australian state’s war-time taxing power. Indeed, the state’s electoral
vulnerability became apparent when widespread opposition to war taxes
precipitated rate cuts in both 1922 and 1924. However, it is also important to
note that the increased revenue funded many programs that were politically
difficult to reverse (for example, soldier settlement and repatriation schemes, and
subsidised marketing schemes for primary products), and hence scaling back
public expenditure was politically problematic.9 As a consequence,
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Commonwealth revenue remained some 38 percent higher in 1925 than it had
been a decade earlier.

The second major implication of the Commonwealth’s expanded revenue
base was that Australia’s taxation system had become fraught with duplications
and inefficiencies stemming from seven governments taxing income, land and
estates. Despite these overlaps Australia’s taxation system proved to be sufficiently
robust in the context of the economic growth experienced during the 1920s. In
contrast, the Depression years, which were characterised by a collapse in public
revenue and increased demands on social services, placed Australian public
finances under unprecedented stress. Then, just as a degree of normality was
returning to economic conditions in the late 1930s, a second wave of financial
demands hit the national economy as a consequence of the Second World War.
In combination, these two events precipitated shifts in both the institutional
context of Australian taxation policy and the broader ideological framework in
which economic policy was formulated. 

When the Scullin Labor Government came to office in October 1929 the
capitalist world was on the verge of a serious depression. The resulting crisis of
confidence in investment and consumption resulted in the national fiscal outlook
deteriorating rapidly with combined State and Commonwealth debt increasing
tenfold in the eighteen months to December 1930 (Mathews and Jay 1972, 140).
The policy response to the Depression was initially defined by the doctrines of
sound finance which dominated the economic policy discourse of the day.
Subsequent expenditure cuts and tax increases redefined the impact of taxation on
the life of ordinary Australians.

The Premiers’ Conference of 1930 ended with in the so-called ‘Melbourne
agreement’ under which the Commonwealth and the six State governments
agreed to coordinate public finance with credit being controlled by the
Commonwealth Bank. This initial response to the Depression precipitated two
key developments in terms of taxation policy. Firstly, a Commonwealth wholesale
sales tax (WST) was introduced in 1930 at a rate of 2.5 percent rising to 6 percent
in early 1931.10 Secondly, the income taxes levied by both tiers of government
were expanding such that they affected average wage earners for the first time

9. Ongoing support for primary producers can be explained in term of the emergence of an effective 
Country Party after the first world war. Central here was Prime Ministers Hughes and (even more so) 
Bruce’s dependence on Country Party support. Thanks to Lindsay Rae for making this comment.

10. Indeed the schedular nature of the Wholesale Sales Tax regime, which in the policy debates of the 1980s 
and 1990s was criticised for being complex and fraught with anomalies, can be explained by the historical 
context of the depression and the Scullin Government’s determination to maintain a degree of 
progressiveness in the indirect taxation system by focussing on luxury items.
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(Butlin et al 1982). Despite the introduction of measures, such as a pay-as-you-
earn (PAYE) withholding system, designed to make payment of these taxes less
visible, these new forms of income tax were electorally unpopular. The
introduction of mass taxation when combined with the economic hardship and
uncertainty of the Depression resulted in the first broad based electoral backlash
against the expanding national tax base. During the Depression, the community
was neither willing nor able to shoulder an increased tax burden. This growing
grass roots resistance to ‘sound finance’ and higher taxes was exploited by the
maverick New South Wales Labor leader, Jack Lang, assisting him to a convincing
victory in the October 1930 State election. In a move which highlights the
political difficulties of implementing unpopular tax changes in Australia’s federal
system, Lang defied the Melbourne Plan and increased expenditure in New South
Wales with a view to stimulating demand (Tsokhas 1985). While initially
politically popular, by April 1931 the strategy resulted in the government
defaulting on overseas interest payments which in turn caused a run on the
Savings Bank of New South Wales. When Lang’s radical approach ended with a
split in the ALP, the Depression not only led to the restructuring of taxation
policy and national finance, but to a temporary disruption of Australia’s two-party
system. 

Perhaps the most significant institutional legacy of the Great Depression for
taxation policy was the Grants Commission. The differential impact of the
Depression led to the formalisation of a system of special and emergency grants to
those States facing acute financial hardship. By mid-1933, the need to establish
such a system had assumed a new urgency as a result of the growing support for
the Western Australian secession movement. The resulting Grants Commission
report of 1936 reaffirmed the principle of fiscal equalisation between States as the
most important guiding criterion for the distribution of Commonwealth funding
(Commonwealth Grants Commission 1936). By the late 1930s Australian
economic growth had resumed. While many of the emergency revenue raising
measures had been abolished, Figure 2.3. illustrates that total taxation revenue
increased by almost 40 percent over the decade, notwithstanding the deflationary
impact of the Depression. State income taxes increased by almost 50 percent over
the period, while Commonwealth wholesale sales tax, first introduced in 1930,
raised over 15 percent of Commonwealth revenue by 1938-39. These
developments, however, would soon be overshadowed by the financial pressures
posed by the Second World War.
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Figure 2.3 Australian Government Taxation 1929-30 and 1938-39

 Source: Mathews and Jay (1972). 

While Australian forces suffered higher casualties in the First World War, the
conflict of 1939-45 arguably had a more profound impact on both the Australian
economy and the national psyche owing to the real threat of invasion posed by
advancing Japanese forces from 1941. The initial reaction to the outbreak of
hostilities in 1939 was similar to that of 1914, with a commitment of existing
forces to the war effort accompanied by a significant increase in defence
expenditure. However, the strategic and political context of the Australian
response was transformed by the events of the second half of 1941. Firstly, in
October 1941 the Curtin Labor Government came to office with a greater
commitment to centralised control of the economy, which, in turn, led to a more
vigorous pursuit of a uniform national income tax. Two months later, the
Commonwealth’s ambitions in this regard were intensified when Australia
declared war on Japan following the attack on Peal Harbour. Reflecting the fact
that Australia had to ready itself for a conflict of unprecedented scale in its own
region, defence spending more than doubled the level of 1940-41 to reach a peak
of 36.7 percent of GNP in 1942-43 (Mathews and Jay 1972, 64).

On gaining office, Curtin appointed a Special Committee on Uniform
Taxation to investigate the means by which the Commonwealth could gain
exclusive control over income tax. The Committee’s Report of March 1942 found
that the Federal Government potentially had the constitutional authority to
effectively coerce the States out of the collection of income tax. This line of
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reasoning was soon to be tested with the States rejecting both the Committee’s
report and its proposed levels of compensation. While it is apparent that under
Section 51 of the Constitution the Commonwealth could not prohibit the States
from levying their own income tax, the Curtin Government intended to coerce
the States from collecting this revenue by making special compensation grants
(under Section 96) conditional on the States abandoning their own income taxes.
Ruling on the States’ challenge to the legislation, the High Court found that while
the States were being tempted to cease levying income tax, this temptation did not
amount to compulsion (Zines 1997, 73). While the States appealed on the basis
that the intention of the conditional grants was not to improve their economic
welfare, their appeal was dismissed.11 

Figure 2.4 Key variations in Commonwealth finance across 
World War Two 

Source: Mathews and Jay (1972, 164).

The High Court’s interpretation of Section 96 of the Constitution, the fiscal
demands of the Second World War and the enhanced capacity which the Curtin
Government enjoyed as a result of the conflict and the disarray of the non-Labor
parties, created a political environment in which the Commonwealth could

11. The decision to reject the State’s appeal was based on the precedent established by the Osbourne vs The 
Commonwealth Case of 1911 where it was unsuccessfully argued that the intention of the first National 
Lands Tax was to unconstitutionally break up large pastoral estates.
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achieve its objective of uniform taxation. By early 1943, the Government was
forced to impose significant income tax increases across all income groups. While
these tax increases were motivated in part by the need to finance defence
expenditure, the Labor Government was also intent on improving the provision
of social welfare through the establishment of a National Welfare Fund.

Over the course of the 1940s the Curtin and Chifley Labor Governments
doubled the level of welfare expenditure as a percentage of GNP (figure 2.4) with
the introduction of child endowments in 1941, the widows’ pension in 1942,
unemployment benefits in 1944 and repatriation pensions in 1945. By 1946-47,
these programs accounted for almost one third of Commonwealth expenditure,
not only creating an ongoing fiscal burden on the Commonwealth, but also
effectively redefining the state’s role in the post-war economy. Whereas the New
Protectionism of the Deakin era was devised to protect citizens from the gyrations
of the free market, the unemployment of the Depression had demonstrated the
limits of the wage based approach to welfare (Smyth 1994, 3). 

With the growing influence of Keynes’ work in academic circles combined
with the success of economic planning during the War, there was a growing
expectation that post-war governments would, at an aggregate level, assume
responsibility for actively managing the national economy. There was some early
popular resistance to this ideological sea-change, with widespread resentment in
the late 1940s at the unprecedented levels of income tax (‘Working for Chif’ in
the vernacular of the day), but the low levels of unemployment experienced
during the first ten years of Keynesian economic management in Australia soon
negated this political opposition (Smyth 1994). 

This new consensus was evident when the post-1949 Menzies Coalition
Government failed to restore the States’ right to levy income tax, despite having
previously argued that: ‘if we are to have a federal system we ought to bend our
attention at once to the problem of restoring State control over their own tax
revenue’ (Menzies 1953, 19). In terms of the themes discussed in Chapter 1 there
had been a policy paradigm shift in terms of the ideas informing Australian
economic policy, with Keynesian inspired activism and the notion of an expanded
welfare state becoming institutionalised by a wide coalition of interests including
both major political parties, business and the key state agencies responsible for
managing economic policy. As a consequence of uniform taxation, the
Commonwealth also gained the fiscal resources and administrative capacity to
implement such a program, effectively linking the success of the Keynesian project
to the maintenance of Commonwealth domination of taxing powers. 
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In contrast to the political and economic shocks, rapid institutional
development and policy change in the first fifty years of federation, the post-war
era can be characterised as a period of sustained economic prosperity in which
high economic growth (averaging 5.7 percent per annum until 1970) and low
unemployment (averaging 1.4 percent) ensured that policy makers, business and
the electorate were content with the broad parameters of economic policy. As
Whitwell contends, there was ‘a mood of confidence and optimism which
pervaded post-war Australia: confidence that knowledge of the Australian
economic system was now sufficient to achieve continuous full employment and
thereby banish permanently the economic insecurity of the interwar years’
(Whitwell 1986, 3). However, this confidence belied structural problems with
Australia’s tax base and economy more generally. The entrenchment of New
Protectionism during the post-war period had contributed to the sclerosis of key
policy making institutions and broader weakness and inefficiency in the economy,
which would make responding to the policy challenges of the 1970s and beyond
all the more difficult. The final section of this chapter explores these issues by
examining the structure of both the national economy and the national tax base
as they existed at the end of the post-war boom as well as the policy making
environment in which reforms would inevitably have to be made.

The context of Australian taxation policy at the end of 
the post-war boom
In contrast to the unprecedented economic prosperity and political stability of
the post-war boom, the events of the 1970s and beyond revealed that Australia’s
ongoing economic success was firmly bound to the future growth of markets for
our small range of commodity based exports (Lougheed 1988). Favourable
conditions in these key markets were necessary, not only to sustain Australia’s
short term balance of payments and trade, but to ensure the viability of the ‘New
Protectionist’ development model (Capling and Galligan, 107-111; Bell 1993).

While the nature of the economic shocks experienced during the 1970s and
the policy problems they created will be more fully explained in Chapter 3, it is
first necessary to provide a snapshot of Australia’s economic policy environment
during this watershed era. In keeping with the explanatory framework outlined
earlier, emphasis will be placed on assessing how a combination of Australia’s
economic structure and prevailing ideas mediated by institutions shaped policy
responses to the economic challenges of the 1970s. 
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Figure 2.5 Australian economic performance relative to OECD average, 
1970

Source: RBA (1985) Occasional Paper No. 8A. ‘Australian Economic Statistics 1949-1985’ RBA, Sydney.

While Australia’s aggregate economic performance (figure 2.5) was typical of the
developed world at the time, as mentioned above, this representation overlooks
entrenched problems inherent in the structure and competitiveness of Australian
industry. At the simplest level the New Protectionist policies of domestic
insulation ensured that Australia failed to take an active part in the expansion of
world trade in manufactured goods (Ravenhill 1994, 80; Bell 1997, 82-88).
Figure 2.6 illustrates both Australia’s high reliance on commodity exports and
Australia’s lower level of overall integration into international markets.12 Indeed,
it can be argued that a lack of domestic competition between firms – a
consequence of decades of dependence on tariff protection – can explain both the
uncompetitive nature of manufacturing and Australia’s declining trade
performance.

12. It should be noted that the size of the domestic economy influences the need for trade integration. Thus 
due to the size of their domestic markets we would expect Japan and the U.S. to have a lower level of trade 
as a portion of output. For this reason Australia should be compared with the mid-sized economies in 
Figure 2.6 (such as Austria and Canada).
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Figure 2.6 Australia’s trade profile (1965) relative to other 
OECD countries

Source: Ravenhill (1994) p.80.

The Australian development model was extremely vulnerable to any shocks in
export markets, with the long term decline in Australia’s terms of trade from the
late 1950s ultimately undermining the viability of the regime (Ravenhill 1994;
Bell, 1997; Argy, 1998). These problems also had implications for both the
national tax base and the state’s capacity to achieve tax reform. In this sense, the
demise of New Protectionism created a political paradox: while structural
economic change necessitated tax reform, it will be argued that the more
enduring institutional legacies of New Protectionism undermined the state’s
ability to rationalise the national tax base. This paradox poses a broader question
which is central to this study – whether Australia’s political institutions are
capable of meeting the challenges presented by the rapid economic and social
change of the past three decades. While the chapter concludes with an overview
of the structural deficiencies associated with Australia’s tax base at the time, the
analysis now turns to identifying the institutional and relational legacies of seven
decades of New Protectionism.
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In Chapter 1 it was argued that state autonomy and authority are cornerstones
of state capacity, with the level of bureaucratic concentration or ‘the degree to
which decision making authority is held by a small number of officials’ being the
central determinant (Atkinson and Coleman 1989). It was noted earlier in the
chapter that with the advent of uniform taxation and Keynesianism, the
Commonwealth dominated national economic and financial management. This
trend toward centralised control of the national economy was parallelled by the
Commonwealth Treasury’s rise to become the pre-eminent source of economic
advice to national governments (Weller & Cutt 1976; Whitwell 1986). Treasury’s
dominance of post-war economic policy has been attributed to a number of
factors including its strategic position in the management of public expenditure
within the bureaucracy, its near monopoly on technical policy advice, and the
series of strong personalities which headed the department over the post-war
period (Whitwell 1986). In combination, these factors ensured that the policy
responses to the economic developments of the 1970s and beyond would be
dominated by Treasury, with the government of the day reluctant to contradict
the so called ‘Treasury Line’ (Whitwell 1986, 20-24). 

While this bureaucratic concentration certainly enhanced state autonomy
over the period, Treasury’s isolation from the pressures of electoral politics meant
that it often provided policy advice based on normative or technical objectives
which did not always reflect the political situation confronting the government of
the day. Treasury’s autocratic approach to providing policy advice and reluctance
to consult and negotiate with the broader constellation of stake holders actually
limited the state’s prospects of achieving tax reform on two fronts. Firstly, in the
arena of electoral politics, this aloofness and indifference towards public opinion
in relation to taxation policy resulted in reform proposals that did not enjoy
community support. Secondly, Treasury’s reluctance to engage with stakeholders
in civil society when formulating policy hindered the formation of network style
relations that could have been used to builder support for tax reform enhancing
the relational capacity of the state.

Beyond the organisation and culture of key state agencies, the previous
chapter outlined how state-society relations and the state’s relational capacity are
influenced by the organisation of societal actors. Here too, New Protectionism
created unique patterns of business-state relations that would have an enduring
impact on the national tax reform debate. In terms of state tradition, Australia’s
historic pattern of protectionism, blended with Keynesianism, resulted in a
unique amalgam of state activism and paternalism at a national or macro level
combined with a liberal resistance to public intervention at the firm or micro level
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(Bell 1993, chapter 2). This pattern of state intervention created a culture of
clientelism, whereby firms expected the state to provide a protected and lucrative
market environment while strongly resisting any threats to firm autonomy or
managerial prerogative (Bell 1992, 110) as well as leading to an insulated and
uncompetitive industrial structure (Capling and Galligan 1992, 107-108), this
regime contributed to the political fragmentation and aloofness of Australian
business in the policy process (Bell 1995, Eccleston 2002). Moreover, the business
associations that were formed in the post-war era were generally industry specific
in nature and were largely concerned with industrial relations and tariff advocacy,
reflecting the two key areas of state intervention under New Protectionism (Bell
1992). As the following chapters argue, while the policy issues confronting the
Australian economy evolved rapidly from the early 1970s, these historically
defined patterns of business-state relations were not superseded until the
aftermath of the defeat of business’ preferred option at the National Tax Summit
of 1985 when the business sector’s preferred option was defeated (Eccleston
2000). So while actors learn from past political events and modify their interests
and strategies accordingly, it seems that in keeping with the political inertia
emphasised in the historical institutionalist tradition, embedded norms and
practices are only reluctantly displaced in the light of resounding political defeats. 

Another element of New Protectionism which had a direct impact on national
tax policy was Australia’s history of centralised ‘needs’ based wage arbitration.
While this system was sustainable during the post-war boom, in the economic
environment of sustained high unemployment experienced in the 1970s the
increasing numbers of jobless Australians placed the national social security
system and the fiscal resources of the state under unprecedented pressure.
However, at the level of parliamentary politics, the prosperity and stability
associated with the long boom meant the central elements of the two-party regime
remained intact. While the introduction of a proportional representation voting
system into the Senate in 1948 meant that the stability of the system of party
government could not be taken for granted, as is argued in Chapter 7, this key
institutional development would not influence the dynamics of the national tax
debate until the late 1990s (Sharman 1998, 583). In sum, the prevailing political
consensus of the time veiled the fact that institutionally the Australian state could
only be described as being fragmented. Moreover, the potential for the Australian
state to ‘act strongly’ was also limited by the absence of the institutional pre-
conditions for a genuinely collaborative form of governance. As a result the policy
environment resembled what Atkinson and Coleman (1989) would describe as a
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pressure pluralist system, in which policy tended to be reactive and captive to
changing electoral demands. 

The final task of this chapter is to briefly recount the central characteristics of
the national taxation base as it existed in the early 1970s. It is important to note
the uniqueness of Australia’s taxation system for two reasons. Firstly, from the
1970s onwards comparative differences became increasingly important over the
study period due to the impact of policy diffusion among developed countries
since the 1970s (OECD 1998). The second, and perhaps more widely debated,
factor driving policy convergence has been the impact of increasing levels of
integration between national economies and the subsequent impact of economic
internationalisation on national taxation regimes. The argument here is that
international tax competition is driving down tax rates on increasingly mobile
factors of production. While empirical evidence of relatively high corporate tax
rates leading to the large scale exodus of capital or investment is scarce, none the
less, such arguments have been at the fore of justifications for tax reform in
Australia and throughout the developed world since the 1970s (Ganghof and
Eccleston 2004). 

Figure 2.7 Total national revenue as a % of GDP, 1968/69-1970/71

Source: Treasury Taxation Paper No.1(1974). Taxation reform problems and aims. AGPS, Canberra.
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As is illustrated in Figure 2.7, the size of the Australian public sector in 1970 was
modest by international standards, with the average taxation revenue raised by all
levels of government over the period between 1968-69 and 1970-71 amounting
to 26.6 percent of GDP. This compares with other developed economies where
the public sector accounted for as much as 40 percent of national output. Beyond
this somewhat lower than average overall burden of Australian taxation at the
time, Figure 2.8 (below) describes the broad structure of each country’s national
tax base.

Figure 2.8 The Structure of Australia’s tax base relative to select 
developed countries (1970) 

Source: OECD Revenue Statistics1965-1996. Tables 11,13,15,21,23 & 25.

Anomalies in Australia’s taxation base in 1970 in comparison to other developed
economies included a relatively high dependence on the direct taxation of
personal income and corporate profits. At the same time, there was a complete
absence of social security charges levied on either employees or employers. This
high level of dependence on direct (and therefore more tangible) forms of
taxation has influenced the national reform debate, but this basic analysis belies
more subtle differences in the manner in which revenue was raised in Australia at
this time. Of particular interest in terms of the efficiency of the tax base is the
manner in which consumption taxes were raised (rather than the revenue yield,
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which was typical), and the specific nature of the federal fiscal imbalance which
had developed by 1970. 

 By the 1970s there were serious debates in policy circles about the efficiency
and sustainability of the existing taxation system (Dowding et al 1964; Bensusan-
Butt 1964; Lydall 1964; Mahoney 1964). This early literature identified four
broad areas in which reform was regarded as being necessary: income tax incidence
and rates, the narrow base and impact of the wholesale sales tax (WST), the
growing extent of the federal fiscal imbalance and its impact on State taxes, and
the appropriateness of a ‘classic’ system of corporate taxation. While the political
origins of the reform debate will be analysed more thoroughly in Chapter 3, their
structural dimensions need to be briefly outlined first.

Despite having been a central component of public receipts since the
Depression, the significance of the revenue yield from personal income tax had
increased steadily over the post-war period due to the interaction of a fixed
progressive rate structure with rising money income. While ‘bracket creep’ was a
boon to public coffers, by the late 1960s higher marginal tax rates for a greater
number of taxpayers called into question the fairness of the system. In addition,
an increasing percentage of high income earners were subject to marginal tax rates
of up to 67 percent encouraging the proliferation of tax minimisation and
avoidance schemes as well as reducing work incentives (Levi 1988). By the late
1960s, as Figure 2.9 demonstrates, the growing taxation burden falling on average
salary earners, when associated with increasing levels of evasion by higher income
earners and the absence of hypothecated social security contributions, began to
undermine the legitimacy and efficiency of the taxation system as a whole
(Groenewegen 1980, 242–244).

Australian revenue yield from consumption taxes in 1970 was similar (32
percent of total revenue) to other developed countries (see Figure 2.8 above).
However this overlooks a number of potential problems with the sustainability of
the tax base. Firstly, the data in Figure 2.9 includes the revenue raised from
customs duties which, beyond the previously noted impact on Australia’s
industrial structure, contributed 6.5 percent of total taxation revenue in 1970
(Mathews and Jay 1972, 282). As tariff protection was increasingly phased out
after 1973, obviously the revenue from this source also diminished. Apart from
this issue Australian consumption taxes, and most notably the Commonwealth
Wholesale Sales Tax, were increasingly criticised as being inefficient due to the
narrow base on which they were levied.
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Figure 2.9 Post-war growth in taxation burden on average earnings

Source: Groenewegen (1980, 136).

The WST was levied on a relatively narrow base of goods, at inconsistent rates
and with complex exemptions, and was not imposed at all on services, which
were accounting for an increasing percentage of national consumption. These
weaknesses in the WST added to the case for reform of Australia’s indirect tax
base. A further structural problem with the WST was the absence of provisions
for crediting taxation levied on business inputs.13 While the ‘GST debate’ will be
analysed thoroughly in following chapters, it is sufficient to note that the WST
was by 1970 already regarded by many academic economists as being antiquated
and in need of reform (Groenewegen 1980). 

In 1970, taxation from corporate income accounted for 17 percent of national
revenue, a figure marginally above the OECD average. This yield would decrease
dramatically over the following 15 years to account for 9.4 percent of revenue in
1985. However in 1970 the corporate tax debate was concerned with the method
of taxing corporate income rather than the level of such tax. Like Britain and the
United States at the time, Australia used a classical system of taxing corporate
income. Under this system, an identical rate of taxation is applied to corporate
profits regardless of whether they have been retained or distributed as dividends.

13. In contrast to a Value Added Tax (VAT) style of consumption tax, the WST system imposed domestic 
taxes on goods and services for final export, thus placing domestic exporters at a potential disadvantage in 
international markets.
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The concern with such a system is that distributed profits are also subjected to a
personal income (for domestic shareholder) or withholding tax (for overseas
shareholders). In summary, while Australia’s classical corporate tax system had
seemed tolerable in the insulated business environment of the post-war period, by
the 1970s, with diminishing corporate profitability and increasing
internationalisation of equity and capital markets, reform would be necessary.

The final, and perhaps most significant, characteristic of the Australian
taxation base at this time was the extent of the disparity between the States’
capacity to raise revenue under the existing division of taxing powers and their
obligation to provide public services – the so-called Vertical Fiscal Imbalance
(VFI). Beyond the States’ argument that such a heavy dependence on
Commonwealth grants, as illustrated in Figure 2.10 (below), compromised their
political and financial autonomy and the quality of public services they could
provide, tax economists argued that the imbalance forced the States were forced
to rely excessively on a small range of regressive and inefficient taxes and charges
to supplement their revenue (Mathews and Jay 1972). 

Figure 2.10 Sources of State and Local Government Revenue 1967-68. 

Source: Mathews and Jay (1972, 296).

By the early 1970s the States were dependent on the Commonwealth for almost
50 percent of their revenue, a problem which was exacerbated even further by the
Commonwealth’s control over State Governments’ borrowing through the Loans
Council. Moreover, in trend terms since the early 1960s, the States’ financial
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predicament had become progressively more acute as the average expenditure of
State Governments was growing more rapidly than Commonwealth grants to the
States, increasing their dependence on their already marginal tax base. From the
early 1970s, this situation raised serious debate about restoring balance in federal
financial relations, either through granting the States access to a growth tax, or by
reforming the Grants Commission process. As well as the wider goal of restoring
equity to the distribution of economic and political power within the Federation,
it was hoped that such reform would work more directly to decrease the States’
reliance on the ad hoc and inefficient range of taxes and charges which they used
to meet their expenditure obligations.

Conclusion
At the broadest level this chapter has outlined both the historical evolution of the
key institutional features of Australia’s economic policy environment and how a
combination of structural developments and the strategic action of central actors,
mediated by the institutional context in which they operated, shaped the
evolution of Australian taxation policy over the first seven decades of the
twentieth century. The enduring impact of the Constitutional debates and the
federal settlement on the national tax system affirm both the need to employ a
historically grounded institutional approach to the analysis of the more recent
past. However, in keeping with the important qualification that institutions do
not explain everything, the chapter has also demonstrated how both the changing
structural context of politics, and the strategies of specific political actors, can
affect state capacity and the politics of tax reform.

Secondly, reflecting the historical approach of the study, the chapter
concluded with an overview of both the economic policy environment and the
national tax base as they existed in 1970. Here it was argued that New
Protectionism, which had been the dominant development model since
federation, was no longer sustainable. Indeed, it was suggested that attempts to
improve Australia’s economic competitiveness would by necessity demand
significant change to the national tax base. Finally, the chapter argued that the
political and institutional legacies of New Protectionism themselves seemed to
hinder the capacity of the Australian state to consolidate comprehensive tax
reform. The task of the following chapters is to provide a detailed assessment as to
whether this was in fact the case: whether the institutional fragmentation of
political power in the Australian political system would have dramatic
implications for the attainment of comprehensive tax reform.
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3. TAXING TIMES: THE RELUCTANT POLITICS OF 
TAX REFORM 1970–1983

In stark contrast to the two previous decades, the rapidly changing economic
circumstances of the 1970s witnessed rejuvenated political debate relating to
taxation reform (Groenewegen 1985, 46). The fact that accelerating inflation left
ordinary PAYE taxpayers shouldering greater real taxation burdens, while at the
same time unprecedented numbers of Australians were engaging in tax evasion
and avoidance, led economists, politicians and taxpayers alike to question the
efficiency and fairness of the Australian taxation system of the early 1970s. By
1972, these issues prompted the McMahon Government to commission the first
comprehensive review of the Commonwealth taxation system since 1934.14

However, despite tax policy being high on the political agenda during the 1970s,
with numerous reform proposals being considered in the aftermath of the 1975
Asprey and Mathews Committees of Inquiry, overall, the period revealed the
Australian state’s lack of capacity to consolidate these reforms. The reactive
nature of tax policy over the period prompts the conclusion that the policy
environment could best be characterised as being what Atkinson and Coleman
(1989) describe as pressure pluralist in nature. Institutional weakness left
governments of both political persuasions seemingly captive to ever changing
political circumstances and electoral pressures. By the early 1980s, after a decade
of rhetoric, partial implementation and policy reversals on the part of federal
governments, academic experts and commentators alike wondered if the
Australian tax system could be reformed (Head 1977, Groenewegen 1985, Smith
1993). However, dissatisfaction with the existing taxation regime remained high
throughout the decade, ensuring reform remained on the national policy agenda.
This continuing political impasse would force political actors to reflect on the
failures of the 1970s, testing the policy capacity of the Australian state over the
following decades.

This chapter has two broad objectives. The analysis begins with an assessment
of the circumstances that precipitated renewed interest in taxation reform after the
policy stability of the 1950s and 1960s – the agenda-setting phase of the tax
reform process. The key theme is that economic instability, evolving ideas and
changing international practices relating to taxation policy were important

14. The Taxation Review Committee (1972-1975) is referred to as the Asprey Committee (after the 
Committee’s chairman, Justice Kenneth Asprey) in the literature and this book. 
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catalysts for policy change. However, consistent with an institutional explanation,
the organisational character of the domestic policy environment had a significant
impact in shaping policy responses to these emerging pressures. The next task is
to explain the difficulties governments experienced over the period when
attempting to consolidate comprehensive tax reform. This part of the account will
focus on the failure of two key initiatives, explaining why the key
recommendations of the Asprey Inquiry were largely ignored, and why the
recommendations of the Mathews Inquiry into taxation and inflation, while being
partially implemented in 1976, were phased out only a year later and finally
abandoned in 1981 (Head 1977, Groenewegen 1980, Head 1983).

It will be argued that the institutional constraints on state capacity represented
the main impediment to reform during this period. In terms of the institutional
fragmentation of decision-making authority, the explanation revolves around
established characteristics of the policy environment. Firstly, the short federal
electoral cycle, the opportunistic nature of two-party politics and greater electoral
volatility over the period ensured that political strategy was dominated by
pragmatism rather than medium-term reform objectives. Indeed, the significance
of political incentives in relation to taxation policy over the period were
epitomised by the Fraser Government’s opportunistic use of personal tax cuts and
concessions to secure electoral support throughout the second half of the 1970s.
Beyond these direct constraints on state capacity, the prospects of building a
political consensus for tax reform were also undermined by the organisational
structure of the state and historical policy frameworks and practices. With
governments unable to build a sufficiently broad community coalition for reform,
the electorate remained apprehensive about introducing significant changes to the
national tax base. So while politically popular elements of the Mathews Inquiry
were successfully implemented in the early years of the Fraser Government, there
remained no consensus on introducing a broad based consumption tax, and as a
result, there was little in the way of meaningful reform.

The chapter argues that institutional constraints on the state’s capacity
prevented both the Whitlam and Fraser Governments from presiding over
significant changes to the national tax system. However despite these real limits
on the state’s ability to consolidate tax reforms, the 1970s were significant because
dissatisfaction with the status quo had intensified. Moreover the inquiries and
debates of the 1970s established parameters for the political debate which would
dominate the national policy agenda for the remainder of the century. What had
been created was a political impasse - the need for reform had been established but
government seemed incapable of delivering a solution.
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The origins of the new taxation reform agenda
By the late 1960s, changing economic circumstances were challenging the
effectiveness of Australia’s taxation system demonstrating the impact that
economic developments can have on national politics. Central here was the
cumulative effect of rising inflation on both total revenue yield and the specific
incidence of taxation. This was especially apparent in relation to personal income
tax, where the interaction of rising prices and a progressive tax rate structure left
taxpayers facing steadily increasing real taxation burdens. This ‘bracket creep’
effect also had secondary consequences in providing incentives for taxpayers to
avoid and evade taxes, further undermining the national taxation system
(Morgan 1983). However, prior to examining such developments it is necessary
to document the precise impact of inflation on national revenue yield and the
incidence of taxation and the subsequent implications for investment, wages and
profitability.

Inflation dramatically increased both the absolute and relative yield from
personal income tax. Commonwealth revenue from income tax rose from 9.6 to
13.5 percent of GNP between 1959 and 1969, while over the same period other
sources of Commonwealth revenue remained virtually constant (Mathews and Jay
1972, 301). The Commonwealth’s increasing reliance on personal income tax also
exposed other structural deficiencies of the tax base. Originally being moderately
progressive in nature, the interaction of rising nominal wages and a fixed rate
structure ensured that low income earners found their taxation obligations rising
proportionally faster than the well paid, effectively eroding the progressive
character of the national tax system (Treasury 1973, 14). The situation was
compounded by the relatively narrow nature of the personal income tax base,
which lacked comprehensive measures to tax capital gains and fringe benefits
(Head 1983, 3).

The fact that per capita taxation increased at a real rate of 4.6 percent between
1964-65 and 1972-73, combined with growing evidence that non-PAYE
taxpayers were successfully exploiting tax minimisation practices, made the
fairness of the Australian taxation system a major political issue (Groenewegen
1982). This anecdotal evidence of increasing inequalities in Australia’s taxation
system was confirmed in 1974 with publication of the first detailed estimates of
the incidence of all Commonwealth, State and local government taxation for
1966-67 (Bently 1974; see Figure 3.1). This confirmed that the distortions which
many had suspected were inherent in the existing taxation system actually resulted
in low income earners paying proportionally more tax than higher paid workers. 
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Figure 3.1 The incidence of total Australian taxes raised, 1966-67

Source: Bentley, (1974).

Further to these effects, rising inflation, increasing international competition in
product markets and declining tariff protection placed Australian business under
unprecedented financial pressure, prompting much closer scrutiny of the impact
of the tax system on the efficiency and competitiveness of the national economy.
By the early 1970s there was a consensus in the business community that both
corporate tax rates and the system of double taxation on distributed dividends
were hampering investment and private sector growth.15 Beyond these tax design
issues, declining corporate output (which fell from 62 percent of GDP in 1969
to 53 percent by 1974; refer to Figure 3.2), also heightened business calls to
lower the taxation burden on capital. Initially, business demanded lower
corporate tax rates and reduced compliance costs. Later calls were made to
provide income tax relief so as to moderate wage claims. This more challenging

15. For example, these issues were raised in a confidential letter from the ACMA to the Treasurer, Billy 
Snedden, dated 18 November 1971. The letter followed a meeting of business and employer associations 
reviewing aspects of the taxation system believed to be of general concern. (Butlin Z187 AT1506) These 
same issues were raised in the ACMA’s official submission to the Asprey inquiry in August 1973. (Butlin 
Z18Z AT1506) Academic economists at this time were also arguing that the Australian taxation system 
led to the inefficient allocation of resources. A summary of the main issues here is presented by Helliwell 
(1971, 360-362).
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economic environment of the 1970s brought attention to the inefficiencies of the
national taxation system (Morgan 1983, 84-85; Dabscheck 1994, 162). As Head
has argued (1983, 1), while Australia’s ‘ramshackle and outdated taxation system
could function efficiently under the conditions of stable economic growth and
the traditions of effective tax administration and strong taxpayer compliance
which existed during the 1950s and 1960s, this was not the case in the
inflationary conditions experienced in the 1970s.’ 

Figure 3.2 Wages and profit shares as a percentage of GDP, 1959-94

Source: Bell (1997, 93).

Highlighting the relationship between economic conditions, interests and public
opinion, the economic developments outlined above also affected broader
community attitudes towards the existing tax system. Comprehensive tax reform
became a political issue (Wilkes 1980, 302). Increasing evidence of tax avoidance
and evasion led to a pronounced decline in taxpayer morality during the early
1970s (Levi 1988, 155-174). These practices climaxed during the final years of
the Fraser Government when, despite more resources being devoted to tax
administration and enforcement, revenue leakage continued to grow, peaking at
an estimated $7 billion in 1982 (Grbich 1983; Draft White Paper 1985, 36-37).
This phenomenon can be attributed to High Court rulings which legitimated
many tax minimisation practices, and the fact that increasing marginal tax rates
and higher real taxation burdens provided greater incentives to minimise tax
obligations (Levi 1988, 160-162; Marr 1980). These trends were exacerbated by
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a growing view that the taxation contract between taxpayers and the state had
become increasingly unfair – once the government was unable or unwilling to
force high profile taxpayers to shoulder a fair taxation burden, then a larger group
felt justified in taking advantage of tax minimisation practices. Despite piecemeal
attempts to prohibit more blatant tax evasion practices in the early 1970s, there
was general recognition that fundamental reform would be required to restore
the integrity of the national taxation base (Dowding 1964; Helliwell 1971). 

Having outlined the developments which caused growing political
dissatisfaction with the policy status quo, it is also necessary to explain the forces
and practices that shaped the key elements of the tax reform agenda which came
to dominate national politics over the next three decades. A central factor was the
diffusion of ideas from three high profile reviews of tax policy conducted in other
countries – Canada in 1966, New Zealand in 1967 and the United Kingdom in
1971.16 While the scope of these reports varied, they all made a case for
comprehensive reform. All the reports argued that incremental attempts to
remedy anomalies and inconsistencies within an established tax system were
unlikely to be successful, owing to the inherent structural problems associated
with the tax base or its administration (Sheehan 1968; Helliwell 1971; Prest
1971). These international precedents were warmly embraced by domestic policy-
makers in Australia because the technocratic approach to policy-making that they
advocated was consistent with the approach favoured by central agencies such as
Treasury (Weller and Cutt 1976; Whitwell 1986). Overall international
developments had a considerable influence on the direction of the Australian tax
policy debate during the early 1970s. They increased awareness of the need for
comprehensive tax reform, paving the way for the Asprey Committee of Inquiry. 

At the level of electoral politics, the final ingredient which rejuvenated the
Australian tax policy debate was the growing threat which the ALP was posing to
the Coalition Government by the late 1960s. While the Coalition could ignore
deficiencies in the taxation system during the post-war boom, this was not the case
after Menzies’ retirement, with the ALP posing an increasingly serious threat to
the Coalition Government. By the late 1960s, electoral vulnerability combined
with increasing community dissatisfaction with the tax system forced the
Coalition Government to address the issue of tax reform. These pressures
culminated in October 1969 when Prime Minister John Gorton acknowledged
the growing inequities in the personal taxation system and announced that the
Coalition would be ‘providing relief to lower and middle income earners of the

16. These reviews were: The Carter Commission (Canada: 1966); Taxation Review Committee (New 
Zealand: 1967); Draft White Paper: Reform of Personal Direct Taxation. (United Kingdom: 1971).
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order of 200 million dollars as compared to the amounts which would be payable
under the present income tax structure’ (Butlin N86/609).

It can therefore be argued that the rise of taxation as a policy issue during the
1970s was largely precipitated by structural developments, with economic
circumstances heightening domestic interest in tax reform. At the same time,
policy diffusion from international developments influenced both the policy
formation process and the broad goals of the reform agenda. In terms of state
capacity, the Gorton Government’s initial piecemeal response to these
developments was reactive – the Coalition felt the need to appease growing
political concerns, but was unwilling to take the risks associated with a
commitment to comprehensive reform. 

Policy without politics: The Asprey Committee of Inquiry
During the 1969 election campaign, Prime Minister Gorton highlighted the
impact of inflation on levels of personal income tax and sought to minimise the
resulting political fallout by promising to ‘protect Australians against inflation
and increasing burdens of income tax’ (The Australian 9/10/1969). Yet in a
pattern of events which would recur throughout the ensuing decades, this
commitment appeared to be motivated more by political opportunism than by a
desire to systematically address the growing deficiencies with the national tax
base. Yet this vague commitment to provide tax relief proved to be a politically
successful tactic, because despite mounting community concerns, tax reform
remained a peripheral issue until after Gorton’s election victory.

In contrast to the 1969 election campaign, the early 1970s saw significant
political posturing in relation to tax policy. While the Gorton Government was
keen to provide tax relief, Treasury used its institutional power to convince the
Gorton Government that delivering income tax cuts would pose unacceptable
inflationary risks. This advice resulted in Treasurer Snedden reneging on the
promised income tax cuts in the 1970-1971 budget (The Australian 1/8/1970).
Beyond demonstrating Treasury’s political power, this policy backdown provided
the ALP and the labour movement more generally with a political incentive to
promote tax reform and highlight the Government’s failure to deliver a key
election promise. This political posturing culminated in July 1970 when the
ACTU organised a formal campaign highlighting the ‘sheer inhumanity of the
government’s tax policies’ (Butlin N68/609). Thus, the events of 1970 established
a pattern of competitive and opportunistic taxation politics shaped by Australia’s
entrenched two-party system and the associated institutional incentives for the
major political parties to place political opportunism ahead of more substantial
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reforms aimed at enhancing the structural integrity and efficiency of the national
revenue base.

By 1972, rising inflation (and increasing real taxation burdens), growing
public awareness of the deficiencies and unfairness of the existing taxation system,
Treasury’s reluctance to support potentially inflationary personal tax cuts
combined to create an acute problem for the McMahon Government. In a
strategy designed as a political circuit breaker, on 11 April 1972, Treasurer Billy
Snedden, announced the first comprehensive review of the Commonwealth
taxation system since 1934 (McMahon 1972). The Taxation Review Committee
under the chairmanship of Justice Asprey (appointed on 14 August 1972) was to
provide recommendations in relation to tax reform which had due regard for:

The need to ensure a flow of revenue sufficient to meet the requirements
of the Commonwealth; …the effects upon the economic and efficient use
of resources of Australia; …the desirability that there is a fair distribution
of the burden of taxation, and to ensure that revenue is raised by means
that are not unduly complex (Wallace 1975, 564).

The only real constraint on the inquiry’s sweeping terms of reference was an
exclusive concern with Commonwealth taxation, thus limiting its potential
contribution to the debate regarding inter-governmental financial relations
(Thomson 1976, 87; Wallace 1975, 565). While these broad terms of reference
ultimately forced the Committee to make difficult political and moral
judgements (discussed below), commissioning such an inquiry did, in the short
term at least, alleviate the pressure on the McMahon Government to reform the
national taxation system.

The Asprey Committee’s need to exercise partisan expediency was largely
negated when the Whitlam Government (elected in December 1972) affirmed its
commitment to the Inquiry’s existing terms of reference (Wallace 1975, 564).
Over the following 18 months, the Committee defined the broad objectives for
Commonwealth taxation policy and proposed specific reforms designed to meet
these criteria. The Committee’s findings were presented in the form of a 159-page
Preliminary Report (released in conjunction with the 1974-75 federal budget) and
Full Report published in May 1975, which was essentially similar in its findings
despite considerably greater length.

The central reforms proposed by the Asprey Committee can be summarised
in the following five propositions (Groenewegen 1982, 26-27; Wallace 1975;
Prest 1975; Norman 1976):
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1. To alter the tax mix in favour of indirect taxes on consumption through a 
substantial lowering and simplification of the income tax rate scale, together 
with an extension of the indirect and direct tax base through measures such 
as a Capital Gains Tax (CGT) and a Value Added Tax (VAT). (Paragraph 
28.12-28 in the Final Report)

2. The replacement of the classical system of company taxation by a partial 
imputation system. (Paragraph 28.18)

3. The eventual introduction of a tax on capital gains by part inclusion of such 
gains within the income tax base. (Paragraph 28.25, emphasis added)

4. The integration of State and federal death and gift duties into a national 
system of capital transfer taxation. (Paragraph 28.26)

5. The abolition of the wholesale sales tax and its replacement by a broad-based 
single rate consumption tax of a value added type, the yield of which would 
be gradually increased to finance reductions in personal income tax. 
(Paragraph 28.30). This represented the first official proposal to introduce a 
GST-style tax in Australia. 

In order to arrive at these recommendations, the Committee gathered
information from a number of sources including 605 written submissions,
associated interviews and discussions with interested parties, 13 published and
eight unpublished Treasury Taxation Papers and eight specifically commissioned
studies by taxation experts (Groenewegen 1980, 115; Prest 1975, 576). A final
important determinant of the Committee’s findings were the views of individual
staff responsible for conducting the inquiry. Given the Asprey Committee’s broad
terms of reference, it is necessary to establish how the full report arrived at the
recommendations outlined above, and then to explain why these findings were
not implemented during the term of the Fraser Government.

The Asprey Committee was appointed to provide government with
independent and objective policy advice. Consequently, neither the government
of the day nor the major opposition parties made submissions to the Committee.
While this lack of partisan influence was appropriate, it has been argued that the
Committee should have been provided with more specific terms of reference,
especially in relation to the normative objectives of tax reform. Compounding this
lack of guidance was the Commonwealth Treasury’s promotion of a specific
reform agenda without due reference to public submissions and community
opinion. What resulted was a relatively doctrinaire policy blueprint that, in the
medium term at least, did not enjoy sufficient political support to be embraced by
government. 
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The predicament facing the Asprey inquiry stemmed from the fact that it had
the unenviable task of deciding upon the very objectives of tax reform. The
established academic literature outlines four potentially conflicting objectives:
equity (vertical and horizontal), efficiency, simplicity and adequacy. Attempting
to meet all of these objectives obviously has the potential to create significant
conflict requiring political resolution. Wallace, for example, has described these
criteria as ‘metaphysical words’ because they defy precise definition, and are often
contradictory (Wallace 1975, 566). For example, attempts to achieve horizontal
equity (that is, to subject incomes to identical taxation treatment regardless of how
they are earned) may lead to more complex definitions of taxable incomes. Given
that the inquiry’s terms of reference implied that all of these objectives were to be
pursued, the Committee was forced to make significant normative decisions
without political guidance. As Thomson commented at the time, ‘the appointed
Committee must either make heroic assumptions or be so indefinite that their
report becomes a discussion for another body of review’ (Thomson 1976, 79). In
practice this compromised the full report because ‘time and time again the
Committee gives a splendid discussion of a particular issue and then backs away
from a firm conclusion’ (Wallace 1975, 567; Thomson 1976, 79). 

In addition to the occasions when the Asprey Committee’s findings were
excessively vague, Groenewegen argues that key assumptions made by the
committee reflected neither the sentiments contained in public submissions to the
inquiry or broader community attitudes towards tax reform (Groenewegen 1980,
114). Perhaps the clearest illustration of this was the almost universal opposition
to the Asprey inquiry’s key recommendation – placing greater emphasis on broad-
based consumption taxes to fund a gradual reduction in personal income tax. In
fact, opposition to the introduction of a VAT was one of the few issues where
there was a broad community consensus. Business groups such as the Australian
Chamber of Manufacturing Associations (ACMA) and the Victorian Employers
Federation opposed the tax on the grounds that it was inflationary and
administratively complex, while the Institute of Private Accountants also argued
that the existing WST was adequate and pointed to the rejection of a VAT by the
United States Congress in 1969 (Butlin Z18Z). The ACTU submission not only
opposed a VAT, which it described as ‘inequitable, administratively complex and
an economically distorting model which is inherently regressive’, but went on to
highlight the futility of pursuing tax reform at odds with community attitudes:

Tax is central to the major political debate about equity and the
distribution of wealth and income among citizens in our society. It is too
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important an area of social concern for decisions in relation to it to
become effectively the prerogative of an expert elite (Butlin N68-A10).

Beyond this opposition from business and labour, there was little support for the
tax in the wider community with organisations such as the Australian Taxpayers
Association describing the VAT ‘as a measure to be feared. It must involve a deal
of costly administrative work in business, and this cost will be passed on in higher
prices if this ghastly tax is introduced here’ (The Taxpayer 21/5/1973, 105).
Beyond this widespread opposition to a VAT among both stakeholders and the
broader community, the political challenges associated with implementing the
Asprey recommendations were compounded by the absence of any meaningful
discussion among stakeholders that might have built a consensus for
comprehensive tax reform.

The Asprey Committee’s reluctance to seriously consider community input
was in part a product of a lack of mobilisation among stakeholders and the almost
complete absence of the interest aggregation necessary to produce a critical density
of complimentary and coherent policy proposals. As was argued in the previous
chapter, by the 1970s decades of protectionism had created a paternalistic pattern
of business-state relations and self-interested lobbying strategies (Wanna 1992,
71-72). Consequently submissions to the Asprey Inquiry were parochial in nature
and generally failed to address the Committee’s terms of reference. This situation
was compounded by a lack of coordination between the range of organisations
that made submissions, with even the best resourced business associations, such as
the Associated Chambers of Manufactures of Australia (ACMA) and the Institute
of Company Directors, expressing discontent with the content of one another’s
Asprey submissions (Butlin AT 1506). Given this fragmentation of opinion, it is
not surprising that the Committee’s findings did not draw heavily on the
submissions it received. At a theoretical level this account supports Atkinson and
Coleman’s claim that a high degree of interest group organisation is a prerequisite
for state-society cooperation in relation to contested policy proposals.

In contrast to the public submissions, a number of analysts have highlighted
the strong influence of Treasury over the Inquiry. The Department’s formal
contribution was in the form of 21 Treasury Taxation Papers (of which only 13
were published) which were intended ‘to provide material to assist the Committee
in considering the issues raised in its terms of reference’ and not to ‘put forward
policy recommendations’ (Treasury 1973). Despite this benign statement of
intent, similarities between the Treasury Taxation Papers and the Full Report lead
to the conclusion that on important issues Treasury had a profound influence over
the Committee’s deliberations (Thomson 1976; Groenewegen 1980, 115).
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Indeed, Thomson argues that Treasury withheld information on the patterns of
household expenditure in order to hinder analysis of the distributional impact of
increasing the proportion of revenue raised from a broad-based consumption tax:

These instances of a government department hugging information to its
own chest when it could be of immense value to an enquiry of great
national importance are clear examples of the worst features of Australian
public service bureaucracy. Their failure to help the Committee must be
regarded as nothing short of scandalous (Thompson 1976, 52).

Certainly the Treasury Taxation Papers make a strong case for comprehensive tax
reform, focusing on the goal of increasing the importance of a value-added style
of consumption tax relative to personal income tax, while giving little
consideration to broader community attitudes toward taxation issues, or to the
likely political problems associated with implementing such proposals. Perhaps
the most damning account of the Inquiry’s conduct was that provided by the sole
economist on the Committee, David Bensusan-Butt. In an unusually direct and
bitter attack on the Inquiry, penned just after his early resignation from the
committee in mid-1974, Bensusan-Butt spoke of a ‘sad little corner of public
affairs that might be cleaned up’ which he felt compelled to write about following
a ‘disappointing episode in my own life’. He then went on to criticise the broad
terms of reference of the Inquiry and the fact that Treasury was both obstructive
and had manipulated his colleagues on the committee.17 The fact that the
Committee may ‘have been a little too closely bound to the apron strings of the
Treasury’ (Thompson 1976, 84) combined with Treasury’s autocratic style and
indifference to the political context in which taxation changes would be
implemented undermined the prospect of electoral support for the Full Report’s
findings. As a consequence, any future government would have to show
considerable political ‘strength’ to consolidate the tax reform agenda proposed by
the Asprey Inquiry.

Prior to condemning the Asprey Inquiry (on the basis that its
recommendations were largely overlooked for the remainder of the decade) it is
important to acknowledge that the Committee was originally conceived to
alleviate the immediate political pressures confronting the McMahon
Government in the lead-up to the 1972 election (McMahon 1972). Subsequently
the Committee assigned itself the medium-term task ‘to distinguish the directions
in which changes might best be made if the Australian Government is eventually

17. Refer Bensusan-Butt, D. (1975) Special thanks to Professor Peter Groenewegen for providing a copy of 
this unpublished document.
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to have a flexible structure of taxation suited to the future.’18 To this extent the
deficiencies in the national taxation system which the full report identified did
influence policy discourse over the remainder of the study period, with many of
its key recommendations becoming central to the reform agenda of the 1980s and
1990s. 

The reactive state: inflation and tax reform 1974–1976
While the Asprey Inquiry proceeded independently from the daily ebb and flow
of federal politics, a number of important economic and political developments
occurred during the Whitlam Government’s three years in office that influenced
the parameters of the tax reform debate over the remainder of the decade. On
gaining office the Whitlam Government did not approach tax policy with the
reformist zeal it demonstrated in other policy arenas. Indeed, a January 1973
interview with Treasurer Frank Crean highlighted that the incoming
Government’s policy position in relation to taxation was not clearly defined
(Butlin N-25/70). The Treasurer favoured modest reforms to the structure of
personal income tax scales (as proposed prior to the 1969 election) and the
introduction of a capital gains tax, while being noncommittal on issues such as
fringe benefits, wealth, company and consumption tax reform (Rydges 1975). 

Beyond these initial commitments, the tax reform agenda was also influenced
by three smaller taxation inquiries conducted during the Whitlam years. In 1973,
a Senate Select Committee was appointed to investigate the structure of Federal
and State death duties. Next, in March 1973, the Coombs task force was
established to apply close scrutiny to continuing policies of the previous
government so that room may be found for our own higher priority programmes.
This expenditure review committee uncovered a costly legacy of tax concessions
that had accumulated as a result of decades of ad hoc industry assistance and
concluded that these tax provisions amounted to ‘disguised expenditure’
(Groenewegen 1982, 30). The ensuing report was perhaps the first in Australia to
argue that, in the interests of economic efficiency, the neutrality of the national
tax base should be improved. This finding in turn led to the modification or
abolition of specific tax concessions for primary producers, the mining sector, the
wine and insurance industries, in addition to the scaling back of investment
allowances for manufacturers (Groenewegen 1982, 30). Finally, the Fitzgerald
report of 1974 also recommended reducing concessions to the mining sector,
precipitating calls for tighter controls over allowable tax concessions and an

18. Taxation Review Committee (1975) 14.1. Emphasis added.
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effective system of resource rent taxation. This ultimately led to the introduction
of coal export and crude oil levies in 1975 (Smith 1993, 89).

Beyond these partisan adjustments to tax policy after 23 years of Coalition
government, there were two additional developments of significance over the
period. The first was the ALP’s aborted attempt to introduce a comprehensive
capital gains tax similar to that proposed by the Asprey inquiry. The second was
the Whitlam Government’s response to the growing inflationary crisis which
peaked in 1974-75. In contrast to much of the reform agenda proposed by the
Asprey inquiry,19 initially a comprehensive CGT appeared to enjoy sufficient
political support to ensure its implementation. It was regarded as desirable by both
the Treasury and the ALP on the grounds that it improved the integrity of the
direct tax base and would enhance the progressivity of the overall taxation system
(Treasury Tax Paper No.10 1974, Crean 1974). However, in an example of how
changing electoral and economic circumstances can undermine the capacity of
governments to achieve significant tax reform, in January 1975 the Whitlam
Government announced that it had deferred its proposed introduction of a CGT.
By late 1974, the growing electoral vulnerability of Whitlam Government was
being compounded by rapidly deteriorating economic conditions. By 1975, it was
clear that the redistributive goals of the 1974-75 budget, in which the CGT was
announced, were no longer appropriate. The dire situation necessitated more
capital friendly policies, resulting in the Government’s decisions to devalue the
Australian dollar by 12 percent and to provide temporary company income tax
relief (Ormonde 1981, 180-184). At a theoretical level, such developments
illustrate that the state will be more attentive to business needs during economic
downturns. 

The unprecedented inflation experienced after 1973 redefined issues and
priorities in the Australian tax reform debate. In an example of economic
conditions affecting public opinion, by the mid-1970s rising inflation was
influencing the interests and priorities of voters. The detrimental effects of high
inflation on the taxation system (outlined earlier in the chapter) had become an
acute political and economic problem by 12 November 1974 when Prime
Minister Whitlam announced that a specialist committee would be appointed to
investigate the phenomenon. The Mathews inquiry – formally the Inquiry into

19. It must be noted that the political developments outlined below did influence the findings of the Asprey 
Committee. More specifically the final (1975) report of the Committee recommended the eventual 
introduction of a comprehensive CGT (in light of the Whitlam Government’s backdown on the issue). 
This contrasted with the preliminary report (1974) which recommended the immediate introduction of a 
CGT.
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Taxation and Inflation (1975) – differed from the Asprey inquiry in many ways.
Firstly, the Committee was given very precise terms of reference clearly defining
the policy problem in question and the potential remedies to be evaluated. More
specifically the committee was to:

Examine the effects of rapid inflation on taxation paid by:

1. persons and in particular –

a) to examine methods which could be used to apply indexation to the
personal income tax system;

b) to assess the relative merits in terms of:

i) effectiveness in providing an up-to-date adjustment for price increases,

ii) practicability of implementation ….

2. companies and other enterprises and in particular-

a) to examine the various choices available ….relating to the valuation of
trading stock;

b) to consider the advantages and disadvantages of alternative methods of
depreciation of plant and equipment;

c) to make recommendations in relation to these matters (Irwin and
Lamble 1975).

The fact that the Inquiry was commissioned to provide policy recommendations
in relation to clearly defined and politically important policy problems ensured
that the report, tabled in May 1975, was both decisive and favourably received
(Thompson 1976, 82). Specifically, the report recommended that income tax
brackets and threshold limits for rebates be indexed to the rate of inflation, thus
holding real taxation burdens constant in times of rising money prices (Irwin and
Lamble 1975). In relation to business income, it was proposed that the capital
stocks of firms be preserved in an inflationary environment through the
indexation of trading stock values as well as the introduction of an allowance to
ensure that stocks were depreciable to current replacement value (Thompson
1976, 83; Groenewegen 1980, 121).

Significantly, the clarity of the Inquiry’s recommendations, combined with
widespread political support, enhanced the prospects for their implementation
(Swan 1978). Thus, in terms of state capacity, and unlike the Asprey inquiry, we
can explain successful consolidation of the Mathews proposals in terms of the
social basis of support for these reforms. For example, both community groups
and the labour movement had long advocated income tax indexation as a means
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of stemming rising taxation burdens (Butlin N68-A10). Business, likewise,
supported the immediate implementation of the report’s findings owing to the
widely held view that inflation itself was being caused by wage claims inspired by
increasing real taxation burdens (Butlin AT/1506; Z187/AE-405). In the
financial press the findings of the Mathews Inquiry were portrayed as an
expensive, but essential set of proposals, with the Financial Review offering the
headline ‘only tax reform can save the economic system’ (27 May 1975). While
the Whitlam Government showed some apprehension at foregoing the fiscal
dividend of bracket creep, the only significant source of political opposition to the
implementation of the taxation indexation proposals was the Federal Treasury.

Treasury consistently adopted a position that was ‘staunchly opposed’ to the
introduction of the indexation measures proposed by the Mathews Inquiry
(Mathews 1977, 90; Groenewegen 1980, 120). In this respect, Treasury’s
relatively isolated position in relation to this issue presents a specific opportunity
to analyse Treasury’s institutional control of taxation policy relative to the
executive. Treasury consistently highlighted the detrimental impact of rising
inflation on the operation of the national taxation system (Treasury 1973).
However, the department’s taxation paper on Personal income tax: The rate scale
prepared for the Asprey inquiry outlined opposition to automatic indexation on
the basis that:

a) the income tax rate schedule would be adjusted independently of the
expenditure commitments and associated revenue requirements of
government; and

b) automatic reductions in the burden of income tax in periods of inflation
may pose problems for the efficient management of aggregate demands
in the economy (Treasury #4 1974).

The second argument could be justified if inflation was regarded simply as a
product of excessive aggregate demand in the economy. However the growing
influence of theories of cost-push inflation from 1974 onwards imply that
Treasury’s dogged opposition to automatic indexation can only be understood in
terms of the threat that such a policy posed to the Department’s control of fiscal
policy. The Inquiry’s chairman, Russell Mathews, anticipated opposition from
Treasury in relation to the report’s recommendations in a meeting with the
ACTU in January 1975 (Butlin N21/1082). This view was also expressed by Bill
Hayden, the last Treasurer of the Whitlam Government, who commented ‘the
omniscience of Treasury in those days was unchallengeable …. a toughly
disciplined organisation with little patience for those who moved outside its
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narrowly defined culture’. According to Hayden the department’s contrariness on
key issues is best understood in terms of ‘territorial defensiveness being just as or
more likely to explain this sort of inconsistent behaviour than any recondite
theorising about fiscal principles’ (Hayden 1996, 222-223). In a similar vein,
Whitlam’s successor Malcolm Fraser suggested that contradictions in Treasury
policy during the mid to late 1970s could be explained by John Stone’s (then
Deputy Secretary and later Secretary of Treasury) belief ‘in the deregulation of
everything he does not regulate’ (Hayden 1996, 222). Motivations for Treasury’s
opposition to the findings of Mathews inquiry aside, the fact remains that the
Department’s hard line opposition to indexation did influence the viability of
these reforms as political and economic circumstances changed during the Fraser
years.

Treasury’s opposition to the Mathews proposals did weigh heavily on the
politically vulnerable Whitlam Government, with Treasurer Bill Hayden citing
‘the very great cost’ of the reforms as the reason why they could not be introduced
in the 1975-76 budget (Mathews 1977, 91). However, the Fraser Government,
after winning a landslide victory in December 1975, and with its economic
management credentials intact, initially enjoyed greater independence from
Treasury. When presenting the 1976-77 budget, Treasurer Lynch described the
implementation of the Mathews recommendations relating to personal tax
indexation as ‘perhaps the most significant reform of the personal income tax
system in our time, and certainly the most costly in terms of revenue forgone’
(Lynch 1976, 28). 

Overall, the experience of the Mathews inquiry confirms the argument that in
the 1970s, at least, Treasury effectively dominated the provision and
implementation of taxation policy. Indeed, a central finding of the Coombs Royal
Commission on Australian Government Administration, which handed down its
findings in 1976, was that Treasury ‘approaches its task of informing and advising
the Treasurer with a coherent and some would say almost doctrinal force of
persuasiveness’ (Bell 1997, 33). The only exception to Treasury’s stranglehold was
the political authority, courtesy of their huge electoral mandate, which the
incoming Fraser Government enjoyed in 1976. Yet, as the following section will
argue, authority which is contingent on popular support tends to be transient and
will not enhance the capacity of the state to consolidate more contentious reforms
such as those proposed by the Asprey inquiry.
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Electoral pressure and the pork barrel: 
reform failure and the Fraser Government
Despite implementing a significant portion of the recommendations of the
Mathews inquiry after gaining office, overall the Fraser Government failed to
consolidate significant tax reforms. The Fraser Government espoused the virtues
of smaller government and economic reform, but at a political level lacked the
resolve to implement contentious policy proposals. Reflecting the collective
action problems associated with consolidating tax reform (outlined in the
Introduction above), Peter Groenewegen has commented that ‘taxation under the
Liberals presented a paradoxical combination of crusading for small
government… with cynical pandering to vested interests which raised spending
and taxes further’ (Groenewegen 1985, 49). 

The following section outlines the reactive and opportunistic nature of tax
policy between 1975 and 1983. The fact that tax concessions were strategically
targeted to maximise electoral benefit, while new taxes were either imposed on less
sensitive industrial sectors, or, in a post-poll context, to minimise the electoral
costs, demonstrates that the Fraser Government was constrained by the ever-
changing societal demands which it confronted. In theoretical terms, this
preoccupation with short-term political imperatives is typical of what political
scientists describe as a pressure pluralist policy environment in which the
combination of an institutionally vulnerable state and the absence of a societal
consensus for policy change undermines the prospects of comprehensive reform
(Atkinson and Coleman 1989). However, as outlined in Chapter 1, there exists
potential for political learning, which may overcome the policy inertia. By the end
of the decade, the absence of significant progress towards implementing the
recommendations of the Asprey Inquiry prompted key business associations to
reassess their political strategies in relation to tax reform, ultimately paving the
way for a more strategic and cooperative approach to taxation policy later in the
1980s.

After the Fraser Government’s landslide victory in December 1975 and the
implementation of personal income tax indexation in the 1976-77 budget, the
Coalition continued to exploit growing community dissatisfaction with increasing
real levels of taxation caused by ‘bracket creep’. The 1977 federal election
campaign was dominated by the Coalition’s ‘fist full of dollars’ promise of income
tax cuts.20 While these reforms (with the exception of anti-avoidance measures)

20. These measures included cutting personal income tax rates, a simplification of the rate scale from seven 
brackets to three, the abolition of concessional rebates, a renewed crack down on tax evasion, and a 
commitment to abolish federal estate and gift duties.
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did result in the simplification of the national tax system, they were primarily
designed to serve a political purpose in that they ‘blatantly advantaged the higher
income groups’ (Groenewegen 1985, 50). Yet the financial dividend for taxpayers
from the 1977 election was short-lived, with the tax cuts introduced in February
1978 being clawed back in the 1978-79 budget (Weller 1989). This policy
reversal demonstrated Treasury’s vice-like grip on the reins of fiscal policy, and
prompted the Coalition to find new ways to fund public expenditure, while
avoiding politically damaging personal income tax increases (Whitwell 1986).
This strategy saw the Fraser Government exploit the crude oil price levy
introduced in 1974-75, seriously consider the implementation of a broad-based
consumption tax and then, in 1981, abandon the automatic indexation of income
tax rate scales. 

The political and fiscal need to reduce the Commonwealth’s high revenue
dependence on personal income tax also prompted the Fraser Government to
consider seriously the primary recommendation of the Asprey Inquiry, to increase
the proportion of revenue raised by indirect taxes through the introduction of a
broad-based consumption tax. Initially, two confidential Treasury/Australian
Taxation Office inquiries were conducted into the possible introduction of such
a tax. However, given that staunch opposition to a broad-based consumption tax
still existed among key interest groups, neither of these reports (commissioned in
July 1978 and November 1980) inspired significant changes to the indirect tax
base. In 1978, the Retail Traders Association orchestrated a very successful
campaign against the proposed BBCT culminating in 45,000 protest letters being
sent to Parliament (Rechner 1979). Despite Treasurer John Howard’s open
commitment to broadening Australia’s consumption tax base in order to provide
income tax relief, in late 1980 and early 1981 community opposition to the
proposal had, if anything, increased since 1978. Moreover the Government no
longer enjoyed the powerful electoral standing that had existed in its first two
terms. Certainly this was the view of Prime Minister Fraser who, a matter of days
after the second Treasury report was leaked to the media (Sydney Morning Herald
20/1/1981), rejected his Treasurer’s proposal in Cabinet (Weller 1989). Unlike
subsequent proposals for indirect tax reform, which were defeated in the public
arena, Fraser realised that his struggling government lacked the capacity to
implement such contentious reforms and used his authority to defeat the Treasury
proposal.

A final example of the short-term political imperatives driving the Fraser
Government’s taxation policy priorities was the abandonment of the indexation
measures (introduced in 1976) during the late 1970s and early 1980s. While the
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Fraser Government had the political strength to defy Treasury’s opposition to
indexation during its honeymoon in office, the twin demands of funding growing
public expenditure and the political desire to provide discretionary tax cuts placed
more pressure on the Government to review its support of indexation. The full
indexation of personal taxation scales lasted only 12 months, and was completely
abandoned in April 1981. It seemed that ‘indexation of the rate scale once again
ranked below the political advantage of discretionary tax cuts’ (Mathews and
Grewal 1997, 191-193). Taken together these developments reinforce the claims
made in Chapter 1, that politically vulnerable governments tend to focus on
providing tangible concessions to key constituencies rather than on pursuing more
strategic reform.

Despite the Fraser Government’s lack of commitment to fundamental reform
of the national taxation system, there was evidence of political learning during the
late 1970s which paved the way for more serious consideration of tax reform
proposals later in the 1980s. At this time, peak business associations such as the
ACMA/CAI were subtly reassessing their tax reform priorities in the light of their
experience over the decade. Given that a strategy of pursuing narrowly defined
interests in relation to tax policy had yielded little in the way of substantial reform,
business began to realise the need to adopt a consensual approach to the issue. If
reform proposals were to gain the level of political support required, then business
had to embrace a spirit of compromise and give consideration to the medium-
term economic interests of the Australian community as a whole, even if there
were short-term costs for particular firms or industrial sectors. For example, the
ACMA 1977-78 budget submission advocated consideration of increasing the
proportion of revenue raised from indirect taxation in a manner which was both
analytical, objective and mindful of longer term economic implications:

In view of the fact that the share of indirect taxation of total public
revenue is much lower in Australia than in many other economically
advanced countries, while the share of direct personal taxation is
excessively large, longer term fiscal policy should be aimed at reducing this
imbalance and lowering the level of personal taxation (Butlin Z 187/AE-
405).

While business groups were unable to immediately cast aside their historically
defined patterns of organisation and advocacy, the political failure to restructure
the national tax base during the 1970s, combined with a growing realisation that
Australia’s taxation system was in need of reform, represented an important
catalyst for increased business mobilisation. Beyond this growing resolve in the
business community, the almost wholly unsuccessful experience of taxation
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reform in Australia during the 1970s and early 1980s led to increased discussion
of taxation policy in academic circles, with a number of influential articles being
written and forums organised. Perhaps the most significant development in
rejuvenating demands for fundamental tax reform later in the decade were the
legal and economic developments of 1982 and 1983. As noted earlier, the
growing incidence of tax avoidance and evasion was important in precipitating
political debate relating to taxation reform in the early 1970s. This issue
undoubtedly reached a climax in 1982 and 1983 when, as a consequence of the
validation of a range of ‘artificial and contrived schemes’ by the High Court, and
in the aftermath of the Costigan Royal Commission, ‘blatant tax avoidance and
evasion had become a national disgrace’ (Mathews and Grewal 1977, 194-195).
Compounding the problems associated with rampant avoidance and evasion was
a lack of fiscal discipline during the final years of the Fraser Government with
Commonwealth expenditure increasing by 19 percent in 1982-83 culminating in
a $4.5 billion deficit (3.5 percent of GDP). Despite this revenue shortfall, the
total taxes raised by all levels of government in Australia rose from 25 percent to
29 percent of GDP over the period between 1970-71 and 1982-83, while the
Commonwealth’s historically high dependence on personal income taxes became
even more acute, rising from 40 percent to 52 percent of revenue over the period
(Draft White Paper 1985, 28-29). The crisis of legitimacy being experienced by
the taxation system, the increasing aggregate level of taxation, and intensifying
concentration of this burden on PAYE taxpayers, ensured that despite the various
constraints on the state’s capacity to consolidate tax reform during the 1970s, tax
reform would remain a central issue in Australian public policy throughout the
1980s and beyond.

Conclusion
This chapter has traced the origins of the tax reform agenda which has
dominated Australian public policy over the study period, and offered an
explanation as to why the Fraser Government was unwilling to implement these
reforms despite growing evidence of their urgency. 

Consistent with the claims advanced in Chapter 1, it was argued that by 1970
changing structural factors undermined the viability of the tax policy status quo
that had existed since the early 1950s. Central developments here were the impact
of increasing inflation on both the incidence and aggregate level of taxation and
the growing occurrence of tax evasion. Beyond this, a lack of horizontal equity in
Australia’s tax system and the absence of a broad-based consumption tax was
inconsistent with international trends and, in the minds of public finance experts,
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had the potential to compromise the efficient allocation of resources in the
economy. Having explained the origins of the 1970s tax reform agenda, the
central task of the chapter has been to explain why, despite increasing acceptance
of deficiencies with the national tax base, governments were unable to consolidate
reform.

In terms of the theory of state capacity outlined in Chapter 1, the preceding
pages have argued that the Australian state is unambiguously weak. At an
institutional level, executive government in the 1970s was constrained by short
electoral cycles and politically opportunistic opposition parties, with this
vulnerability compounded by electoral volatility. The chapter has also contended
that this institutional weakness was exacerbated by the absence of productive
state-society relations that could be used to build consensus for tax reform. Yet
despite these constraints a significant development over the 1970s was growing
evidence of political learning, especially on the part of key business associations,
which pointed to the possibility of increased business mobilisation in relation to
tax reform. In sum, the Australian tax policy arena could be categorised as a
pressure pluralist environment in which a weak state was forced to react to
electorally dominant interests.
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4. THE LIMITS OF CONSENSUS POLITICS: 
THE HAWKE GOVERNMENT AND TAX REFORM 

1983–1990

On 5 March 1983 Bob Hawke claimed the first of five successive election
victories for the federal ALP. This chapter examines tax policy during the first
three terms of the Hawke Government, applying the theories of state capacity
outlined in Chapter 1 to explain why tax reform generally, and the introduction
of a BBCT specifically, was so elusive during the 1980s. Having described the
Hawke Government’s political objectives and policy-making style, the chapter
focuses on how a combination of elite opinion, economic conditions and
political circumstances inspired the ALP to pursue an ambitious tax reform
agenda during its second term between late 1984 and 1987. Despite the
momentum of the tax reform agenda, the Government’s electoral strength, the
buoyant state of the economy and a commitment to consensus policy making,
the events of the 1985 Tax Summit largely confirm the depiction of Australia as
an institutionally weak state. The Government was unable to consolidate
significant elements of its tax reform agenda, despite the fact that many of the
cyclical determinants of state capacity were favourable. This leads to the
conclusion that in the case of highly politicised reform proposals, such as the
introduction of a BBCT, the Australian state lacked the capacity to achieve
significant policy change in the absence of high levels of electoral support.

Beyond the institutional basis of this political vulnerability, the absence of
genuine consultation and collaboration among stakeholders undermined the
relational capacity of the state, contributing to the Government’s inability to build
societal support for its reform agenda. In particular the Treasury’s technocratic
policy-making style led to the formulation of reform proposals that did not enjoy
support among key Labor constituents. The chapter concludes by highlighting the
political, societal and institutional changes resulted from the Australian tax policy
debate during the 1980s and the implications of these changes for Australian tax
reform in the 1990s.

Revisiting reform: the political and economic context
Even prior to 1983, the ALP had acquired a reputation as the party of reform in
the Australian political system. While the Whitlam Government had largely
pursued a social agenda, from its first days in office the Hawke Government
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sought to achieve its social objectives through improved economic management.
In particular, after the experience of the 1970s, it was clear that the ALP and the
union movement would have to forge better relations with business in order to
survive electorally (McEachern 1992). Moreover, the institutional links between
ALP and the union movement could facilitate the negotiation of an incomes
policy aimed at ending the stagflation and industrial disputation which had
plagued the Australian economy during the Fraser years. Whereas the ALP had
hitherto lacked credibility in terms of economic management, by 1983 it seemed
that a Labor Government had both the policies and resources to promote
Australia’s economic recovery.

Prime Minister Bob Hawke’s new style of ‘consensus politics’, in which
traditionally antagonistic actors would compromise their demands in the national
interest, not only served as a foundation for the Prices and Incomes Accord, but
also represented a powerful polemic which struck a chord with a dispute-weary
electorate (Davis and Pemberton 1986). Hawke’s proposal to hold a National
Economic Summit to promote national reconciliation and economic
reconstruction was endorsed by the electorate, with the ALP being swept to office
with a 25 seat majority in the 1983 election (Kelly 1994, 54). However, of greater
significance for the present study is the impact that state promotion of ‘consensus
politics’ had on the strategies of key stakeholders in the economic policy arena. It
is important to assess whether this new approach to policy-making facilitated a
transition from the parochial lobbying symptomatic of pressure pluralism, to the
interest aggregation and politics of compromise which are the preconditions for
genuinely negotiated policy-making.

The events of 1983, however, only established the preconditions for
comprehensive tax reform. The ALP deliberately kept tax policy off the political
agenda in the lead-up to the 1983 election in order to deny the Coalition an
opportunity to repeat its scare campaign of 1980, which successfully exploited the
ALP’s proposal to introduce a capital gains tax (Richardson 1994, 125). By the
end of 1983 the Accord had been successfully negotiated, bringing benefits to
both the economy and the policy environment. This economic success was
parallelled by important institutional developments, with the Accord process
leading to the creation of organisations such as the Economic Planning Advisory
Council (EPAC), which in turn demonstrated the collective benefits of co-
operative policy making. In combination, improving economic conditions, the
Hawke Government’s electoral popularity and a commitment to a new approach
to policy-making should have buttressed the capacity of the state and thus
enhanced the political viability of tax reform. Yet it remained to be seen whether
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the Government had a political interest in promoting a tax reform agenda and if
stakeholders would be willing to extend the application of Hawke’s consensus
politics to tax policy.

The previous chapter explained the lack of business influence over tax policy
during the 1970s in terms of a lack of organisation, leadership and collective
discipline, and of the business sector’s uncompromising self-interest and
parochialism. With the successful negotiation of the Accord, it might have been
expected that a new interest group politics would emerge. However, this process
proved slow as Australian business politics continued to be influenced by past
politics and practices. For example, the political organisation of business at the
1983 National Economic Summit was largely ineffective, as Wanna observed:

Alongside trade unions and community groups, the main business
associations were represented but some of their leaders were not the most
inspiring figures.....Whereas the government and trade unions were well
organised and caucused frequently about the agenda and the unfolding
agreements, the business representatives were poorly organised, multi
directional and uncertain of the status of any agreements arrived at by the
assembled congregation (Wanna 1992, 66). 

However, in a demonstration of the potential for political learning, the aftermath
of the National Economic Summit saw the formation of the Business Council of
Australia (BCA). The BCA aimed to increase the coherence of business advocacy
in relation to key economic policy issues and was a direct response to the new
demands posed by ‘consensus’ policy making (Keating and Dixon 1989, 14;
McEachern 1991, 20). In theoretical terms this development supports the claim
advanced in Chapter 1 that actors can respond to political challenges and adapt
their strategies to form associational structures aimed at enhancing interest group
mobilisation (Marsh and Smith 2000).

While these political, economic and institutional developments may have
increased the Government’s capacity to implement tax reforms, these events alone
do not explain why the issue returned to the national policy agenda. Broader
community attitudes toward tax policy were also a key consideration. As Peter
Walsh, Finance Minister in the Hawke Government observed: ‘Highly creative
tax reform packages will stand the proverbial snowball’s chance in hell of getting
onto, let alone staying on, the policy agenda unless they identify and respond to
particular political pressures’ (Walsh 1995, 397). To this end, we must
acknowledge that while the political prospects for tax reform were improving,
considerable political risks remained. Therefore, in order to explain the Hawke
Government’s leap of faith in tax policy, we must assess how the above noted
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developments shaped the interests of both stakeholders and the broader electorate
such that the ALP was willing to take the tax reform gamble.

By 1983, leading tax commentators were arguing, just as they had a decade
earlier, that Australia’s fiscal system was in a state of decay (Groenewegen 1985,
5). Australia’s historical dependence on a narrow personal income tax base
compounded by high levels of tax avoidance and evasion continued to pose acute
financial and political problems. While reforms made to personal income tax rate
structures in the 1975-76 budget and experimentation with indexation between
1976 and 1981 (outlined in the previous chapter) provided temporary relief, by
1983 taxpayers on average weekly earnings were facing a marginal tax rate of 46
percent (Draft White Paper 1985; Groenewegen 1983, 195). The new Labor
Government was sensitive to the ‘46 percent problem’ because under the existing
tax regime its key constituency of average wage earners was shouldering the lion’s
share of the tax burden, while more affluent members of the community were able
to minimise their tax obligations (Kesselman 1985, 28). These developments
presented the Hawke government with political incentives to pursue tax reform.

The Accord communiqué of April 1983 had paid cursory attention to the
apparent unfairness of the personal income tax base (Stilwell 1986, 77), but this
commitment to improve the fairness of the tax system did not gather momentum
until later that year. An important development was EPAC’s call for public
submissions on tax reform in December 1983, resulting in over 500 public
submissions being received in the lead-up to the National Tax Summit in July
1985 (Australian Financial Review 13/3/1984; 14/5/1984). Widespread
community discontent with the taxation status quo provided a political
opportunity, but it was Treasury’s ongoing interest in tax reform, together with
Treasurer Paul Keating’s commitment to this cause, that ensured the issue
dominated the political agenda from 1984. Indeed, Keating began to play the
important role of policy entrepreneur with a high profile admission that the
existing tax system was in a state of ‘crisis’ in his own submission to EPAC in
December 1983 (Boxer 1985, 367). 

Finally, economic conditions experienced during the 1980s further
undermined the integrity of the national revenue base, thus intensifying the need
for tax reform. For example, by 1983-84 it had become apparent that windfalls
from the crude oil levy introduced in 1977 were not sustainable. While the
dividends of the crude oil levy allowed the Fraser Government to avoid
broadening the indirect tax base, the Hawke Government would not be so
fortunate (Morgan 1986, 3; Stilwell 1986, 66). Difficult business conditions and
widespread evasion and avoidance were also eroding the corporate income tax base
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by the mid-1980s. In this context, economic developments and associated fiscal
pressures effectively framed the policy alternatives available to the Labor
Government. It was increasingly apparent that much needed income tax relief for
average PAYE taxpayers would require a substantial broadening of the national tax
base, a trimming of national expenditure, or a budget deficit. 

The recession of 1982-83, with unemployment peaking at just under 10
percent, resulted in a budget deficit of 4.2 percent of GDP (Keating and Dixon
1989, 11-12). This prompted the Hawke government to commit itself to fiscal
restraint and reducing public debt. This growing ‘deficit fetishism’ was epitomised
in the ‘Trilogy’ commitment of 1986. It can be explained by the prevailing fiscal
orthodoxy in Canberra, the political and economic need to placate business fears
about ‘big government’, and the importance of maintaining financial market
confidence after the December 1983 decision to float the Australian dollar
(Keating and Dixon 1989, 17; Bell 1997, 151). So while a range of policy
alternatives were available to the Hawke Government, it seems that the dominant
ideological climate and structural factors effectively constrained policy choice,
leaving a tax reform agenda that focused on broadening the indirect tax base
within a revenue neutral context.

While electoral pressures, such as the ‘46 percent problem’, help to explain
why tax reform returned to the national policy agenda in the 1980s, we have seen
that structural and institutional factors were also significant in shaping the policy
responses they elicited. The deficiencies inherent in the existing tax system,
prevailing ideology and economic conditions mediated by institutional variables
all narrowed the policy options available to the Hawke Government. For example,
Treasury’s institutionally privileged position may explain its central role in
developing policy advice at the time, but we must also look to structural variables
to explain the nature of that advice. In this instance, ideational factors, such as
international policy diffusion, the dominance of neo-liberalism within the
Department, and the acute fiscal pressures precipitated by the 1982-83 recession,
all contributed to push the ALP towards a tax reform agenda which involved
broadening the national tax base within a revenue neutral context. Beyond these
broad parameters, the following section will outline the process that led to the
formation of the Hawke Government’s blueprint for tax reform.

The limits of consensus politics
The mid-1980s saw the ALP facing a policy problem similar to that which
confronted the McMahon Government in 1972 – growing political awareness
that the national tax system was struggling to raise adequate revenue in a fair and
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efficient manner (Gruen and Grattan 1993, 150). While this realisation
necessitated a policy response, the government was also mindful of the political
risks associated with embracing reform. Given this political dilemma the
Government initially tested the waters by tentatively introducing tax reform onto
the EPAC agenda in October 1983.

EPAC was conceived at the National Economic Summit ‘as a mechanism for
perpetuating and sustaining the momentum of consultation and consensus
between the government and the Australian community’ (Singleton 1985, 12).
Despite these aspirations, soon after the Summit the Treasurer instructed the
Council to gather submissions on tax reform it became obvious that building
consensus would be difficult. Ultimately, the fragmentation and self-interest of
EPAC members transformed the Council into a mere token ‘symbol of
participation’ (Singleton 1985, 15). This policy environment was very much a
product of the established practices of institutionally privileged actors, such as
Treasury, who maintained their dominance over policy formation. The EPAC
experience thus demonstrates that even when the political executive establishes the
institutional apparatus for more consensual policy making, without the necessary
commitment from key state agencies, high levels of interest group mobilisation
and a willingness to compromise among stakeholders, then genuine policy
negotiation is unlikely to eventuate.

During 1984 EPAC degenerated into a microcosm of the pressure pluralist
interest group politics that had paralysed the tax reform process during the 1970s.
Commentators concluded that ‘institutionally EPAC was a minnow - it’s ancillary
to the core machine of government’ (Marsh 1992, 7). Mindful of the fact that
EPAC was unlikely to enhance consensus in relation to politically contentious
issues, the Government also reduced its commitment to the Council (Singleton
1985). It emphasised that the Council was only one (and an increasingly minor)
source of policy advice, alongside the ALP party platform, the Accord
commitment and the bureaucracy. By the September 1984 meeting of EPAC it
was concluded that differences between Council members were intractable. Bob
Hawke’s ‘consensus politics’ was rhetorical rather than a viable means of
formulating public policy (Davis & Pemberton 1986). As a result, the EPAC
secretariat was relegated to the task of compiling community submissions in
relation to tax reform and assisting delegates to the July 1985 Tax Summit.21

Given the state’s failure to successfully integrate stakeholders into a policy

21. Beyond this task, it must be noted that EPAC did successfully lobby to have the scant econometric data on 
wealth distribution and household expenditure patterns made available to interested parties for the 
purpose of modelling various reform proposals (ACTU 1985, 30-35).
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consultation role, the Government was forced to revert to more traditional modes
of policy formation and to rely on the policy expertise of the Treasury.

Given the Australian state’s institutional weakness and lack of ‘embeddedness’
in civil society, the Hawke Government’s prospects of consolidating
comprehensive tax reform in the mid-1980s depended on two factors – firstly, the
extent to which cyclical factors, such as the government’s relative popularity and
the state of the economy, would enhance the state’s political authority; and
secondly, the broader public response to the ALP’s reform proposal. Given the
importance of political support in underpinning the state’s authority, it is
necessary to assess leading stakeholders’ attitudes to the evolving tax agenda and
the relative influence they were likely to exert over the reform process.

The stakeholders
If the Hawke Government was dependent on the support of one stakeholder in
the tax reform debate, it was the ACTU. Beyond the ALP’s historical and
institutional links with the union movement, and the Government’s 1983
commitments under the Accord, the successful implementation of tax reform
measures were also highly dependent on union compliance and discipline. This
would especially be the case if the Government opted to alter the tax mix and
increase the proportion of revenue raised through indirect taxes on consumption.
Under these circumstances, a one-off rise in general prices would result from the
increased tax component levied on good and services. According to the
consumption tax literature, inflation should return to underlying levels within 12
to 18 months of such a change, provided that labour costs did not rise in
response to the initial price increase (Argy and Hooke 1986). Given the
importance of managing inflation during the tax reform process, ACTU support
was essential for limiting potential wage claims (Morgan 1986, 14; Walsh 1995,
144). Economic factors not only affected the broad trajectory of the tax reform
debate, but also had an impact on the relative political power of key interest
groups.

In the negotiations prior to the July 1985 Tax Summit, the ACTU
maintained its long held view that taxation should be proportional to one’s ability
to pay. The union movement argued that priority must be given to broadening
the direct tax base to alleviate the tax burden on working and middle class PAYE
wage earners. This was to be achieved by limiting established avoidance and
evasion practices and through introducing a comprehensive capital gains tax
(excluding owner-occupied properties), a fringe benefits tax and a wealth tax (with
generous tax-free thresholds). To ensure that the bracket creep effect did not
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continue to drag taxpayers on average earnings into the upper rate scales the
ACTU was also adamant that full indexation should be restored (ACTU 1985,
30-35). The union movement continued its opposition to broadening the
consumption tax base, arguing that such a move would be regressive. This
position was affirmed in the Accord and only modified slightly during the lead-up
to the National Tax Summit (Carew 1988, 119; Groenewegen 1985, 7).

While less institutionally privileged or politically active as the ACTU, other
important interest groups also expressed reservations about the introduction of a
BBCT during 1984. The Australian Council of Social Services (ACOSS), the
Brotherhood of St Laurence and the Women’s Electoral Lobby (WEL) all
regarded such a tax as being ‘inefficient and highly regressive’ (EPAC 1985, 3).
Beyond the tax mix issue, community groups generally endorsed the ACTU’s
preference for broadening the income tax base through the introduction of a
capital gains tax and a fringe benefits tax. In this sense, social welfare groups and
the labour movement formed an informal coalition aimed at improving the
adequacy and progessivity of the national tax base.

On the other side of the political spectrum, business interests only offered
qualified support for the tax reform agenda, thus adding to the Government’s
political dilemma. Despite improvement in national business representation in
the early 1980s, these organisations did not produce a coherent ‘business’ position
on tax reform. While many supported broadening the consumption tax base in
order to fund income and corporate tax relief, several groups opposed such
measures, fearing the impact reform would have on their members. The Retail
Traders Association (supported by the Housing Industry Association) was
determined to emulate its successful 1980 campaign against the introduction of a
BBCT and argued that ‘a retail sales tax or a value added tax are new, costly taxes
and therefore are inferior to broadly based wholesale taxes’ (EPAC 1985, 39). 

Despite some dissent within business ranks on the merits of altering the tax
mix, these differences were relatively minor compared to the disagreement on the
aggregate level of taxation and the extent to which the income tax base should be
broadened to include a capital gains tax and fringe benefits tax. Of the peak
business associations, the BCA’s position prior to the summit was the most
pragmatic in accepting that any reform package would have to be revenue neutral,
that the net incidence should be moderately progressive, and that the absence of
fringe benefits and capital gains taxes were contributing to inequalities in the
existing system. However, this willingness to compromise was not shared by many
other business groups, whose ambit claims were motivated by a combination of
self-interest, partisan politics and the growing influence of proponents of
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American-style flat taxes. Overall, as the Hawke Government prepared to fight an
election campaign in December 1984 it realised that the only tax issue on which
there was far-reaching agreement was that the existing system was in urgent need
of reform. Given this dilemma the Government’s main objective was to leave its
second term tax options open by keeping the issue off the 1984 campaign agenda. 

Not holding any realistic prospects of winning the 1984 election the
Coalition’s policy platform was motivated by rank political opportunism. A
central tactic was to exploit the growing tax debate within the community as the
basis of a scare campaign, epitomised by Opposition Leader Peacock’s cliche that
‘as certain as night follows day Labor will introduce capital gains, death and gift
taxes’ (Kelly 1994, 145). These policies demonstrate the profound impact of the
institutional structure of Australia’s two-party system on the interests and policies
of political actors. As the campaign progressed, the Coalition’s message,
reinforced by other influential voices from the right, began to bite. Government
strategists panicked when the Industry Minister, John Button, foreshadowed the
introduction of a capital gains tax stating that ‘we are not going to be blackmailed
out of an intelligent review of the tax system’ (Sydney Morning Herald 22/10/
1984). In a demonstration of tensions between tax reform objectives and electoral
politics, leading ALP strategist Graham Richardson was forced to plead with
Hawke and Button to avoid making a pre-poll commitment to a capital gains tax
(Kelly 1994, 145; Sydney Morning Herald 22/10/1984). Hawke’s personal
response to this dilemma was to make a spontaneous public commitment to hold
a National Tax Summit to discuss reform proposals in the aftermath of the
election (Hawke 1984). 

Hawke and his advisors were attracted to the Summit proposal because, like a
committee of inquiry, it represented an opportunity to diffuse the issue of tax
reform at the upcoming election. Beyond this, Hawke hoped that despite the
EPAC experience, stakeholders might rise to the occasion allowing his
government to emulate the success of the 1983 National Economic Summit
(Groenewegen 1985, 2-3). In contrast, Treasurer Keating and his Tax Task Force,
the elite group of bureaucrats drawn from central agencies charged with
formulating and promoting a potential tax package, were horrified at the prospect
of a public tax summit (Walsh 1995, 394). Keating regarded giving interest
groups the chance to publicly stake their claims as politically problematic and felt
that the issue was best dealt with decisively behind closed doors (Carew 1988,
118; Gruen and Grattan 1993, 31). Hawke, however, was publicly committed to
the Tax Summit. Announcing details of the Government’s guiding principles of
tax reform, he gave a commitment to hold a Summit during 1985, with a view to
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finalising the government’s policy position later that year.22 Hawke was asking for
the public’s trust in relation to tax reform, something it largely granted when the
ALP was returned to office with a reduced majority on 1 December 1984.23 One
of the most popular yet determined Australian Governments of the post-war
period had committed itself to an ambitious tax reform agenda, paving the way
for what has been described as ‘one of the most intense public policy debates in
Australian history’ (Kelly 1994, 155).

The Draft White Paper
After winning the 1984 election the Hawke Government was obliged to hold a
National Tax Summit at which stakeholders could publicly discuss reform
options. Early in the New Year Cabinet announced that the Government would
prepare and release a Draft White Paper outlining options for tax reform prior to
the Summit, which was scheduled for the first week of July 1985 (Earl 1985).
Ultimately this hectic schedule, which was largely a consequence of Australia’s
short federal electoral cycle and the need to implement any reforms well ahead of
the next federal election, was another constraint on the Government’s ability to
negotiate with key stakeholders and build societal support for tax reform.

While there are many parallels between the content of the Draft White Paper
of 1985 and the recommendations of the Asprey inquiry of the mid-1970s, there
were also fundamental differences. Most importantly, whereas Asprey was
conceived as an independent committee of inquiry, notionally providing
independent and objective policy advice, the Draft White Paper was an agenda
document outlining the Government’s blueprint for reform. In this sense, the
Government had greater ownership of the Draft White Paper and was more closely
bound to its success or failure (Boxer 1985, 7). Hawke’s election commitment
created the expectation that substantial reforms would be implemented during his

22. The nine principles were: 1) No increase in the overall tax burden as a percentage of GDP. 2) The reforms 
would carry on the Government’s work in terms of cutting personal income tax rates. 3) The reform 
would continue the work to eliminate avoidance and evasion. 4) The reforms would simplify the tax 
system. 5) The reforms must make the tax system fairer and be constructed with reference to taxpayer’s 
ability to pay. Overall the system must be progressive. 6) The reforms must try to avoid creating ‘poverty 
traps’ for the recipients of social security benefits. 7) If a change in the tax mix is contemplated, it must be 
acceptable to the union movement. 8) Reforms must provide the best possible growth for investment, 
growth and employment. 9) The reforms must receive wide spread endorsement from representative 
economic organisations and community groups at the National Tax Summit (Draft White Paper 1985, 2; 
Hawke 1984). 

23. The result saw a 1.4% swing against the ALP leaving a 16 seat majority. This result was largely attributed 
to the long campaign and Hawke’s poor personal performance rather than policy issues (Richardson 1994, 
Ch.7).
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Government’s second term, thus increasing the political costs of deferring the
implementation of reform. The political stakes were very high.

Despite a superficial commitment to consultation, the burden of preparing
the Draft White Paper fell to a task force of senior public servants from the
Australian Taxation Office (ATO), the Department of Prime Minister and
Cabinet (DP&C), EPAC and Treasury. In a little over three months, this group
prepared reform options for Cabinet prior to the final release of the Draft White
Paper (Kelly 1994, 160). This dedication to a ‘merciless deadline’ reflected more
than unqualified professionalism (Morgan 1986, 5); it was Treasury’s ‘once in a
generation’ chance to implement the tax reforms that had been denied them since
the 1970s (Business Review Weekly 7/6/1985). In the words of former Minister,
Graham Richardson:

Paul Keating and his Treasury colleagues had made up their minds… a
long time before the review even started. For twenty years, Treasury had
waited for the chance to bring in a consumption tax, and now they had a
powerful Treasurer whose success record in cabinet was second to none
(Richardson 1994, 176).

If anything, Treasury’s commitment to a BBCT had intensified since the Asprey
inquiry and its defeat by Malcolm Fraser. While it was certainly true that it was
Treasury and not the executive, the broader ALP or interest groups, which shaped
the priorities of the Draft White Paper, the Department did not act unilaterally.
The other important catalyst was Paul Keating’s emerging commitment to the
introduction of a BBCT as a means to improve economic efficiency and to fund
significant personal income tax cuts (Edwards 1996, 266). Despite widespread
opposition to a BBCT in the ALP, the ACTU, among interest groups and the
wider community, Keating’s determination and influence made it seem inevitable
that a significant change in the tax mix would become a central element of the
Government’s 1985 reform strategy. This agenda for tax reform was confirmed
within a week of the 1984 election when minutes of a private meeting between
the Treasurer and the newly created Tax Task Force noted ‘there would be a
presumption that a more broadly based indirect tax system would figure
prominently in the package along with lower personal income taxes’ (Edwards
1996, 256). Despite the fact that EPAC received hundreds of submissions from
interests groups and individuals during 1984 and early 1985, the policy agenda
would again be shaped by a select group from Treasury (Kelly 1994, 157).
However, as the year unfolded it would become increasingly apparent that the
state lacked the capacity to consolidate indirect tax reform. Not only was the state
institutionally vulnerable, but this autocratic approach to policy formation
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undermined the prospects of the Hawke Government building interest group
and electoral support for comprehensive reform. 

The challenge of selling a BBCT to Cabinet, the broader ALP, the ACTU,
interest groups and ultimately the electorate was immense. There was, however, a
consensus that if anyone was capable, it was Paul Keating ‘at the apex of his
authority, inexperienced enough to feel invincible and sufficiently blooded to be
formidable’ (Kelly 1994, 156). Yet it is also true that there were significant risks
and a degree of political naivety associated with Keating’s ‘crash through or crash’
approach to economic reform, especially given the institutional constraints on the
federal government’s political power. 

Preparations for the Draft White Paper began in earnest in January 1985
(Morgan 1986, 5). The intention was to identify the deficiencies with the existing
tax system and then to present alternative solutions for public discussion at the
July Summit. By late March 1985, the Treasury’s tax reform options were starting
to take shape. The diagnosis presented in the Draft White Paper paralleled the
Asprey Report in identifying the structure of the Australian tax base as being the
root source of the unfairness and inefficiency (Head 1985, 139). It was argued
that the tax burden could only be spread more fairly, including a reduction of the
politically sensitive marginal tax rates applying to average incomes, if both the
direct income and indirect consumption bases were broadened. It was argued that
the improved horizontal equity associated with broadening the tax base should
improve net economic efficiency and reduce opportunities for tax evasion
(Kesselman 1986, 20-22; Groenewegen 1985, 15).

In canvassing tax reform proposals, Keating and the Task Force were
determined to present three discrete ‘approaches’ to reform in increasing order of
attractiveness. While this strategy was intended to give the impression of choice,
Keating consistently opposed the notion of dismembering these basic options and
negotiating a more ad hoc set of politically palatable reforms. The view that the
integrity of the proposals lay in their totality was informed by both the economic
desirability of developing a coherent tax system, and the political imperative of
avoiding a bidding war between interest groups on the enormous details of such a
comprehensive policy package (Kelly 1994, 165). 

The Draft White Paper presented three reform options. Approach A was
relatively modest and involved broadening the income tax base through the
introduction of a fringe benefits tax on employers, a tax on realised capital gains
(excluding owner-occupied housing) and tightening of depreciation and write-off
provisions. It was anticipated that this package would raise between $2 billion and
$3 billion per annum during its initial years of operation, which would fund
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modest (3-4 percent) income tax cuts (Draft White Paper 1985, 242-245).
Approach B was a compromise, supplementing Approach A with a new 5 percent
Retail Sales Tax (RST) on most goods and services that would raise an additional
$1.5 billion after compensation (Draft White Paper 1985, 246). The problem with
Approach B was that such a low-rate RST could not fund a significant income tax
cut. In the words of the Draft White Paper ‘while any rationalisation of the indirect
tax system is valuable in itself, Approach B … would not achieve reductions in
marginal income tax rates to the extent that appears desirable’ (Draft White Paper
1985, 247). Thus Approach C, which included the measures outlined in
Approach A plus a 12.5 percent BBCT, was presented as being the logical policy
response to the analysis presented in the Draft White Paper. The 12.5 percent
BBCT was expected to yield $6.8 billion after compensation arrangements,
enabling personal income tax rates to be cut by 28 percent (Draft White Paper
1985, 247; Edwards 1996, 271). Through carefully controlling the number of
reform options on offer and demonstrating that Approaches A and B could not
fund significant reductions in personal income tax rates – the main political
imperative – Keating and his team presented a case which was ‘a cross between
rational analysis and an attempt to sell a pre-determined program’ (Kesselman
1985, 19).

While the content of the Draft White Paper was largely shaped by technocratic
goals, Keating was not completely oblivious to the need to sell the proposal to the
electorate. In late March the Treasurer’s marketing campaign began in earnest as
key interest groups responded to the Government’s emerging position. Perhaps
Keating’s most significant political battle in the first half of 1985 was securing the
Prime Minister’s public support for a BBCT. While the Tax Reform Task Force
included representatives of Bob Hawke’s staff and the DP&C, Ross Garnaut and
Ed Visbord in particular questioned Treasury’s motives and the political and
economic risks posed by Approach C.24 Compounding the growing apprehension
in the Prime Minister’s office was the view held by Peter Barron and Bob Hogg,
Hawke’s senior political advisers, that the simultaneous introduction of a capital
gains tax and a BBCT would be electoral suicide as it would polarise support for
the package. Their view was that a BBCT would alienate blue collar and middle
class voters, while introducing a CGT and FBT would ensure the opposition of
business groups (Kelly 1994, 158). Hawke effectively had to choose between
supporting his high profile Treasurer and the politically risky BBCT to which

24. While Garnaut was initially supportive of a BBCT, as 1985 progressed he considered that the reform 
proposals being promoted by Treasury posed too great a risk to the Government’s central economic policy 
objectives – maintaining economic growth and wage restraint (Kelly 1994, 158-159; Carew 1988, 119).
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Keating was committed, or opting for pragmatism, and rejecting the introduction
of a new consumption tax on political grounds.

Prime Ministerial support is crucial to the political success of reform proposals
in a Westminster-style cabinet government such as Australia’s (Weller 1985).
During February and March 1985, Hawke was indecisive about supporting
Keating in discussions with Treasury, only to be convinced of the political folly of
the proposals in subsequent meetings with Barron and Garnaut (Edwards 1996,
270; Kelly 1994, 159). The dilemma being faced by the Government was unlike
anything it had confronted since gaining office in 1983 and Hawke lacked the
conviction to resolve it. Sensing the malaise, at Keating’s request, Cabinet
Minister and NSW power broker Graham Richardson came out on 2 May 1985
in support of the Treasurer’s approach to tax reform (Richardson 1994, 179).
This forced Hawke’s hand with the Prime Minister responding ‘I and the
Treasurer have been and remain as one on the most desirable course in regard to
tax reform... It was self-evident arithmetic that steep income tax cuts could only
be achieved through greater indirect tax’ (Kelly 1994, 161). With the weight of
the ALP leadership behind the Keating-Treasury position, the Government was
committed, until the National Tax Summit at least, to promoting a tax reform
package centred around broadening the income tax base and introducing a
BBCT.

The growing momentum of Keating’s ‘tax cart’ had a significant impact on
the ACTU. Mindful of the Tax Task Force’s preference for introducing a BBCT,
the union movement watered down its previous opposition to a tax mix shift. In
a working paper published in March 1985, the ACTU foreshadowed supporting
a BBCT provided compensation could be arranged in such a way that the package
as a whole was progressive (ACTU 1985, 31-34). However, the ACTU leadership
did not regard tax reform as being of greater importance than either the interests
of their membership, or the electoral survival of the Hawke Government. Indeed,
ACTU leaders had given Hawke a secret commitment to walk away from tax
reform if it became too politically contentious, effectively giving the Prime
Minister a veto over Keating’s BBCT (Edwards 1996, 271). While negotiations
continued between the ACTU and the Task Force until the July Summit, the next
major hurdle for Keating was gaining the support of Cabinet and the ALP caucus
for his tax reform plans.

The three tax reform approaches were finalised by 2 April when the proposals
were taken to Cabinet’s Expenditure Review Committee (ERC) (Walsh 1995,
141; Edwards 1996, 271). The intention was to win over senior Cabinet Ministers
before the full Cabinet debate in early May. Keating’s main stumbling block was
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Finance Minister Peter Walsh, who, along with Left leaders Brian Howe and
Stewart West, was convinced that Approach C posed a number of political and
economic risks (Kesselman 1985; Walsh 1995, 141-145).25 Walsh prepared for a
showdown with Keating and prepared an alternative Cabinet submission which
was essentially Approach A with a modest tax on non-essential services (Carew
1988, 120; Gruen & Grattan 1993, 32; Richardson 1994, 178). Keating,
however, was totally committed to Approach C and was determined to suppress
any Cabinet debate. His first tactic was to prevent opponents from scrutinising
the Draft White Paper, by only making the document available for viewing inside
the Cabinet room one day prior to debate commencing. As Peter Walsh observed
‘it was a function of Treasury determination to keep control of the process and
minimise Approach C’s exposure to criticism’ (Walsh 1995, 141). Beyond
avoiding scrutiny, Keating portrayed the Cabinet debate on tax reform as a test of
the ALP’s leadership. To vote against Approach C was to undermine the strength
and unity of the Government (Kelly 1994, 162). In the final analysis, Keating
‘steamrolled’ Approach C through Cabinet with Walsh in particular being
disappointed that most of his senior colleagues were either reluctant to participate
or broadly supported Approach C (Groenewegen 1987, 172; Walsh 1995).
Ultimately Cabinet placed apprehensions about the political and economic
impact of Approach C to one side in the interests of Government unity.
Australia’s system of Cabinet Government allowed the Keating-Treasury team to
dominate executive policy making. 

After his Cabinet success, Keating embarked on a whirlwind national tour to
buttress support for Approach C. In his public campaign the Treasurer described
the Draft White Paper as ‘the most comprehensive and ambitious document on
tax ever produced in this country’ (Kelly 1994, 166), and staked his career on its
implementation commenting that ‘If this sort of proposal does not get up, one has
to decide if there’s much point in someone like me worrying about the Australian
institutional processes and Australian institutions much longer’ (The Australian 8/
6/1985). Against this backdrop, the long awaited Draft White Paper was officially
released on 4 June 1985. Stakeholders would have only one month to finalise their
position in relation to the Government’s preferred policy position prior to the
National Tax Summit.

25. Walsh felt that Approach C posed inflationary risks. These concerns were underlined by the fact that 
compensation measures in the form of income tax cuts were skewed toward higher income earners and the 
view that the transition costs would not outweigh any efficiency gains (Walsh 1995, 141-145). Beyond 
this, Walsh and his Finance Department officials were convinced that income tax cuts sufficient to solve 
the ‘46% problem’ could be delivered without having to implement a BBCT at a rate of 12.5% 
(Kesselman 1985, 28).
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In June 1985 negotiations between the Government and key interest groups
drew to an end. ACTU support for Approach C was pivotal, and while Keating
was confident that the ACTU would support the Government, this was to prove
a major misjudgement. When the details of the Draft White Paper were released,
ACTU vice-president Simon Crean made the observation that ‘the favoured
option set out in the White Paper would not have gained one vote on the ACTU
executive’ (The Australian 5/6/1985). Growing in desperation, Keating offered to
reintroduce full income tax indexation (an issue not addressed in the Draft White
Paper) if the ACTU supported Approach C. On the eve of the Summit, union
leaders met with Hawke and Keating to confirm that they could not support
Approach C because the major beneficiaries would be high income earners and the
political reality that the BBCT in particular was extremely unpopular among ALP
voters (Singleton 1990, 160; Gordon 1993, 126). In short, Keating had a
completely unrealistic timetable in which to convince the electorate of the merits
of his preferred approach to tax reform, with private polling revealing that
between 80 and 90 percent of ALP voters opposed the BBCT (Chubb 1993). In
contrast, Hawke, ACTU Secretary Bill Kelty and Crean understood that it would
take more than a matter of weeks to alter widely held community support for
progressive taxation. Indeed, a week after Keating led the ALP to victory in the
1993 federal election, Kelty joked that of all things the ALP should be thankful
for during the 1980s, it was that the ACTU had not supported a consumption tax
in 1985 (Edwards 1996, 278-279).

While business was generally supportive of the proposal to introduce a BBCT,
this was offset by the concern in the business community that the income base
broadening measures central to all of the Government’s proposals were excessive
and would undermine corporate profitability. On 20 June the presidents of five
of the most significant national industry associations released a statement
‘expressing disappointment with some key aspects of the White Paper and
considerable alarm at the potential cost impact of the Government’s proposals
upon the business sector which would increase corporate tax payments by up to
30 percent’ (Australian Financial Review 20/6/1985). Beyond concerns about the
impact of the proposed capital gains and fringe benefit taxes, business was
dissatisfied with the lack of consultation in the development of the Draft White
Paper and the lack of choice in the final document (Mathews 1985; Neville 1985).
Despite Hawke’s rhetoric of consensus politics, the state’s reluctance to consult
and exchange political resources with key business associations had compromised
the corporate support for the Draft White Paper (Morgan 1987; Groenewegen
1987; Head 1985, 142).
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Finally Hawke Government’s poor prospects of securing support for
Approach C were compounded by evidence of growing community opposition to
the Government’s tax reform package. Interest groups in civil society were not
reassured by the $1.9 billion compensation package outlined in the Draft White
Paper, with the Women’s Electoral Lobby (WEL) highlighting the regressive
nature of the 12.5 percent consumption tax (Sydney Morning Herald 22/6/1985).
Furthermore opinion polls still revealed that as many as 65 percent of the
electorate opposed Approach C, a situation which prompted the popular NSW
ALP Premier, Neville Wran, to break party ranks and plead with the Hawke
Government to exempt food from the consumption tax base in the interests of
fairness and equity.26 While the Draft White Paper had outlined the deficiencies
of the existing tax system, the reform agenda that it proposed did not enjoy the
support of leading stakeholders or the broader community. Unlike the situation
faced by the Fraser Government in the mid 1970s, the Hawke Government was
committed to a radical yet unpopular tax package and a public summit at which
disaffected actors could air their concerns. Given this lack of societal support the
National Tax Summit would be an unprecedented test of state capacity 

The National Tax Summit: A test of state capacity
On the eve of the Tax Summit Hawke and Keating were still hopeful that both
the union movement and business would step back from their pre-summit
posturing and enter into genuine negotiations. It was hoped that the spirit of
compromise experienced at the National Economic Summit in 1983 would
prevail in the interest of achieving significant reforms to a tax system which was
widely regarded as being deficient. The Government was relying on business, led
by the BCA, to accept the need to broaden both the direct and consumption tax
base to fund lower income tax rates. At the same time, the Government was
confident that the ACTU would accept a BBCT with adequate compensation, as
part of a package which would close tax shelters and lower the tax burden on
average wage earners (The Australian 1/7/1985).

Despite this qualified optimism, the fate of the Approach C and the 12.5
percent BBCT was effectively sealed on the first day of the Tax Summit, Monday
1 July 1985. The tone of the Summit was set by the first delegate to speak, the
BCA’s President, Bob White, who acknowledged the need for tax reform but

26. For example, a television phone-in poll conducted found that 64.5% of the 10 665 respondents did not 
support Approach C (The Australian. 5/6/1985). This lack of support was confirmed by a smaller but 
more representative sample polled by Morgan Gallup in mid-June 1985 which found that 60% of 
respondents opposed Approach C. (The Bulletin. 9/7/1985, 34). 
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failed to embrace the trade-offs central to the Government’s approaches. He
stated: 

The BCA does not support approaches A, B or C. We are not in the
Government’s cart. We are on another cart. The Government’s preferred
option … imposes substantial additional imposts on business to an extent
that will discourage investment and economic growth…This makes it
difficult to support any of these [options] without major qualifications
(National Tax Summit 1985, 4-6).

Thus the business association which had been most willing to compromise and
accommodate the Government’s agenda in pre-summit negotiations did not
support Approach C because of an internal revolt of the Council’s membership
over the Government’s fringe benefits tax proposals (Bowden 1985). The
prevailing ‘logic of membership’ among Australian business groups remained one
of policy advocacy focused on winning concessions from the state. Despite the
formation of more disciplined and professional business associations, the liberal
tradition central to Australia’s business culture continued to limit the prospects
for effective interest aggregation among Australian firms (Eccleston 2000). Prime
Minister Hawke pleaded with the BCA to compromise and ‘hold some capacity
for the broader view and some tempering of narrower short-term sectional
interests’ (Singleton 1990, 161). But by 1985, with inflation under control and
the Coalition gaining political momentum, the incentives for business to
compromise were less significant than they had been in 1983. Ultimately the
BCA was anything but conciliatory, joining the CAI to argue that personal
income tax cuts should be funded by lower public spending rather than taxing
business (The Australian 2/7/1985). 

The welfare sector added to the Government’s woes on day one of the
Summit, with ACOSS president Bruce McKenzie also rejecting Approach C:
‘...the tax is fundamentally unsound and would be a disaster, not only to poor
people but also to the community as a whole’ (National Tax Summit 1985, 21-
23). However, it was the position of the ACTU which was to be critical to the
success of the Government’s tax reform package. The Prime Minister raised the
stakes in the stand-off with the unions, warning he would be willing to proceed
with its proposed tax reforms without the ACTU’s support if this was necessary
(Bowden 1985). ACTU Secretary Bill Kelty, realising the Government’s political
and economic dependency on the union movement, called Hawke’s bluff on the
first day of the Tax Summit. Not only was Kelty concerned about the regressive
nature of the shift to a BBCT, but he echoed the fears of the ALP caucus about
the inflationary risks posed by Approach C and argued that the proposed income
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tax cuts were skewed to high income earners (Kelly 1994, 169). Given the absence
of any significant middle ground between business and the ACTU/welfare lobby
on the direction of reform, Hawke and Keating would be forced to concede to one
side or the other. Political pragmatism prevailed and the second day of the
Summit was overshadowed by private negotiations between the Government and
the ACTU leadership. Business effectively dealt itself out of the negotiations.

Keating was still convinced that he could win over ACTU support for a
BBCT. While insiders believed that Kelty was very keen to deliver for Keating, the
reality was that his constituents simply would not accept a BBCT of the type
proposed in Approach C. The death knell for the new consumption tax was the
Morgan Gallup poll published in The Bulletin on the morning of 3 July which
revealed that the Government trailed the Coalition by an unprecedented 41
percent to 49 percent (Carew 1988, 125). While the Government’s popularity in
1983 and 1984 enhanced the political power of the state, enabling it to proactively
pursue an ambitious reform agenda, this reversal in electoral fortunes precipitated
by the prospect of a BBCT undermined an important source of the Hawke
Government’s authority. Given this unprecedented vulnerability, Hawke had to
act decisively to limit the political damage. On the evening of 3 July 1985, the
Prime Minister met privately with Kelty and Crean and accepted the ACTU
position leading into the Summit – a partial tax on services and a broadening of
the income tax base as proposed in Approach A (Edwards 1996, 276-277; Kelly
1994, 171). While Keating was furious at being undermined by Hawke, few have
subsequently questioned Hawke’s political judgment in seeking a prompt
resolution to the tax stand-off that was acceptable to the ACTU.

The Government’s political backdown on Approach C at the National Tax
Summit was subject to a number of interpretations in the press and academic
literature. In terms of emulating the National Economic Summit and establishing
a bargained consensus between disparate interests, the Tax Summit was a failure.
In the final analysis, the Government lacked the capacity to proceed with an
unpopular economic reform agenda. The Prime Minister attempted to salvage
political credibility by claiming that the outcome was ‘a triumph of democracy’
and that the Summit was a transparent means of assessing community support for
tax reform. While the final compromise to come out of the Summit may have
been politically shrewd, the fact remains that it was a classic example of reactive
policy-making in that a politically vulnerable government was forced to sacrifice
its ambitions for reform and placate dominant societal interests. Perhaps the
state’s greatest failing in the lead up to the Summit was its unwillingness to adopt
the type of negotiated approach to policy formation that is fundamental to
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building the relational capacity of an institutionally weak state. This outcome
confirms that the creation of productive state-society relations not only requires
interest group discipline and organisation, but also an autonomous, concentrated
and accommodative (rather than dogmatic) state.27 

While the ambitious Approach C had been defeated, the reform agenda
proposed at the Summit was still significant by Australian standards. Keating’s
achievements in gaining support for substantial reforms to the income tax base
justified his claim in a post-Summit press conference that his tax cart had crossed
the finishing line, albeit with one wheel off – like the chariot in Ben Hur (Edwards
1996, 277; Groenewegen 1985, 12; Mathews 1985). 

The aftermath: Political learning and partisan adjustment
In the weeks following the National Tax Summit Paul Keating demonstrated
both his political tenacity and commitment to policy reform, and in so doing
increased his claim on the ALP leadership. On 13 August the Treasurer
announced that the tax on services canvassed on the final day of the Summit
would be abandoned because it was ‘unworkable, impractical and inconsistent
with the basic objectives of tax reform’ (Kelly 1994, 174). Yet this retreat was
based on policy considerations rather than political expediency, with Keating and
Treasury maintaining the view that any new consumption tax must be levied on a
comprehensive base in order to realise significant economic benefits (Heywood
1985). To Keating’s annoyance, Hawke attempted to constrain Keating by
insisting that any proposed policy changes be approved by a full Cabinet meeting
(Grattan 1985). The Treasurer, however, was determined to use the opportunity,
not only to implement overdue reforms to the direct tax base, but (in an example
of state actors initiating closer relations with interest groups) to strengthen the
Accord and revitalise the government’s relationship with the business community
after the damage sustained during the Tax Summit.

The first element of Keating’s post-Summit tax package was a determination
to compensate business for the additional tax burden they would shoulder as a
consequence of introducing the CGT and FBT. Keating was scathing of business’s
approach to tax reform in 1985 and mindful of the declining contribution which
corporate Australia had made to national revenue over the past decade (Edwards
1996, 278), he realised that the electoral fortunes of the ALP Government
depended on maintaining business confidence and a civil relationship with the

27. Beyond the preconditions for network formation identified by Atkinson and Coleman (1989), this 
finding supports Smith’s (1993, 216) claim that the state has a central role in initiating network 
formation. 
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corporate sector. Reforms to Australia’s double taxation of distributed corporate
dividends were announced in a September 1985 statement which outlined a new
imputation system for distributed dividends, effectively increasing the after-tax
income received by investors in Australian equities. While this reform reduced
Commonwealth revenue by an estimated 4 percent over the following years, the
initiative bolstered market confidence at a time of increasing tax burdens,
demonstrating the structural power of business in a capitalist system (Keating and
Dixon 1989, 39; Ganghof and Eccleston 2004). 

Despite this last-minute policy concession, the consensus among business
groups was that they had been ineffective at the Tax Summit in negotiations with
the Government. In a BCA post-mortem, which represents clear evidence of
political learning, consideration was given to entering a closer political
relationship with the Government in order to exert more influence over policy.
Despite the potential advantages of securing more formalised insider status with
the state, the proposal was dismissed on the grounds that such an arrangement
would compromise the political independence of business interests. Instead, the
BCA would ‘seek to simply offer the best practical advice and urge good public
policy on governments whose job it was alone to reconcile competing views and
make decisions on behalf of electors’ (McLaughlin 1991, 157). It appears that
despite the potential for business associations to adapt their political strategies in
the light of past political experience, a strong historically entrenched business
culture continued to constrain political learning. 

Cabinet met on 14 and 15 September 1985 to approve a package which
featured a fringe benefits tax levied on employers, personal income tax cuts over
two instalments, an increase in the corporate tax rate from 46 to 49 percent (but
offset with an imputation system), the introduction of a capital gains tax and a
new identity card system to reduce tax avoidance (Edwards 1996, 280; Kelly
1994, 175). The Cabinet was now more supportive of the Treasurer’s proposals
with the exception of the capital gains tax. Keating and Treasury wanted all assets
subject to a capital gains tax regardless of when they were purchased. Under such
a policy, assets held by an individual would have to be valued when the new capital
gains tax was introduced so that the Government could assess the capital
appreciation between 1985 and when they were sold. A majority of Cabinet, led
by Chris Hurford, believed that such a proposal was both impractical and
politically dangerous and so a compromise was reached where the capital gains tax
would include a ‘grandfathering’ provision.28 The new tax would only apply to

28. For an account of the media and business response to the capital gains tax proposals refer to Kesselman 
(1985, 24). The Cabinet debate is outlined in Kelly, P. (1994, 175) and Boxer (1985, 371).
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assets purchased after the date when the tax package was announced, 19
September 1985 (Short 1985).

The Government also won parliamentary support for the package courtesy of
a generally supportive stance from the Australian Democrats (Walsh 1995, 371).
The notable exception was the Australia Card, a comprehensive national
identification system which was designed to assist the fight against tax avoidance.
While opposition to the Australia Card was initially muted, by November 1985 a
broad coalition of civil liberties groups were campaigning against the proposals
(Kesselman 1985, 22). The Australian Democrats used their control of the Senate
to establish a Joint Parliamentary Committee which rejected the legislation in
May 1986. In what would be a prelude to tax reform negotiations in the late
1990s, the minor parties exercised their control of the Senate to veto Government
tax legislation. While falling short of the ambitious reform agenda outlined in the
Draft White Paper, by mid-1986 the Hawke Government had implemented some
of the most far-reaching reforms to the national tax system since the Second
World War. However, these achievements were widely interpreted by public
finance experts as being the first instalment in an ongoing process of tax reform,
with many predicting that as the political climate changed Australia would follow
the OECD trend and introduce a broad-based consumption tax (Boxer 1985;
Groenewegen 1985; Morgan 1986; Mathews and Grewal 1997). 

While Keating and the Treasury had been unable to gain support for indirect
tax reform among key ALP constituents, the events of 1985 presented a policy
opportunity for the Coalition parties. Indeed, the fact that, overall, business was
supportive of indirect tax reform, considered together with the likelihood that
higher income earners would be the beneficiaries of income tax reduction
associated with any tax mix switch, meant that a broad-based consumption tax
would potentially enjoy more support among the Liberal Party’s traditional
constituents. In terms of the adversarial dynamic of Australia’s two-party system
and the associated institutional incentives to oppose any controversial policies
proposed by opponents, the ALP’s defeat in relation to the BBCT gave senior
Liberals reason to reconsider the issue. 

Between 1985 and 1987, with John Howard having replaced Andrew Peacock
as Opposition Leader, the Coalition increasingly came under the influence of the
‘new right’. Despite remaining a public advocate of the need for indirect tax
reform until late 1986, Howard lacked the authority within the Liberal Party to
push indirect tax reform onto the Coalition policy platform. The National Party
threatened to withdraw from the Coalition if a BBCT became policy, while a
significant proportion of the Parliamentary Liberal Party expressed concerns
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about the tax’s political implications (Barnett 1997, 413). During the 1987
election campaign, the long-awaited Coalition tax policy was released. The
platform included a new two-tiered income tax scale, a significant reduction in the
corporate tax rate, the abolition of capital gains tax and the scaling back of the
fringe benefits tax, which would be funded through a $7.8 billion program of
spending cuts.29 The Coalition deemed Howard’s BBCT too politically risky.
Despite being populist, the Coalition’s 1987 tax policy lacked credibility with the
electorate, being regarded as an opportunistic, even a desperate bid to win votes.
Fear of spending cuts and the Draft White Paper’s message of the need to build a
more comprehensive national tax base to prevent avoidance and evasion had
undermined the Coalition’s traditional brand of tax cut politics. After his 1987
election defeat Howard became more convinced than ever of the need for indirect
tax reform. The Opposition was still deeply divided, however, with National Party
Senator (and former Treasury Secretary) John Stone leading the opponents of the
tax. By May 1988 the shadow Cabinet once again decided to rule out the
introduction of a consumption tax (Barnett 1997, 499). Not only had Howard
been defeated on a central policy issue, the ongoing power struggle between the
Nationals and the ‘dry’ faction of the Liberal Party led to the May 1989 leadership
spill in which Andrew Peacock would resume the leadership of the Opposition
(Kelly 1994).

While bitter conflicts over tax policy raged in the Coalition parties, the period
between 1986 and 1990 saw the Government fine-tune the tax base (Mathews
and Grewal 1997, 418-424). During 1986 the Cabinet was willing to make
amendments to its fringe benefits tax legislation, while the Prime Minister, acting
unilaterally, conceded to political pressures from Western Australian ALP Premier
Brian Burke and abandoned the proposal to subject gold mining operations to
income taxation (Dodson 1986; Walsh 1995, 146). In its May 1988 Economic
Statement the Government introduced some modest reductions in corporate tax
in return for tightening expenditure provisions (Ganghof and Eccleston 2004).
These were significant because the policy changes were genuinely negotiated with
business behind closed doors rather than being imposed as was the Draft White
Paper agenda in 1985 (Keating and Dixon 1989, 39). Leading into the February
1990 election, and facing the prospect of a dramatically slowing economy,
Treasurer Keating outlined modest income tax cuts aimed at lower and middle
income earners. These cuts, in combination with wage rises negotiated under
Accord Mark VI, would leave average wage earners $50 per week better off (Kelly

29. The tax package was heavily influenced by the demands being made by the National Party (especially John 
Stone) which in turn were based upon American flat tax movement of the early 1980s. 
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1994, 568-569). Tax policy figured less prominently in the 1990 election than in
the previous polls. However, the 1990 election was very much the calm before the
tax policy storm that would dominate the Hawke-Keating Government’s fourth
term in office and the 1993 federal election, events which will be analysed in the
following chapter.

Conclusion
This chapter explained the re-emergence of tax reform as a policy priority after
the Accord successfully reduced the high levels of inflation that had plagued the
national economy prior to 1984. With success on the inflation front, addressing
the deficiencies with the national tax system identified in the 1970s became a
priority for interest groups, the broader community and what was a popular and
reformist government.

In terms of the limits of the Australian state’s capacity, the events of 1984 and
1985 revealed that even a popular government in times of relative economic
prosperity lacked the ‘strength’ to consolidate its tax reform objectives in the
absence of broad community support. In order to explain this failure despite
favourable electoral and economic conditions, the analysis turned to the
institutional and relational causes of the Australian state’s vulnerability. At the
level of institutional variables the two most significant factors were the adversarial
nature of Australia’s two-party system and the three-year electoral cycle. Indeed,
Prime Minister Hawke’s very commitment to the Tax Summit process was a
product of an opportunistic Coalition scare campaign in the lead-up to the 1984
federal election. Given Australia’s short electoral cycle, the Government was
effectively forced to both draft a detailed policy proposal and cultivate political
support for it in a six-month period. While a less adversarial political culture, or
the luxury of an extra 12 months or 2 years, may have changed the outcome of the
tax debate of the mid-1980s, it seems that stakeholder strategies and patterns of
interest group-state interaction also had a profound effect on the tax debate.

Despite Hawke’s rhetorical commitment to consensus politics, the
Government’s approach to policy formulation was based on a strategy of
imposition rather than consultation. This reluctance to consult and compromise
with key stakeholders prior to the Tax Summit impeded the formation of a
reform-orientated network and undermined the relational capacity of the state.
Beyond the state’s autocratic approach to policy making, the prospects for
productive state-society relations were hindered further by a lack of interest group
mobilisation, in that business associations in particular were fragmented and
lacked collective discipline. In short, the National Tax Summit saw the Hawke
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Government attempting to sell an unpopular reform proposal at a public forum
dominated by antagonistic stakeholders. Given this situation, the Government
was forced to sacrifice significant elements of its reform agenda in the interests of
political expediency. That is, the state acted in a reactive manner as would be
expected in a pressure pluralist environment.

Yet despite this evident state weakness at the Tax Summit, the 1980s did
reveal evidence of both political learning and changing community attitudes to tax
reform. These developments would influence the dynamics of the tax debate in
the 1990s. More specifically, in terms of building the foundations for a reform-
orientated coalition in relation to tax policy, both business leaders and state actors
realised that they must actively promote consensus to secure the required political
support for restructuring the national tax base. It is important to note that
learning on the part of major actors in the policy process and the events of the
mid-1980s also prompted a subtle reassessment of community attitudes toward
tax reform. While the Government’s preferred tax reform option (Approach C)
from the Draft White Paper enjoyed little popular support, perhaps a more
enduring legacy of the document was its central claim that both the direct and
indirect elements of the national tax system were in need of comprehensive
reform. Indeed, the message that tough policy measures had to be taken to
improve national competitiveness gained greater salience in the context of the
post-Summit current account crisis and stock market crash of 1987. It seemed
that a combination of domestic political and international economic events were
reshaping community perceptions of the need for tax reform.

While political imperatives prevented the ALP from revisiting the BBCT
during the late 1980s, the fact that the percentage of revenue derived from
consumption taxes fell from 27.8% in 1980 to 23.4% in 1990 reinforced a
determination (especially on the conservative side of politics) to broaden the
indirect tax base. The chapter concluded by noting some of the power struggles
and policy debates which occurred on the conservative side of politics during the
late 1980s. These events, when combined with the recession of 1990-91, would
shape the tax debate central to the 1993 federal election, which is the focus of the
following chapter.
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5. FIGHTBACK!: THE PARTISAN POLITICS OF TAX 
REFORM 1990–1993

The March 1993 federal election could have represented a watershed in both
Australian politics and taxation policy. John Hewson’s convincing victory in the
leadership spill after the Coalition’s 1990 election defeat provided the
conservative parties’ best opportunity to regain government since losing office in
1983. Beyond signifying the end of the bitter factional fighting and leadership
struggles of the previous decade, Hewson’s victory coincided with the Labor
Government’s own leadership crisis and what was to become Australia’s deepest
recession since the 1930s. The associated improvement in the Coalition’s political
fortunes should have swept Hewson to victory. However, John Hewson, a career-
long advocate of neo-liberal economic reform, was not prepared to gain office by
default. Instead he was determined to develop and gain a mandate for what was
perhaps the most substantial policy reform agenda proposed by an opposition
party in Australia’s history (Marsh 1995, 112; Quiggin 1992). An integral part of
the Coalition’s Fightback! program was the proposal to reduce Australia’s high
dependence on direct taxes by introducing a 15 percent Goods and Services Tax
with minimal exemptions combined with significant income tax cuts. Despite
this promising political position and a clear commitment to indirect tax reform,
Hewson led the Coalition to defeat in the ‘unloseable’ 1993 federal election.
Hewson’s loss not only had significant short term consequences for Australian
taxation policy, but the manner in which Prime Minister Keating promoted the
GST as a symbol of the Coalition’s broader neo-liberal agenda meant the 1993
election would have political implications for the remainder of the decade (Kelly
1994, xi).

This chapter explains how John Hewson and the Fightback! agenda shaped the
trajectory of Australian politics generally, and the national tax reform debate
specifically, during the early 1990s. At a broad level the chapter’s argument
reiterates many of the claims already made in the book. Firstly, the re-emergence
of tax reform as a central political issue on the national agenda was the product of
policy diffusion and orthodox policy responses to Australia’s balance of payments
crisis of the late 1980s. However, the chapter also argues that the ultimate fate of
the reform agenda was heavily influenced by the institutional structure of the
domestic policy environment as the rival political parties fought for office.
Australia’s competitive two-party political system was of particular significance,
because once Hewson had committed the Coalition to the Fightback! agenda in
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late 1991, the ALP’s political strategy over the second half of its fourth term
focused on discrediting the Opposition’s program in a desperate bid to retain
Government. 

Whereas Keating had been a zealous advocate of economic reform including
a BBCT in the 1980s, the political landscape he confronted on gaining the Prime
Ministership in December 1991 demanded a more pragmatic approach. Electoral
exigencies dictated that the ALP reinvent itself. The aim here was to present a
more humane alternative to the Coalition’s free market prescriptions, an approach
which was intended to differentiate Labor from the Coalition in political terms
and exploit the community’s recession-induced apprehension about economic
reform. The central policy issue in this political contest was the Coalition’s
proposal to introduce a 15 percent GST, which, after the community backlash
against a BBCT in 1985, the Government targeted as a symbol of John Hewson’s
economistic policy vision. This dramatic, and ironic, shift in the Government’s
position on indirect tax reform supports the claim made in the political science
literature that institutional factors affect the very interests of actors in the policy
process (Hall 1986, 223). While the impact of institutional variables - in this case
the two-party system - on the political strategies adopted by key actors in the tax
reform debate was significant, the analysis needs to be expanded to explain why
the Keating Government’s attack on the GST was ultimately successful. In terms
of electoral politics, the chapter evaluates changing community attitudes to tax
reform and how the major parties responded to these pressures. On this front the
ALP’s strategy of framing policy and building coalitions around community
concerns relating to the Fightback! agenda was central to the 1993 election result. 

The recession and its implications for the tax reform debate
The monetary policy induced recession of the early 1990s had a profound impact
on the politics of Australian tax reform. The economic downturn precipitated
renewed policy debates among Australia’s political elite as well tempering the
broader community’s enthusiasm for economic reform. In combination, these
structural and ideational changes and the institutional context in which they
occurred presented political actors with a new set of strategic options in relation
to tax reform. In order to fully understand the causes of the recession and the
forces shaping tax policy over the period it is necessary to look more closely at
Australia’s external economic balance in the late 1980s and the manner in which
this issue dominated economic policy debates of the period.

The National Taxation Summit of 1985 had been conducted against a
backdrop of economic prosperity, but by mid-1986 a spectacular decline in
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Australia’s terms of trade and a corresponding depreciation of the Australian
dollar prompted Treasurer Keating to make predictions of Australian becoming a
‘banana republic’. Concerns about national indebtedness and the current account
deficit relegated tax reform to a secondary position on the national policy agenda
between 1986 and 1990. However in a number of ways the debate in relation to
the foreign debt reinforced established arguments about the need for reform of
Australia’s indirect tax base. Firstly, increasing tax on final consumption had the
potential to encourage domestic saving relative to spending, spending which had
fuelled rapidly increasing demand for imports in the late 1980s (Argy and Hooke
1986; Evans and McKenzie 1989). Secondly, it was argued that introducing a
BBCT of a value-added variety would improve Australia’s national
competitiveness and balance of trade by providing input tax exemptions on traded
goods (Anderson 1993; Cnossen 1989). Finally, at a more general level, the
collateral damage caused by using monetary policy to slow an overheating
economy in 1989 and 1990 highlighted the importance of microeconomic
solutions to Australia’s structural economic problems. In this way the interest rate
induced recession of the early 1990s highlighted the need for indirect tax reform. 

By 1990 a considerable literature had evolved which broadly argued that
Australia’s WST was both inefficient and failed to exploit the growing
consumption of services, leading to the conclusion that ‘the most urgent task in
tax reform in the 1990s is replacing sales tax with a value-added tax’
(Groenewegen 1989, 301).30 Policy diffusion also contributed to this enthusiasm
for indirect tax reform. The initially positive reception to New Zealand’s GST
inspired advocates of reform, while the politically disastrous GST experience of
the Canadian Progressive Conservative Party was yet to occur (Stephens 1987;
OECD 1988). Finally, the case for consumption tax reform in Australia was also
heightened by post-1985 empirical research into the incidence of taxation in
Australia. This research concluded that despite attempts to reduce tax avoidance
and evasion since the late 1970s, the main taxation burden continued to fall on
middle income PAYE taxpayers (Warren 1988; 1991). It appeared that although
much of the political opposition to a BBCT in 1985 was on the basis of its
supposedly regressive impact, the existing system was also failing as an effective
means of redistribution. 

While expert opinion firmly advocated comprehensive reform of indirect
taxation to supplement the 1985 initiatives, the Hawke Government had become
more mindful of the associated political risks. However, by 1989, with a federal

30. For an overview of the taxation reform literature of the late 1980s and early 1990s refer to: Head (1989); 
Chisholm et al (1990); Williams and Guthlben (1990); Morgan (1990).
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election due early the following year, the ALP Government once again gave
serious consideration to the issue, with senior members of the Hawke Cabinet
arguing that indirect tax reform was not only economically desirable, but was
politically viable. In February 1989 Industry Minister John Button promoted a
modest proposal to exempt savings income from taxation (Tingle 1989).
Although this initiative was dismissed by the Treasurer (Burton 1989), the
proposal reignited the consumption tax debate. Pressure increased on the
Government when The Australian published an editorial lamenting the absence of
serious debate about tax reform:

Mr Keating’s assertion that the budget surplus is increasing the nation’s
savings – and by implication that this is all that needs to be done – is
unsupportable … Nevertheless, a consumption tax is off the agenda of
Australian politics. The Labor Party is cowed by trade union objections,
while the opposition has yet to pluck up the courage to take a specific
stand of any kind (The Australian 21/2/1989).

While the government kept the issue of indirect tax reform off the political
agenda over 1989, the issue did permeate Cabinet deliberations. On 4 December
1989 John Button argued that the economic necessity for indirect tax reform was
more pressing than in 1985 given national savings problems and the increasing
dependence on income tax (Weller 1999, 220). He cited a recent Morgan
opinion poll which registered 53 percent support for a BBCT and the fact that
the leading business associations, as well as 98 percent of financial commentators
supported a new consumption tax. Moreover there was a belief that in 1989 that
a consumption tax could be used to divide the Coalition (Weller 1999, 220).
While a majority of Cabinet accepted that a consumption tax was desirable, few
felt that it was worth the political risk. Keating’s view, with the hindsight of
1985, was that it would take eighteen months to sell such a proposal and that he
was ‘too tired’ to revisit the ground he covered in 1985. Besides this, the Treasurer
was confronting more pressing economic policy issues during the final months of
1989 (Weller 1999, 222).

After months of doubt about its effectiveness, December 1989 provided the
first evidence that the strategy of high interest rates was slowing the economy.
Both Keating and his most senior economic advisor, Don Russell, later gave
accounts of how in December 1989 they ‘heard the economy snap, not a
slowdown or a steady decline, but an audible snap’ (Edwards 1996, 376). Even
though there was a significant easing of monetary policy through 1990, the
damage had been done and the economy plunged into a recession which would
persist for the duration of the next federal parliament. The recession and the
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institutional context in which political actors sought to manage it shaped the
trajectory of the national tax reform debate over the next three years.

The Hewson ascendancy
This book argues that variations in the reformative capacity of a government
across time are influenced by the state of the economy, the strength of a political
mandate as expressed in election and opinion poll results, and the degree of unity
in political leadership teams. Indeed, these conditions explain why the
Opposition and the Government were reluctant to initiate indirect tax reform in
the late 1980s. For the ALP, introducing a BBCT posed electoral risks, by
alienating the union movement and the increasingly powerful welfare lobby, and
by causing divisions within the party. On the other side of politics, indirect tax
reform was central to the political divisions which had plagued the Coalition
through the late 1980s. The Coalition’s defeat in the 1990 federal election,
however, signalled the end of a decade of disunity on the conservative side of
Australia politics, heralding new prospects for indirect tax reform.

John Hewson’s comfortable victory in the 1990 Liberal Party leadership ballot
marked the end of a dramatic decade-long transition for the party (Kitney 1990;
Kelly 1994, 597-600). His convincing leadership victory after only one term in
federal parliament was widely regarded as an indication of both the lack of
leadership talent in the Liberal Party, and the realisation among party members
that the costly Howard-Peacock leadership rivalry had to end. Beyond this,
Hewson’s election had dramatic implications for the party’s policy platform and
political strategy, with the 1990 election defeat representing a victory of the
‘dries’, who advocated hardline neo-liberal economic reforms.

Hewson, a professional market economist, firmly believed that the economic
crisis confronting Australia was a result of the partial nature of the market-based
reforms of the 1980s. National salvation could only be achieved through radical
industrial relations reform, tariff reductions, privatisation, public sector cuts,
deregulation and tax reform – policy proposals which would serve as the
cornerstones of the Fightback! platform released in late 1991 (Hewson and Fischer
1991). Beyond these radical policy objectives, at the level of governance, Hewson
advocated a more autocratic approach to policy making and political leadership.
He believed ‘that Australia was in an economic crisis and that national
governments had been too weak for too long’. Hewson, Kelly notes, ‘declared that
he was not a career politician, he had come to get a job done’ (1994, 604). In
short, Hewson had unwavering faith in his market-based economic reform agenda
and believed that political leadership was about exhibiting policy courage rather
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than pragmatism. Taxation reform would soon return to the national economic
policy agenda. What remained to be seen was whether Hewson had the political
skills and resources to sell his policy vision.

In a two-party system in which political power is a zero-sum game, a
Government’s electoral misfortune represents the opposition’s gain (Dahl 1966).
In this sense, Hewson was fortunate in securing the support of his party at the very
time when electoral support for the Labor Government declined dramatically due
to the worsening recession and growing leadership tensions between the Prime
Minister and Treasurer. By early November 1990 a Gallup poll revealed that
Hewson had overtaken Hawke as preferred Prime Minister making him ‘the first
opposition leader in nearly eight years to be perceived as being more credible than
Hawke’ (Abjorensen 1993, 158). Hewson used this success with great effect
within the party room to secure support for his far-reaching reform agenda.
Indeed Hewson used tactics reminiscent of Paul Keating’s in 1985 by threatening
resignation if his policies were not endorsed.

The Fightback! proposal 
In keeping with his commitment to a new forthright and honest leadership style,
John Hewson abandoned the conventional practice of waiting until the formal
election campaign to release the Coalition’s policy platform. Instead the
Opposition presented the electorate with a comprehensive policy manifesto in
November 1991, almost 18 months prior to the March 1993 poll. Fightback!
surprised the community, political commentators and the Government alike in
both its scope and philosophy (Kelly 1994, 609). The document was more than a
comprehensive tax reform agenda, it was a neo-liberal policy manifesto aimed at
recasting the role of the Australian state. The rhetoric was based around two
assumptions. Firstly, Australian was confronting a significant economic crisis:

Australia today is a nation at risk... It’s time for Australians to fight back
… As a nation we can and must work our way out of our difficulties... but
only if we have the courage to change. (Vintila 1992, 4)

Secondly, the way to resolve this crisis was to adopt policies which encouraged
self-reliance and individualism, a philosophy summarised in the first paragraph
of the document:

The overriding purpose of the Liberal/National program of reform is to
achieve a generational change in policies and attitudes that will give
individual Australians greater control of their own lives. We aim to
achieve this goal by creating more incentives and opportunities for all

Eccles ATRF  Page 103  Tuesday, July 6, 2004  2:03 PM



104   THE THIRTY YEAR PROBLEM: THE POLIT ICS OF AUSTRALIAN TAX REFORM

Australians to work harder and be rewarded for it, to save and to invest.
(Hewson & Fischer 1991, 1)

Reflecting this commitment to economic liberalism, Fightback! went beyond
seeking to improve the equity, efficiency and simplicity of the national tax base
and argued that taxation burdens in Australia were too high and that national
renewal also demanded expenditure restraint. The Coalition advocated
$10 billion in cuts to existing public programs resulting in $4 billion worth of
net expenditure savings once compensation measures had been funded (Quiggin
1992, 141). While fiscal reform was central to the Coalition’s agenda it was
buttressed by an uncompromising commitment to zero tariffs, labour market
deregulation, zero inflation, microeconomic reform and an extensive
privatisation program (Hewson & Fischer 1991). Despite the significance of
these other measures during 1992 and 1993, the Government successfully
ensured that political debate remained focused on the Coalition’s proposed GST.

The centrepiece of Fightback! was a 15 percent GST with minimal
exemptions, projected to raise more than a quarter of Commonwealth revenue by
1996.31 As illustrated in Table 5.1 (below), the GST revenue would fund large
reductions in personal income taxes, with 95 percent of taxpayers paying a
marginal income tax rate of 30 percent or lower. The GST would also fund the
abolition of WST, petrol excise and payroll tax, in addition to funding family
allowance increases of up to 100 percent (Hewson and Fischer 1991). Non-wage
earners would be compensated for the estimated 4.4 percent GST-related increase
in prices through an 8 percent increase in pensions and 6 percent adjustment to
other welfare payments.32

Fightback! also proposed a number of business tax reforms. While the rhetoric
of the package was pro-business, the claim of cutting business taxes by up to
$20 billion per year was premised on the questionable assumption that the burden
of the existing $9.4 billion WST, $5.8 billion payroll tax, $6.6 billion dollar petrol
excise and $3.3 billion customs duty all fell on capital, whereas the GST was a tax
on consumers (Warren 1991). In terms of corporate income tax, Fightback!
proposed increasing the rate from 39 percent to 42 percent. This aimed to achieve

31. The GST advocated by the Coalition (at least in its original form) followed the New Zealand example in 
that no concessions were given to food. However, financial services, gambling, private health services and 
education were all GST exempt. 

32. Beyond this, compensation arrangements were made for self-funded retirees and others whose real wealth 
would have been eroded by the one-off inflationary effect of the GST. Refer to Fightback! chapter 12. 
However, despite these measures to preserve or increase the real value of welfare payments, eligibility 
requirements were tightened considerably, including a controversial proposal to cut unemployment 
benefits after 9 months (Kelly 1994, 610). 
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an alignment of the highest personal income tax rate with a view to eliminating
the incentive to form corporate entities solely for the purpose of tax minimisation
(Hewson and Fischer 1991, 31; Ganghoff & Eccleston 2004). Finally, Fightback!
ended the Coalition’s long-held opposition to a CGT, with Hewson
acknowledging that ‘taxation of capital gains is an essential element of any
taxation system which continues to rely on income as a taxation base’ (Hewson
and Fischer 1991, 38). Overall, analysts concluded that despite the pro-business
veneer of the document, ‘Fightback! will have almost no effect on the total tax paid
by the business sector’ (Quiggin 1992, 139). Despite this, Fightback! was well
received by a business community weary of the ALP, an issue which will be
analysed more thoroughly later in the chapter.33

Table 5.1 Reductions in income tax rates proposed in Fightback!

Source: Hewson and Fischer (1991, 5).

The scope of the tax reform proposals outlined in the Fightback! was very much a
product of Hewson’s domination of the Coalition during 1991 and 1992.
During 1990, Hewson and Shadow Treasurer Peter Reith imposed the policy on
Shadow Cabinet. The Canberra Press Gallery reported that Reith’s draft of the
policy which was endorsed by Shadow Cabinet was only 10 pages in length and
proposed an 8 percent GST in contrast to the final 15 percent rate (Tingle 1994,
158). Not only was Shadow Cabinet denied an opportunity to sign off on the
final version of Fightback!, but the development of the package was carried out by
a team of private consultants from Access Economics under the close supervision
of the Opposition Leader (Henderson 1995). Indeed, Hewson’s reluctance to
consult colleagues was such that even National Party leader Tim Fischer
remained in the dark in relation to key aspects of Fightback!.

33. There can be no doubt that many business groups were also attracted to Fightback! because of the 
proposed labour market reforms.

1990-91 
Tax Scales

Fightback! 
Tax Scales 
1/10/1994

Fightback!
Tax Scales
1/1/1996

$0-5400 0% $0-7000     0% $0-7000 0%

$5401-20700 20% $7001-20700 16.2 $7001-21700 16.2%

$20701-36000 38% $20701-50000 30% $20701-50000 30%

$36001-50000 46% $50001+ 45% $50001-75000 36%

$50001 + 47% $75001 42%
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While there were concerns among Coalition members about the political
viability of a GST and Hewson’s autocratic brand of leadership, these generally
remained out of the public spotlight. One exception was widespread media
reports in May 1991 that the consumption tax would be dropped from the
Coalition policy platform. Hewson responded by quickly renewing his
commitment to a GST, not only due to its economic importance, but because it
symbolised his commitment as a political leader. The Opposition Leader’s
preparedness to introduce a GST was portrayed as an act of political strength, of
doing what was right rather than what was popular (Kelly 1994, 606). Closer to
the 1993 election, and under more pressure from within the party to compromise
on the GST component of Fightback, Hewson strengthened this rhetoric by
stating ‘If we can't win with the GST then we don't deserve to win’ and, in so
doing, increased the political significance of the GST out of all proportion to its
economic effect (Kelly 1994, xi). The GST effectively became an integral symbol
of Coalition’s broader Fightback! agenda.

Initially, Fightback! was very well received by the media, interest groups and
the broader community as being a politically courageous, genuine and credible
policy proposal. With the Government incapacitated by the Hawke-Keating
leadership struggle, Hewson’s strategy appeared to be paying dividends in late
1991 with the Coalition enjoying an unprecedented 18 percent lead over the ALP
in opinion polls (Tingle 1994, 155). This dominant position gave Hewson the
authority to act ‘strong’ and pursue anticipatory policies, but the risk for the
Coalition was that with almost 18 months until the next federal election there was
sufficient time for the Government to respond to Fightback! by changing leaders,
policy directions and building political alliances. As 1992 unfolded, the ALP
attempted to do just this in a desperate bid to maintain office.

The Keating coup and One Nation
Morale in the Government reached its lowest ebb in the days following the
release of Fightback! (Richardson 1994, 332). The situation was compounded by
the fact that since an unsuccessful leadership challenge in June, Paul Keating had
resigned as Treasurer, leaving the Government without its most experienced
economic minister and effective parliamentary performer (Kelly 1991). By early
December a nervous caucus had decided that the Government’s only chance to
counter Fightback! and win the next election was with Keating as leader. On 19
December 1991, Paul Keating was elected leader of the Labor Party. Bob Hawke,
the ALP’s most successful leader, had become a victim of the recession and the
Coalition’s ambitious policy agenda.
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Paul Keating has been regarded as the central agent of the Coalition’s defeat
at the March 1993 election. Indeed, Liberal Party President Ashley Goldsworthy,
commented that ‘By Christmas 1991 the game had changed … the surprising
thing was not that Keating was able to defeat Fightback!, but that it took him so
long to do it’ (Henderson 1995). While the Prime Minister was the driving force
behind the Government’s renewal from 1991, in keeping with the notion that
actors are influenced by a combination of past events and their immediate context,
it can be argued that the strategies which Keating pursued were shaped by the
political and institutional environment in which he was situated. Trailing in the
polls, the new Prime Minister, who had been a zealous advocate of indirect tax
reform in the 1980s, put political survival ahead of policy goals. 

Given that the Coalition had uncharacteristically committed itself mid-term
to a radical economic reform agenda (Blewett 1999, 13), a central factor in
explaining the Government’s strategy is the structure of Australia’s party system.
An adversarial two-party system such as Australia’s presents rival parties with
incentives to establish strategic policy differences, with a view to attracting
marginal voters and gaining incumbency. Given this two-party system, the
normal course of events in Australian politics has been for the incumbent party to
control the broad parameters of the political agenda, leaving the opposition to
release an alternative platform during the formal election campaign. However,
John Hewson’s strategy of releasing Fightback! midway through an electoral term
represented a significant departure from this established pattern (Abjorensen
1993, 152; Blewett 1999, 13). The Coalition’s effective control of the political
agenda from late 1991 forced the Government to react in a manner normally
associated with an opposition party. The ALP had to devise politically
opportunistic policy differences relative to Fightback!. Yet unlike opposition
parties, the Government devoted the resources of the state to the task of
capitalising on the contentious elements of Fightback! with considerable effect
during 1992. Therefore, it can be argued that the structure of Australia’s
democratic institutions provided the ALP with both the incentives and resources
to aggressively oppose the proposed GST which lay at the heart of Fightback!. This
was despite the fact that less that two years earlier the Hawke Cabinet believed
such a proposal would benefit the national economy. 

When the Keating Cabinet met on 7 January 1992, Government morale was
at a low ebb. Keating and his new Treasurer, John Dawkins, had spent the
vacation working on an economic recovery package which was designed to give a
much needed fiscal stimulus to the economy and to seize the policy initiative away
from the Opposition. Beyond stimulating economic growth and reducing
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unemployment, Keating argued that the package had to have a human face to
differentiate it from Fightback’s hard-edged tax, welfare and industrial relations
reforms. The Government’s proposal would emphasise state paternalism, and
present Australia ‘as a civilised country where we take care of those in need’
(Henderson 110). The statement emphasised building prosperity through co-
operation and consensus rather than unfettered individualism which stood at the
core of Fightback!. Indeed the package’s title, One Nation, was specifically devised
to highlight the Government’s claim that Fightback! was divisive and in so doing
sought to promote perceptions of an ideological divide between the ALP and the
Coalition (Tingle 1994, 153).

In terms of policy detail, One Nation promised a politically opportunistic one-
off $300 million dollar increase in family payments and to invest a further
$1 billion in public infrastructure projects (Keating 1992). After the fiscal
restraint of the late 1980s Keating’s Cabinet colleagues initially believed that the
program was ‘audacious’. The Prime Minister’s response was that ‘the entire
statement is an example of audacity because audacity is necessary if the
Government is to survive’ (Blewett 1999, 44). This demonstrated the extent to
which the Government’s dire electoral position would reshape the ALP’s political
strategy over the remainder of the electoral term. Nowhere was this opportunism
more apparent than in relation to tax reform. Given the political backlash against
a BBCT in 1985, the Government quickly focussed on the Coalition’s GST
proposal as a source of political vulnerability (Kelly 1994, 612; Blewett 1999, 13).
The Government, however, went beyond simply opposing the GST in the One
Nation statement, with Keating giving a commitment to matching the income tax
cuts outlined in Fightback!: 

To preserve a climate of fairness and trust the government will lower tax
rates over the next four years…Over three-quarters of Australian
taxpayers will pay no more than 30 percent on their last dollar of income.
A 30 percent tax rate under Labor, no inflationary consumption tax, no
15 percent string attached (Henderson 1995, 112).

By relying heavily on an optimistic 4.75 percent growth forecast for 1992-93
(Henderson 1995, 112), Keating was offering tax cuts to middle Australia
without the political burden of a GST. This strategy reaped immediate electoral
benefits, with the ALP’s two-party preferred support increasing by six percent in
the week immediately after the economic statement (The Australian 3/3/1992).
Perhaps most importantly, the Government was able to locate its politically
motivated rejection of the GST within a broader framework for economic
recovery (Tingle 1994, 316). The Government portrayed the GST as being a
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threat to inflation which, in turn, would lead to wage claims and industrial
disputation. The Prime Minister argued ‘a nation cannot be strong if at the very
point where wealth is made – the workplace – people are locked in conflict’
(Henderson 1995, 112). Thus, at a broader philosophical level One Nation
contrasted the social Darwinism of Fightback! by stressing the need for national
unity and to demonstrate compassion for the disadvantaged and vulnerable in a
time of hardship. To this extent it is clear that the Keating Government’s political
strategy was geared towards exploiting the vulnerabilities of Fightback!. While
this analysis sheds light on the ALP’s policy reversal on indirect tax reform
between 1985 and 1992, it does not explain the ultimate success of this approach
at the March 1993 election. For this it is necessary to analyse the respective
power resources cultivated by the rival political parties in the lead-up to the 1993
election. The remainder of the chapter explains how the Government successfully
enhanced its electoral position by actively forming state-society coalitions aimed
at mobilising support against the GST.

1992: the political and economic context
The federal election was called on 8 February 1993. The One Nation statement,
made a year earlier, marked the beginning of one of the longest informal election
campaigns in Australian political history (Milne 1992). The Canberra press
gallery was sceptical of the motives behind One Nation and financial markets in
particular doubted both the Treasury’s growth projections and the affordability of
the package (Mayne 1992). The broad thrust of the statement, however, touched
a chord with the electorate and prompted renewed optimism on the Government
benches (Kitney 1992). Initial interest group reactions to One Nation were mixed
and the following twelve months demonstrated the electoral benefits that the
government (or an opposition party) can gain if it is willing to interact with
stakeholders and modify its policy platform to accommodate their preferences.
For example, despite the fact that welfare groups would ultimately be decisive in
the Coalition’s defeat, ACOSS initially expressed disappointment that ‘One
Nation’s personal income tax cuts targeted middle income earners rather than the
most needy’ (Grattan 1992). The Government also fell well short of gaining a
unanimous endorsement from the business community for its economic
statement, but the fact that the BCA and other leading industry groups
commended the commitment to increase depreciation allowances and
infrastructure spending meant that corporate support for Fightback! would no
longer be regarded as a fait accompli (Davis 1992). Indeed, as the following pages
argue, in 1992 Keating attempted to exploit the historical fragmentation of
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Australian business by courting those industry sectors, such as manufacturing
and retailing, that would suffer as a result of Fightback!. Keating’s strategy of
engaging business and pandering to various sectoral concerns, together with
Hewson’s open contempt for many of Australia’s corporate leaders undermined
the potential contribution which Australian business could have made to a
Coalition election victory (Tingle 1994, 184-185).

Beyond the One Nation statement, in March 1992 the Government launched
a concerted attack on Fightback’s credibility. Treasury published analysis of the tax
changes outlined in Fightback! arguing that the Coalition had underestimated the
inflationary impact of the 15 percent GST, leaving Australians earning under
$40 000 per annum (70 percent of the population) worse off (Treasury 1992).
While the ensuing debate degenerated into a slanging match between the
Government and Opposition over the merits of various economic models, the
critique, for the first time, went some way towards undermining the technical
credibility of Fightback!. These events, as Figure 5.1 indicates, did manage to turn
the tide in opinion polls because, after trailing the Opposition by 15 per cent in
early January, Keating had established a narrow lead over Hewson by mid-March.

Figure 5.1 The impact of the One Nation package on ALP support

Source: Bulletin Poll

The first electoral test of the rival parties’ respective political strategies came in
early April 1992 after the retirement from Parliament of deposed Prime Minister
Bob Hawke. The Wills by-election was unexpectedly won by Phil Cleary, an
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independent left candidate running on an anti-GST/protectionist agenda (Kelly
1994, 613). While there was a 19 percent swing against the ALP, the fact the
Coalition’s vote declined by 7 percent provided no fillip for the Opposition
demonstrating that disgruntled voters had little faith in John Hewson’s
alternative agenda. For the first time since its launch in November 1991, there
was open criticism of the substance and marketing of Fightback! (Tingle 1994,
171). 

With no obvious evidence of an economic recovery, by mid-1992 the fiscal
viability and political credibility of One Nation was under intense scrutiny.
Relying on a 4.75 percent growth forecast, the document argued that the federal
budget would return to surplus by the mid-1990s despite the $10.5 billion in
extra expenditure and income tax cuts over the four year life of the program. On
11 May, the Treasurer announced that there had been a profound slump in
revenue, leaving a budget deficit of $9.3 billion for 1991-92, almost double the
budget forecast of a year earlier (Tingle 1994, 172). By June the Government was
forced to concede publicly that the One Nation forecasts were unrealistically
optimistic (Dawkins 1992). By the month’s end the ALP had seemingly lost its
political momentum - post-One Nation popularity had peaked and the budget had
deteriorated further, forcing the Government to find alternative revenue sources
to fund its income tax cut war with the Coalition (Blewett 1999, 154). Treasury
recommended increasing WST rates to make up the shortfall, but this was rejected
because it would compromise the Government’s attack on the GST (Tingle 1994,
181). The only way out of the dilemma was to back down from the One Nation
commitment to return the budget to surplus by 1995-96 (Dawkins 1992).

Despite only canvassing the possibility of future tax increases in the budget,
the Government had already finalised proposals to increase FBT, excise duties and
the Medicare levy, which, when combined with more stringent anti-avoidance
measures, would yield an extra $4.5 billion over four years (Taxation Laws
Amendment Bill 1992). It was not until an article in The Australian outlined the
last-minute decision to withdraw the new taxes from the budget papers that the
Government was forced to show its hand and introduce the new measures to
parliament (Tingle 1992). Despite these embarrassing developments, the
Opposition was ineffective in exploiting the revenue shortfalls associated with the
One Nation program. It was not until after the 1993 election, when the
Government was forced to increase WST tax rates and cancel the second round of
income tax cuts, that the wider community came to the realisation that the tax cut
politics of the 1993 election were not sustainable, leading to a serious reassessment
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of both the Keating Government’s policy credibility and the adequacy of the
national tax base.

State weakness and the social basis of authority
The 1992-93 Budget and associated FBT changes were the Government’s last
major policy initiatives prior to the 1993 election. After this, the ALP did not
invest significant resources promoting economic recovery. Instead, the ALP
attempted to divert attention away from the recession and their own failings as a
Government by waging a negative campaign focused on the GST and the
Opposition Leader (Tingle 1994, 182). The central element of this strategy was a
commitment to building an effective political coalition united by a common
opposition to the GST. This task was made easier by Hewson’s hubris and his
tendency to attack and alienate any actors who were critical of Fightback!. Beyond
this, the protracted recession also had a significant impact on the Australian
electorate. As the recession deepened and the dole queues grew, social researchers,
such as Hugh Mackay, reported a growing sense of apprehension and uncertainty.
A significant portion of an increasingly sceptical electorate now doubted if either
party would be able to restore economic prosperity and security. If anything, the
radical economic agenda being proposed by the Coalition represented a greater
step into the unknown than another term of Labor Government. Voters generally
perceived the ALP ‘as having more compassion and a greater interest in the
broader questions of culture and social justice’, a tremendous advantage given the
prevailing economic conditions and associated mood of insecurity (Mackay
1993).

 The recession may have been a burden on the Government’s electoral
credibility, but, paradoxically, it undermined community acceptance of the
Coalition’s radical alternative, a fact reflected in the steady decline in Opposition
support during 1992.34 In the aftermath of the 1993 election some commentators
predicted that the broader community had become so disenchanted with the
economic rationalist project that there would be a backlash against technocratic
Canberra-based policy and a return to ‘grassroots politics’ (Kelly 1994, xxv; Tingle
1994, 306). The Government did not benefit from these changing community
values by chance. Paul Keating’s developing political strategy after assuming the
Prime Ministership reflected a greater awareness of the constraints on the capacity
of the Australian state, and the political risks associated with pursuing a reform

34. Paul Kelly has argued that Hewson’s greatest political mistake was that Fightback! was unsuitable as a 
recession time manifesto. Beyond increasing community apprehension and insecurity it took the focus off 
the Government’s economic mismanagement (Kelly 1994, Introduction; Tingle 1994, 183).
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agenda that was at odds with public opinion. In such a pressure pluralist
environment, contentious economic reform required political leaders to engage
with key stakeholders and build networks that would enhance the relational
capacity of the state, an approach that John Hewson steadfastly rejected to his
peril during 1992 and early 1993.

Despite the Keating Government’s improving political fortunes, Hewson
maintained his confrontational leadership style and steadfastly refused to make
concessions to sectional interests, be they welfare or business groups. However the
problems associated with this approach were finally becoming clear during the
final weeks of 1992. Hewson’s strategy had long been a cause for concern among
some senior Coalition members, but its initial success effectively silenced critics.
In the words of Peter Costello: ‘There was a belief we were going to win so we
decided to go for broke’ (Henderson 1995). While the Coalition didn’t expect
political support from the union movement and welfare groups such as ACOSS,
vitriolic public attacks on these organisations alienated a wider collection of
actors.35 

Attacks on the welfare sector and unions during 1992 could perhaps be
interpreted as being inspired by pre-existing partisan alliances, but Hewson’s
attack on the quality of Australian business leadership and key industry sectors was
without parallel. Despite the fact that by 1991 key business associations were
disillusioned with the ALP Government and had demonstrated a willingness to
mobilise behind the Coalition, the Opposition Leader informed The Age that
‘business have become part of the problem and, as such it is going to become very
difficult to make them part of the solution’ (The Age 27/2/1992). Hewson was
especially critical of industry sectors which had received significant state
assistance, or who had criticised the Coalition’s policy direction, with
manufacturing, automotive, tourism and construction interests being singled out
for particular attention (Tingle 1994, 183-184; Kelly 1994, 614; Abjorensen
1993, 160). As Hewson’s biographer Christine Wallace later observed:

The other major difficulty posed by Fightback!.... was that the movement
to near zero tariffs by the year 2000, and far-reaching labour market
deregulation [tended] to alienate special-interest groups. From Whitlam
on, the Labor Party had specialised in welding together disparate interest
groups into election winning coalitions of support. Hewson wilfully
embarked on precisely the opposite course. Every time an interest group
stood up and criticised an element of Fightback! he would attack it. From

35. For example, as is discussed below, traditionally non-partisan church leaders were motivated to put their 
concerns in relation to Fightback! on the public record. 
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car makers to consumer groups there seemed almost no limit to the range
of interests he could alienate in this way. Hewson seemed to have no
concept of the broader church he would have to build in order to win
power (Wallace 1993, 266). 

Compounding the problems stemming from Hewson’s reluctance to engage with
key stakeholders were wider concerns regarding the impact of Fightback! on the
most needy in the community. For example, at a youth unemployment summit
in mid-1992 Hewson proposed a $3 per hour youth wage bringing the impact of
the Coalition’s policies on the most needy in the community under intense
scrutiny (Tingle 1994, 174). The Prime Minister described the Opposition
Leader as a ‘feral abacus’ and growing numbers of voters in middle Australia were
beginning to doubt the equity and social justice implications of Fightback!
(Blewett 1999, 132-133). Such fears intensified after October 1992, when the
Kennett Government won the Victorian state election and introduced radical
industrial relations reforms and public sector cuts (Aubin 1999, 135). One of the
most decisive events in deciding the fate of the GST came two months later when
the normally conservative and apolitical (at least on issues of economic policy)
Catholic Bishops Committee criticised both the GST and the expenditure cuts
proposed in Fightback! (Catholic Bishops of Australia 1992). Private polling
conducted by the Coalition later revealed that the Church’s attack on Fightback!
had been especially damaging at the March 1993 poll (Tingle 1994, 186).

In contrast to the Coalition’s approach, and in keeping with the tactics
decided in Cabinet earlier in the year (Blewett 1999, 125), in the final months of
1992 the Government courted a range of interest groups in its campaign against
Fightback!. The approach comprised a carefully orchestrated attack on the
Opposition from the union movement and a concerted effort to forge less formal
network-style alliances with the increasing constellation of interest groups
alienated by Hewson. This latter group included the welfare sector, the
multicultural lobby, indigenous and arts groups, the education sector and the
environment lobby (Poles Apart 1992). 

The Government was successful in building what can be described as an anti-
GST issue network through strategically offering policy concessions designed to
woo interest groups which had been alienated by the Opposition. This, however,
was not without qualification, especially among business groups. Mindful of the
historically fragmented nature of Australian business on major issues of economic
reform and the experience at the 1985 Tax Summit, Keating was determined to
divide and conquer in terms of business support for the GST by reopening the
sectoral differences which had plagued Australia’s indirect tax reform debate in the
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1970s and 1980s. Playing on Hewson’s antagonism toward certain sectors of
industry, the Prime Minister commented that ‘there was mindless zealotry with
no finesse on the other side. Hewson has offended every pressure group and most
of his own supporters’ (Blewett 1999, 211). 

The Prime Minister’s approach to undermining business support for
Fightback! during 1992 drew on three major arguments. Firstly, the package as a
whole would not stimulate economic growth; secondly, small businesses, in
particular, would face an onerous compliance burden under the GST; and finally,
the Opposition’s industrial relations and tariff policies would lead to industrial
disputation and economic decline. Notwithstanding this concerted effort, the vast
majority of business groups remained supportive of the taxation and industrial
relations reforms at the heart of Fightback!. Although the Government’s
assessment of the impact of Fightback! on business conditions failed to capture
corporate endorsement, it did have an impact on Coalition policy by the end of
1992.

Fightback! II and the 1993 election campaign
The steady decline in support for the Opposition during 1992 compromised
John Hewson’s leadership authority and presented a political dilemma for the
Coalition. When detailed polling confirmed that the ALP attack on the GST had
been effective ‘with the GST being identified as the single most important issue
which was stopping voters supporting the federal coalition’ (Kitney 1992; Millett
1992), Coalition insiders foreshadowed a pre-poll challenge to Hewson’s
leadership if Fightback! generally, and the proposed GST specifically, were not
watered down. While Hewson had little choice, the significant changes outlined
in Fightback! II, announced on 9 December 1992, were not without cost in terms
of undermining Hewson’s credibility, given his earlier ‘conviction politics’
(Grattan 1992). In a little over twelve months, the Coalition’s political
dominance had been countered by a Keating-led Government. John Hewson’s
prospects of gaining office and implementing the Fightback! agenda had been
seriously weakened. As a result, and despite his earlier rhetoric, the Opposition
Leader was forced to react to public opinion and modify Fightback! in the hope of
reviving the Coalition’s electoral prospects.

Hewson’s justification for the dramatic changes to his original policies,
outlined in Fightback II, was the protracted and severe nature of the recession.
However, a majority of analysts were inclined to agree with Peter Walsh’s
assessment that ‘Hewson used the recession as a smokescreen for his descent into
populism’ (Walsh 1992). The main concessions in Fightback II were to zero-rate
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food and provide generous GST exemptions to child care services, while reducing
the scope of income tax cuts to high income earners. In order to put a more
human face on the Opposition’s welfare policy the strict nine-month limit on
benefits would be removed and more funds would be provided to welfare groups
(Lagan 1992). While the industrial relations and tariff reforms remained,
Fightback II responded to the ALP’s opportunistic attempts to win business
support by providing more generous depreciation concessions for larger firms
while alleviating the GST compliance burden on small business (Dodd 1992).
Perhaps the most significant backdown was a freeze on the $4 billion of public
sector spending cuts. This would delay the realisation of a budget surplus, and
contradicted Hewson’s previously held view that private investment was the only
means to achieve national economic recovery (Dodd 1992).

Despite these tactical modifications to Fightback!, the Coalition’s electoral
standing continued to decline in the new year with a Morgan Poll finding support
had diminished 3 percent to 42.5 percent, while the Government’s support
remained flat at 43.5 percent. Perhaps the most obvious impact of the concessions
outlined in Fightback II was on the Opposition Leader’s credibility, reflected in a
5 percent decline in his personal approval rating. Beyond averting a leadership
challenge, Hewson’s willingness to compromise was important in terms of
maintaining business support for Fightback over the election campaign. Despite
the Government’s best attempts, including a commitment in the Investing in the
Nation document, to reduce corporate income tax rates to 33 percent (as opposed
to 39 percent in One Nation and 42 percent in Fightback!) and to provide an
additional 10 percent investment allowance (Burton 1993), business remained
remarkably unified in support of the Coalition. Peak business associations such as
the ACCI and the BCA maintained their long-held support of taxation and
industrial relations reform. Moreover, there was further evidence of political
learning with stakeholders adapting their strategic interactions with one another.
This was a consequence of a combination of past policy outcomes and the political
context which stakeholders now confronted. Specifically, given the failed attempts
at indirect tax reform in the 1980s (past outcomes) and in the present context of
increasing political mobilisation against indirect tax reform, both the ACCI and
the BCA took it upon themselves to move beyond their traditional roles to embark
upon broader promotional campaigns. In short, they attempted to mobilise
electoral support for Coalition reforms (Eccleston 2000).

The ACCI embarked on a public advertising campaign under the banner of
‘Australians for tax reform’ and the BCA sought to build consensus through the
Australian 2010 conference which bought academics, business and community
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leaders together to discuss Australia’s medium-term policy direction over the
weekend prior to the election. Both of these initiatives were motivated by a
realisation that in a pluralistic policy environment, such as Australia’s, electoral
factors posed the single greatest constraint on indirect tax reform. Indeed, the
Chief Executive of the ACCI, Ian Spicer stated that ‘we need to provide more
active public support for what business sees as the two key issues of tax reform and
industrial relations’ (Korporaal 1993). These attempts to enhance political
support for indirect tax reform in the final days of a federal election campaign
provide evidence of key business groups adopting strategies which would serve as
a foundation for developing a pro-GST advocacy coalition later in the 1990s.

Beyond these developments at an associational level, corporate support for the
Coalition’s policies was also strong among individual firms. A National Australia
Bank survey of company executives conducted in January 1993 found that 79
percent of respondents supported the proposition that ‘government should
aggressively pursue a rigorous program of taxation and microeconomic reform’
(Kaye 1993). In the lead-up to the election the Retail Traders Association, who
had successfully campaigned against the introduction of a BBCT in 1980 and
1985, decided to endorse the Coalition’s GST proposal. The Metal Trades
Industry Association, which had generally been supportive of the Labor
Government through the 1980s, also supported the tax and industrial relation
reforms proposed in Fightback! (Korporaal 1993). Only a handful of business
groups – those representing the tourism sector, cane growers and one of Australia’s
four automotive producers – publicly attacked the Coalition. Perhaps most
surprising was the degree of support for the GST from smaller firms, given that
small business would face a relatively greater compliance burden under the GST
and would not receive the benefit of the payroll tax exemptions central to the tax
changes in Fightback!. Despite the Prime Minister’s opportunistic pitch to win the
small business vote, small business leaders demonstrated a willingness to give
priority to their perceptions of the medium-term interests of the economy. Rob
Bastian, the Chief Executive of the Small Business Council of Australia, asserted
that his members would shoulder the administrative burdens associated with the
tax because ‘they believed a GST was in the national interest’ (Lewis 1993). 

By 1993, the Australian business community was of the opinion that the
Coalition’s taxation and industrial reforms were necessary to improve Australia’s
economic competitiveness. Moreover, unlike during the 1970s and 1980s,
business leaders and representative associations were much more willing to bear
short-term costs and place sectoral interests to one side, in order to provide
political support for what they perceived as important structural reforms. This
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evolution in business’s approach to tax reform illustrates that while established
state traditions and institutionalised practices are powerful determinants of
patterns of business-government interaction, such relationships are not static.
More specifically, given a policy deadlock, like the implementation of indirect tax
reform in Australia, firms and representative associations faced incentives to
reassess and adapt their political strategies. 

While the business community’s almost unanimous support of the GST was
an important electoral resource for the Coalition during the 1993 election
campaign, it proved to be insufficient to deliver the election. At this level, it
seemed that once a policy issue becomes as politicised as indirect tax reform had
become in Australia by the 1990s, then even gaining the political support of key
sections of business was insufficient to ensure political success. Theoretically, this
finding supports the claim that in a pluralistic policy environment where central
policy issues are politically contested then electoral legitimacy becomes a major
constraint on state power. 

Ultimately, John Hewson failed to convince undecided voters of the benefits
of the GST, even after zero-rating food. There is little doubt that Keating’s
superior campaign performance was influential, especially his success in
transforming the election into an effective referendum on the GST (Burton
1993). The Prime Minister’s targeted rhetoric such as ‘if you don’t understand the
GST don’t vote for it’ placed the onus squarely on the Opposition to demonstrate
how the GST would benefit either the community or the economy. This task was
made more difficult by complexity of the GST and the inability of Coalition
candidates to explain the tax. The Coalition’s problems were highlighted by a
damning eleventh-hour academic study that was sceptical of Fightback's ability to
create jobs (Head 1993). Compounding the Coalition’s campaign woes was the
electoral annihilation of Canada’s Progressive Conservative Party in an
unprecedented backlash against the recently introduced Canadian GST (Mills
1993).

On Saturday 13 March 1993, the Keating Labor Government was returned
to office with a 1.5 percent swing in the nationwide two-party preferred vote.
From a commanding electoral position in mid-1991, John Hewson had lost what
was widely regarded as an ‘unloseable election’. Analysts attributed the defeat to
the fact that Fightback! moved the political spotlight away from the Government’s
failings and the severity of the recession. The Coalition also failed to clearly
demonstrate how Fightback! would restore economic prosperity and a sense of
economic security. More significantly, the swinging voters, who ultimately
decided the election outcome, believed that a Hewson-led Government posed a
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threat to the egalitarianism and state paternalism which had been a feature of
Australia’s twentieth century political economy. The Coalition’s failure to gain
sufficient electoral support for its ambitious reform agenda was by no means an
automatic outcome. Undoubtedly the Keating Government’s success in
mobilising political opposition to Fightback! was a crucial factor. Nowhere was
this more apparent than with the GST, a tax that had been advocated by Keating
as Treasurer in 1985. Thus it appears that in order to understand the broad
parameters of the policy debates of the early 1990s, and to explain the decisive
ALP policy reversal on the GST and the ultimate success of this strategy, it is
necessary to consider the interaction of both institutional factors (such as the
strategic incentives conferred from Australia’s two-party regime) and micro-level
variables (such as political leadership and prevailing public opinion) as well as the
broader historical and structural context in which they operate. 

Conclusion
This chapter has described and analysed the third failed attempt to reform
Australia’s tax system since the 1970s. The defeat of the Hewson-led Coalition
demonstrated that under cyclical conditions which should have enhanced the
prospects of consolidating indirect tax reform (such as leadership unity,
favourable economic conditions and a significant poll lead) there were still
significant political risks in attempting to implement a GST. This conclusion
again demonstrates how the institutional structure of the Australian policy
environment limits the capacity of Australian political leaders to implement
structural reforms that are at odds with grassroots public opinion. Perhaps the
one organisational attribute of the policy environment that had the greatest
impact on the Coalition’s defeat at the 1993 federal election was the adversarial
nature of Australia’s two-party system, because it provided political incentives for
the ALP to oppose a policy which it had advocated eight years earlier. Indeed, the
fact that other potentially unpopular economic policies, such as tariff reforms,
were successfully implemented in the early 1990s with the benefit of bipartisan
support leads to the conclusion that it is in the context of a partisan battles over
policy that electoral support becomes paramount. 

In keeping with the historical institutionalist approach used in this study
prevailing patterns of public opinion and the formation of interests must be
regarded as contingent on changing political circumstances. Reflecting this, the
chapter has argued that public opinion in relation to the GST was shaped by
changing institutional, structural and ideational forces combined with the
strategies of key political actors. More specifically, the analysis identified two
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important instances of political learning in which changing political and
economic conditions and Australia’s past experience in relation to tax reform led
key actors to review their strategies. The ALP’s defeat at the 1985 Tax Summit
provided a vital lesson for Paul Keating about the political risks associated with
pursuing an unpopular technocratic tax reform agenda in a pressure pluralist
policy environment. Moreover, by actively engaging with key societal actors and
forming network-type relationships in 1992 and early 1993, the ALP
demonstrated that state-society relationships can contribute to mobilising
political support and building the relational capacity of the state.

The chapter also demonstrated that political learning and initiating network-
type alliances is not the sole preserve of government. The early 1990s revealed
significant changes in business strategies relative to the 1970s and 1980s. The fact
that key business associations engaged in unprecedented advocacy and promotion
roles in relation to tax reform was the product of two factors. Firstly, there was a
realisation that indirect tax reform was in the medium-term national interest and
that Australian governments lacked the capacity to consolidate such reforms in the
absence of both interest group mobilisation and broader electoral support.
Secondly, there was a realisation that coherent and unified business advocacy
could ameliorate the state’s political vulnerability. While business support for the
Coalition’s tax reform proposals was ultimately in vain, the move from self-
interested parochialism to ‘public interest politics’ demonstrates that actors in
protracted policy deadlocks are reflexive and adapt political strategies to changing
circumstances. This is the theme of the next chapter, with indirect tax reform
being realised, not because of a newly found institutional strength on the part of
Australian Government, but because a broader range of societal actors reassessed
their opposition to such a proposal. This continuing evolution of public opinion
to tax reform and the growing awareness on the part of both state and societal
actors of the need to form coalitions to build reformative capacity are the central
themes explored in Chapter 6.
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6. ‘THE THIRTY YEAR PROBLEM’ 
THE POLITICS OF AUSTRALIAN TAXATION 

REFORM 1993–1998

Shortly after 1993 election, Paul Kelly lamented that ‘the tragic upshot of
Hewson’s defeat – and of Keating’s victory – is that it ensures that no leader will
run a federal election for the next 20 years promising radical reforms of any
significance’ (Kelly 1994, xi). While Kelly’s prediction held true for the 1996
federal election, only five years later the Coalition was re-elected despite pursuing
an ambitious tax reform agenda. This chapter outlines the contours of the
Australian tax reform debate over the five years leading up to the 1998 federal
election. Perhaps more significantly, it explains both why Prime Minister John
Howard promoted tax reform as the centrepiece of his 1998 re-election campaign
and why, unlike Paul Keating in 1985 and John Hewson in 1993, he was
successful in this endeavour. 

While Chapter 1 explained that state capacity may increase as a consequence
of institutional change, or as a result of the changing structural context of politics,
this chapter argues that the Coalition’s success in winning a mandate for indirect
tax reform at the 1998 federal election can be attributed to increased electoral
support for tax reform. In combination the debate surrounding the 1985 National
Tax Summit and the 1993 federal election campaign prompted a reassessment of
political strategies among key stakeholders in the tax policy arena. By 1996 this
resulted in new patterns of consultation and co-operation both among business
groups and between business and the welfare sector. Ultimately this growing
consensus among stakeholders, when combined with an increasing awareness of
the deficiencies associated with the existing tax system, precipitated a reassessment
of broader community attitudes to tax reform, thus increasing the electoral
legitimacy of the Coalition’s tax reform package. 

In this sense the reformative capacity of the Australia state was enhanced
because increasingly mobilised societal actors assisted the state to realise its policy
objectives. This supports the claim advanced in Chapter 1 that state-society
relations should be conceptualised as a system of complex interdependencies in
which the state can further its political objectives by working with and through
societal actors. Theoretically, in terms of explaining Australian tax policy, it is
important to note that this is quite different from traditional society-centred
accounts that portray government policy as the automatic product of societal
demands. In contrast, this chapter argues that while the state is often dependent

Eccles ATRF  Page 121  Tuesday, July 6, 2004  2:03 PM



122   THE THIRTY YEAR PROBLEM: THE POLIT ICS OF AUSTRALIAN TAX REFORM

on societal support for political success, governments are by no means passive in
terms setting the policy agenda and building electoral support for their political
goals.

A key objective of the chapter will be to explain the increasing community
acceptance of the GST during the mid-1990s. The goal here is to explore how a
combination of the history of the Australian tax debate, the structural context in
which it occurred and the strategies of an increasingly broad coalition of actors
promoting tax reform affected public opinion. Indeed, during 1996 and 1997 it
was non-state actors in the form of leading business and welfare organisations
which established new reform-orientated coalitions that pushed tax policy back
onto the national political agenda at a time when both of the major parties were
reluctant to promote the issue. 

Political rhetoric and fiscal reality: 
The aftermath of the 1993 election
Paul Keating’s victory in the March 1993 election was a short-term political
triumph. While analysts such as Laurie Oakes predicted it would establish the
Labor leader as ‘a political colossus comparable to Menzies and Whitlam’ and
would ‘almost certainly ensure that Labor will remain in office throughout the
90s’ (Oakes 1993), within a matter of months such hyperbole seemed misplaced
as the Government, facing a spiralling deficit, was forced to revoke its Fightback!
inspired commitment to provide income tax cuts without increasing indirect
taxes. Although widely viewed as fiscally prudent (Henderson 1997, 117;
Edwards 1996, 523), the Government’s decision to abandon the income tax cuts
outlined in the One Nation statement fatally undermined its credibility and
rejuvenated debate about the adequacy of Australia’s tax base.

While the affordability of the tax cut ‘war’ between the major parties in the
1993 election campaign became the central concern of fiscal policy in the
aftermath of the poll, neither the ALP nor the Coalition had an interest in
questioning the viability of one another’s tax cuts during the campaign.36

However, one month after the election, Treasurer John Dawkins made a sobering
case for the need to reduce the Federal deficit to 1 percent of GDP by 1996-97,
from 3.5 percent in 1992-93 (Tingle 1993; Edwards 1996, 537). The magnitude
of the One Nation tax cuts and the Government’s implicit commitment not to
increase indirect taxes, combined with the impact of lower inflation on revenue

36. Indeed, after the election, Prime Minister Keating lamented that ‘the scandalous thing is that they (the 
Coalition) could never have made the tax cuts, never’ Edwards (1996, 521).
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growth, left little room to manoeuvre on the fiscal policy front. Effectively, the
Keating Government was faced with the choice of either cutting public
expenditure further or increasing tax rates in order to meet its deficit objective.
Given that Commonwealth spending had already been cut from 29 percent to 25
percent of GDP over the past decade, the Government was forced to reconsider
its pre-election commitments and increase taxes in the 1993-94 budget (Edwards
1996, 521-522).

Looking forward, cyclical economic changes in the form of lower inflation
and declining revenue from excise and WST had pushed the pre-budget forecast
deficit for 1996-97 to $10 billion, or twice Dawkins’ objective. By May 1994, this
forecast had been revised to $16 billion (Edwards 1996, 522). To the Treasurer’s
frustration, the Government was given less room to manoeuvre by the Prime
Minister’s surprise post-election commitment to deliver the first instalment of the
One Nation income tax cuts in full and ahead of time (Kelly 1994, xxi). The
national savings debate was also had an impact on the Government’s policy
response to the ballooning deficit after the Fitzgerald report into national savings,
released in June 1993, argued that public sector debt was a major cause of the
historically low levels of national savings (Fitzgerald 1993). Beyond this general
assessment of fiscal policy Fitzgerald also argued the need to broaden the national
revenue base through the introduction of a wealth tax in combination with a
greater emphasis on indirect taxation, precisely the agenda that the ALP had
successfully opposed in the election three months earlier (Fitzgerald 1993; Smith
and Disney 1996, 11). While being politically effective, the ALP’s 1993 election
platform was fiscally unsustainable, leading the Canberra press gallery to observe
that ‘by 1993 Keating the politician had replaced Keating the economist’
(Henderson 1997, 119).

The Prime Minister foreshadowed a delay in the second instalment of the One
Nation tax cuts in July, but the moment of political reckoning was the delivery of
the 1993-94 budget a month later (Dawkins 1993). While deferring the second
instalment of the One Nation income tax cuts was politically damaging, the most
drastic measure contained in the budget was a $3 billion increase in the WST tax
and alcohol, fuel and tobacco excise (Williams 1997, 10l Quiggin 1998). The
irony of introducing such significant increases in indirect taxes six months after
extolling the evils of a GST was not lost on the press gallery, with headlines such
as ‘Regressive, cheap and nasty’, ‘The slaughter of the true innocents’ and
‘Keating’s taxes are worse than the GST’, dominating the post-budget analysis
(Sydney Morning Herald 18/8/1993 & 19/8/1993; The Age 19/8/1993). Beyond
alienating business, welfare groups and trade unions, and creating an uprising in
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caucus, the Budget also received a hostile reception in the Democrat-controlled
Senate (Young 1999). Perhaps most significantly, at least according to one ALP
insider, the Government’s duplicity was not lost on the broader electorate and led
to ‘a deadly haemorrhaging of the Labor vote in later months of 1993’(Cavalier
1997; Henderson 1997, 117). In terms of the 1993-94 Budget’s economic
impact, analysis by Quiggin revealed that the indirect tax increases introduced in
the second term of the Keating Government were significantly more regressive
than those proposed in Fightback Mark II (Quiggin 1998, 10-11). At a theoretical
level, this growing electoral dissatisfaction with the ALP provides evidence that
cyclical economic changes, in this case the recession and lower inflation, and the
ensuing policy responses and political miscalculations, filter down and influence
the views and interests of voters. 

Despite the electorate’s growing animosity toward the Keating Government,
the fact that the Opposition were also in political disarray gave the ALP a short-
term reprieve. While it took less than a month after the 1993 election for the
Coalition to abandon the GST, the opposition parties were not as successful in
revitalising their political leadership (Barnett and Goward 1997, 618). A mortally
wounded John Hewson clung to the helm until May 1994 when the Liberal party
room elected Alexander Downer and Peter Costello to lead the party, in an
attempt to avert regression to the personalities and leadership struggles that had
plagued the conservative side of politics in the 1980s (Williams 1997; Barnett and
Goward 1997). Yet the Coalition’s experiment with the up-and-coming
generation was a manifest failure, with Downer’s personal approval rating as
Opposition Leader falling to an unprecedented low of 11 percent by October
1994. 

During his second term, Prime Minister Keating governed with an air of
authority which belied the ALP’s political vulnerability. Despite successfully
pandering to key constituencies in the lead-up to the 1993 election, the
Government subsequently alienated many of the interest groups which had
supported the ALP over the past decade. Business groups were openly repudiated
by the Government, with corporate leaders claiming that the Prime Minister was
employing ‘the politics of hate’ (Australian Financial Review 10/12/1994).
Keating was reluctant to support any group which had failed to support the ALP
in the 1993 election, a claim which was borne out when a Government
spokesman was quoted in the national press as saying, ‘the ACCI could make all
the policy submissions it wanted but they would go straight in the waste paper
basket’ (Singleton 1997). Similarly, Government relations also became strained
with ACOSS after the 1993 budget, and with both environmental groups and
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forestry unions over mishandled negotiations in relation to the Regional Forestry
Agreement (RFA). At a broader level, Keating continued to promote his own ‘big
picture’ agenda based on the republic, Aboriginal reconciliation and Australian
engagement with Asia. Yet, rather than engaging the electorate, the Prime
Minister was widely seen as ‘conceited and out of touch, determined to carve a
place in history’ (Williams 1997, 46; Manne 1998, 70).37 

Due to the misfortunes of both of the major parties during the first half of the
parliamentary term, it was not until early 1995 that a clearer pattern of politics
began to emerge. The event that would shape the remainder of the decade was
Alexander Downer’s decision to resign as Leader of the Opposition (Cole-Adams
1995). The resignation paved the way for John Howard to once again assume the
leadership of the Liberal Party. Howard had been an advocate of indirect tax
reform for over 15 years, but despite the view among Canberra’s policy elite that
tax reform was more important than ever, the legacy of the 1993 election weighed
heavily on his immediate approach to taxation policy. Howard intended to steer
a pragmatic course and take advantage of the immense cynicism that had
developed in the electorate. So, rather than making extravagant policy
commitments, his strategy was to keep the political spotlight on the Prime
Minister. As Tracey Aubin observed:

Howard, a wily politician who knew all about adversity and had learned
from his mistakes, formulated a strategy to ensure the focus remained
firmly on Keating and the Government, not Howard and the Opposition.
This, Howard knew had been one of Hewson’s chief failings, he resolved
not to make the same mistake (Aubin 1999).

In the lead-up to the 1996 election, this approach came to be known as the ‘small
target’ strategy. While it successfully enabled the Coalition to maintain a lead in
the opinion polls through 1995 and into the 1996 election campaign, a
significant consequence of the approach was Howard’s unqualified rejection of a
GST. Like Keating’s electorally inspired opposition to a GST in the early 1990s,
Howard’s rejection of the tax in 1995 was motivated by political pragmatism.
When the issue of a GST was discussed by senior Liberal members in early 1995
there was a strong view that while ‘tax reform was both necessary and inevitable,
the answer had been framed by the 1993 election. It was impossible to
contemplate a GST now.’(Williams 1997, 167-168)38 The intention was that tax
reform would be dealt with in a second-term Howard Government. However,

37. Based on the findings of focus group research on voters’ attitudes toward Keating Conducted in 1995. As 
quoted in Williams (1997, 46). See also Manne (1998, 70). 
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this strategy was inadvertently derailed in May 1995 when Howard was asked
after a dinner speech: ‘If a GST had been such a good idea in 1993, why not
now?’ (Aubin 1999, 193). While the Opposition Leader responded that the GST
was not a part of the Coalition’s platform for the 1996 election, the fact that he
failed to categorically rule out such a policy beyond the election left the Coalition
vulnerable to a Keating attack. Following headlines claiming that Howard had
left the door open for a GST, the Prime Minister pounced, arguing that Howard
‘wants to do by stealth what John Hewson failed to do by fanatical advocacy’
(The Australian 2/5/1995; Aubin 1999, 193). With the Liberal hierarchy up in
arms and facing an electoral backlash, Howard had little choice but to
unequivocally rule out the tax, giving what would later become the famous
commitment on 2 May 1995 ‘that the GST will never ever be a part of Liberal
Party policy’ (Megalogenis 2000, 99). While such an undertaking was politically
expedient, the commitment effectively increased the political costs associated
with proposing a GST during the first term of a Howard Government.

Despite being criticised from some quarters for lacking sufficient policy
commitment and being ‘in danger of imploding from a lack of internal substance’
(Barnett and Goward 1997, 703), Howard and the Coalition ran a disciplined
election campaign ultimately wining a 6.25 percent nationwide swing and a 46
seat majority in the House of Representatives (Williams 1997, 316-320). While
Howard had given an unqualified commitment not to introduce a GST, he had
gained an important political resource in the massive parliamentary majority
which he would carry into a second-term election. Yet the risks of revisiting the
tax reform agenda would be shaped by interest group and broader community
perceptions of a GST in the light of the national fiscal position in the months after
the election.

The honeymoon is over: Fiscal squeeze and the adequacy 
debate
Within a week of the Coalition’s historic victory, celebrations were brought to a
sobering end when the newly appointed Treasurer, Peter Costello, held a press
conference detailing the budgetary situation confronting the incoming
Government. While the 1995-96 budget had predicted a ‘headline’ surplus of
$718 million, including $5.3 billion from asset sales, by March 1996, Australia’s

38. Williams (1997, 167-168). Although it must be noted that according to Graeme Samuel, the ACCI 
President who would rejuvenate the tax reform debate a year later, after their 1996 election victory, the 
Coalition were much more circumspect about introducing a GST. Interview with Graeme Samuel, 
December 2001.
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fiscal position had deteriorated such that ‘the Government’s entire strategy would
have to be revised in the light of the new figures’ (Aubin 1999, 197). As in the
late 1980s, when policy was being driven by the ‘twin deficits theory’, the decline
in revenue growth associated with lower inflation in the mid-1990s represented
the second fiscal ‘crisis’ of the study period. This crisis would have a significant
impact on the national tax policy debate.

Two days after the election, Treasury Secretary Ted Evans informed Costello
of an anticipated headline deficit of $280 million for 1995-96 despite the
proceeds of asset sales exceeding expectations by over $2 billion. Of greater
significance was the revised outlook for 1996-97 where Treasury was expecting an
$8.3 billion deterioration in the federal budget. Whereas the budget forecast
released ten months prior to the election had predicted a headline surplus of $3.4
billion for 1996-97, Treasury were now anticipating a headline deficit of $4.9
billion with a forecast underlying deficit of $7.6 billion (Aubin 1999, 196-197).

During the election campaign Howard had assured voters that campaign
promises were not contingent on the state of the budget. Upon gaining office,
however, the escalating deficit prompted major cuts in federal expenditure and a
pointed attack on the former government. On announcing the revised budget
figures, Costello seized on the projected deficit and launched an attack on Kim
Beazley, the one senior economic minister in the Keating Government who was
likely to have a high profile in an ALP opposition, by referring to it as ‘Beazley’s
$8 billion dollar black hole’ (Dullard and Hayward 1998). The Treasurer was also
careful to foster a sense of financial crisis in order to justify the Coalition’s
sweeping spending cuts, a tactic which was largely effective in terms of bolstering
the executive’s political authority. He declared that ‘the days of sloth and waste
are over’ and announced that Commonwealth expenditure would have to be cut
by $4 billion per year in each of the next two Federal budgets (Aubin 1999, 197).
The Government’s tough approach to debt reduction was generally commended
by the majority of market economists, business leaders, the press gallery and over
time, by the broader public with the Howard Government consistently out
polling the ALP as preferred economic managers (Roy Morgan Research 1997).
The real significance of the ‘Costello cuts’ in terms of tax policy was that the 1996-
97 Budget revealed that the expanding deficit was almost entirely the product of
a $5 billion revenue shortfall. In a low inflation environment, and with an
increasing proportion of national consumption being spent on services (Brown
1999), the national tax system simply was not raising sufficient revenue to fund
public expenditure (Smith and Disney 1996, 16). Moreover, given the prevailing
public finance orthodoxy and the resultant need to maintain a structural budget
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surplus, it became apparent that any revenue shortfalls would result in
commensurate cuts in public expenditure. Significantly, this realisation gave
welfare groups, and those in the community who had opposed broadening the
indirect tax base on equity grounds, reason to reconsider their position. 

Figure 6.1 Public support for a GST 1996–1999 

Source: McAllister 2000.

In summary, the aftermath of the 1993 election was a clear example of economic
conditions and prevailing policy paradigms shaping the national fiscal policy
agenda. Moreover, in terms of electoral politics, this led key actors in the tax
reform debate, such as welfare groups, to reassess the need to broaden the indirect
tax base. By 1994 an EPAC study revealed that a majority of Australians were
concerned about the decline in the quality of public services, and would be
willing to pay more tax to improve their provision (Withers et al, 1994; Blount
2000). Given the perceived political costs of increasing income tax rates or
reintroducing wealth taxes, and the sustained criticisms to which Australia’s
indirect tax system had been subjected over the past decade, there was an
inevitability that a GST would and should be introduced in Australia. As the
polling in Figure 6.1 indicates those in favour (either strongly or partly) of a GST
had increased from a low of 28 percent to 56 percent by June 1996, and peaked
at 59 percent in May 1997. 
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While it was argued above that this growing acceptance of the need for a GST
was the product of changing economic and ideational factors, it is also important
to note that these forces were augmented by the deliberate actions and strategies
of interest groups. More specifically, in a historic initiative, leading business and
welfare groups formed a collaborative alliance to promote tax reform. This almost
unprecedented interest group activism can be interpreted as a direct product of the
failed reform attempts of 1985 and 1993. Stakeholders realised that neither of the
major political parties would be willing to promote a comprehensive tax reform
agenda or a GST unless there was support from both a broad coalition of
stakeholders and the wider community (Brown 1999, Eccleston 2000). In other
words, by the late 1990s, the state’s capacity to consolidate tax reform was
critically dependent on both elite support and the state achieving a high degree of
community acceptance. 

Political learning and interest group mobilisation 
In Chapter 5 it was noted that during the 1993 federal election campaign peak
business associations had become increasingly organised and united in their
support for indirect tax reform (Brown 1999, 89). Yet, despite the fact that the
Keating Government subsequently ostracised many peak business associations
after the 1993 poll, effectively stifling any interest group-state collaboration, the
ensuing three years, if anything, saw a strengthening of business resolve to
promote tax reform. Since 1993, ACCI research consistently found that member
firms saw the existing tax system as a major impediment to their efficient and
profitable operation. A survey conducted prior to the 1996 election (in which tax
reform was not on the political agenda) found that of over 57 issues canvassed by
industry as needing to be addressed by an incoming government, the top three all
related to tax reform. Of particular concern were growing levels of indirect
taxation on business inputs in the form of WST, the escalation of State-based
charges, increasingly onerous compliance costs and unprecedented levels of
complexity and uncertainty in the business tax environment (Wallschutzky
1995). Business groups regarded a GST as being at the heart of an urgently
required overhaul of the national tax system, with a Ernst & Young survey of 150
business leaders in mid-1996 finding 99 percent support for the tax. However
the dominant view was that such a tax must be a part of more comprehensive
reforms (Lawson 1996; Dwyer 1995; ACCI Review 1996). It was argued that a
reform package would have to address Commonwealth-State financial relations,
and reduce the complexity of the tax system and the associated compliance cost
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burden, in addition to funding reductions in personal and corporate tax rates in
order to improve the international competitiveness of Australia’s tax system. 

While business had a growing economic interest in promoting comprehensive
tax reform, corporate leaders were also aware that it would be politically
impossible without support from a broader coalition including the welfare
sector.39 Mindful of the need to build electoral support for tax reform through
effective coalition building, ACCI president Graeme Samuel contacted ACOSS
president Robert Fitzgerald in April 1996, one month after the Coalition’s
election victory, to discuss tax reform.40 There were many issues on which the
business and welfare sectors disagreed, but there was more common ground than
there had been in 1993. This preliminary dialogue between Fitzgerald and Samuel
culminated with the two associations convening a National Taxation Summit in
Canberra on October 4-5 1996 (Harris 1996). 

In keeping with the strategy of building coalitions aimed at enhancing public
support for tax reform, the Summit sought to avert potential disagreements
between participants by focusing on those policy proposals where there was an
underlying consensus between business and welfare actors. Over 200 delegates
attended, with representatives of political parties and bureaucrats deliberately
being excluded so that agreement could be reached and community awareness
enhanced before specific tax reform proposals once again became the focus of
national, and inevitably partisan, political debate. The Summit was successful,
with the financial press reporting ‘an unprecedented level of consensus over a
goods and services style tax and other reform options’ (Field 1996). More
specifically, successfully negotiated compromises included the concession by
welfare groups that a low rate, broad-based consumption tax should be a part of a
wider tax reform package, and agreement by business that some types of asset taxes
would have to be combined with a tightening of the tax treatment of trusts to fund
a reduction in corporate tax rates (Samuel 1996). More specifically, Summit
delegates agreed on seven principles to guide the tax reform debate and formed an
ongoing Tax Reform Forum to maintain a dialogue between stakeholders.41

While the Tax Summit and the subsequent work of the Tax Reform Forum was

39. For example, in early 1997, Fergus Ryan, Chairman of the BCA taxation committee and later Chairman 
of the BCTR, was quoted as saying ‘the BCA would and other business associations would have to reach a 
common position with welfare groups if they were to have any chance of getting political support.’ As 
quoted in Brown (1999, 84).

40. Westfield (2000, 70). According to Samuel, by 1996 the ACCI secretariat realised that indirect tax reform 
would be impossible without the support of the welfare sector. He also attempted to persuade the ACTU 
to enter into negotiations, but smarting from Keating’s recent election loss they were unwilling to enter 
into a dialogue with ACCI or ACOSS. Interview with Graeme Samuel, December 2001.

Eccles ATRF  Page 130  Tuesday, July 6, 2004  2:03 PM



‘THE THIRTY YEAR PROBLEM’ THE POLIT ICS OF AUSTRALIAN TAXATION REFORM  131

unique in the sense that non-state actors were driving the agenda on very technical
policy issues, analysts agreed that it served a vital role in terms of promoting and
underpinning public support for tax reform. Opinion poll surveys during 1996
and 1997 revealed that supporters of a GST outnumbered opponents of the tax
by an unprecedented two to one (Blount 2000). Yet, in many respects, this was
the calm before the storm as both of the major political parties played down the
issue and continued to rule out introducing a GST.

 The Clayton’s campaign
Despite the growing consensus concerning the need for systematic tax reform, in
early 1997 both major political parties remained publicly opposed to the
introduction of a GST. The question remained - would the shift in public
opinion prompt the Prime Minister to renege on his 1995 commitment never to
introduce a broad-based consumption tax? Throughout this study reference has
been made to the contribution which both a strong electoral position and a
united leadership team can make to a government’s capacity to consolidate
contentious economic reforms. However the circumstances under which the
Howard Government decided to once again promote the tax reform agenda were
quite different. By May 1997, just over 12 months after being swept to office in a
landslide victory, the Prime Minister’s electoral fortunes had deteriorated
dramatically. Failure to publicly repudiate the populist One Nation Party, a
ministerial travel entitlements scandal and a reluctance to act on the
recommendations of the Wallis financial system Inquiry combined with little
progress on industrial relations and tariff reform, seriously undermined both the
Prime Minister and his Government (Aubin 1999, 218-235; Neighbour 1998;
Adams 2000, 19). With senior members of the Canberra press gallery asking
‘why will he not lead, or for that matter, why will he not even follow?’, Howard’s
approval rating as preferred Prime Minister collapsed to a lowly 20 percent, while
the ALP regained the lead in opinion polls a mere 12 moths after Keating’s
devastating 1996 defeat (Oakes 1997; Simms and Warhurst 2000; Aubin 1999,
220).

Compounding the Howard Government’s political woes was the growing
internal instability created by the Coalition’s declining support. From late 1996,
there was increasing speculation of a leadership challenge from Treasurer Peter
Costello, who was backed by senior Victorian Liberals and the Melbourne

41. The guiding principles of tax reform were not dissimilar to those identified in the Asprey Report (see 
Chapter 4) and the Draft White Paper (Chapter 5). The Tax Reform Forum was a round table established 
between the leaders of the ACCI, BCA and ACOSS which continued until early 1998 (Brown 1999, 83).
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business establishment because of his perceived commitment to economic reform.
The reversal in Howard’s political fortunes had been dramatic. As Pamela
Williams, noted: ‘It was absolutely unprecedented; within 12 months of the
landslide victory, the press gallery were openly speculating about his (Howard’s)
demise, while business figures were treating him with malevolence’ (Neighbour
1998). Perhaps the most damaging development was a very public attack from
two of Australia’s leading businessmen, Stan Wallis, Chairman of the BCA and
Ian Dunlop, Chairman of the Institute of Company Directors. They accused the
government of ‘lacking in strategic vision’, ‘not doing enough in terms of tax
reform and industry policy’. They also criticised the 1996-97 budget for ‘not
taking up the challenge of microeconomic reform as a priority’ (Charlton 1997;
Neighbour 1998). The Howard Government was divided by criticism from its
key business constituency and was losing ground in polls because the Prime
Minister was reluctant to make difficult decisions in a host of policy areas. Such a
performance indicates that the Prime Minister was anything but a ‘strong and
courageous’ leader as some analysts suggested. Given that the business
community, the press gallery and a growing portion of his Government had grave
doubts in relation to Howard’s policy direction and leadership, he had little choice
other than to take the political gamble of his life. The Government was divided
and had lost control of the policy agenda. Even more ominously for John Howard,
powerful private interests had forged an effective alliance with potentially hostile
elements within the Coalition (in this case Treasurer Peter Costello and his
supporters), something which undermined the Prime Minister’s political position
and forced his hand on tax reform.

Five days after the disastrous 1996-97 budget, the Prime Minister made the
unilateral decision to embark upon what he called ‘the great tax reform adventure’
(Barnett and Goward 1997, 786). On national television, Howard boldly stated
that ‘you can’t have tax reform unless you look at all the options’ (Aubin 1999,
247). Over the coming months, ‘tax reform’ became a symbol of vision, planning
and leadership, as the Prime Minister spoke about tax as ‘the thirty year problem’
and ‘the great piece of unfinished business on the national reform agenda’. While
Howard’s leadership was now assured until the 1998 federal election, it remained
to be seen if the Prime Minister could formulate a tax reform package which a
majority of Australians would endorse, thereby avoiding the fate of Keating and
Hewson’s tax proposals.

The initial reaction to Howard’s announcement was predictable given the
considerable posturing in relation to tax reform since late 1996. Both ACOSS and
ACCI ‘applauded’ the announcement as did State Governments (on the proviso
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that Commonwealth-State financial relations were a central focus of any reforms).
Predictably, and continuing the tradition of opportunistic partisan divisions,
federal ALP leader Kim Beazley responded that ‘a GST was unnecessary and
would impose a very heavy burden on middle Australia and would be confusing
and very difficult for small business’ (The Australian 20/4/1997). Despite the
ALP’s anti-GST stance, the early momentum in the tax reform debate remained
with the Government, with an unexpected High Court ruling that State franchise
fees levied on tobacco, liquor and petrol were unconstitutional. This strengthened
the case that the existing tax system was in need of an overhaul.42 Howard
capitalised on these developments by taking his initial reform proposals to a
special Cabinet meeting convened on 11 and 12 August 1997. Here it was agreed
that the objectives at the core of any proposed reform would include: introducing
a GST to replace the existing inefficient and regressive collection of indirect taxes;
providing adequate compensation to any groups affected by this broadening of the
indirect tax base; reforming Commonwealth-State financial relations; and
providing income tax relief, especially for families. All changes had to occur in a
revenue neutral context (Aubin 1999, 249; Carney 2001, 280-281). 

At a rhetorical level, Howard was determined to maintain the perception that
he was consulting widely in relation to tax reform. He explicitly stated: ‘I want to
share a great adventure with the Australian people, that of designing a tax system
for the 21st century’ (Neighbour 1998), a sentiment which assumed a tangible
form in September 1997 when the Government established a tax consultative task
force under the direction of Senator Brian Gibson (Warhurst et al 2000, 169).
Yet, despite the vulnerability of tax reform proposals in recent Australian political
history, and the need for governments to consult and negotiate in order to build
political support for tax reform, the Coalition’s commitment to consultation
remained remarkably superficial. In a clear example of how historical practice and
state structure influence the manner in which the executive and bureaucracy
interact to formulate policy, the Coalition’s reform package was developed by a
small task force of senior bureaucrats under the direction of Treasury ‘well out of
the public’s eye’.43 As was the case in 1985, the approach to policy making was
highly autocratic. Treasury’s determination to remain aloof from political
negotiations, while attempting to impose its policy preferences on government

42. In Ha v State of New South Wales (1997) 189 CLR 465. The High Court ruled that the franchise fees 
which had been levied on petrol, tobacco and liquor were in fact duties of excise, which, under Section 90 
of the Constitution could only be levied by the Commonwealth. Refer to Patapan (2000, 46-47). While 
Costello quickly negotiated an arrangement with the States whereby the Commonwealth raised the fees 
on the States’ behalf, which effectively restored the status quo, the finding reinforced the view that the 
existing tax system was in disarray and in need of urgent reform; Brown (1999, 85-86).
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limited the prospects of a more negotiated approach to policy-making (Carney
2001, xi). 

While business leaders were involved in ad hoc negotiations with the
Government during late 1997, ACOSS, to its dismay, was virtually excluded from
the process.44 Moreover, the final report from the Gibson task force, despite
receiving 600 submissions and being handed to the Treasurer in February 1998,
was never released. While interest groups had revised their political strategies in
relation to tax reform over the past two decades, Government agencies, and
Treasury in particular, were reluctant to modify their approach to policy
formation. In this sense, the Treasury’s established tradition of imposing
independent policy advice while avoiding consultation with leading stakeholders
continued to undermine the relational capacity of the state (Pusey 1991, 96; Bell
and Carr 2003). 

In the months after the formation of the Government’s taxation task force, the
interest groups, which had been actively promoting the reform agenda since 1996,
developed more detailed policy proposals. ACOSS publicly affirmed that its
support for a GST was contingent on the proportion of revenue being raised from
consumption taxes remaining constant, and on adequate and durable
compensation being made available to any groups adversely affected. A significant
implication of this qualified support for a GST was that ACOSS established itself
as a political force independent of the ALP. This development would have a
profound impact in the context of the 1998 election campaign. 

The business push for tax reform escalated in October 1997 with the
formation of the Business Coalition for Tax Reform (BCTR), an ad hoc advocacy
coalition which eventually represented 42 member associations covering most
sectors of Australian industry (Westfield 1999, 71; Warhurst et al 2000, 169). The
formation of the BCTR was perhaps the most tangible evidence of political
learning on the part of business leaders in relation to the tax reform debate, as the
group was specifically formed to improve the cohesion of business advocacy and
to actively promote the need for tax reform in the wider community, thus
enhancing the political viability of tax reform (Eccleston 2000). From the BCTR’s

43. The taxation task force was led by Dr Ken Henry of Treasury and included officers from Treasury, Prime 
Minister and Cabinet, the ATO, Costello’s office, and the Cabinet Policy Unit. Ministers who liaised with 
task force included John Howard, Peter Costello, John Fahey, Tim Fischer and Robert Hill. Aubin, T. 
(1999) Peter Costello. pp.251-252. Neighbour, S. (1998) ‘Never say never’.

44. ACOSS president during 1997, Robert Fitzgerald is on the record as saying ‘there is no real consultation, 
everything is being done behind closed doors’ (Neighbour,1998). His successor, Michael Raper, recalled 
only ‘one or two token meetings with the Treasurer’ over the period. Interview with Michael Raper, 
August 2000. Warhurst (2000; 169).
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initial meeting there was an undertaking to keep sectoral conflicts to a minimum,
so as not to undermine reform attempts by allowing opponents of the GST to
divide and conquer. More significantly, the BCTR resolved to advocate changes
which would enjoy popular support and be regarded as fair by a majority of the
population (Brown 1999, 88). In order to achieve this objective, it was decided to
abandon any calls for hard-edged reforms while maintaining a dialogue with
ACOSS in relation to the direction of tax reform. Finally, it was decided to devote
unprecedented resources, in the form of a $5 million public advertising campaign,
to promote the need for tax reform prior to the release of specific proposals by the
major political parties (Westfield 1999, 71; Brown 1999, 92-93). In terms of
specific tax reform options canvassed at a public level, although cautious, the
BCTR emphasised, like the welfare lobby, that all GST revenue should be devoted
to eliminating existing indirect taxes, especially the WST and State payroll taxes.

By May 1998, however, the BCTR became bogged down by internal conflicts
over an appropriate response to the Government’s emerging preference for
funding income tax cuts with GST revenue. As a result the BCTR concentrated
on promoting broad tax reform objectives rather than specific details
(Megalogenis 1998). Yet despite some dissent the level of business consensus was
unprecedented. What remained to be seen was whether the Howard Government
could develop a tax reform package that would win the support of the evolving tax
reform movement and the wider electorate. 

A New Tax System: the politics of policy formation
Despite the superficial consultation in relation to the formation of the Howard
Government’s tax package in late 1997 and early 1998, there were important
differences between this process and that which led to the Draft White Paper in
1985 and Fightback! in 1991. With these earlier reform proposals the political
parties initiated the policy debate with the release of a detailed proposal to which
interest groups responded. However, in 1998 the greater degree of interest group
mobilisation prior to the release of the Howard Government’s policy gave the
Coalition important insights into the likely support their final proposal would
receive. Yet despite the activism of stakeholders, and their strong preference for
consumption tax reform without increasing the net indirect tax burden, by late
1997 it became apparent that the Treasurer and his department were determined
to alter the tax mix to fund significant income tax cuts (Carney 2001, xi). While
the Government regarded significant income tax cuts as being essential to sell a
GST, using GST revenue in this manner in preference to abolishing State payroll
taxes alienated business groups, the welfare lobby and State Governments
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(Megalogenis 1999, 104-105). Indeed, it has been claimed that the Prime
Minister almost conceded to these demands just prior to the release of the
Government’s reform package. However, Treasurer Costello was outraged by the
proposal to reduce the GST rate to 8% (as opposed to 10% in the final package),
and forced Howard to abandon any eleventh-hour amendments to the package
(Carney 2001, xi-xvi). Beyond the issue of the tax mix, the Coalition moved
further from a position which ACOSS would find acceptable by making it clear
he was in favour of introducing a GST which did not exempt the ‘necessities of
life’, such as food, arguing ‘the more comprehensive it is, the more effective it is’
(The Australian 10/11/1997). 

While the Government was taking significant risks by alienating the central
stakeholders in the tax reform debate, in other important ways it did learn from
the tax reform debates of 1985 and 1993. For example, there was a conscious
attempt to educate the public about the deficiencies of the existing tax system.
This approach complemented the theme being promoted by the BCTR, State
premiers and ACOSS. This ‘softening up’ phase of the tax reform campaign, as
the Treasurer described it at a Liberal Party strategy meeting in February 1998,
was important in that it would undermine the likely ALP position that the existing
indirect tax system was preferable to a GST (van Leeuwen 1998). Secondly,
Howard skillfully maintained business support for tax reform by announcing a
separate review of business taxation (the Ralph Review) simultaneously with the
release of the Government’s main pre-election tax package. The review, under the
direction of former BCA head John Ralph, would report on a number of
contentious issues such as CGT reform, the taxation of trusts and funding a
reduction in the headline corporate income tax rate by reducing business tax
concessions after the election. This approach proved to be very effective in that it
allowed the Government to provide broad support for business tax reforms in the
lead-up to the 1998 election without having to provide potentially divisive policy
details (Eccleston 2000).

Beyond interest group politics, the shape of the Howard Government’s tax
package was also influenced by prevailing economic conditions and the
Government’s fiscal position. At the level of the international economy, the so
called ‘Asian financial crisis’ of 1997-98 was described by Treasury as potentially
the biggest external shock to Australia’s economy in the past 20 years (Budget
Papers 1998-99). However, as 1998 progressed, and despite a modest
depreciation in the Australian dollar, national economic growth remained in
excess of 3 percent. This allowed the Treasurer to claim that he had ‘fireproofed
the Australian economy’, effectively giving the Coalition the high ground on
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issues of economic management during the 1998 election campaign (Aubin 1999,
250-251). The 1998-99 Budget, which forecast a $14.6 billion surplus for 2000-
01 (the year in which a GST was likely to be introduced), also allowed the
Government to offer tax cuts to offset the introduction of a GST (The Australian
13/5/1998). Although the tax reform debate during 1997 and early 1998 had
been conducted on the premise that a reform package would be revenue neutral,
the significant surpluses which the 1998-99 budget forecast presented the
Government considerable flexibility in terms of the magnitude of income tax cuts
or other political sweeteners it could use to pave the way for a GST.

On 13 August 1998, after over a year of public debate and intense speculation,
John Howard released the tax reform proposal that would decide the fate of his
Government (Howard 1998). The 208-page document had been endorsed by the
Cabinet amid tight security on 28 July, followed by the conservative Premiers and,
finally, on the eve of its public release, by the parliamentary Liberal and National
Parties. The Tax reform: Not a new tax, a new tax system (ANTS) package was well
received by Coalition MPs, with Finance Minister John Fahey reporting that
‘I have never seen a more buoyant mood in the Party room’ (Aubin 1999, 252).
With the Coalition trailing the ALP by almost 10 points in opinion polls, the
package would have to be equally well-received by the public in order to provide
the electoral fillip required to rekindle the Coalition’s political fortunes.

The ANTS package represented the biggest gamble of John Howard’s political
career and was described as a ‘mixture of electoral bribes with far-reaching taxation
reforms’ (Kelly 1998 14/8/1998). The cornerstone of the package was the
proposal to introduce a 10 percent GST with very few exemptions. It was
anticipated that the new tax would raise $27.2 billion in 2000-01.45 Perhaps the
most unexpected element of the package were the initiatives aimed at alleviating
Australia’s severe vertical fiscal imbalance (VFI). This unprecedented
restructuring of fiscal federalism would be achieved by allocating all of the GST
revenue to the States via the Grants Commission in lieu of their general purpose
grants, provided that they abolish nine existing State-based indirect taxes (but not
payroll tax). The fact that GST revenue was expected to grow faster than the
combination of Commonwealth grants and indirect State taxes which it replaced,
meant that the fiscal imbalance between the States and Commonwealth was
forecast to improve by $2.25 billion by 2005-06. 

45. Exemptions, or products which were to be ‘zero rated’ included health, education, childcare and local 
government rates. Items to be input taxed included residential rents and financial services. The ANTS 
package proposed a 10% GST on all food and clothing. (See ANTS, especially Chapter 2.)
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Beyond eliminating some of the most inefficient indirect State taxes and
easing the VFI, the tax sharing arrangements in the ANTS package had other
political virtues. Firstly sharing the GST spoils with State governments appeased
these potentially damaging critics, neutralising an important source of political
opposition in Australia’s federal system of government. Secondly, there was a
shrewd provision within the package which required agreement between the
Commonwealth and all the State Governments in order to change the GST rate.
This effectively countered the concerns of welfare groups that an Australian
Government might later increase the GST rate (or wind back compensation), to
the detriment of the most vulnerable in society. Such concerns echoed the
experience of New Zealand, where the Lange Labour Government increased the
GST rate from 10 to 12.5 percent two years after its introduction (McGregor
1998). Compensation took the form of income tax cuts and family tax rebates
worth $14.5 billion, a 4 percent across the board increase in social security
payments, a savings bonus for self-funded retirees, significant reductions in the
diesel fuel excise and a 30 percent rebate on private health insurance (The
Australian 14/8/1998). In terms of business tax, the ANTS package did pre-empt
some of the issues under the jurisdiction of the Ralph review. These included the
elimination of the unpopular provisional tax system for small business and the
taxing of trusts as companies (raising $760 million), a broadening of the FBT net
(raising a further $760 million), the imposition of extra taxes on life insurers
(raising $670 million), and a foreshadowed reduction in the corporate tax rate to
30 percent through a reduction of business tax concessions (Kohler 1998). So,
while the package did alter the tax mix in favour of consumption and failed to
eliminate payroll tax, the Government had heeded some of the welfare sector’s
demands in terms of broadening the FBT base and attacking the use of trusts for
tax avoidance. Although these reforms were well received by a majority of
commentators, the political fate of the package was dependent on both the
distributional impact of the proposed reforms and their net impact on the budget.

In aggregate terms (and assuming constant prices), by 2003 the ANTS
package represented a $7.25 billion reduction in Commonwealth and State
taxation, with the shortfall being funded from the projected federal budget
surplus. Using the surplus in this way was politically expedient and underpinned
the Prime Minister’s claim that no one would be worse off under the ANTS
package. In terms of the mix between indirect and direct taxes – the pivotal issue
for the welfare sector – Howard proposed to increase the yield from the indirect
tax base by a relatively modest $4 billion by 2003. The remainder of the income
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tax cuts would be funded by eliminating the 1997 savings rebate, clamping down
on tax avoidance and improving tax administration (ANTS 1998, 33-35). 

In terms of the distribution impact of the new tax system the Coalition’s tax
cuts were squarely aimed at securing support among their middle class
constituency with Howard proudly announcing that:

under this plan the top marginal tax rate paid by 81 percent of Australian
taxpayers will be 30 cents in the dollar or less …. Nobody can say that
these are tax scales for the rich. These are tax scales for middle Australia;
these are tax scales for battlers (Garran 1998).

Although Howard resisted reducing the top marginal tax rate from 47 percent,
the threshold was increased from $50,000 to $75,000. As Figure 6.2 (below)
illustrates, the greatest beneficiaries of the Howard’s tax cuts were those earning
between $50,000 to $70,000. Such an outcome left the Government open to
criticism that the reforms reduced the progressivity of the income tax system. The
final significant distributional implication of the ANTS package was the 4
percent across the board increase in transfer payments, designed to compensate
those on social security benefits against the effect of the anticipated 1.9 percent
increase in the rate of inflation resulting from the GST. While the Government
claimed that the package would make everyone better off, the fact that a single
pensioner’s disposable income would increase by 1.5 percent, or $2.54 per week
under the package, where as a single income family earning $75,000 with two
dependent children would be $106.55 or 10.9 percent better off, left the
Government vulnerable to considerable criticism over the next 12 months.

The overall reaction to Howard’s much anticipated tax package was largely
predictable, with business leaders and economic commentators applauding the
proposal, while welfare groups were more qualified in their response. The ACCI,
which had initiated the reform process in 1996, commented that ‘it is clear that
the Government has listened to the concerns of the business community and it
has sought to provide a package of reforms that moves away from taxing business
inputs’ (The Australian 14/8/1998). Despite disappointment that some reform
proposals had been overlooked, such as the abolition of payroll tax, there was also
widespread recognition of the need to be politically pragmatic and to provide
support for a package. Dissent from the peak business associations’ endorsement
of the package was relatively limited, with the Housing Industry Association, the
Master Builders Association and representatives of the tourism sector the most
vocal opponents of the tax changes during the election campaign (Warhurst
2000, 4).
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Figure 6.2 Benefits of ANTS income tax cuts across income groups

Source: ACOSS (1998) The Government’s tax package. ACOSS response.

In contrast to business, welfare groups were generally cautious in their response
to the package. ACOSS stated that although it supported tax reform ‘there was
too little in the package to improve fairness’ (ACOSS 1998c). Beyond this, the
Australian Catholic Healthcare Association and the Brotherhood of St Laurence
believed that the package left the most vulnerable in the community too
dependent on compensation measures to maintain their living standards
(McClelland 1998). With the passage of time, the welfare sector generally, and
ACOSS in particular, expressed more significant reservations about the package.
Indeed, less that a week after the Government’s policy launch, ACOSS released
an analysis of the ANTS package which described it as ‘unsustainable,
unbalanced, unfair, and therefore unacceptable in its present form’. The analysis
was symptomatic of the lack of negotiation between the government and welfare
sector, and highlighted the fact that over half of the benefits of the proposed
income tax cuts would go to individuals earning over $60,000 per year (ACOSS
1998b). Yet, despite these reservations, in many ways the Government’s package
with its generous tax cuts was not pitched at interest groups, but directly at
middle Australia. Indeed, from the launch of the Howard Government’s tax
package through to the October election, interest groups, despite setting the
agenda in the tax reform debate since 1996, took a back seat as the dynamics of
party politics took over (Warhurst 1998, 167). However, the real significance of
the interest group collaboration and promotion of tax reform during the Howard
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Government’s first term was that they established tangible benchmarks against
which the community would evaluate the rival political parties’ tax reform
proposals during the 1998 election campaign. While opinion polls showed that
the community was evenly divided on the issue of a GST immediately after the
release of the ANTS package, private research commissioned by the BCA at this
time revealed that 89 percent of Australians believed that the tax system was in
need of fundamental reform (McAllister and Bean 2000; Business Council of
Australia 1998). While a significant proportion of the electorate was sceptical
about a GST, it seemed that voters felt that comprehensive reform was necessary
to ensure the integrity of Australia’s tax system into the 21st century.

A central argument of this book is that Australia’s institutionalised
competitive two-party system has had a significant influence on the political
strategies employed by key actors in the tax reform process. Moreover, the
resulting partisan opposition to reform proposals has tended to polarise public
opinion in relation to tax policy. Perhaps more significantly, this adversarial
political environment poses risks to interest groups which become too close to the
party in power. Fearing reprisals in the event of a change of government,
stakeholders tend to remain at arm’s length from the state, effectively
compromising the prospects of a more negotiated, consensual approach to policy
making. To this extent the fate of the Howard Government’s ANTS package was
initially dependent on the policy response of the ALP in the lead-up to the 1998
federal election, and, if this hurdle could be surmounted, on the role of the minor
parties and independents in the Senate. 

The likelihood that the 1998 election campaign would be largely fought on
the issue of tax reform forced the ALP to formulate a policy package that
established strategic points of political difference with the Howard Government.
Keating’s victory in 1993 ensured that the ALP’s attack on the Howard
Government would be based on its proposed GST, which Opposition Leader Kim
Beazley described as ‘inherently unfair’ and ‘a tax we do not need’ (Broad 2000,
75). In an attempt to woo back working class voters who had deserted the Keating
Government in droves at the 1996 election, on 27 August 1998 Beazley released
a tax package which offered carefully targeted income tax credits for low to middle
income earners. These credits would taper out once family income exceeded
$60,000 per year. The fiscal benefit of the proposal was that its projected cost was
a modest $3 billion which, in contrast to the Howard Government’s ANTS
package, would not draw on the budget surplus (Henderson 1998a). The modest
nature of the proposal was designed to reassure a sceptical electorate that, unlike
1993, the promised tax cuts would actually be delivered. This allowed the
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Opposition to portray the Government’s policies as being reckless in the midst of
the Asian financial crisis. Beyond the family tax credit and rejecting the GST, the
ALP’s package also proposed a crackdown on trusts, a broadening of the CGT
base to include post-1998 capital gains on assets purchased prior to 1985 and an
increase in indirect taxes on four wheel drive vehicles, tobacco and a token range
of luxury consumer goods.46 In terms of the politically sensitive distributional
impact, as Figure 6.3 illustrates, the ALP’s package was significantly more
progressive in its impact than the alternative ANTS proposal.

Despite being given some credit for providing low income earners with tax
relief and eliminating many of the poverty traps that resulted from the interaction
of the social security and taxation systems, overall, the ALP’s tax reform package
was influenced more by political imperatives than economic goals. 

Figure 6.3 Comparison of the distributional impact of the Coalition and 
ALP’s 1998 tax reform proposals

Source: ACOSS (1998) ACOSS Response.

While the ACTU provided traditional partisan support for the package,
describing the proposal as providing ‘welcome news for Australian workers’ (The
Australian 28/8/1998), business groups and the press gallery were scathing of

46. The partial ‘grandfathering’ of the CGT would have involved all assets purchased prior to 1985 being 
valued in 1998, with any post-valuation appreciation being subject to CGT. The ALP also proposed 
extending WST to include caviar and private jets in an attempt to be perceived as improving the fairness 
of the WST. 
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Labor’s reluctance to reform the indirect tax base. Perhaps more ominously for
the ALP, the welfare lobby also questioned the absence of any attempt to reform
the existing indirect tax base or Commonwealth-State financial relations. ACOSS
Deputy President Alison McClelland observed: ‘They fail to ensure a more
adequate income and consumption tax base for the future’ (The Australian 28/8/
1998). On 30 August 1998, three days after the ALP’s tax policy launch and
before detailed analysis of the proposal could be conducted, John Howard called
an election for 3 October. The month-long campaign that would decide both
John Howard’s political career and the fate of indirect tax reform in Australia had
begun.

The 1998 election campaign
Not only did the 1998 election campaign effectively develop into a referendum
on the proposed GST, but the fact that the major parties were level-pegging in
opinion polls when the election was called ensured that the relative performance
of the major parties during the campaign would decide the future trajectory of
Australian tax policy (Goot 2000; Warhurst 2000). The campaign was
dominated by the major parties, with the Government backed by a controversial,
publicly funded, $15 million campaign arguing that the existing tax system was
both unfair and required urgent reform (Brown 1999, 94). Predictably, the ALP
argued that the GST was unnecessary and would place an unfair tax burden both
on the poor and on small business operators, who would be responsible for
collecting the new tax (Broad 2000). While the Government started the
campaign slowly,47 it was the ALP which suffered the first decisive political blow.
This came in the form of ACOSS’s final assessment of the ALP tax package,
released on 3 September1998. Despite the welfare sector’s traditional sympathies
with the ALP, the ACOSS report was scathing and argued that the Opposition’s
proposal was ‘fair enough, but not good enough’ (ACOSS 1998c). In what was
described ‘as the most significant intervention by an interest group in the
campaign proper’ (Warhurst 2000, 167), ACOSS president Michael Raper
argued:

The major flaw in the package is that it fails to comprehensively
strengthen the tax system in relation to income, consumption, and State
revenues. As a result, the adequacy of future provision of essential income
support payments and social services is put at risk …. ACOSS does not

47. There was widespread speculation that Treasurer Peter Costello’s low profile was a product of simmering 
leadership tensions within the Coalition (Aubin 1999, 268; Carney 2001, 284-285).
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accept Labor’s argument that the tax system is not ‘broken’. We believe it
is in such disrepair that it needs comprehensive rebuilding, not just
patching up. (ACOSS 1998c)

Despite ACOSS’s assurances from 1997 that it would assess the tax reform
proposals presented by each of the major parties on their merit, there was a
lingering belief in Labor Party ranks that the leadership of Australia’s peak welfare
association would not speak out against the ALP in an election campaign. This
miscalculation of the political independence which ACOSS had developed in
relation to tax reform since 1996, combined with the ALP’s reluctance to
embrace a GST, left the Opposition in an isolated and politically vulnerable
position (Warhurst et al 2000). Theoretically, a comparison of the ALP’s
relationships with key stakeholders in the 1993 and 1998 federal election
campaigns is instructive. Whereas Chapter 5 documented how the Keating
Government was able to construct a coalition that enabled the ALP to work with
and through stakeholders to build political support in the wider community, the
situation had changed significantly by 1998. In the five years since the 1993
election, both a changing economic and ideational environment, and political
learning on the part of societal actors, had undermined interest group support for
an opportunist attack on the GST. 

Despite the fact that the credibility of the ALP’s tax package had been
seriously undermined, the criticism of the distributional impact of the ANTS
package from a range of quarters prevented the Coalition from building a decisive
lead in the polls. In a precursor to the Senate negotiations which would come to
dominate the tax reform debate in early 1999 and which will be analysed in the
following chapter, the Australian Democrats leader, Meg Lees joined ACOSS in
an attempt to capture the middle ground. She made a pitch for voters who
supported a fairer GST by arguing that ‘the Coalition’s package as it stands,
combined with the spending cuts they have already made, represents a truly
breathtaking shift to the better off’ (Lees 1998). At the same time, the Democrats
also undermined the ALP by emphasising that the existing WST system was a
‘shambles’ and was in need of comprehensive reform. As the campaign drew to a
close, the Prime Minister was aware that a significant portion of the electorate was
trying to reconcile their fear of a GST with the need to reform the national tax
system. Concomitantly, the Prime Minister, in an eleventh-hour attempt to win
the support from this middle ground, pleaded with voters during the Liberal Party
campaign launch ‘to put the national interest ahead of personal doubts and fears’
(Warhurst 2000, 5).

Eccles ATRF  Page 144  Tuesday, July 6, 2004  2:03 PM



‘THE THIRTY YEAR PROBLEM’ THE POLIT ICS OF AUSTRALIAN TAXATION REFORM  145

In the final analysis, the campaign remained tenuously balanced until election
day, with John Howard, leading the Coalition to victory, thus gaining a historic
mandate for indirect tax reform. Although the Coalition held a 10 seat majority
in the new House of Representatives, this was very much a product of superior
campaigning in marginal seats, with the ALP winning a majority of the
nationwide two-party preferred vote.48 Analysis of Australian Election Survey data
confirmed that tax reform was the central issue on voter’s minds, with 42 percent
of voters regarding the GST as the most important issue of the campaign and a
further 23 percent nominating tax reform more generally (McAllister and Bean
2000, 390). This and other research revealed a change in public opinion in
relation to tax reform generally and a GST in particular since 1993, with the
Coalition’s proposed GST delivering a marginal electoral advantage. While the
GST had been identified as the most significant reason why voters would not
support John Hewson in 1993, by the 1998 election a narrow majority of voters
preferred the Coalition’s stance on tax reform relative to the ALP’s (McAllister &
Bean 2000, 391). The fact that the Coalition were net beneficiaries from the tax
reform debate in 1998 enabled Howard to cling to office despite a mediocre first
term. A combination of changing economic conditions, the Keating
Government’s consequent deceit in relation to taxation and the disciplined
promotion of the need for reform by the welfare-business coalition from 1996
convinced a majority of voters that indirect tax reform was necessary. Beyond this,
the Government’s strategy of highlighting the deficiencies associated with the
existing tax system effectively undermined the ALP’s central strategy of arguing
that indirect tax reform was unnecessary. In the words of Warhurst: ‘unlike 1993,
the GST was no longer unpopular enough to deliver the ALP Government’
(2000, 9).

Conclusion
Not only did the 1998 election result represent a watershed in Australian tax
policy, but the events following the 1993 election support many of the theoretical
claims made in Chapter 1. While the 1993 election revealed that political leaders
have significant short-term policy discretion that may used to achieve electoral
ends, in the medium term, a combination of economic conditions and prevailing
ideas about economic policy effectively constrain policy options. Falling revenue
(with total tax revenue falling from 30.9 percent of GDP in 1993 to 29.9 percent

48. It has been argued that the ALP failed to make inroads in a number of marginal seats in NSW because of 
a successfully executed scare campaign waged against their proposed grandfathering of the CGT. 
(Megalogenis 2000, 101-102).
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in 1998) due to low inflation, and the dominant savings orthodoxy of the time,
resulted in the Keating Government reneging on the second instalment of the
One Nation income tax cuts, while increasing indirect taxation (OECD 1997;
OECD 1999). In this sense, having won the 1993 election, the Keating
Government allowed technical fiscal goals to once again take precedence over
political expediency.

Beyond the policy implications for the Keating Government, this chapter has
documented how, after the ALP’s 1993 election victory, indirect tax increases and
the resulting debate about the adequacy of the tax system recast the interests and
strategies of non-state actors in relation to tax reform. As was predicted in Chapter
1, the evolving economic, institutional and ideational context in the aftermath of
the 1993 poll led the welfare sector to accept that the broadening of the national
tax base would be inevitable if future governments were to adequately fund key
social welfare programs. Reflecting on both the political failures of 1985 and 1993
and the institutional vulnerability of the state to an anti-tax reform campaign,
both welfare and business groups embarked upon a coalition building strategy to
enhance community support for tax reform. This evidence of political learning
supports Marsh and Smith’s hypothesis outlined in Chapter 1 that past patterns
of politics affect the interests and strategies of actors in the policy process, which
in turn may facilitate new patterns of state-society relations (Marsh and Smith
2000).

This dynamic interest group interaction led to the evolution of what I have
described as a mobilised advocacy coalition encompassing peak welfare and business
associations (Eccleston 2000, 320-321). However the chapter also found that the
state was unable to make full use of this potentially significant political resource.
The existence of this reasonably robust cross-sectoral coalition could have
facilitated closer, more formalised patterns of state-society relations, which in turn
would have the potential to enhance the relational capacity of the state, but this
type of policy network failed to eventuate. This reluctance of the state, and
Treasury in particular, to develop closer relationships with key stakeholders
reflects the Treasury’s established tradition of independent authority. At this level,
while political learning was influencing the strategies of societal actors, the state’s
autonomous and somewhat aloof approach to the tax reform was more impervious
to change. So while key interest groups in civil society may be able to increase their
associative capacity, the potential to form more concentrated coalitions across the
state-society divide appears to be constrained by the entrenched practices and the
institutional structure of the state.
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However, as the Howard Government’s electoral success would imply, the
increased interest group mobilisation documented in the chapter was not in vain.
Indeed, the increased level of consensus and commitment to advocacy among
leading stakeholders bolstered community support for tax reform, enabling the
otherwise vulnerable Howard Government to embrace the tax reform agenda in
the lead-up to the 1998 election. Yet the fact remains that the state’s reluctance to
collaborate with key interest groups ultimately resulted in a highly polarised
election campaign in which the Coalition achieved a narrow and tenuous victory. 

While much of the analysis presented above has focused on the interest group
dynamics of Australian tax reform it is evident that these events take place in a
structured context. For example, it seems that institutional variables not only
influence the structure of decision-making authority, but they also affect the
changing relationship between state and societal actors. In this case, institutional
factors influenced the form and effectiveness of state-society alliances which could
have contributed to the state’s relational capacity. As outlined in Chapter 1, such
a finding is important in terms of resolving the conceptual ambiguities concerning
the relationship between the nature of state-society relations and the broader
institutional context in which they are located.

Finally, while growing community acceptance of the need for tax reform
enabled the Howard Government to win the 1998 Federal election, the political
battle was far from over. Indeed, the lack of executive control over the Senate
again placed the ANTS package in the hands of minor parties and interest groups.
Chapter 7 analyses the political dynamics of the Government’s attempts to secure
Senate support for tax reform.
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7. A NEW TAX SYSTEM AND BEYOND: 
TAX POLICY IN THE 21ST CENTURY

In the aftermath of the 1998 federal election, John Howard was jubilant that his
Government had succeeded where John Hewson had failed five years earlier,
proclaiming at a post-poll press conference, ‘we have weathered the ferocious fear
campaign and we have won the mandate of the Australian people … I could not
be more delighted’ (The Australian 5/10/1998). However, while the Howard
Government had prevailed in the electoral arena, this success belied the
implementation challenge the Coalition faced in the Senate and beyond.

In addition to providing an overview of the implementation of the Howard
Government’s 1998 tax reforms, this chapter analyses other significant post-2000
developments in Australian tax policy. The account begins by examining the
Senate inquiry into the New Tax System and the Coalition’s subsequent
negotiations with minor parties and independents as it attempted to secure Senate
support for its tax reform package. With a modified version of the ANTS package
being passed by the Senate in May 1999 the chapter shifts its focus to the
implementation of the GST and associated reforms. The emphasis here is on
business response to the New Tax System as well as the findings of the Ralph
Review of Business Taxation. Beyond high profile policy changes, the Ralph review
also proposed significant reforms to the tax policy process and tax administration,
with the formation of a consultative Board of Taxation being particularly
significant. The chapter describes these developments and assesses the extent to
which they represent a new approach to governance in the tax policy arena.
Having assessed these important developments the chapter concludes by
identifying some of the major taxation policy issues still confronting Australia.

Howard’s fragile mandate
Thus far the study has focused on the way in which structural factors mediated
by institutions have shaped both the nature and electoral viability of tax reform
in Australia. Yet, securing control of the government benches is only the first step
towards consolidating comprehensive tax reform. When Australia’s federal
parliamentary institutions were devised, the Senate, in the Washington tradition,
was intentionally established to limit the power of the executive, and, in theory at
least, protect the interests of the States vis-à-vis the Commonwealth, and the
smaller States vis-à-vis the larger ones (Young 2000, 106). Despite the fact that
governments have rarely won a Senate majority since the introduction of
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proportional representation in 1948, until the 1970s the general passivity of
minor parties ensured that the Australian Senate was ineffective in terms of
limiting executive power.49 However, during the period of the Whitlam
Government, and again since 1981, when the Fraser Government lost its control
of the Senate due to the success of the Australian Democrats, the federal
Opposition in concert with minor parties have been increasingly willing to utilise
their institutional power to block and amend government legislation. Despite
this increasing Senate activism Government strategy continues to be shaped by
the norms associated with the Westminster model of responsible government, in
which it is assumed that the executive has the support of the legislature. Although
no federal Government has held a Senate majority since 1981, there has been a
tendency to deliver legislative ultimatums to the Senate on a ‘take it or leave it’
basis rather than entering into pre-emptive negotiations with balance-of-power
parties. Nowhere have political standoffs between the executive and Senate been
as apparent as in relation to tax policy, with the advocates of reform giving little
strategic consideration to the politics of securing Senate support.50 This chapter
begins by analysing how the Australian Senate, acting against the Howard
Government’s claim of a popular mandate in relation to tax reform, represented a
significant institutional constraint on executive authority and became a strategic
focus for actors opposed to the Coalition’s policy proposals. This ultimately led to
a dramatically amended tax reform package.

Reflecting the Westminster-inspired focus on the House of Representatives
that has dominated Australian politics, with the possible exception of interest in
the performance of the One Nation Party, there was little emphasis on the half-
Senate election during the 1998 campaign (Jaensch 2000, 10). Nonetheless, there
was widespread concern within Coalition ranks that the ANTS package may be
delayed or extensively amended in the Senate. These fears intensified during the
final days of the campaign when Democrats leader Meg Lees became more
outspoken on tax reform, stating that ‘the Coalition's tax package is too radical
and will need major surgery if it is ever to have a chance of making it through the

49. While Senate activism has increased in recent years there are examples form the post-war period. For 
example, the ALP controlled the Senate between 1949 and 1951 often frustrating the Menzies 
Government. Also, the DLP did occasionally use its control of the Senate between 1965 to 1974 to 
influence legislation. Thank you to Lindsay Rae for raising this point.

50. While it must be acknowledged that in 1985 Democrats leader, Don Chip, did offer broad support to the 
introduction of a BBCT, the Democrats successfully vetoed the Hawke Government’s Australian Card 
legislation in the Senate in 1986 (Walsh 1995, 149). Given the nature of the proposals and his adversarial 
leadership style, most analysts believe John Hewson would not have secured Senate support for Fightback 
had he won the 1993 federal election (Kelly 1994, xvi). 
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Senate with Democrat support’ (Lees 1998). However, the Government,
determined to tackle each hurdle as it came, and hoping to secure the support of
the two independent Senators who held the balance of power in the upper house
until mid-1999,51 paid scant attention to Democrat demands prior to polling day. 

Howard’s initial post-election strategy represented a continuation of this
theme emphasising the Coalition’s mandate to implement the ANTS package.
Howard asserted that his Government ‘now have a mandate to implement the
policies that we so honestly openly and candidly laid before the Australian people’
(The Australian 5/10/1998). Motivated by the fact that the Democrats would
regain the balance of power in the Senate on 1 July 1999, Costello was even more
specific. In the hours after the 1998 poll he stated that his single greatest priority
as Treasurer was to secure Senate approval for tax reform prior to mid-1999 (The
Australian 5/10/1998). Within days of the 1998 poll, in a frank admission of his
Government’s vulnerability to Senate obstruction, the Prime Minister
foreshadowed increasing compensation to the most needy, while scaling back the
proposed tax cuts to high income earners in order to preserve the GST on food
(The Australian 6/10/1998). However, reflecting the lack of consultation and
transparency in the formulation of the ANTS package, the Senate parties were
unwilling to negotiate with the Government without conducting a parliamentary
inquiry into the GST. Meg Lees stated:

All we are asking in the debate about the GST is time to do our job
properly, to test the Government’s claims, to scrutinise the package which
was put together under a veil of secrecy and to ensure the community has
an input into a tax plan that it is very concerned about’ (Megalogenis
1998a)

The Senate Inquiry
In the face of pleas from business groups to implement tax reform promptly and
the Government’s decision to introduce its original legislation into the House of
Representative regardless of Upper House support, the Senate appointed a select
committee to conduct an inquiry into the ANTS package on 25 November 1998
(Senate 1999). The inquiry’s terms of reference were to investigate the broad
economic impact of the ANTS package with a view to suggesting ‘options for

51. In the aftermath of the 1996 federal election the Coalition was only two seats short of a Senate majority. A 
majority could be secured with the support of independent Senators Brian Harradine and Mal Colston. 
However, after the 1998 half-Senate election (which came into effect on July 1st 1999), the Coalition 
required the support of the Australian Democrats to secure a Senate majority (Singleton 2000, 3; Simms 
and Warhurst (eds) 2000, p.xv; Aubin 1999, 298).
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amendments to improve the fairness and efficiency of the proposed legislation’.
Special emphasis was placed on scrutinising Treasury’s unreleased modelling of
the package’s impact on the economy (Dodson and Lewis 1998).

In a development which demonstrates how institutionally defined features of
the policy process influence the political strategies of actors, the lead-up to the
Senate inquiry precipitated a new round of political posturing in relation to tax
reform, as stakeholders realised that the detail, if not the broad intent, of the
Government’s tax package was open to renegotiation. The Government
responded by reinforcing its central argument that preserving the integrity of the
reform package was in the long-term national interest, and continued to make a
case for increasing compensation rather than exempting necessities of life from the
GST base. Treasury lent strong support to this approach, predicting that
exempting food would ‘mean that the package was unsustainable as a whole, with
likely highly adverse economic effects on the fiscal balance, monetary policy
settings, growth and employment’ (Davis 1999). As was the case prior to the
election, big business and key business associations continued to publicly support
the Government by both endorsing the ANTS package and implicitly questioning
the authority of the Senate to obstruct the legislation’s passage into law.52

The benefit the Government gained from this ongoing business support for
tax reform was countered by a growing consensus among the welfare sector that
the ANTS package should be made fairer. Independent and minor party Senators
seemed very receptive to this view. This belief, in turn, led to an intensification of
lobbying, with over 100 welfare and community organisations making formal
submissions to the Senate inquiry (Senate 1999; Australian Financial Review 18/
11/1998). Finally, a range of economists with expertise on the distributional and
macroeconomic impact of the proposed tax reforms gained prominence in the
debate.53 The impact of these contributions was intensified because of the
Government’s reluctance to disclose the Treasury analysis on which the ANTS
package was based.

52. While groups, such as the BCTR, were loathed to publicly criticise the Coalition in such a time of 
vulnerability, there was a significant increase in private lobbying between business and government in 
relation to details of the ANTS package (Buffini 1999) In terms of the Senate’s potential to obstruct a 
Government’s legislative program, the incoming BCA chairman Campbell Anderson argued ‘The 
interface between the House (of Representatives) and the Senate are issues which the BCA may at some 
point conclude are of sufficient national importance to develop a position.’ (Gluyas 1999).

53. Prominent economists who appeared before the Senate Inquiry in late 1998 and early 1999 included Neil 
Warren, David Johnson, John Quiggin, Peter Dixon, Chris Murphy, Colin Hargraves, Geoff Carmody 
and Ann Harding. 
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The Senate inquiry received over 1400 submissions in the three months after
it was established, very few of which argued that the ANTS package should be
passed by the Senate in an unamended form. This prompted non-Government
members of the Senate Committee to conclude that there were widespread
community concerns in relation to the ANTS package, because of the lack of
consultation during its formulation and the manner in which the Government
was attempting to fast-track the enabling legislation through parliament. In
keeping with these concerns and the inquiry’s terms of reference, the public
hearings conducted around the country focused mainly on the macroeconomic
and distributional impact of the ANTS package. The hearings started disastrously
for the Government, with a range of expert witnesses arguing that the Treasury
analysis, which had served as the basis for the compensation provisions within the
ANTS package, was based on ‘brave’ and ‘overly ambitious’ assumptions that
understated the impact of the GST on low income earners.54 While the
government was able to avoid serious scrutiny of the ANTS package in the lead-
up to the 1998 election, in the context of the Senate inquiry the Government had
effectively been stripped of the benefits that incumbency confers. 

Beyond strengthening the resolve of ‘balance of power’ Senators to demand
amendments to the ANTS package, the inquiry also influenced broader public
opinion in relation to the GST. While there remained a genuine consensus that
the existing tax system was deficient and in need of reform, there were increasing
doubts about the fairness of the Coalition’s brand of tax reform.55 To make
matters worse for the Government, these concerns manifested themselves in the
form of growing demands to exempt food from the GST net, contrary to the
Prime Minister’s preferred option of increasing compensation. Brian Harradine,
the independent Senator who effectively controlled the fate of the ANTS
legislation before the Senate changeover, argued that the GST should not apply to
money spent raising a family, while a survey conducted by the University of
Melbourne found that 66 percent of Australians opposed a GST on food (The
Australian Financial Review 22/12/1998).

As the inquiry carried on into 1999 it focused on the merits of exempting food
from the GST in the interest of improving the fairness of the package. By the last

54. These assumptions included that all individuals, regardless of income, had identical spending patterns and 
understating the likely inflationary effect of the tax changes. Hudson (1998); Martin (1999). Equally as 
damaging was the admission by the Chairman of the Tax Reform Taskforce and Treasury Deputy 
Secretary, Ken Henry, that Treasury had done no modelling of the impact of the ANTS package on 
employment or economic growth. 

55. Between the 1998 election and May 1999 opinion polls found that support for a GST fell approximately 
5% to 40%. (Blount 2000).
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day of hearings the Government’s preference for compensation in preference to
exempting food became untenable when it was revealed that proposed
compensation payments to welfare recipients would almost inevitably be eroded
with the passage of time (Australian Financial Review 9/4/1999). The apparent
deficiency of the compensation provisions associated with the ANTS package,
ostensibly intended to ensure ‘that we will not be eroding the safety net that
underpins our social security system’ seemed to vindicate the Senate inquiry. This
led Meg Lees to conclude that the case for exempting food from the GST ‘had
been won’ (Australian Financial Review 10/2/1999). It seemed that not only did
the lack of consultation during the formation of the ANTS package increase the
Government’s vulnerability leading up to the 1998 election, but the Senate
inquiry subjected the reform proposals to further serious scrutiny. What remained
to be seen was how Tasmanian Independent Brian Harradine would vote when
the ANTS legislation was reintroduced into the Senate.

The compromise: ANTS II
The day of reckoning for the Coalition’s tax reform package was Friday 14 May
1999 when Brian Harradine signalled his voting intentions to the Senate. The
independent Senator’s support could not be taken for granted given that he had
consistently expressed concerns about the impact of a GST on low income
earners and families, concerns which were amplified by the Senate inquiry.56 The
seriousness of the deadlock was reflected in Howard’s eleventh-hour offer to
increase GST-related compensation to social security recipients, families and self-
funded retirees by $1.5 billion per year. The Government also gave an
undertaking to conduct a full independent inquiry into the adequacy of the
compensation package three years after the reforms had been implemented (The
Australian 14-15/4/1999). Yet, this desperate attempt to win Senate support was
to no avail. Senator Harradine told a stunned Senate:

The Government’s genuine attempt to compensate... is something to be
commended, but it cannot be guaranteed. But one thing can be
guaranteed and that is that the GST, once enshrined in legislation, will
never be removed. Decisions we make now on this issue are not for the
next three years. We are making decisions here that will affect generations.
And the question that I have to ask myself is whether I’m going to be a
party to imposing an impersonal, indiscriminate tax on my children, my

56. The welfare sector also invested significant resources lobbying Senator Harradine, with the Tasmanian 
Council of Social Services being particularly active. Personal correspondence with Alison McClelland, 
April 2004.
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grandchildren and their grandchildren for generations to come. The
answer is I cannot (Aubin 1999, 298).

Howard remained publicly defiant in the face of this devastating defeat, but the
political reality, as reflected in Figure 7.1 (below), was that political support for
the Coalition had softened since the 1998 election such that it would be unlikely
to survive a double dissolution election (Wright 1999). Not only had the
Government’s failure to consult with minor parties precipitated an inquiry into
the ANTS package, but the subsequent findings of the Senate Committee had
undermined support for the Coalition to the extent that it was unable to coerce
the Senate by threatening a double dissolution.

Figure 7.1 Electoral support for the major political parties 
October 1998 – July 2001

Source: Roy Morgan Research.

Without Harradine’s support, the fate of the ANTS package was in the hands of
the Australian Democrats. Despite this effectively being Howard’s last chance to
gain parliamentary support for tax reform, there remained ‘a huge gulf between
what the Government would regard as a reasonable maintenance of its package
and what the Democrats really want’ (Lewis 1999). This divergence meant that
the prospects of negotiating a compromise seemed slim. The ALP’s opposition to
the GST, combined with the institutional structure of the Australian Senate, had
delivered the minor parties an effective veto over the Government’s tax reform
agenda.
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The Howard Government had no strategy for dealing with a hostile Senate
and, until May 1999, had shown no inclination to establish a dialogue with the
Democrats (Carney 2001, 295). This situation was further compounded by the
Government’s unwillingness to take the party’s policies and internal procedures
seriously. Indeed, the fact that the Democrats’ leadership was bound by the policy
directives of the party’s rank and file membership meant that Lees only had
authority to negotiate on ‘technicalities’ rather than substantive elements of the
party’s position in relation to the ANTS package.57 

As the intense negotiations continued between the Australian Democrats and
the Coalition it became clear that Meg Lees held the winning hand. If no
compromise could be reached, the Democrats, like Brian Harradine a few weeks
earlier, would be heralded as heroes by the growing anti-GST movement. John
Howard, on the other hand, had little choice other than to accede to their
demands and then try to convince the public that the amended ANTS package still
represented worthwhile and meaningful tax reform (Aubin 1999, 299). The
Democrats’ position of power in the negotiations was confirmed when they
rejected the Government’s initial offer on 26 May on the grounds that too much
of the projected budget surplus was being used to fund tax cuts for high income
earners (Australian Financial Review 27/5/1999). While Howard insisted on
preserving income tax cuts for workers earning between $35,000 and $50,000,
with the Prime Minister referring to this non-negotiable demand as ‘his food’
(Cleary 1999), it came as little surprise when on 28 May 1999 John Howard,
Peter Costello and Meg Lees announced that they had reached an ‘in principle’
agreement on tax reform which closely reflected the Democrats’ position prior to
the negotiations. More specifically these concessions included:
• ‘Basic food’ was to be zero rated, saving low income earners an estimated 

$4.00 per week.58

• Increased social security payments, ensuring that all recipients would be at 
least 2 percent better off in real terms (as opposed to 1.5 percent in the 
original package) after the introduction of the GST.

57. While the central elements of the Party’s position had been established in their report following the Senate 
Inquiry, in late April The Democrats compromised to the extent that they were advocating GST 
exemption for ‘basic’ food rather than all food. For a summary of the Democrats’ position refer to Senator 
Meg Lees press release 17/5/1999. It must also be noted that Lees’ room to bargain was limited by senior 
Democrats, including deputy Leader Natasha Stott Despoja, who were taking a harder line in opposing 
the GST. 

58. ‘Basic’ food is defined in the ATO’s GST Food Guide. 
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• Removing 80 percent of the diesel rebate proposed in the ANTS package by 
restricting concessions to regional diesel users and trucks over 20 tonnes, 
saving $3 billion over 4 years.

• $1 billion in extra funding for environmental packages over four years.
• $400 million in funding to reduce greenhouse gas emissions over four years.
• Increased GST exemption of pharmaceutical products.
• Extra funding for the Australian publishing industry and emergency 

housing.59

In keeping with the Democrats’ concerns that the original ANTS package was
overly generous to high-income earners and provided incentives to use polluting
diesel fuel, the revised package was funded through reducing income tax cuts for
those earning over $50,000 per annum (refer to Table 7.1, below), delaying the
abolition of State debits tax and financial institutions duty and the reduced diesel
excise concessions mentioned above (The Australian 29-30/5/1999). However,
these measures failed to fully fund the exemption of ‘basic’ food and other
provisions on which the Democrats insisted, with the estimated net cost of the
ANTS Mark II package being $2.85 billion over four years. Yet reaching an
historic agreement was not the end of the battle for either the Government or the
Democrats. As the Canadian experience of 1993 demonstrated, the immediate
political prospects of both parties were inextricably linked to how successfully the
much anticipated reforms could be implemented. Indeed, the 12 months
between when the revised ANTS legislation passed into law and the 1 July 2000
starting date for the new tax system promised numerous challenges. The
Government not only had to implement the infrastructure necessary to
administer the new system, but also had to deliver on business tax reform, while
countering opportunistic attacks from the ALP.

Table 7.1 Comparative marginal income tax rates

Source: The Australian 29-30/5/1999 p.5.

59. Senator Meg Lees, media release 28/5/1999. 

Pre-ANTS
scale

Marginal
tax rate

Original ANTS
scale

Marginal
tax rate

Revised ANTS
scale

Marginal
tax rate

0-5,400 0% 0-6,000 0% 0-6,000 0%

5,400-20,700 20% 6,000-20,000 17% 6,000-20,000 17%

20,700-38,000 34% 20,000-50,000 30% 20,000-50,000 30%

38,000-50,000 43% 50,000-75,000 40% 50,000-60,000 42%

50,000+ 47% 75,000+ 47% 60,000+ 47%
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The politics of implementation 
Once the New Tax System legislation passed into law the Howard Government
had to focus on working with both key actors in the tax policy arena as well as
ordinary Australian consumers and businesses to ensure that the GST and
associated changes were implemented efficiently, minimising any economic
disruption or political fallout. While the business community held a genuine
commitment to the successful implementation of the reforms, partisan politics
ensured the ALP underscored every potential problem associated with the New
Tax System in the hope of promoting an anti-GST backlash. The Labor Party’s
initial focus was to highlight the uncertainty and confusion associated with the
1 July 2000 commencement of the GST and other new arrangements. Labor
leader Kim Beazley argued that ‘the evidence is mounting that the Government
completely botched the introduction of the new tax creating unnecessary
confusion and fear’ (Beazley 2000). While the ALP did enjoy some success in
terms of publicising the extravagant nature of Government’s $15 million GST
education campaign, and in criticism of marginal GST-related petrol price rises,
overall the Opposition’s credibility was undermined by a reluctance to remove, or
‘unscramble’ the GST. While Kim Beazley was adamant that an ALP
Government would ‘roll back the GST to make it fairer and reduce the burden
on Australian families’ (Beazley 2000), the absence of detailed policies relating to
GST amendments was widely interpreted as an admission that returning to the
taxation status quo would not only be administratively difficult, but fiscally and
politically impossible. 

In the weeks approaching the first day of the New Tax System the Prime
Minister continued to argue that the reforms were in the long term national
interest. He stated that ‘the new tax system is the next crucial step along the road
to building an even stronger and fairer Australia’ (Howard 2000). This rhetoric
continued to strike a chord, with the community remaining tolerant of transition
arrangements associated with the introduction of the GST. Indeed, in the weeks
after the 1 July introduction of the GST (and despite the ALP’s fear campaign)
opinion polls revealed an even balance between those who felt that the tax changes
were ‘a good thing or a bad thing for the nation’, with many respondents
expressing the sentiment that ‘In the long run we will all be better off’.60 However
the real test of the effectiveness of the implementation of the New Tax System
would be in the months after July 2000 as business and consumers were forced to

60. Morgan Gallop Research finding No. 3340. ‘Australian electors divided on the GST’ as published in The 
Bulletin 10/10/2000. In the main survey 36% said the new tax system was a good thing while 37% said it 
was a bad thing, 16% said it was neither good nor bad, while 11% did not have an opinion. 
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comply with the new tax legislation and as any economic impacts associated with
the GST became apparent.

A broad-based GST is widely recognised as being a very effective and efficient
revenue raising instrument that taxes consumption across a range of goods and
services. However a negative feature of the cascading tax, where businesses claim
GST credits on inputs, is a rather high compliance burden, especially in terms of
establishing an accounting system capable on tracking and reporting expenditure
on business inputs (Sandford 1998). While evidence suggests that large firms with
appropriate accounting expertise and infrastructure can easily make the transition,
the same is not true of small business operators, who confront significant fixed
costs associated with implementing GST-compatible accounting systems as well
as ongoing compliance related expenses. Overall the international experience
confirms that there are significant costs associated with administering a GST and
that this compliance burden is regressive in its impact, with small firms having to
spend more as a function of turnover and profit (Sandford 1995). In some
instances GST compliance issues have been blamed for the failure of small
business, creating significant political fallout. Indeed successful GST
implementation was widely regarded as being the key to the Howard
Government’s prospects for re-election in 2001.

The moment of truth for the New Tax System came November 2000 when a
most small and medium businesses had to submit their first quarterly GST and
pay-as-you-go (PAYG) income tax returns in the form of a Business Activity
Statement (BAS).61 Over the coming 12 months the BAS reporting system would
create a significant political backlash. At a more general level these compliance
issues highlighted structural problems with the Australian tax policy process.
More specifically, the original BAS framework was very much a product of
Treasury’s desire to protect the integrity of the New Tax System by minimising tax
concessions or exemptions, even if they had the potential to simplify tax
administration and compliance. Many tax professionals have argued that this
attitude was the product of the autocratic nature of the central economic agencies
in Canberra as well as their physical and cultural isolation from the broader
Australian business community. Indeed, the GST compliance issues, described in
more detail below, reinforced the case for state agencies to develop closer relations
with business and other taxpayers. These issues arose at just the time when the
Howard Government was attempting to institutionalise closer consultation
through the Board of Taxation. While the Board of Taxation did have a
significant role to play in the reform of the BAS system, more detailed analysis of

61. Firms with an annual turnover in excess of $20 million submit a BAS on a monthly basis. 
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this important institutional development will be deferred until later in the
chapter.

The first days of the New Tax System were relatively uneventful, with most of
the criticism during this transition period focusing on the excessive nature of the
Government’s publicity campaign and persistent threats from the ACCC to fine
any firms that imposed price rises beyond what could be justified by the GST
(Tran-Nam and Glover 2002, 376). Compliance related concerns came to a head
in late November when small businesses with quarterly reporting obligations were
due to submit their BAS. In response to growing concern among tax professionals,
small business representatives and the newly appointed Chairman of the Board of
Taxation, Dick Warburton, John Howard acknowledged on 21 November that
there were problems with the BAS reporting process (Cleary 2000). Not only did
the BAS framework require the detailed reconciliation of business accounts on a
quarterly basis, but there was a more serious structural concern that the new
PAYG income tax system (which replaced the equally unpopular prescribed
payments system) was imposing a serious cash-flow burden on small firms (Cleary
2000c). While Howard attempted to reassure the crucial small business
constituency, his initial attempts were hampered by the ATO, which maintained
that the Government had no authority to intervene in matters of tax
administration (Cleary 2000b). Despite the ATO’s reluctance to modify the BAS,
lobbying to simplify GST compliance intensified over the new year forcing the
Howard Government to make important concessions. The significance of the
issue was reflected in the fact that in January 2001 Tony Abbott was appointed to
the small business portfolio and immediately stated that the BAS would be
simplified (Martin and Fabro 2001). Finally, in early February, the Howard
Government announced significant concessions to small firms with a turnover of
less than $1 million. While these reforms were welcomed by key stakeholders such
as the Institute of Chartered Accountants Australia (ICAA) and the Taxation
Institute of Australia, there was an overwhelming view that there needed to be
ongoing consultation between Government, the ATO, business and tax
professionals in relation to tax administration. 

It was perhaps inevitable that there would be significant transitional and
compliance issues associated with the introduction of the New Tax System. The
real political issue was whether the community thought these issues were the
avoidable product of poor policy and implementation, or the inevitable
consequence of far-reaching tax reform. Unfortunately for the Howard
Government there was a widely held perception among the small business
community that too little thought had been given to planning the administration
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and implementation of the New Tax System. The administrative problems
associated with the new tax system were attributed to the lack of consultation
between the Treasury and the ATO on one hand and the tax industry and business
on the other. As TIA President Ray Conwell argued in the national press at the
height of the BAS simplification debate:

For too long government has blindly followed the views of Treasury and
ignored cries from tax practitioners and those who carry the real burden
of these changes (Fabro 2001).

These administrative oversights were compounded by the tight timetable
imposed on the implementation of the New Tax System by the protracted Senate
negotiations and Australia’s very short electoral cycle. The first detailed
qualitative study of the implementation of the New Tax System revealed that
many small businesses felt that the ATO was ‘ill prepared’ and that more
extensive trials of the new compliance procedures should have been conducted,
notwithstanding the time this would have taken (Tran-Nam and Glover 2002,
368). As a consequence of these concerns and the fact that each small business
paid an estimated average of $5000 to comply with the New Tax System, the issue
of the BAS remained a major point of political vulnerability for the Howard
Government in the lead-up to the 2001 federal election. These electoral pressures
intensified after the May 2001 Budget when Shadow Treasurer Simon Crean
announced that under a Labor Government small firms would be able to opt
simply to pay GST as percentage of turnover and avoid having to provide
detailed accounts in the BAS. While the ATO felt that Labor’s ‘ratio payment’
proposal would compromise the integrity of the New Tax System, it did enjoy a
good deal of support among the small business community helping to propel the
ALP to a significant lead in national opinion polls in mid-2001 (Maiden 2001).
However, history shows that the political agenda moved on, with refugee and
security issues dominating the November 2001 federal election campaign. As in
1998, the ALP was unable to win office on an anti-tax reform platform. Yet the
implementation problems associated with the New Tax System provide important
insights into some of the shortcomings with the Australian tax policy process.
The post-July 2000 experience described above demonstrated that institutional
cleavages between Treasury and the ATO on one side, and business and the tax
profession on the other, hindered the efficient implementation and
administration of the New Tax System. However, as was seen in the process of
coalition building to enhance political support for tax reform (described in
previous chapters), there is evidence of political learning and the formation of a
new consultative structure to improve tax administration in Australia. The key
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institutional development here has been the formation of the Board of Taxation,
an initiative that will be assessed more fully below.

The Ralph Review of Business Taxation
The development and implementation of the New Tax System was paralleled by a
comprehensive review of business taxation. While the deliberations of the Ralph
Review of Business Taxation (announced on 13 August 1998; Costello 1998)
were initially overshadowed by the more controversial GST proposal central to
the New Tax System, the recommendations of the Ralph review ultimately
resulted in significant changes to both business tax policy and the tax policy
process. The review was announced as part of the New Tax System package, and
was set several tasks: improving consistency of the manner in which various
entity structures are taxed; reducing tax avoidance within company groups;
reforming the taxation of business investments; reducing discrepancies between
accounting and legal definitions of income; and, most significantly, moving
towards reducing the corporate tax rate to 30% within a revenue neutral context.
In a departure from the traditional approach to tax policy formation in
Australian, recommendations in relation to these issues were only made after a
lengthy consultation process including the publication of a discussion paper
titled A platform for consultation, focus group sessions and consideration being
given to over 300 submissions (Review of Business Taxation 1999, 12). As was
argued in Chapter 6, this strategy served the Howard Government well in
relation to the 1998 federal election campaign, because the Coalition was able to
establish a commitment to business tax reform without having to present policy
detail that might have alienated specific sectors of the business community.

In the months leading up to the release of Ralph review’s final report on 21
September 1999 there was considerable posturing from key stakeholders in
relation to the issues being considered by the review. While there was widespread
support for the review’s terms of reference, different business groups expressed
concerns about how a 30 percent corporate tax rate would be funded, over the
implications of taxing trusts as companies, and about moving to the ‘Tax Value
Method’ (TVM) of defining business income. Indeed business concerns relating
to the TVM and taxing trusts in particular were such that Howard Government
faced considerable political pressure to reject these recommendations in the
months after the review. Even the proposal to lower the corporate income tax rate
from 36 to 30 percent was controversial and required delicate negotiations,
because of the need to fund the rate cut by winding back existing depreciation
allowances and other investment-related tax concessions available to business. The
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financial press believed that this would be the end of business consensus on
business tax reform because such a proposal would disadvantage capital intensive
industries who rely heavily on such allowances relative to other sectors (Dwyer
1998; Dodson 1999). However, in an outcome which was indicative of business’s
changing approach to taxation reform over the previous 25 years, the Business
Coalition for Tax Reform averted a major battle between capital intensive sectors
(mining and manufacturing) and other business interests over the proposal (Lewis
1999; Eccleston 2000). This reflected a more ‘mature’ approach to tax reform on
the part of Australian business, and an increasing willingness to put the broader
public interest ahead of sectional concerns. However according to John Ralph, of
all the issues his review dealt with, the trade-offs to fund the 30 percent corporate
income tax rate were ‘the most difficult of all’ (Ganghof & Eccleston 2004).
Despite these tensions, the Government’s desire to achieve an internationally
competitive corporate tax rate and the fact that capital intensive industries did not
publicly attempt to veto the proposal (despite intensive private lobbying) ensured
that the 30 percent corporate income tax rate became law. While depreciation
provisions were scaled back to fund this corporate tax cut, other measures were
designed to promote business investment. The centrepiece here was a proposal to
halve capital gains tax (although on a net rather than a real basis) for individual
investors as well as a raft of more specific measures. This first stage of the Ralph
Review process culminated on 21 September 1999 when Treasurer Peter Costello
announced the move to a 30 percent corporate income tax rate and CGT
reductions in the interests of creating a ‘modern, competitive and fair taxation
system’ (Costello 1999). 

In addition to the historic reforms described above, the Treasurer’s press
release was significant in that it deferred a final decision on the more controversial
aspects of the Ralph review’s proposals, including the taxation of trusts and the
introduction of the TVM. While this decision in part reflected a view that the
pace of tax reform needed to be moderated so that business could fully implement
the GST and PAYG systems (described above) before considering further reform,
it was also motivated by increasing political opposition to the measures. Under
intense pressure from the Australian Democrats to limit the use of trusts for tax
minimisation purposes, the Howard Government initially gave Cabinet approval
to such ‘entity consolidation measures’ in November 1999. The following 12
months saw opposition to these measures mount from the investment industry,
farmers and small business groups. After further consultation, draft entity
consolidation legislation was released in October 2000. The legislation made an
important distinction between fixed and non-fixed trusts. In effect this meant that
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only discretionary trusts would be taxed as companies, while unit and property
trusts could still be used to transfer income to trust members without the trust
itself being taxed (Kohler 2000). While narrowing the focus to discretionary trusts
was regarded as essential to maintain the managed funds investment industry, this
watering down of the legislation did serve to intensify lobbying aimed at
minimising the taxation of discretionary trusts over the coming months (Cleary
2000). 

By November 2000 concern in relation to the taxation treatment of
discretionary trusts had reached such a level that there was open conflict between
Treasurer Costello, who was determined to limit the estimated $1 billion per year
in revenue that was lost though the use of trusts, and other members of the Liberal
and National Parties who sought to protect the interests of small business people
and farmers who made extensive use of discretionary trusts. Indeed tension had
become such that Small Business Minister Peter Reith went on the public record
as opposing the draft legislation, while National Party leader and Deputy Prime
Minister John Anderson appointed a backbench committee to examine the
proposal (Martin and Cleary 2000). These tensions did not abate over the new
year break, and facing the prospect of a difficult election in late 2001 the Howard
Government decided to delay the entity consolidation legislation by a further 12
months. By March 2002 however the Government’s resolve to tax discretionary
trusts as companies appeared to be waning, as it referred the issue to the recently
formed Board of Taxation (discussed below) for further consideration (Innis
2002). These protracted deliberations finally concluded on 12 December 2002
when the Board released a report recommending against taxing discretionary
trusts as companies, although it was suggested that Section 109B of the Income
Tax Assessment Act be amended so that a company could no longer be created
within a trust structure in the interests of minimising taxation (Fabro 2002;
Buffini 2003). The final instalment in the entity consolidation saga came in early
2004 when, acting on the advice of the Board of Taxation, legislation was
tightened to make it more difficult for individuals to use discretionary trusts to cap
their tax at the 30 percent corporate rate (Fabro 2004).

What then does the inability of the Howard Government to tax discretionary
trusts as companies say about the Australian tax policy process in the twenty-first
century? Can it simply be interpreted as a case of powerful commercial actors
mobilising to protect their interests, or is it a case of a successfully negotiated
policy outcome where legitimate administrative and legal issues have been
balanced against the goal of improving the integrity of the national tax base?
While in many ways it is difficult to provide a definitive assessment of such issues,
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it would seem that the Howard Government’s policy on trusts has been very
reactive, continually deferring decision-making due to the complexity of the issues
and entrenched opposition from affected interests. Already reeling after the
business backlash against GST compliance issues and the BAS, the Howard
Government was reluctant to push through contentious reforms. This pattern of
reform fatigue conforms closely with what Canadian scholar Geoffrey Hale
(2002) has described as ‘the tax reform pendulum’. According to Hale political
resolve to reform the corporate tax base often evaporates as the political
momentum of the reform movement diminishes (as in Australia after peaking in
1998-99) and business interests mobilise to protect remaining tax concessions. 

The second controversial recommendation of the Ralph review was the ‘Tax
Value Method’ of defining business income. Like entity consolidation, it was an
ambitious agenda that sought to redefine the income tax base in order to:

… improve the structural integrity of the system, to reduce complexity
and uncertainty, to provide a basis for ongoing simplification and to align
more closely taxation law with accounting principles (Review of Business
Taxation 1999, 37).

The proposal represented a radical move away from defining business income as
the sum of assessable income less allowable deductions. Instead taxable income
would be defined as the change in value of a firm’s assets over a given period.
While this move to align legal and accounting definitions of income had the
potential to reduce the complexity and uncertainty associated with Australia’s
corporate income tax system, the proposal was untried abroad, having been
devised ‘in house’ by the ATO (Kohler 2001). Despite its ambitious nature the
TVM’s rise to prominence was assured by John Ralph’s strong personal support
for the system. 

After being announced in the Ralph review’s final report, the original
intention was that the TVM system would be introduced in July 2001 following
a consultation process led by the then chairman of the Business Coalition for Tax
Reform (BCTR), Dick Warburton (O’Loughlin 2000). By April 2000 big
business and the BCTR provided in-principle support for the new regime,
provided Government and the ATO continued to consult business in relation to
the implementation of the new system (Burrell 2000). However this initial
enthusiasm for the TVM belied growing concerns held by small business, the
accounting industry and tax professionals. With business already struggling under
the weight of GST compliance, there was widespread concern that an almost
simultaneous move to a new basis of determining business income would be
unmanageable. These pressures came to a head on 7 August 2000 when Treasurer
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Peter Costello met with the BCTR making it clear that the Howard Government
would not proceed with the TVM proposal during 2001 (an election year) unless
business was unified in their support for the reform. Acknowledging that ‘it is
clear there are many in business who believe they would not be ready (1 July
2001), particularly considering the changes of GST and the pay-as-you-go
collection system’ (quoted in Marris 2000), Treasurer Costello announced a
further round of consultation to be guided by the Business Tax Advisory Board (a
forerunner of the Board of Taxation), again under the direction of Dick
Warburton. Given the implementation concerns that had been expressed by tax
practitioners, there was a formal undertaking to test and refine the TVM before
attempting to implement the new system. While critics of the system were
reassured by these new commitments, insiders, such as John Ralph, sensed that
the political commitment to further reform of Australia’s business tax system was
waning (Shand 2000).

April and May 2002 were the months of reckoning for the TVM. The results
of the Board of Taxation’s extensive consultations and testing of the new approach
produced mixed results, with more than half of the chartered accountants who
trialled the new system recommending that it should be abandoned. While the
TVM was theoretically sound and undoubtedly had the potential to reduce the
complexity of the income tax system, in reality the transition costs associated with
introducing the new system so soon after ANTS reforms were prohibitive, as CPA
senior tax council Paul Drum told the national press in April 2002:

If you were working with a blank sheet of paper, going into taxation for
the first time then you might look at the Tax Value Method….But at this
stage I remain unconvinced about compliance costs and transition in the
case where a country already has a mature tax system (Lane 2002).

By early May the tax reform lobby was burying the TVM, with both the BCTR
and the ACCI reporting to the Board of Taxation that they no longer supported
the approach. Given this growing opposition the Howard Government had little
option other than to relegate the TVM to the bottom drawer. Yet, despite all of
the resources invested, few would argue that that TVM project was a complete
waste. In many ways the complex issues surrounding the TVM prompted a much
more deliberative approach to tax policy formation, with even hardened critics of
the TVM strongly endorsing the consultation process that evolved in the
aftermath of the Review of Business Taxation (Fabro and Buffini 2002). Perhaps
even more significantly in terms of making an enduring impact on the Australian
tax policy process, the consultations surrounding the TVM proposal were an
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important catalyst in the formation of the Board of Taxation, an important
institutional development that is analysed in the next section.

What then can we conclude in relation to the Review of Business Taxation?
While the Ralph Review was widely praised for its assessment of the challenges
facing Australian in the arena of business taxation, its consultative approach and
many of its recommendations, the reality is that beyond lowering the corporate
income tax rate and capital gains tax for individuals, much of what was suggested
in the review is yet to be implemented. Indeed three years after the A Tax System
Redesigned report was published, there remained widespread discontent among
business leaders that despite a strong consensus on the need for reform and having
invested millions of dollars in the reform process, little had been achieved. In fact
some critics claimed that the income tax system is now more complicated and less
effective than it was at the start of the business tax reform process (Kohler 2001).
Yet it would be true to say that such critics perhaps held unrealistic expectations.
At an administrative level alone, it was unrealistic to expect support for the
reforms outlined in the ANTS package and the Ralph review. To this extent the
consultative processes associated with the proposed entities consolidation and
TVM legislation served a useful political function, by establishing the political
limits of what key actors in the business tax policy process were willing to tolerate.
Crossing this line may well have had significant political implications for the
Howard Government. The real contribution of the Review of Business Taxation,
in much the same way as the Asprey inquiry of the early 1970s, has been to
highlight the issues confronting Australia’s system of business taxation at the start
of the twenty-first century. To this extent the review established a policy agenda
which will serve as the basis for business tax reform over the coming decades.

Reforming the tax policy process
Reacting to the lack of genuine consultation which has historically characterised
the Australian tax policy process, a central finding of the Review of Business
Taxation was that:

public consultation has an essential role to play in the development of a
sound and workable business tax system and …it is imperative that this
process be a continuing feature of the ongoing tax system (Review of
Business Taxation 1999, 12).

This recognition of the need for policy-makers to work with and through key
stakeholders in the tax policy process in order to achieve their policy objectives is
consistent with the theory of state capacity that has been at the core of the
analysis presented thus far. In the Australian context, where there are significant

Eccles ATRF  Page 166  Tuesday, July 6, 2004  2:03 PM



A NEW TAX SYSTEM AND BEYOND: TAX POLICY IN THE 21ST CENTURY  167

constraints on state power, it is vital that the government consult and negotiate
with key actors in civil society, to build political support for their policy
objectives and to accommodate the interests and concerns of those opposed to a
particular reform agenda. Despite the need to enhance the relational capacity of
the state, in the economic policy arena a combination of historical, institutional
and cultural factors has prompted successive Australian governments to pursue a
more hierarchical approach to governance by pushing through economic reforms
in the face of societal opposition. In the immediate aftermath of the closely
fought 1998 election the limits of such an approach were clearly apparent. These
limits were clear both in the political risks posed by opponents of economic
reform, and in the potential implementation problems that resulted from
inadequate consultation in technical policy arenas such as business taxation.
Reflecting these issues, at the time of the Review of Business Taxation, a consensus
emerged that policy making would benefit if there was a move towards a more
deliberative approach to tax reform.

The Review of Business Taxation called for better integration of the various
stages of the tax policy process to ‘ensure that policy, legislative and compliance/
administrative concerns are all give appropriate weight and addressed in a
comprehensive manner in the development of new tax proposals’ (Review of
Business Taxation 1999, 34). Beyond this general call for improved consultation
between government and a key stakeholders, the Ralph review also recommended
an important institutional development, namely the creation of a Board of
Taxation to act as a permanent forum in relation to taxation policy. 

The Board of Taxation was formally established on 7 August 2000 to provide
community consultation in relation to the implementation of tax policy decisions
and to provide policy based research and advice under the direction of the
Treasurer (Costello 2000). The ten-member board was headed by long-time tax
reform advocate and former chairman of the Business Coalition on Tax Reform,
Dick Warburton. The balance of the Board consisted of five members from the
tax industry and business, while one position was given to Alison McClelland,
who, as a former Director of the Brotherhood of St Laurence, was to provide a
community and welfare sector perspective. Finally the Secretary of the Treasury,
the Commissioner of Taxation and the First Parliamentary Counsel were all give
ex officio membership of the Board. Since its inception the Board has been active
in providing tax policy advice in relation to six main areas: 
• An assessment of the TVM (discussed above)
• Entity consolidation (discussed above)
• A review of the tax treatment of foreign income
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• The creation of an Inspector-General of Taxation
• Conducting post-implementation reviews; and most recently
• A review of the definitions relating to charities for taxation purposes.

The consensus among stakeholders is that Board of Taxation has performed a
useful function by giving unprecedented prominence to implementation issues
and concerns held by tax professions in formulation of tax policy. Inevitably,
however, there have been debates concerning the role of the Board and the extent
to which the perspectives it provides are sufficiently diverse to reflect community
views.

The Board of Taxation’s mission statement specifically establishes a
distinction between the Government’s political responsibility for deciding tax
policy priorities and objectives and the Board’s advisory role in determining how
best to meet particular policy goals by:

Recognising the Government’s responsibility for determining taxation
policy, and the statutory role of the Commissioner of Taxation, to
contribute a business and broader community perspective to improving
the design of taxation laws and their operation (Board of Taxation 2000).

Despite this noble intention, critics point out that it is impossible to establish a
clear demarcation between the political task of formulating policy and the
‘technical’ goal of determining how best to achieve a given policy goal. This issue
was highlighted in the debates outlined above concerning the taxation of
discretionary trusts and the introduction of the TVM – both policies which were
rejected in part because the board highlighted implementation problems and
broader community concerns. While it is true, as Board chairman Dick
Warburton has argued (Warburton 2001), that it is ultimately up to the
government of the day to decide whether or not to act on the Board’s advice,
such advice is persuasive to the extent that it can provide governments with a
credible justification for abandoning controversial tax reforms. 

Given its potential to influence policy and the demonstrable need to better
integrate stakeholders into the tax policy process, there is a clear need to ensure
that the Board brings a range of perspectives to its deliberations. Certainly the
Board’s original membership was skewed in favour of business leaders and tax
professionals, with only one of the seven appointees coming from the community
sector. Indeed some insiders claim that Alison McClelland’s (the sole Board
member from the community sector on the Board) decision to resign prematurely
in 2002 was partly motivated by the lack of resources to scrutinise many of the
technical submissions it received. The debate reached a climax in July 2002 when
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the Board announced the appointment of a special advisory panel of 22 tax
experts. The Australian Taxpayers Association in particular were critical of the fact
that the panel was made up entirely of tax professionals and academics, or what
ATA President Ray Regan described at as ‘a gentleman’s club’ (Lampe 2002). 

In its defence the Board argued that the advisory panel was there to ‘advise on
very high level, very complex and sophisticated matters’ and therefore the
intention was to ‘select people known for their expertise’ (Lampe 2002).
Ultimately the effectiveness of this important new institution in the tax policy
process will depend on the appropriateness of appointments and on how
government chooses to make use of it. If it maintains its impartiality and becomes
established as an ‘honest broker’ (as Dick Warburton hopes) between government
and various stakeholders, than the Board has the potential to improve the quality
of policy-making and enhance the relational capacity of the state. However, there
are real risks that the Board could be compromised by being forced to act in an
overtly political manner. Perhaps of even great concern is the prospect of the
board being ‘captured’ by big business interests or tax professionals and used as an
effective veto for proposals to broaden the corporate tax base or to clamp down on
the tax planning industry. While on the balance of evidence to date the Board has
not met this fate, there are numerous examples in Australia’s economic history of
statutory authorities and advisory boards privileging sectional interests over the
broader national objectives.

Looking Forward: The 2004 election campaign and beyond
Influential American political scientist Guy Peters argues that the process of tax
reform is never done. The fluid nature of domestic politics ensures that at any
given time key sectors of society are aggrieved by the amount of tax they pay or
the manner in which they have to pay it, pressures which inevitably translate into
political demands for tax reform. Compounding these domestic drivers of policy
change is the increasingly significant impact which international forces have on
domestic tax policy. In Australia and abroad the need to enhance national
economic competitiveness has been one of the major factors shaping the tax
policy agenda, from the tariff cuts of the 1970s through to the recent cuts in the
corporate income tax rate. Such pressures show little sign of abating. Indeed,
despite the scope and historical significance of the tax reforms implemented by
the Howard Government it is increasingly apparent that taxation policy is once
again set to dominate the national political agenda.

A number of factors, international and domestic, have combined to push tax
policy back to centre stage in the lead-up to the 2004 federal election. With the
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GST now bedded down and further business tax reform on hold, political debate
now focuses on personal income taxation, particularly how the rival political
parties attempt to blend electoral politics with medium-term strategic
considerations in formulating their respective policy proposals. The central issue
in 2004 is that the incidence of personal income taxation in Australia is posing
problems on a number of fronts.

Ironically the fundamental structural problem with the personal income tax
base is identical to that which confronted the Coalition Government in 1970
(Chapter 3), in that inflation is increasingly pushing middle-income earners into
the highest marginal tax bracket. This has created resentment among taxpayers
and incentives to pursue aggressive tax avoidance strategies, while reducing
incentives to work. As was the case in early 1970s, by 2004 inflation pushed PAYE
taxpayers on salaries 20 percent above the average wage into highest marginal tax
bracket (48.5% including the Medicare levy). When combined with withdrawal
of family tax benefits an estimated one million Australian households are facing
effecting marginal tax rates of 60% (BCTR 2004). Bracket creep is not only
fuelling perceptions among upper middle class or ‘aspirational’ voters that they are
paying too much income tax, but it has also created significant incentives for
hundreds of thousands of Australians to engage in active tax avoidance. In fact,
active tax planning has been made more attractive since the corporate income tax
rate was reduced to 30%, providing a significant incentive for contractors, the self-
employed and professionals to form corporate entities to avoid paying tax at the
highest marginal personal income tax rate (Ganghof and Eccleston 2004). While
the ATO and the Howard Government have attempted to close loopholes to
prevent this type of tax avoidance, they have enjoyed little success. As, a senior tax
professional told the national financial press:

The effective top marginal tax rate for wealthy people in this country is
effectively 30 percent (the company tax rate). The only people paying
48.5 cents in the dollar will be PAYE taxpayers who can’t afford top
accountants and lawyers (quoted in Kohler 2000).

More recently ACOSS (2003) published a report estimating that tax planning
through incorporation and the use of trusts leaches approximately $4 billion
from the federal budget annually. At this level, the significant rate gap between
corporate and personal income tax rates is both eroding the personal income tax
base and contributing to a decline in taxpayer morality. Given that the 30 percent
corporate income tax rate is dictated by international forces, the only real
solution to the ‘rate gap problem’ is to lower the marginal income tax rates, or, at
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the very least, ensure that fewer Australians are subject to the highest rates and
the associated incentives to avoid taxation.

At the other end of the income scale a different dynamic is influencing the tax
debate in the lead-up to the 2004 federal election. This concerns the high effective
marginal tax rates (EMTR) facing poorer Australians when making the transition
from welfare to work. Australia features one of the most targeted welfare systems
in the developed world, with most social security payments being subject to strict
income tests. While this ensures that the most needy in society are the main
beneficiaries of welfare payments, a perverse consequence of the system is that as
a welfare recipient moves into the workforce there is a double taxation effect, from
both conventional income taxes and the withdrawal of social security benefits. It
is argued that high effective marginal tax rates act as a disincentive for both the
underemployed to re-enter the workforce on a casual or part-time basis, or for
parents to move from a full-time caring role back into the labour market (Uren
and Karvelas 2004). Such pressures have prompted both major parties to review
the interaction of the welfare and taxation systems. While introducing a system of
tax credits (increasing the tax-free threshold for low income earners), or reviewing
income tests for various social security payments may be able to ‘smooth’ EMTRs,
the reality is that a progressive income tax system and a targeted social security
system will always have a compounding effect on disposable income.

Despite these structural problems with the income tax base, the main dynamic
driving taxation policy in the lead-up to the 2004 election will be electorally
driven tax-cut politics. This has been the usual situation through most of the past
30 years. As in the final years of Fraser Government, and again in the 1993
election campaign, the closely fought nature of the 2004 federal election will
ensure that delivering credible tax cuts to key political constituencies drives
taxation policy. In a pluralistic political system, such as Australia’s, in times of
political vulnerability rival political parties are overwhelmingly conscious of the
significant electoral impact of taxation policy. Even at the time of writing (prior
to the May 2004 federal budget) it is apparent that both the Howard Government
and the ALP will attempt to provide tax relief for politically crucial middle income
earners who are on the verge of the $62,500 highest tax bracket (Murphy 2004).
Yet the imperative of maintaining a balanced budget will ensure that any tax relief
will be temporary in nature, as enduring structural reforms, such as the indexation
of income tax thresholds would rob future budgets of the dividends of bracket
creep. Similarly, electoral imperatives will prevent either party from broadening
the existing tax base or increasing indirect taxes in order to provide enduring
income tax relief. At this level the institutional structure of Australia’s political
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system and the opportunistic nature of Australian party politics continue to shape
the politics of taxation, especially in the lead-up to a closely contested election.

Conclusion
The analysis presented in this chapter has demonstrated that Australian
governments are not only vulnerable to societal pressures in the electoral arena,
but in the legislative phase of the policy process the executive is also exposed to
the possibility of Senate obstruction or veto. Compounding this potential
problem is a combination of Australia’s Westminster tradition of responsible
government and strong party political cleavages, which together stifle the
prospects of building collaborative alliances and networks between actors in the
two houses of Parliament. Somewhat strangely this dynamic persists despite the
fact that the executive is almost always dependent on minor party support in the
Senate. The chapter demonstrated how the politics of Australian taxation reform
remained both volatile and fragile even after the Howard Government’s historic
1998 election victory. Yet despite the obvious potential to veto the New Tax
System, the chapter revealed that the underlying political support for tax reform
among the minor parties, interest groups and the broader community remained
sufficiently strong to ensure the introduction of an amended GST.

The events after 1 July 2000 revealed that the political challenges associated
with tax reform were not behind the Howard Government. Indeed the
implementation phase of the New Tax System highlighted how a lack of sufficient
consultation with tax professionals and taxpayers can lead to significant political
fallout. The second conclusion that can be drawn from Australia’s post-2000 tax
policy experience is that tax reform is an ongoing process as governments attempt
to raise revenue in an ever changing economic, commercial and political
environment. To this end in 1999 the Ralph Review of Business Taxation
highlighted significant issues that demand attention to ensure that Australian
continues to maintain an effective and competitive corporate tax base in the
present era of globalisation. While some significant policy changes were
implemented on the business tax front as a result of the political momentum of
the New Tax System (reducing the corporate income tax rate to 30% was perhaps
the most significant), in other important respects the Howard Government’s
reformist resolve appeared to evaporate in the face of political opposition. In many
ways this swinging of the tax reform pendulum reinforces the fact that the
institutional structure of the Australian policy environment, historically
entrenched political practices, and the reluctance of the state to engage in network
style relations with key societal actors continue to undermine the capacity of the
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state to consolidate unpopular and contested economic reforms. Such a finding
implies that the Australian state continues to be structurally compromised and
beholden to dominant societal interests. It is only in the event of inspired political
leadership, or when circumstances prompt key stakeholders to form reform
orientated political coalitions, that the state is able to ‘act strong’ and successfully
pursue contentious economic reform. What then does this say about the prospects
for on-going tax reform in the twenty-first century and the governance of
economic policy in the new millennium? The concluding chapter of the study
focuses on these issues and how this study adds to our understanding of the policy
process in a capitalist democracy.
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CONCLUSION

This book has presented a detailed account of the politics of Australian taxation
reform over the past three decades. Perhaps more significantly the analysis has
used new institutional theory to develop an explanation of Australian taxation
policy. Reflecting these themes, this concluding chapter provides an overview of
this explanation and highlights the broader theoretical implications of these
findings. Although this study is not primarily concerned with prediction, the
book will conclude with an assessment of the governance challenges which the
Australian state will confront in the opening decades of the twenty-first century.

Explaining the politics of Australian tax policy
Prime Minister John Howard claimed before the 1998 federal election that tax
reform was ‘the greatest piece of unfinished business on the national reform
agenda’ (Short 1997). While this statement was designed to highlight the Prime
Minister’s political leadership on the issue, the international literature supports
the claim, to the extent that achieving comprehensive tax reform is regarded as
being among the most politically difficult tasks a government can undertake in a
democratic context (Radaelli 1997). In fact, the protracted nature of the policy
debate described in this book suggests that the attainment of tax reform has been
more difficult in Australia relative to countries with comparable state structures
and policy environments. Given this laggardly performance, a central goal of this
book has been to explain why it has been so difficult for the Australian state to
restructure the national tax base, as well as identifying which factors eventually
enabled the Hawke and then the Howard Governments to make significant
contributions to this long-held policy goal.

Given the inherently high levels of community opposition to comprehensive
tax reform, the analysis focused on the concept of state capacity – the ability of
governments to insulate themselves from the demands of their political
opponents. In these terms, Chapter 1 argued that the problematic politics of
Australian tax reform could be explained in terms of the weakness of the
Australian state. With the broad goal of the study established, it was then
necessary to evaluate and explain the capacity of the Australian state in relation to
taxation policy over the past three decades.

The study adopted a historical institutionalist approach that was underpinned
by two key assumptions: firstly, that past patterns of politics shape the policy
environment at a range of levels; and secondly, that once established, the
institutional architecture of a policy environment has a significant influence upon
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the relative power and interests of political actors. At the broadest level the analysis
presented in this book supports these central claims. Chapter 2 documented the
historical evolution of Australian taxation policy over the twentieth century and
demonstrated that once established, new taxes, policy frameworks and
constitutional characteristics tended to persist in the absence of crisis-induced
shocks to the political system. The following chapters of the book also provided
compelling evidence that institutional characteristics of the policy environment,
while not the sole determinant, had a significant impact on the contours of the
Australian tax policy debate. More specifically, the fragmented nature of the
Australian state was central to explaining the difficulties associated with tax
reform. Numerous points of institutional vulnerability were identified, but
perhaps the most significant factor was the adversarial nature of Australia’s two-
party system which, over the study period, effectively ensured that rival parties had
a strong political incentive to campaign against tax reform. In institutional terms,
this finding is consistent with Steinmo’s (1993) seminal research on the impact of
state structure on taxation policy. Like the United States, the Australian policy
environment could only be described as a pluralist system, in which the state
lacked the capacity to act contrary to public opinion and be genuinely proactive
in making tax policy.

While the broad contours of the Australian taxation policy over the study
period can be explained in institutional terms, the subtleties of quarter of a
century long policy debate demanded a more detailed analysis capable of
explaining the evolution of tax policy over time. Although achieving tax reform is
inherently difficult, changing economic circumstances, fiscal pressures and
international norms relating to tax policy combined to ensure that the policy status
quo became increasingly untenable. Reflecting recent developments in
institutional theory, it was argued that intricacies of the policy process could only
be understood by adopting an institutionally based yet multi-theoretical
approach. The hypothesis here is that the interests and relative power of actors
(and therefore state capacity) in the policy process is determined by a combination
of structural and micro-level factors, mediated by the institutional context in
which they occur.

Careful consideration was paid to the impact of macro level (or structural)
variables on tax policy, but, reflecting recent developments in institutional theory,
particular emphasis was also placed on the relational capacity of the Australian
state. The central contention here was that the patterns of interaction between key
state and societal actors can have a significant impact on government’s ability to
achieve its political goals. This is especially true if an institutionally weak state,
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such as Australia, is attempting to implement contested policy proposals. Thus,
the book carefully assessed the formation and evolution of political coalitions or
policy networks aimed at promoting the tax reform agenda. 

Theoretically this line of argument drew heavily on the policy network
literature, and concluded that Australia’s historically fragmented state structure, a
liberal political culture and a lack of interest group mobilisation impeded the
formation of coalitions capable of enhancing the relational capacity of the state.
Yet despite this initial absence of relational capacity, recently, there have been
significant theoretical developments in terms of explaining policy network
formation and change. Of particular relevance is Marsh and Smith’s theory
(described in Chapter 1) which acknowledges that both structural/institutional
and micro level factors influence patterns of interaction between state and societal
actors. Of particular significance, given the nature of the tax reform deadlock over
the study period, is their theory of strategic learning which accepts that actors have
the capacity to reassess their political strategies in the light of past political
outcomes. In other words, while it was clear that historically the Australian state
lacked established relations with key societal stakeholders, Marsh and Smith’s
theory contends that after failed attempts to implement comprehensive tax
reform, actors would have unprecedented incentives to develop closer and more
accommodating patterns of interaction. Reflecting these claims, the book assessed
the extent to which actors engaged in strategic learning and whether it was
possible to overcome historical and institutional impediments to the formation of
more concentrated policy networks that could enhance the relational capacity of
the state.

Despite initially lacking mobilisation, interest groups did reassess their
strategies with the passage of time. Perhaps the first concrete evidence of strategic
learning was the rationalisation of business associations from the late 1970s and
the formation of the BCA in 1983. Not only did these developments facilitate
greater interest aggregation, but they also signalled a shift away from the
parochialism and self-interest that had previously characterised business lobbying
in Australia, to a more considered style of research-based advocacy. Despite the
significance of these developments, it is also important to acknowledge that there
was not a total displacement of established business practices and values. For
example, in the aftermath of business’s defeat at the 1985 National Taxation
Summit, consideration was given, not only to increasing business mobilisation,
but to developing a more formal political relationship with the state which would
enable both state and business interests to further common elements of their
political agendas. However, reflecting the fact that politics occurs in a structured
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context, business leaders dismissed the option, because their fragmentation and
the prevailing liberal political culture meant member firms were unlikely to obey
decisions made through this corporatist approach to policy-making. In other
words, as Marsh and Smith hypothesised, policy networks were influenced by a
combination of the strategies of reflexive agents within a particular network and
the broader structural context in which the network is located (Marsh and Smith
2000).

By the early 1990s tax reform, and the introduction of a GST in particular,
had developed into an intense partisan battle. While at one point the Hewson-led
Opposition, confronting an unpopular Government presiding over the worst
recession since the 1930s, seemed assured of winning a mandate for the reforms
outlined in its Fightback! package, this was not to be the case. A number of
important conclusions can be drawn from John Hewson’s defeat in the 1993
election. Firstly, by 1993 the GST had become so politicised that winning a
mandate for its introduction not only demanded the endorsement of key
stakeholders, but would require broader community support in the electoral
arena. At a theoretical level it had become apparent that successful tax reform was
dependent on more than gaining the support of key sectors of capital, what Peter
Evans has described as ‘embedded autonomy’ (Evans 1995). Reflecting this need,
the analysis was broadened to also assess the broader electoral legitimacy of tax
reform.

While the Keating Government’s opposition to the GST was reactive, in that
the ALP sought to exploit inherent community apprehension relating to a broad
based consumption tax, the Government’s strategy of forming strategic policy and
alliances with stakeholders was instrumental in building community opposition
to Fightback!. In contrast to the ALP’s approach, Hewson adopted an autocratic
style of policy-making that actively alienated interest groups whose support was
vital to the Coalition’s prospects of winning office. Thus, the events of 1993 imply
that a combination of state strategy, political leadership and interest group activity
can influence electoral support for tax reform.

By 1996 this need to win the support of a ‘broad church’ in order to achieve
indirect tax reform had become very obvious in the Australian context (Wallace
1993, 266). The key development here was the 1996 Taxation Summit where, for
the first time, both business and welfare groups came together to form an ad hoc
advocacy coalition to promote the need to restructure the national tax base.
Chapter 6 outlined how these new coalitions made a significant contribution to
building the electoral legitimacy, or ‘validity’ of tax reform. This move was
successful both in terms of promoting the need for tax reform in the broader
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community and in prompting John Howard to embark on the Coalition’s ‘great
tax reform adventure’ (Barnett 1997, 786). However, despite this unprecedented
interest group mobilisation and the lessons that should have been drawn from the
ALP’s successful initiation of state-society alliances during the 1993 election
campaign, in the lead-up to the 1998 election both the executive and key state
agencies charged with policy formation remained aloof from leading stakeholders
thereby compromising the prospects of successful tax reform. The final and
perhaps the most heartening example of collaborative policy-making has been in
the field of business taxation since the introduction of the GST. While only in the
infancy of its operations, the Board of Taxation represents an important
institutional development with the potential to improve consultation in relation
to the formulation and implementation of tax policy. 

These findings are significant in terms of the broader theoretical debate
relating to explanations of policy network formation and change and the prospects
of an institutionally weak state being able to enhance its relational capacity. At this
level, it seems that with the exception of the Keating Government’s desperate
attempt to retain office in 1993, the state appeared to be more sclerotic than
societal actors in its ability to modify historically entrenched approaches to policy-
making. Indeed, overall the study found that the state has been reluctant to forge
closer relations with societal actors. Yet despite the absence of a classic policy
network in the tax policy arena, the study argues that more subtle forms of
interaction between public and private actors were central to the eventual
implementation of a GST in Australia. For example, by the mid-1990s both
business and community groups had formed loose coalitions around a common
interest in tax reform, coalitions which identified common policy goals which
effectively framed the parameters of the policy debate in the lead-up to the 1998
federal election. Significantly these important developments at the level of interest
group politics both encouraged the Howard Government to revisit the issue of tax
reform and helped build broader electoral support for a GST.

What then does this analysis contribute to the theoretical debates outlined in
Chapter 1? As mentioned above, the study largely vindicates a multi-theoretic
historical institutionalist approach. The study also provides insights into two
significant issues relating to state theory. Firstly, the analysis has implications for
the ongoing theoretical debate about the process of policy network formation and
change, which in turn shapes the relational capacity of the state. As outlined in
Chapter 1, perhaps the most important developments here have been attempts to
incorporate policy network analysis into a broader theory of the state (Atkinson
and Coleman 1989; Smith 1993). 
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In pursuit of this goal the study applied Marsh and Smith’s theory of policy
network formation and change to the Australian tax reform debate. This theory
sought to navigate a middle way through the perilous structure-agency debate by
suggesting that a combination of structural context and strategic learning shaped
policy networks. While there was evidence of strategic learning on the part of
interest groups over the duration of the study, the state, both in terms of the
executive and central agencies, generally remained reluctant to develop closer
relations with societal actors. At this level it appears that, in the context of the
Australian tax debate at least, a combination of the institutional structure of the
state and embedded norms relating to policy making posed a significant and
enduring constraint on policy network formation. In the most general terms, the
dynamics of network formation outlined in this study perhaps align most closely
with Atkinson and Coleman’s findings of the late 1980s that policy network
structures are largely a product of the institutional architecture of the policy
environment in which they are situated. Finally, it is important to note that this
finding potentially represents a rationalisation of the determinants of state
capacity, because, paradoxically, if a degree of institutional independence is a pre-
condition for building relational capacity, then the prospects of an institutionally
weak state being able to build an effective policy network are diminished.

Secondly, at the level of electoral politics, the book explains that the Howard
Government’s successful implementation of tax reform can be understood in
terms of the increasing community acceptance of a specific policy initiative, the
GST, rather than through the state increasing its capacity in a conventional sense.
In other words, while the power of the state relative to society did not change
significantly over the study period, the need for the state to ‘act strong’ and build
institutional autonomy diminished. However, this greater community acceptance
of the GST itself requires an explanation which poses issues that go to the heart of
state theory. While Nordlinger (1981) has argued that governments that rely on
the vagaries of public opinion are inherently weak, the book argues that the state,
and perhaps more accurately the state-society complex, have an important role in
building political support for contentious economic reforms. Indeed, as Seabrook
has recently argued, this is where institutionally orientated explanations of interest
formation and legitimacy differ from pluralist theory, in that the state, and societal
actors’ responses to the state, have the potential to shape the policy agenda and
public opinion rather than simply respond to it:

States do react to social norms, but they also assist in (not determine) their
formation. Rather than a liberal state theory, we have a view of state
autonomy and embeddedness that stresses the need for the state to be
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broadly socially embedded in an issue-area for it to be legitimate among
subordinate and dominant groups (Seabrooke 2001).

In terms of the case at hand, the state was not responding to societal demands
when setting the tax reform agenda. In a similar vein, the above mentioned
formation of mobilised advocacy coalitions among leading stakeholders in the
1990s demonstrated that interest groups are able to respond to state vulnerability
in the electoral arena by pursuing strategies designed to promote the state’s policy
goals. So while institutional autonomy is clearly a cornerstone of state capacity, in
a pluralistic policy environment, such as Australia, where the state lacks these
organisational resources, then promoting a particular policy agenda and
nurturing public support – often in concert with actors in civil society – may be
the most productive political strategy.

While the Howard Government did benefit from enhanced public support
when it secured a historical mandate to introduce a GST, as Chapter 7 revealed,
the politics of economic policy reform remain vulnerable to the vagaries of
institutional constraints and, above all, public opinion. The final section of this
concluding chapter will assess the implications of the study for the governance of
the Australian state in the twenty-first century.

The capacity of reform and the governance of the 
Australian state
The final objective of this book is to assess the implications of Australia’s recent
experience in relation to tax reform for the future governance of the Australian
state. While historical research does not necessarily lend itself to prediction, given
the inertia of politics it nonetheless seems likely that challenges similar to those
posed by tax reform over the past three decades will continue to confront
Australian governments into the twenty-first century. Indeed, in the present age
of internationalisation, nation-states are confronting greater economic and
political challenges from abroad, while at a domestic level, heightened electoral
volatility and declining faith in public institutions pose significant threats to state
legitimacy. Under these circumstances cultivating capacity will be central to the
Australian state’s prospects of responding to the demands of the next century.

Given that governance can broadly be regarded as the process of governing,
based on the findings of the research presented in this book, how might the
governance of the Australian state be improved? While there can be no certainty
in complex social systems, it seems very likely that the Australian state will
continue to lack institutional autonomy. For example, even modest reforms that
would grant the state more autonomy, such as introducing a four-year electoral
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term, have been resoundingly defeated. Moreover, despite the increasing
popularity of minor parties over the study period, both of the major parties are
responding to this electoral competition by becoming more reactive in terms of
policy-making. The implication of this trend is an increasingly partisan and
adversarial style of politics – certainly not conditions conducive to consensus
politics. Yet despite this fragmentation of political power, a central argument of
the book is that where actors, and the state in particular, pursue political strategies
aimed at promoting closer state-society relations, governments will be more likely
to realise their political goals. In these terms it has been argued that the state would
be able to adopt a more proactive and strategic stance in relation to any number
of contested policy issues if it consciously sought to promote collaborative activity
with both stakeholders in civil society and rival political groupings. While a
combination of the organisational structure of the policy environment and deeply
embedded norms relating to both the Westminster tradition of executive
government and Australia’s liberal state tradition have retarded attempts to
establish a culture of negotiated policy making, it seems apparent that such
approach is the way forward for governance in the Australian context. 

Despite the finding that state actors and the major parties have been reluctant
to embrace a consensual approach to policy-making, this is not to say that it is
impossible. While organisational context and history influences state strategy, we
cannot conclude that state strategy is determined exclusively by these factors. For
example, in the context of the need to improve tax administration (as described in
Chapter 7) Prime Minister Howard acknowledged that:

I think we can do better in this area, … make the Tax Office and the
business community interact in a more positive fashion with each other,
I don’t think we’ve done that well enough in the past and I think we have
a great opportunity now and with a special ministerial focus for that to
occur (Howard 2001).

Notwithstanding the impediments, it appears the state is at least willing to
engage in more collaborative styles of policy-making. While there may be moves
in this direction in some policy arenas, the greatest institutional constraint in
relation to taxation and macroeconomic policy is the bureaucratic authority and
autocratic culture of the Federal Treasury. For example, it is interesting to note
that on the one occasion over the study period when the state did collaborate
with civil society – the lead-up to the 1993 election – it was the executive, led by
Prime Minister Paul Keating, that developed strategy and devised policy. Yet it
seems that occasions when there is such firm executive control of the Treasury are
rare. 
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While the capacity of governments to implement macroeconomic reforms
may be enhanced if central state agencies were more responsive to their political
masters and society more generally, it is important to acknowledge that there are
risks associated with a collaborative approach to policy-making. The problem here
is that if the state lacks genuine independence it will be vulnerable to being
captured by powerful private interests resulting in successful rent-seeking, or what
Evans has called ‘over-embeddedness’, compromising the prospects of developing
policy in the public interest (Evans 1995). Indeed, we need only to consider the
Australian experience in relation to tariff policy under the Tariff Board to find an
example of state capture. What then is required is not a ‘hollowing out’ of state
agencies and their associated bureaucratic resources, but rather a sea-change in
terms of their culture and willingness to openly engage with the executive and the
broader constellation of stakeholders. 

In the broadest terms what is required are political strategies that are
appropriate to the policy issue, the institutional context and the state’s level of
community support. For example, in relation to tariff reform from 1973 onwards,
despite the significant implications associated with industrial restructuring (and
the above noted history of clientelism), a combination of bipartisan support and
the fact that traditional manufacturing interests were politically weak, allowed the
state to effectively ‘act strong’ and persevere with tariff reductions (Capling and
Galligan 1991; Bell 1993). In contrast to tariff policy, this study has argued that
consumption tax reform in particular was never electorally popular and became
less so during the early 1990s when the ALP actively campaigned against a GST.
In such a contested and open policy arena, where the state lacks both capacity and
broader community support, then cultivating closer patterns of state-society
relations becomes an imperative. In fact, this conclusion is reminiscent of
Atkinson and Coleman’s warning that ‘frustration will follow’ if the state attempts
to ‘act strong’ in a pluralist policy environment (Atkinson and Coleman 1989). In
these terms, given that the future promises an increasingly pluralised and cynical
electorate, it seems likely that the Australian state will actively have to cultivate a
more deliberative political culture and build its relational capacity if it is to achieve
purposeful policy change. Thus, in terms of governance, in many ways Australia
is at a crossroads. Will the state be able to reinvent itself and respond to the
challenges of the twenty-first century, or will it continue to be bound to
historically entrenched practices which reinforce the institutional vulnerabilities
of the Australian state?
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