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PM: Well ladies and gentlemen, we have no oprening statement.
We are ready for your guestions.

JOURNALIST: Prime Minister, why have vou surrounded yourself

by flags. Is that to show that ...

PM: It's a yreat day for Australia. All ovez?

JOURNALIST: I am a little puzzled by the reference in one of vcur
papers, Prime Minister, thet therce be no death duties. I can't
actually reconcile that with a provision for deening capital gains
be recalized at a cortain time. That seems to b2 a tax cn a

notional a,wount.

Pr: Well thal is a problem ir your ccmprekension. It has qot

nothing to do with the facts of the situation. Quite cle 2arly, a
capital gains tax is not a deatn duty It varies in 350 nanry

ways. The elecments of the capltgl galnc tax are that it 1s not

a tax on the nominal value of the asset in guestion. 7Tt i3 on the

real value so that the accumulated amcunt in the asset which

represents inflation is not covered which iwwould Le the case in a

death duty. It is in no sense applicable to cor describabfe as thre

concent of death duties.

SOURNALIST: But by virtue of the deemed realization provision,
vou will be taxing estates and gifts?

PM: You won't he ...

KEATING: But outstanding tax is now paid on an estate, if there
is tax payable and a capltgl gains tdA is an income taxed as
capltal. And the moniss which are paid now - the Commiscioner
cf Taxation has a call upon the States which you don't c»Wl
death cablog, so why therefore make *he analogy in reswvecci of

a deered realizatioun on the real gain, as the Prime UIHASLCf
indicates. It doesn't qualify for a death dutv. A death
duty is levied upon the full value of an estate and, of course,
there is in this, of course, an exemp=ion fo:r ra51dent1a homes
as well,

/2...




JOURNALICST: My Keating, woere you disappointed that after so much
work, che tax task force was unable to come up with more
positive action on trusts and income splitting. Woulad ¢
Government anticipate goilng on with werk in thai arca o t
see how that could be &ealt with?
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KEATING:  Loox, Micheile, that isa cdifficult area because the
problem with trusts 1is that first of all, you have got unit
property trusts which have been built up over a period - public
trusts built up over a period of time with set price earning
ratios which wcould be disturbed by & move to company taxaticon
in any precipitate way. That is the first point. The sececnd
point 1s, say, on trusts of a private nature, that if we were
to impose outright company tax on trusts, the likelihood is
that those arrangements would shift then to partnershiczs, ard
then you would have to devise a way of taxing partnerships.

to the other partner. And you have got to then devise a

system of taxation to cover that. The other point I think which -
that indiceates the difficultv. [t is not an easy vroblem. Ang,
in the case of discretionary trusts - the ones I have just
described - you will find very quickly chanqging arrange.ants to
accomnodate the tax. Now, that would be the main point I thinrk

I would like to make about it. .

Sorry, there was one further point I was going to wake. Tra
in respect of companies we talx aboui in herc half imputation
and full imputation and we c¢zamine the concept of full integ
Now, if it is, in the view of ihe puklic desirable to see fu
integration of companies ~ that is, we would be moving Zown - -
or imputatrion of companies - we would be moving down the track
where we are going for an outcome in tax treatment of Incorporated
arrangenents similar to a trust. So before one takes tre

position of imposing tax treatments on a trust to try and bring
them back to the company tax arrangemznts when one is INUSIng OVeEr
changing the company tax» arrangements heading Lowaids trusts, it
is not just simply a simple matter then to say, well look, the
clear thing to do here is to tax trusts. If it is to be thet

we believe - and it is not clear - this is nct the Government's
position, but it is certainly s view put very solidly - that the

full intecgration of companies is.a desirable development.

Full intearation of companics would accord with the current

tax treatment of trusts. So therefcre, one has to be very clear
abocut one's obiectives in going down the trust route in terms of
the company tax trcatment. So, we have left open the possibilitics
there of half imputation, full imputzation, and integration.

And those issues, 1 think, are important in detcrmining what the
long run focus of tax treatment trusts chould be.

JOURNALIST: Does +he Government have an estimate ¢of whether or
by how much the public service - i.e. thc Yaxation Departuent

would have to be increased to implement the various aspects of the
preferred option?




PM:  Well a calculation has bcen made as to the net cost

of the administration of abolishing the wholesale tax and

then bringing in the new broad-based consumption tax.

And the estimate, I think, Paul, and I say this subject to
question, is the net additional cost of the order of $80 million.

JOURNALIST: Any extra staff in the Tax Department to
implement ...

KEATING: Oh yes, there would need to be extra people.

JOURNALIST: How many?

KEATING: I'm not cure of the number, Wal, but there would bec

a lot of cxtra people if you lect the tax evasion and avoidance
industry go on. Simply, we put another 700 on last year on
compliance only because this package represents a fairly
substantial salt upon the instrumments of avoidance and evasicn.
The savings there in compliance staff offset againsi firstly,
the losses of staff which would be part and parcel of the
winding up of the wholesale sales tax system. And the additional
staff to operate a consumption tax at the retail level would be
significant, but it has to, I think, be viewed against what the
tax system would otherwise need to try and keep the income base
in some sort of repair. ’

JOURNALIST: ...the package is implemented, Prime Minister, dces
the Government believe that the next logical step is a system
of taxation indexation in order to ensure that the benefits,
particularly in the lower marginal tax rates, are in fact
preserved and not eroded over time.

PM: The White Paper makes the point that once you have made
the tax reform - the substantial tax reform - that that is the
logical next step.

JOURNALTST:  And I take it, the Government accepts that, does it?

PM: I believe so, yes. When I say I believe sc, I am saying
that in the sense of our general position as government. You
see, we have made it clear from the beginning in the enunciation
of the nine pvinciples that we are not putting a vosition of

take it or leave it. We are seriously saying to the community -
as you will see from the last paragraph - we want all the
options, including the preferred option, to be tested. And on
the basis of the preferred option being acceptable broadly across
the communiity then, the Government, I believe, would say that
that is what logically follows.
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JOURNALIST: Mr Keating the Trcasury estimates of revenue
collections have notoriously been inaccurate. The prcovisional
tax estinates for tr.s year is an example in point. VWnen you
are patting figures con what could he collected from fringe
benefits particularly, if they do run under the mark what is
going to happen to the income tax cuts. Are you still going

to work at a zero sum Or are you going to sct a bigger delicit?

KEATING: Well Mungo, let me just make the point. It is
true we have a discrepancy in tine provisional tax outcome
this year. ‘That has arisen, not because of the Trcasury's
estimates of income - wnich it has the ~peculiar and sole
responsibility of estimating - but c¢:i other estimations by
other agencies about the likely buildup of eqguipment on farms
etc. Now the point is they've got to be right, no matter

who does them. I take the responsibility for them as
Treasurer. And I take responsibility for these numbers.

But I don't think that given the fact that the Treasury
picked the turnaroundé in the economy in 1983/84, broacly
picked inflation and employmcnt estimates, employment ¢rowih
for numbers outcomes in the last courle of yecars. I tnhink
their estimating has been pretty gocd considering the swings
and the magnitude c¢f the swings in the econony. Row on this
particular measure I don't think there's anything 1 the
Treasury been thrcugh greater scrutiny than these nuinbers.
And on a lot of those numbers we've taken the conservative
estimate. And I think the conservetrive estimate also applics
in respect of fringe benefits. The fringe benefi*t assessment
at seven hundsed million dollars it would effect, if it were
wildly asztray, it would effect the figuring. But or: a sun
of that magnitude even a modest change would not dramatically
effect the potential for the tax cuts on a revenue neutral
basis.

JOURNALIST: The point that I'm trying to make is that there is
still a very big tax avoidance industry, there are a lot ‘of

tax cuts and a lot of lawyers around, who are goina to be as
from this morning, trying to work out ways to drive a train

through anything that you put up

_PM: If not a cart. .
JOURMALIST: OK, try and knock your cart over by a train, if you like.

KEATING: Well lock basically we think the estimates
are firm. They bany together. They would provide tax cuts

of the orders we specify in the document, and it is con

a revenue neutral basis. Now there is of course a potential
for some of the brace broadeang measures to produce hicher

cut year earnings, and those carnings would be subject to
Cabinet's approval I.'m sure, as part of the tax reliel.

So we're talking about the second full year of the second
yvear of these measures operating in terms of that revenue
buildup. And on those bases those figures hang together and the
tax cuts of those orders are appropriate on a revenuc nreutrai
basis.
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JOURNALISY: Mr Hawke the Opposition leader has refused
to say whether the Opposition will allow legislatior. to
implement Option C, through the Senate. How do yvou feel
about fighting an clection based on that factor?

PM: Well I feel confident. I go back, Laurie, to
what I've been saying consistently on this. When we
started this process®f tax reform during the last election
campaign we sct cut the nine principles. ‘e niath
principle was that any tax reform would need broad support
in the cormiunity. We believe strongly that during the process
of public cebate and discussion, leading up to ana at the
Summit, we¢ will get that brocad support because the berefits
of this tax reform,I believe,will be so obvicus. If the
Government makes the judgement, which I belicve we'll®&ble
to, that we have that support, then we will put it to the

Parliament. Its going to be a very heavy obligation, I believe,

upoin the Parliament to recognise the will of the comrnunity.
You talk about the attitude of the Oppcszition, I think its
been best summed up by one well known radio commeéentaitor Lhis
morning wno said "here they go again, negative, obstructionist
unprepared to look at the package as a whole". I believe

if they do that they will pay a heavy price. We arc prepared
to face up to these herd issues. We've done it in the arecas
where they refused to in the past. I've listed them before,
They did %~ work on the deregulation of the financial i.arket.
They knew wiat ought to be done, but then they wouldn't maxe
the hard decisicn because they thought there might be sone
difficulty. Same thing in the dcllar float. Same thing in
the entry of foreign banks. They would never face up to the
decisions that needed to be taken to protect and advance the
interesis of the Australian community. If they try and go
down that track again of saying yes well we recognise that
these things ought to bhe done kut we're going tc try and take
some political advantage out of a particular point. We're
prepared to fight them on that. 4

JOURNATLIST: Does tha: mean an election sir if its blocked
in the Senate.

PM: Wwell I'm not going to the point now of answering
that hypothetical gquestion. What I'm saying is that we've
discharqged our obligation, we'll..go to the Summit. Our
responsibility, our first responsibility’discharged. Our
second one now is to get the resrvonse of the Australian
community. Then we will seek to give effect to that. DNow

I am optimistic that, particularly with the involvement

of the Demczrats, who are at lemst accepting their
responsibility to come to the Summit, {0 listen to what

the community has got to say. lftheysee that there ic a
broad support for this we'll get tuat support reflected
in the Purliament. I am not going to address wmvself to

the hypothetical guestions of refusal by the Parliament to
rcflect the desire of the community. We'll deal with that
if it arises. '




JOURNALIST: Ir hawke do you tLhink that the ACTU will be
able to resist the tav cuts irnherent in Option C, and
if not when do you think they're going to give their approval.

PM: Well as I understand the position it's this
Greg. Paul has had extensive discussions with the ACTU, as
he has had with the business ccmmunity. The understanding
that he has and which he's conveyed to me and the Cabinet,

15 that they will go to the Tax Summit with their ovtions
open. 'They will not close their mind to a package which
involves the broad based consumption tax. r.d essential in
the understanding of your questicn, 1 know you understand
i+, is that the cnly way vou can get the very substantial
direct tax cuts o about 30% <t the level of average weekly
earnings is through the broad based consumprion tax route.
Now the ficures are stark, theyv're clear at the level of
average weekly earnings there would be a thirty one dollar

a week cut, for the average weekly earner. That's thirtcy
one cdollars a week more he or she has in tue pay packet.

The cost of the broad based consumption tax - approximately
sixteen dollars eighty. Net ¢ain, therefore,of just over
fourteen dollars a week to that avchJe earner. Now they
know now and they will know even more cleariy by the time
the Summit's finished that it's only bd”prcfwrrbd option tha
they can get that benefit. Thev will also know that in ;Hat
process that the lower income peoric in the community and
those not on direct incomes, but reiLving on social welfare
payments wili be more than prctected. Now its our udcement
that as those things beccome clear to the Trade Unisn leadership
and their members that they will cee that that is an
appropriate path to go. Now as to whien they make that
decision, I think the indications are they're wnoving that
way. They go to the Summit with an open mind, and I helieve
that relatively shortly after the Summit,' that good cseunse
would indicate to them that that's the way to go. R

JOURNALIST: But will they accept discounting, Prime Minister?

Pl: Let me make it clear as we did in princigle
seven, of the nine principles. That that is an essential
element. This has got to be clearly understcod. Let it be
clear from day one cf this debate.We will iot, you coulid
not, simply hav" a situation where wage and salary earners
get these gubstantlal benecfits, the thirty dollars a week,
which come from the increase in revenue associated with the
broad based unnsumption tax ~ get that benefit which in
net terme, as I say, at the level of average weekly earnings
is fourteen dollars a week and then say, we arab thax
thank you very much, Put we're now going to double dip and
rot accept dlscountlng wages. That is not on and it was
made clear in principle seven that it was not on.

JOURNALIST: A fist full of dollars perhaps Prime Minister?
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PM: No the difference betwecen the fist rull of
dollars that's in your anind 2of 1277-that you had a weak
gutless deceptive governuent then, that deliberat2ly acluded
the Australian electorazte. Went into an election and said
there's your fist full of dollars and then within f£ive months
grabbed them back. The distinction is that we have laid

out entirely, and honestly all the implications rnat's
involved in net benefit terms, and the bringing into eiffect
of that pacliage will bc as a result of full and nonest
consultation with the Australian electocrate. They, with
us,will be making the decisjon. ‘they,with us,I think will
adnere to the decision.

JOURNALISY: wWhose preferred option is the prefcrred option?
This morning the Trcasurer teld us that our Cabinet will
support the decision of Cakinet as you've always done. Last
nignt only Senator Walsh came up with rather a diifferent
preferred option. Coes this mean we'll get a number of
Senator iialsh's vpreierred cptions between unow and the

Surmmit cr will we not.

Pid: We have outlayed in the Paper a number of
options, THe Cabinct has madce it clear that Paul Reating and
I, and others who spcak on this issue now have the authority
of thec Government to put as the preferred option the.-one
which is -~ Zosignated in the White Paper. That is the way
the debate will be conducied between now and the Summit and
at the Summit. I make it clear that, as you see in the finai
patagraph of the White Paper, we're not saying there it 1is,
its all closed, you can‘t tualk about anything else, to the
community. We are saving to the community we want you to
test all the options, including the preferred option.

And its our firm beliecf that & fair analysis of that
preferred option, which is a total packadge,will lead to its
acceptance. And its not going to be any good in this debpate
someone getting up and saying well lcok there's a bit of

the package I don't like. Because there will be bits of

the package that some people won't like. The oblication
upon everyone in the community now is to look at the

package as a whole, and see whether the community as a

whole benefits from the implementation of the package as a
whole.

JOURWALIST: If certain groups do pick out sectione

which they don't like, is it then worth assuming that Option
B, given the fact that the White Paper says that it may not
be worth going down that route, given the fairly small gain for a iz

uphzaval in tre tax s3dels is not worth going down that route, if therec

are problems with Option C.

PM: Well, we've made 1t quite clear that we want
all the options ex<amined. We would say now, if oul of the
Summit, and the processes leading to the Summit,you were

to get a position wvhere therce was a clear majority view in
the community« That they didn't want to go down tne
preferred option pacikage, then the Goverrment would obviously
have to take account ¢ it. That's what principle ninc

says. But the task that faces, particularly Paul ancd myself
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now, &s having the main car<iac of this matter, 1is to try and
gcet the community to sec the benefits of the preferred option.
ind let me make it clear that vou've got to get, and I Lope

the Australian Community will see this, thay've got to get
their time scales right on this. There's no point in just
looking at this today and say well look, thera might Dbe

a bit of a problem about one element of this. 2s 1've said
recently on a number of programmes, we could slide throucgh
today and tormorrow, with this tax system that we've got, and
without a fundamental reform of it. But the future generations
of Australians will pay a very heavy price if having now

fully exposed the haemorrhaging of the revenue base of this
country  they say well we're not really going to deal with that.
Because the inevitable result of that soft option, if you like,
of saying we won't rcally have a thorough going review, is

that the ordinary Australian man and woman, and their
dependants are the ones who will pay more and more, as they
have been over recent years.

KEATING: Can I just add a point to that, in resnect to
the 46% rate, and I think this needs to be well understcod.
That where we got near the 4G% rate in the seventies, the
Labor Goverrnment of the day broadened the base of the income
base under the treasurcrship of Bill Hayden. And that 46%
area was then moved away from average weekly earnings.

Its with the dramatic inflation through the seventies has
started to come back. And about the time it was startiag

to impact again,the Fraser Government discovered Bass Strait.
And so again revenue was used to keep average weekly earnors
out of the 46% area. It was then moving back to the 46%
area when the Fraser Government gave a tax cut in 1982/83
which the budget could not afford and left uc with a massive
public deficit. But despite that tax cut, its in the 46%
area now. But there isn't a Bass Strait this time. ‘There
can't be any irresponsible blowout of deficits of a fiscal
deterioration of the kind we had in 1982/83. And now
Australia faces a clear choice~ +hat it either does something
about the high marginal rates impacting on average weekly
earnings and finds ano:her base in the tax system or it
doesn't. Because the three billion of new revenue which
Bass Strait provided, or the base broadening which was
provided back in the seventies, is only in part availabie
now and as far as Bass Strait is concerned is running down.
We've got the company base being eroded by five three
depreciation. The excisers in a position where they can't
contribute very much more to revenue. And if there isn't
some coFfsetting of these very high marginal rates on“narrow
income base, in another base in the tax system. Well what's
going to happen is what the Prime Minister described. Low
and average income earners are going to be suffering a

high proportion of their extra earnings being lost at that
rate.

PM: Can I just add the statistics so that you rcally
understand clearly the dimension of this. As of today 39% of
full time earners are at the 46 cents marginal rate. Within
three years that will be far in excess of 50%. There'll be
three million cut of the five and A half million full-time

carners. Now we beljicve that tl.e overwhelming najority
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of Australians are simply saying its not tenable to go on to

@ situstion where that extra dollar is going to be eroded to

the extent of half of it by tax. Now you can't substantially
deal with that problem, we believe, other than with the sort

of reform we're talking about.

JOURNALIST: Mr Hawke, are you saying that Option C is a
discrete package and that elements of it are no%: negotiable.

PM: No I'm not saying that. With respect ,Gregq,

you could not have listened to what I said a while ago. Ve
have,we believe, accepted the primary okligation upon government
to tﬁese things. To expose the inadequacies of the existing
system. Its lack of simplicity. 1Its lack cf fairness. 1Its
lack of economic efficiency. Then we've gone through the
stages of saying the things that can be done. The broadening
of the direct tax base. Some actions that can be taken by
moving :in regard to the wholesale tax, and perhaps some

level of broad based consumption tax. And have gone through
to the final preferxed option. ©Now we have said, and I repeat
here again, as I've said earlier in this conference, that ‘
we have the obligation of trying to persuadec the Australian
people that going that route is the one most likely to
produce a system that will last in terms of fairness and
simplicity, and efficiency. Now if despite our best endeavnurs
of exposition you reach a position where the community is

nct prepared to accept that route, then as a Government we
will have to see what elements of reform can be put together
to improve the system. But we have said that on the best
evidence available to us that preferred option, if all the
difficulties can be overcome, is the one most likely to
produce these results. I want to say this, as I've said in
another programme, but its fair to Paul Keating that this be
said, as well as to the Government as a whole. Its not a
question of saying we want to stecamroller something through
for sorie ideological or perceptual reason. We recognise the
difficulties that are involved. Clearly if you have a

broad based consumption tax, then prima facie, that will

be regressive and have an adverse impact upon lower income
people, and particularly upon Social Welfare beneficiaries.
What we've done by dedicating just under two billion dellars
to compensation is to say we believe that we have overcome
those problems. Now its for the ccmmunity up to and at the
Summit to test whether they are satisfied that those problems
have been overcome. If the community were not satisfied

then we would have to face up io that and sce what other
combination of reforms would be possible. But its cur belief
at thiz time that you will not most effectively overcome

the weaknesses of the existing svstem, and get into place
something that as a community we can be sure of into the
future, other than by that route.

JOURNALIST: What will the Government do to restrict or
reduce fringe benefite to people on its own payroll?
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Pri: Well Mike theve®ll
may wish to add tc tiris. There!
between peenle and its payrell
Thhe same principles will apply. 1 want to make it cuite cicar
as far as we're ccrcerned wa're not about trying to get
benefits for any arklcuibf\ucople includirng ourselves. What
we're about ic to try and ensure ihat the community as a2 whele
Lencfits Ifrom rcform. Do you went to add to that [to Keating]

).: S.

TREASURER: There was a comment mads by the Cppositicn todayv
that it was nonsensical to have & Commonwealth Departnent
paying the Commissioner of Tanation taex money. Well if vyou
wanrt to extend that orinciwvle we should say thaft we don't

need to pay Tclecom for the telephones, bec~use wve cwn them.

We can just hop on a Qantas plane,not buy a ticket because

ve own that. I mean this whole question of no inter-government
transfers of funds is nonsense. And there's a demonstraticn
effect, and the fact that there! §Maccountability there I chink
ls Important.

JOURNALIST: On the questiO“ of fringe benefits. VYou've
got a new principle coming inbwe.That a tax payabhle by ore
section of the community - of Lhose receiv;ng the benefits
actually has to be paid by their cmployers - hy another
section of the comaunity. Where did that idea come from,
1s it som~thing that the ACTU wantel.

PM: well let me say *wo thincs about that, and
let me get rid of thet last inde question or observation
that its something that the ACTU put. Let me meke 1t clearx
that in this whele approaczh to tax reform its the Governnment
which has accepted the cbligation of outlining the approach
as to what 15 necegsary to produce, as I say a ZIZoairer,
simpler more efficient system. We have accepted our
obligation in discharging the primary obligation upon us~
to talk with the Tracde Union movement, tc talk with the
business community. Our wholes thinking has been intormed
by information froan a range of sources, within and outside
Australia. Specifically on the question you asked, our
colleagues in New Zez:and have brought in the concewt of
fringe benefits being taxed in the hands of the emplovers.
And it has secmed to have bezn acceptcd as a sensible
approach thnere. DNow we belisve that cut of the discussion
that will take place leading up to the Summit and at it,
that that will ke accepted as an appropriate way of
apprcarhing this. But as on all parts of the package
thet's sonething on which we'll want. to hear views from
the business community and from the trade unions and fron
others.

JOURNALIST: Most of the Cpposition criticism today has
come in relation to Option A,

DM Is this from Mr Howaerd or Mr Pecacock, becaus
they have different views on the whole question.

JOURNALIS T : Well this is in particuler from Mr Pecacock.
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PHM: lr Pcacock, well that'll have less authority,
yei‘ s

JOURNALIST: He's fccussed his criticism on Opiion A, which
is the brcadening of the direct tax base. To what extent Jdoes
the Governnment believe that this broadening of the direct
tax base is non-negotiable as a precondition to switciiing
to a broadly based indirect tax,

PM: I have two things to say abcut it. I repeat
what I've said before, and it is important I have to keep
saying it. ‘That we are not goinrng to =the Australian
cormmunity and say there it is, we've made up our mind and
we're just going through a charade. We want to hear what
they've got to say abcut all parts of the opgtions we present.
hnd the broadening of the tax base, as you will appreciate
is ccmmon to all the c¢ptions. But we want to hear what
people have got to say about it. We believe that when you
loox at it you've got to try and get the situation in tihis
country where those wno are not vayinra tax, either through
evasion, or avoidance, pay a greater contributicn to the
common revenue than they are now. Ncww if Mr Peacock, who
really after all as wz know 1s not an authority on mat+ters
econcmic or fiscal, if he is saying its not progper to take
steps to limit evasicn and avoicdance, well cthat's the bhed
he can make up and lie in it. Its ou:r belief that one of
the reascns we are ir government, and he is where he is
and where he'll continue to be, is that his party haes been
traditionally the onc which has not cnly been soft cn tax
avoidance end evasion, but las cdel’berately created the
conditions in which tax avoidauce and evasion has bhecn
able to explode in this country. He wants to itake a

position in this tax debate that he wants further to facilitate

evasion and avoidance, let him make that bed and lie on it.
KEATING: Can I just add that Bob, with a caveat which
the Prime Minister’s just given. I think you need tO see this
package in tecrms of carrots an% sticks. And the carxots

are reductions in marginal rates. Obviously if we have a
marginal rate of 10¢ there will be no propvensity or little
propensity to avoid. If you have 2 marginal rate of 90 there
would be every propensity to avoid, to the extent that you
bring marginal rates down you bring docwn the propensity to
avoid. In terms of the instruments of avoiduance and evasion
the sticks, we have the penalties which were introduced in
the latter par. of last year, which have dramatically lifted
the cozt to people who wish to undertaxe avoidance activity.
But as the paper scheres have been cffectively, and are
being effectively dealt with obviously high income tax-
payers arc going to mcve into the shelters, as they are
doing. And if we were to say at the end of this whole
exercise, well look thz tax shelters arc just too hard to
touch, then you would just have elective taxation in this
country. You would have pecple deciding whether they would
pay tax by the exploitation of the shelters. Now if

Mr Pecacock wants to line up with that sort of a tex system
well let him do so. But as far as we're concerancd what
we're saying is that there has te be some change. It is
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the Liberals primarily wiho allowed the inflation to run throuch
the scales in the scventies. It is the Liberals who dragged

the tax systen into disrepute by their failure to do anythinc
about the bottcm of the harbour, and the outrignt evasion

paper schemes of that period. »aAnd it is this disiepute, it is
this ncn-compliance with the system, the state of mird which

is part of the problem that we're now dealing with. And that's
why it has to be approached in terms of brcadening the basc.
Moving away - rushing out - removing the availability of

the instruments of avoidance and minimisation as well ac
penclties. But at the same time saving we will reduce

marginal tax rates, we'll reduce the incentive to go into
these schemes. Now there is a view around that once the

loss of innoc?»nce has occurred, that people continue to

develop tax avoidance scnemes, that argument has some forcc.

It has more force if the Government leaves the instruments
avalilable in the system. That's why the base broadening
measures are important in terms of the content of the paper.
They add to the equity and fairness of the proposal.

JOURNALIST: Mr Hawke the Prime Minigster getc substantial
fringe benefits. They get the use of the Lodge, Kirribilli
House, they get the use of Cl the VIP plane fleet. Who would
pay tax on those and how much wculd it be.

PM: I don't know how rwuch it would be but I simply
want to make this point. That what I'm about, and certainly
what Paul Keating's about, in this execrcise is not tc have

a situation in which I as Priwe Minister will derive any
special benefits out of the Tax Reform. The principles that
apply to the community generally should apply to me. Znd I
want to make it gquite clear that I will not be seeking any
special benefits. And I will ensure that at the end of the
road I receive none. d
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JOURNALIST: But by applying this principle doesn't it mean tnac
the taxpayer will then be paying the tax? - Really paying doucle
for the Lodge and C1?

THFE TREASURER: Well that's like us paying Teleccom.

PM: We went to the point about paying Telecoin. I'm simply saying
in the area in which I could be a direct beneficiary out of lower
tax rates, that's not what I'm about and I can assurec you I will
not be sceking to be a beneficiaery in the result.

JOURNALIST: During the last clection campaign you talked about
the desirability of withdrawing the Income Tax Assessment Act in
the interests of simplicity. Do you think that given that onre ci
the major features of the White Paper is simplicity, and you have
just talked about simplicity, is thet really possible now to
witharaw the Income Tax Assessment Act and start all over again?

PM: Well. of course, how the Government will give effect in
legislative terms to the packagc upon which it decides will ce
matter for serious consideration by the Cabinet on the advice ¢
the Treasurer. And at this stage of the debeate it's not open t
me to say precicely how that will be done. I mzke this point, end
I'm sure Paul would want to add to it, that from the beginnins we
have emphasised our desire, as well as getting a more cquitatie,
fairer system and a mere efficient system, we also want to make it
simpler. Now the ways in which that will be done will be on ths
basis, as I say, of the advice to us from the %“reasurer. I am
sure that in the result the tax system will be falrer and simpler.
Pau!, I don't know whether you want to add to ithat.

N

O

N

THE TREASURER: I would just add to those remarks in those terms.
I think an adoption of a proposel around the theme would seem
would certainly produce a fairer, a more simple, and more
efficient tax system. And that is the objective. Now it may ke
that one could take the view that what we ought to do is rip up
the book and start again. But I don't know where in practical
terms that would lead you in terms of the kind of legislative
approach or change the tax system. Any progressive tax systen
will always have an incentive for people to minimise their tax at
higher levels of marginal rates and invariably 2 lot of the pot
hole filling and changes, amendments have bkeen made over the
period arisc from that. Now my Party believes, as I believe, and
the Prime Minister believes that a progrussive scale is
appropriate and thercefore with that progressive scale I think we
have in this proposal done what is reasonable in these
circumstances to make the system fairer and more simple.

JOURMALIOT: Can I just ask ycu just & follcw up question to that
Mr Keating. One of the great gaps in the Tax Act is that there is
no definition of income. Given that you are now looking possibly
at introducing a Capital Gains Tax and you've introduced an assets
test would you considcor writing into the Tax Act some deliniticn

of inconme paying to include capital? -




14

THE TREASURER: Well Andrew, there's aslways becn a simple notion
that by the flick of a pen you can solve all of the dVOldanCG,
evasion problems by so called -sedefinitions of ir.come. That

never been a view that the Treasury has aver put to me with any
force. And while with the Capital Gains Tax the system would be
far more complete and may leave the prouspect for some change in
definiticn, it's not something we contemplate in this paper. And
I couldn't really give you an answer to that without teking
advice.

JOURNALIST: Prime Minister to get back to constitutional basics,
the Governments option - are iMinisters' bound to prefer the
option. Therefore will Senator Walsh be supporting the preferrecd
option from now on or will you ebandon the Westminister principal
of Ministerial solidarity in respect to tax reformation?

PM: I don't accept that you have letters back to constitutional
basics but I will simply say this, that the Cabinet has made the
decision which is reflected in the White Paper and that is that
the preferred option is clearly there. I would cxpect to receive
the support of all members of the ministry in that respect.

JOURNALIST: Mr Keating, while your talking about Senatour VWalsh.
He seens to dispute your argument about the effect of the 60 cent
marginal rate to encourage avoidance saying that he doenn't think
a cut in that rate would help combat avoidancea. Would you care %o
comment on that?

THE TREASURER: Well, I gave an example earlier. If you had a
marginal rate of 96% the propensity to avoid would be increased.
If you had a marginal rate of 16%, it would be reduced. ﬁnd any
movemenrt up or down changes that propensity. JOURNALIST Sc¢ you
think he's just wrong? THE TREASURER: I didn't see the point he
made, to be honest Michelle. And so I can't say that he is. But
that is my view and that is, I think, couplcd with the other
things - removing the avenues, lifting the penalties and seeing a
change of this kind introduced will do a lot to damage the
psycholegy of non-compliance. And I think that's the important
thing. The psychology of avoidance and minimisation which, in nmy
view has been no doubt occasicn by the compression of the scales.
I mean the point is, 1f you go back to the 66% rate, well go back
to $35,0606 where the 6080% rate now comes in - 1.6 times avercge
weekly earnings. In the 1950s that group contributed 52% of the
earnings of the personal income tas system. Today they contribute
21. And I think that in itself stands as at some testinony to the
fact that if you compress the rates and lift the taxes you may
think you've got a progressive tax systen You only have a
progressive tax system while you've got compliance. And while
nominally you have a progressive tax system ynu don't have 1t
because you don't have' compliance. The CB%$ rate cost $400m. We
earn $420m from it out of $30,000m, which is a commentary in
itself upon the compliance of the 66% level. So there's no doubt
in my mind that hich marginal rates have had ¢ very severe innact
upon the propensity to avoid. And I think any objective analysis -
would lead anyone to that conclusion. :




JOURNALIST: itr Keating il the Covernment finally docides to
Introduce the Capital Gains Tax, would it come into effect this
vear and do you accept the view that was espoused bv Aspray that
the starting Gate of such & new tax shonld be ancad of the passaqge
of the legisiation througnh Parliznent?

THE TREASURSR: Well, John, we'd like to see how the vackaae,
first of all, is received pubiicly, how it is recceived by the
Summit. And I think that in the post-suvmmit consideracion of all
of thesc issues by the Government that kind of issue could tlien
appropristely be recattended to.

JOURNMALIST: You would be worried about pecople a:crarcing therc
atfairs before hand.

THE TREASURER: Well, let me say this, with any of these measures,
any notice provides taxpayers with a bencfit they wouldn't
otnerwise have in the normal course of a budget. But this is not
about budgetary changes. This 13 2 major proposal for reform of
the tex system. And because of the difficulties of institutional
reform in this country, and the Government's beliefl that we nved a
process of consultation to make the reform possibizs, then I think
that's simply one of the problems one hag to live with in this
kind of reform change. I don't think, I mean. surely this country
has been talking about the prespect of capital gains taxes now for
four years, and if anybody needed to, as you say. arrancing their
affairs, thcv would have certainly been doing that for a lona
time. I don't think that the evidence of it in this document is
going to change public perceptions all that much.

JOURNALIST: As the employer have you worked out how much the

Commonwecalth is likely to be up for in the ........ tax?
PM: No I haven't. I don't know whether Paul has.

THE TREASURER: 780m across the nation, say, if you work i¥ back.,

It's herdly anything that's going to debilitate fiscal policy.

JOURNAL1ST: Mr Keating, c¢id your Department have a look at the
compencsation of incomes in the threshhold? Preparing of facts?

THE TREASURER: Yes, the threshold has been increased to provide
full compensaticn for everybody above the threshhold. And that
provides full compensation for taxpayers above the threshhold and
below the threshhold. Below the threshhold pcople are in the
Social Security system. They arc over compensated undec these
arrangements,




