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Executive Summary 
There is general consensus on the need for State taxation reform and the notion that large 
potential gains may be achieved, particularly from the abolition of inefficient State 
transaction taxes.  For example, the comprehensive study of taxes in Australia undertaken 
in the Henry Review concludes that ideally all stamp duties and insurance taxes would be 
replaced by more efficient taxes.  Reviews undertaken by States into their own tax systems 
– such as the IPART review of the NSW State taxation – have made similar 
recommendations.  The need for State tax reform is also reiterated by the Treasury in their 
brief provided to the incoming Federal Government in 2010.  

The relative efficiency of State taxes 

Deloitte Access Economics analyses the various State taxes using a multi-sector/multi-
region general equilibrium model of the Australian economy.  The analysis allows each of 
the main State and Federal taxes to be ranked on the basis of their relative economic 
efficiency, as presented in Chart i.1  Taxes are ranked from least to most efficient, and 
efficiency is reported relative to the efficiency of personal income taxes levied by the 
Federal Government. 

Chart i:  General efficiency rankings of State/Federal taxes 

 

When the rankings shown Chart i are combined with data in relation to the composition of 
State government revenues, it is apparent that State governments remain heavily reliant on 
inefficient tax bases.  For example, payroll tax is the individual tax that contributes most to 
State tax revenues but is relatively more inefficient – at least under the current parameters 
(rates, thresholds, exemptions, etc) – compared with other taxes levied by the States, such 
as land tax.   

                                                           
1
 Note that the rankings presented in Chart i reflect the taxes in their current state. That is, they reflect the 

current rates/thresholds, exemptions and concessions.  
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Modelled reform scenarios 

The efficiency rankings provide a basis for considering various options for the reform of 
State taxes.  Six different reform scenarios in relation to the abolition of State transaction 
taxes are modelled in this report.  The scenarios have been designed within a revenue-
neutral framework based on increased reliance on efficient taxes and reduced reliance on 
inefficient taxes – and hence, an overall improvement in the efficiency of the tax system.  
and the potential benefits of redesigning State tax systems to reduce reliance on inefficient 
taxes.   

In each of the scenarios the revenue gap generated2 from abolishing State transaction taxes 
(property transaction taxes and/or non-property transaction taxes) is offset by an increase 
in more efficient broad-based taxes (land taxes, payroll taxes, combination of the two, or 
the GST), and the resulting impact on economic welfare is derived.   

The six scenarios are: 

 Scenario A:  All State transaction taxes are abolished for an increase in the current GST, 
with no change in the current GST exemptions. 

 Scenario B1: All State property transaction taxes are abolished for an increase in land 
tax.  Land taxes are increased with all current exemptions in place, such as for the 
principal place of residence; and 

 Scenario B2: All State property transaction taxes are abolished for an increase in land 
tax. Land taxes are increased without any exemptions, which is essentially a municipal 
tax. 

 Scenario C1: All State non-property transaction taxes abolished for an increase in 
payroll tax.  Payroll taxes are increased with current exemptions and thresholds in 
place; and 

 Scenario C2: All State non-property transaction taxes abolished for an increase in 
payroll tax.  Payroll taxes are increase without exemptions, that is, a broad-based 
payroll tax. 

 Scenario D: ‘Henry/Tax Summit’ tax reform package with State transaction tax reform 
designed to be revenue-neutral where property transaction taxes are replaced by 
broad-based land taxes and other transaction taxes are replaced with a broad-based 
payroll tax.  (This scenario is thus a combination of Scenarios B2 and C2.) 

Table i: Economic welfare gain by scenario - revenue neutral 

Scenario Revenue gap, $mil Welfare gain, % Welfare gain, $mil 

Scenario A 10,393 1.74% 11,876 

Scenario B1 7,453 0.72% 4,914 

Scenario B2 7,453 0.78% 5,323 

Scenario C1 3,202 0.49% 3,344 

Scenario C2 3,202 0.52% 3,549 

Scenario D 10,393 1.31% 8,941 

Source: Deloitte Access Economics estimates. All dollars are $AU2008-09 

                                                           
2
 The revenue gap is defined here as the direct impact on government revenue due to the abolition of a tax – 

that is, the first round effect before behavioral effects are taken into account.  
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The analysis suggests that the potential gains from the reform of State taxation are large.  
The abolition of inefficient State transaction taxes with a corresponding increase in other 
more efficient taxes can yield economic welfare gains in the order of 1.3% to 1.7% increase 
in Australian household consumption – approximately $2.3 billion to $3.1 billion.   

While the largest net economic benefit is where the abolition of State taxes is offset by an 
increase in the GST (driven in large part by the high efficiency of the GST), and therefore 
requiring involvement of the Federal Government, there are nonetheless significant gains 
to be realised by States acting unilaterally and shifting their tax base away from reliance on 
less efficient taxes.   For example, the replacement of property transaction taxes by broad-
based land taxes along with the replacement of other transaction taxes with broad-based 
payroll taxes (Scenario D) is estimated to yield economic welfare gains of around 1.3% 
(measured in terms of household consumption).  

In any such reforms of the tax system, a range of policy objectives will need to be 
considered including impacts on equity and the simplicity of the system both from the 
perspective of administration and compliance.  Nevertheless, the potential gains to 
economic efficiency indicate that there is scope for substantial benefits to be achieved 
through State tax reform. 

Deloitte Access Economics 
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1 Background 
In February 2008 Access Economics prepared a report for the Finance Industry Council of 
Australia (FICA) detailing a quantitative analysis of the efficiency of individual taxes and a 
number of revenue neutral tax reform scenarios. This report highlighted a number 
inefficiencies associated with the mix of taxes that States have traditionally relied on as a 
revenue base.  Since then, there have been significant developments in relation to policies 
for State taxation reform, mainly the comprehensive review of Australia’s Future Tax 
System (the ‘Henry Review’).  Furthermore, the Treasury has made publicly available the 
2010 incoming government brief.  There have also been discussions of a Federal Tax 
Summit to occur in mid-2011.  With these developments in mind, it is valuable to review 
and update the findings of the 2008 report.    

Access Economics’ 2008 report  

The 2008 report to FICA presented the efficiency rankings of the various State taxes and 
modelled several revenue neutral scenarios to estimate the impact of replacing State 
transaction taxes with a number of more efficient taxes.  The results provided strong 
evidence on the inefficiencies associated with transaction-based taxes, especially when 
imposed on business.  Importantly, while the direct incidence of such taxes fall on business, 
the ultimate ‘economic incidence’ tends to fall on households, distorting prices and 
ultimately reducing consumption possibilities.   

The efficiency rankings indicated the direction that future taxation reform could take in 
order to improve economic efficiency.  In particular, the impact on economic welfare of 
abolishing some or all stamp duties and replacing the lost revenue through adjustments to 
either Commonwealth revenue (as represented by personal income taxes) or land taxes (as 
modelled by municipal rates) indicated that the potential gains from the reform of State 
taxation are large, with possible net benefits each year to economic welfare in the long 
term of between 1% and 2%, the equivalent of $6 to $10 billion in household consumption.  
While their revenue bases are relatively narrow, the States do have the scope to improve 
the overall efficiency of the taxation system through the replacement of transaction based 
taxes with less distortionary taxes such as taxes on immobile property. 

The Henry Review 

In 2010 the highly anticipated findings of the Review of Australia’s Future Tax System (or  
‘Henry Review‘) were released.  The analysis in the Henry Review was wide ranging (only 
the GST was explicitly ruled out of its Terms of Reference), and where there was overlap 
between the Henry Review and Access Economics’ 2008 analysis, the conclusions of the 
two were consistent.  The Review found that many of the least efficient taxes are levied by 
the States, detracting from the overall efficiency of the broader tax system, and that the 
structure of the tax system could be improved by replacing inefficient taxes with a 
rationalised suite of taxes and streamlining the administrative requirements.  The Review 
concluded that States will benefit from better access to sustainable tax revenues to fund 
their expenditures.  
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In relation to State taxes, the following recommendations were made: 

 Ideally, there would be no stamp duties, including conveyance duties, with the 
removal of stamp duties achieved through a switch to more efficient taxes, such as 
those levied on broad consumption or land bases (Recommendation 51).   

 The land tax base should be broadened in the long run to include all land, with low-
value land (such as most agricultural land) falling below the lowest rate threshold 
(Recommendation 53).   

 Over time, a broad-based cash flow tax could be used to finance the abolition of 
other taxes, including payroll tax and inefficient State consumption taxes, such as 
insurance taxes, which would also provide a sustainable revenue base to finance 
future spending needs (Recommendation 55).   

 In relation to payroll taxes, the Review recommended that they should eventually be 
replaced with revenue from more efficient broad-based taxes that capture the value-
add of labour (Recommendation 57).   

 The Review also recommended the abolition of all specific taxes on insurance 
products, including the fire services levy, with insurance products treated like most 
other services and subject only to one broad-based tax on consumption 
(Recommendation 79).   

 Finally the Review recommended that reforms to State taxes should be coordinated 
through intergovernmental agreements between the Federal Government and the 
States to provide the States with revenue stability and to facilitate good policy 
outcomes (Recommendation 119).  

Treasury Brief – the ‘Red Book’ 

In September 2010, the Australian Treasury released under Freedom of Information the 
brief prepared for the returning Federal Labour Government (the Red Book).  The brief 
highlighted the importance of State tax reform as a priority for reform to provide the 
greatest potential contributions to economic performance.  It considered taxes levied by 
the States as some of the least efficient and worst designed taxes in Australia’s tax system.  
The key substantive State taxes that were identified as needing reforming include: 

 stamp duties on insurance, housing, commercial property and motor vehicles (the 
Treasury recommended their abolition); 

 payroll and land taxes (the Treasury recommended they be reformed or replaced 
with more efficient taxes); and 

 road pricing (the Treasury recommended its introduction).  

The brief considered the Henry Review vision of a cash flow tax in replacement of various 
State taxes as a long-term option and that State tax reform would need to be a key focus of 
the COAG agenda for the next term.  
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Federal tax summit 

A Federal tax summit is to be held in October 2011 following the promise by the Federal 
Government to hold a substantial discussion of tax reforms and the recommendations of 
the Henry Review.  The Federal tax summit would provide an opportunity to consider the 
efficiency of various State taxes and the scope for reform. This report provides an 
important contribution to the Commonwealth Tax Forum. 

1.1 Sources of State tax revenue 

Table 1.1 lists the various State taxes and their contribution to State revenues in 2008-09.  
A number of inefficient State taxes, especially the financial services transactions taxes, were 
abolished once the goods and services tax (GST) was introduced in July 2000.  The 
remaining State taxes include: 

 payroll taxes; 

 property taxes (including land tax, municipal rates and stamp duty on property 
conveyances); 

 gambling taxes; 

 insurance taxes (including the fire services levy and other insurance levies); and 

 motor vehicle taxes (including registration fees and stamp duty on motor vehicle 
conveyances). 

Table 1.1: Distribution of State/Territory tax revenue 2008-09 (%) 

Tax NSW VIC QLD SA WA TAS NT ACT 

Payroll 31 26 25 20 33 23 32 28 

Property 41 47 49 54 45 51 38 46 

   Land tax 11 8 8 11 8 8 0 9 

   Municipal rates 15 19 21 21 18 25 15 18 

   Other levies 0 1 3 3 3 3 0 2 

   Conveyance duty 15 18 18 18 15 15 23 17 

Gambling 8 11 8 9 3 9 15 8 

Insurance 9 8 4 7 6 5 6 7 

   Fire service levy 3 3 0 0 0 2 0 2 

   Other insurance 7 5 4 7 6 4 6 6 

Motor vehicles 10 9 13 10 13 11 9 11 

   Conveyance duty 3 3 4 3 5 4 4 3 

   Registration fees 8 5 9 7 8 8 5 7 

Total revenue 100 100 100 100 100 100 100 100 

Source: Australian Bureau of Statistics cat 5506, Tables 11 to 18, 2008-09.  Note that numbers may not sum 
because of rounding.  

As shown, payroll tax makes the largest single contribution to tax revenues, accounting for 
between 23% and 33% of tax revenue.  This is followed by the various taxes on property, 
namely land tax, municipal rates and stamp duty on property conveyances, with States 
relying on property taxes for around half of all tax revenue.  The remaining quarter of tax 
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revenues are collected from gambling, insurance and taxes on motor vehicles.  The 
distribution of tax revenues for States and Territories remains similar to the previous study, 
which used the most recent data at the time of 2005-06.  

2 Assessing the efficiency of taxes 
The existing State taxes and potential reform options can be evaluated against the standard 
taxation principles of efficiency, equity, simplicity and sustainability.  Efficient taxes 
minimise the distortion of economic decision making and the allocation of resources.  Two 
characteristics of an efficient tax are:  

 broad bases with minimum concessions or exemptions 

• broad bases will minimise efforts to evade or avoid tax; and 

 low, uniform tax rates. 

The equity of taxes can be assessed in terms of: 

 Vertical equity which relates to the capacity to pay - taxes are paid in proportion to 
wealth, and those with a greater capacity to pay would pay a proportionately greater 
amount.  This would mean that lower income taxpayers should not only pay 
relatively less tax but also a relatively lower proportion of tax; and 

 Horizontal equity which relates to equal treatment – that is, taxpayers in similar 
circumstances should bear a similar tax burden. 

An ideal tax system is also simple, with the following characteristics: 

 A tax system should be simple to administer relative to the revenue raised. This can 
depend on the number of different taxes, which affects the costs of collecting taxes, 
monitoring compliance, educating and informing taxpayers, and enforcement; 

 A tax system should have low compliance costs relative to the revenue raised, which 
depends on the complexity of calculating tax liabilities which in turn is a function of 
the number of thresholds, concessions, exemptions, the clarity in the legislation, 
degree of interstate harmonisation in terms of tax bases and rates, and compliance 
requirements in terms of record keeping; and 

 A tax system should be transparent, in that there should be clarity in the purpose of 
the tax, what is being taxed, who is liable, and how liability is calculated so that 
taxpayers can understand the scope and applicability, and can have certainty in their 
individual tax liability. 

Finally, taxes should be sustainable to maintain total tax revenue.  The characteristics of a 
sustainable tax are: 

 taxes should generate revenue that grows in line with economic growth and 
population change to ensure that the changing costs of Government services are met 
automatically and with least risk; 

 taxation revenue should display stability so the tax revenues does not undergo wild 
fluctuations - in particular the bases should not be highly cyclical, volatile or 
unpredictable.  Transaction taxes in particular depend on the level of activity in the 
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economy which can change substantially from year to year, while taxes with 
immobile tax bases, such as land taxes, are more stable; and 

 taxation revenue should be resilient to changes in market and industry structures, to 
minimise the requirement for taxation reform as the economy goes through periods 
of structural change. 

Reform options by individual States will also need to consider the impact on interstate 
competitiveness, in that States need to maintain comparable tax rates to prevent 
individuals and businesses relocating to other States to take advantage of more favourable 
tax systems.  However, the competitiveness also depends on other factors such as the 
quality of infrastructure, and where a State relies more heavily on more efficient taxes, it is 
likely to promote a stronger economy. 

Quantitative assessment of taxation 

It is clear that when considering the relative merits of different taxation schemes there are 
a number of criteria that might be considered, including the degree to which different taxes 
affect economic growth, issues of equity, compliance and administration costs, and the 
sustainability of the different taxes.  Of the criteria given here, it is economic growth and 
consumption possibilities that are captured best in economic models, and it is this criteria 
that is used in this report to rank the efficiency of different taxes.  Ideally, a tax should raise 
the money required to fund government expenditures with the lowest possible impact on 
utility, measured in the model as the value of consumption3.  

To determine the relative efficiency of the various State and Federal taxes we measure the 
ratio between changes in household consumption and changes in state revenue due to a 
1% increase in the effective rate of each tax – lower ratios indicate that there is greater 
capacity for governments to generate revenue while minimising the impact on households. 

The general equilibrium model used in the analysis is outlined in Appendix A.  Despite 
requiring some simplifying assumptions, the use of a general equilibrium model allows the 
various taxes to be assessed in a consistent and comprehensive manner, ensuring that 
economic identities remain satisfied at all times.  

3 Ranking State and Federal taxes 
This section presents the general and detailed rankings of the efficiency of State and 
Federal taxes, and provides some discussion on the limitations of quantitative rankings.    

                                                           
3
  Households in the model are assumed to maximise utility for a given level of consumption, thus maximisation 

of consumption corresponds to maximisation of utility. 
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3.1 General rankings of State and Federal taxes 

Chart 3.1 summarises the efficiency rankings of State and Federal taxes.4  The efficiency 
rankings are based on the ratio of the percentage change in real consumption to the 
percentage change in tax revenue as a result of changing each tax in turn, with the least 
efficient taxes causing the largest loss in terms of real consumption relative to the tax 
revenue raised.  The ranking reflects a combination of: 

 the assumed differences in the elasticity of supply and demand in the relevant 
markets; and  

 whether the taxes fall on businesses or households.  Those that directly affect 
business tend to be less efficient since: 

 they have a proportionally larger impact on export industries which face very 
elastic demand; and 

 they have second-round impacts through their effect on the cost of capital 
and, thus, investment decisions and the accumulation of capital. 

Taxes are ranked from least to most efficient, and efficiency is reported relative to the 
efficiency of personal income taxes levied by the Federal Government.  Taxes that are less 
efficient than personal income tax score an efficiency index greater than one while those 
that are more efficient score an efficiency index of less than one.  

Chart 3.1: General efficiency rankings of State and Federal taxes 

0 0.2 0.4 0.6 0.8 1 1.2 1.4

Municipal Rates

Land Tax

Gambling tax

Payroll

Conveyance Tax

Income

Insurance Tax

Motor Vehicle Tax

 
Source: Deloitte Access Economics estimates 

As demonstrated in Chart 3.1, motor vehicle taxes (specifically, stamp duties on motor 
vehicles) and taxes on insurance are least efficient while municipal rates, land taxes and 
gambling taxes are most efficient.  While there has been some small movement in the 

                                                           
4
 Note that the rankings presented in Chart 3.1 reflect the taxes in their current state. That is, they reflect the 

current rates/thresholds, exemptions and concessions. 
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efficiencies of individual taxes since the previous report to FICA these movements have had 
no impact on the order of efficiency rankings.  

Land taxes (including municipal rates) are relatively more efficient as they, in effect, fall on 
the rental price of immovable land, and empirical studies of markets for land find very low 
elasticities of both demand and, especially, supply.  Taxes in such markets create relatively 
small distortions and are therefore ideal from the perspective of efficient taxation 
arrangements.  Nevertheless, the efficiency of land taxes is reduced by the various 
thresholds and exemptions, with rates differing between taxpayers according to, amongst 
other things, the use of the land.  This in turn affects the incidence of the taxes, making it 
likely that the burden of the tax may be passed on from landowners to renters.   

For similar reasons, activities such as gambling are also relatively efficient markets to tax.  
Empirical estimates indicate that the elasticity of demand for legal gambling tends to be 
low while the supply of legal gambling also has a low elasticity of supply due to regulatory 
arrangements controlling the number of gaming machines, casinos and other vendors.  

On the other hand, taxes such as conveyance duties on motor vehicles are inefficient as 
mobile capital, such as motor vehicles, have extremely elastic supply in the long run.  In the 
same way the high elasticity of supply on general and life insurance contributes to taxes on 
these products being relatively inefficient.  

Conveyance duties apply to the combined value of land and buildings and as such as can be 
regarded as a weighted average of a relatively efficient tax base (land) and an inefficient 
base (buildings).  On average, conveyance duties tend to be more efficient than most 
business taxes as they are heavily weighted toward residential property transfers which are 
roughly equally divided between land and non-land (buildings) capital, with the land based 
component of residential conveyance duties offsetting the relative inefficiency of the non-
land based residential conveyance duty.  

The relative rankings demonstrate that the tax base upon which State Governments rely is 
heavily skewed toward relatively inefficient taxes.  For example, as shown in Table 1.1, 
payroll tax is the individual tax that contributes most to State tax revenues but it relatively 
more inefficient than other taxes levied by the States, such as land tax.  The efficiency of 
payroll taxes is reduced as the structure of the tax means it is not necessarily broad-based - 
the States impose payroll taxes only to businesses with payrolls above a certain threshold 
and there are numerous exemptions for certain categories of employers and types of 
payments.  

3.2 Detailed rankings of State and Federal taxes 

In order to explore the efficiency ranking in more detail, Chart 3.25 separates conveyance 
duties, motor vehicle taxes and land taxes into those applying to household and business 
capital.  In each case, taxes levied on business (non-residential property) are less efficient 
than the same tax levied on households (residential property). 

                                                           
5
 Note that the rankings presented in Chart 3.2 reflect the taxes in their current state. That is, they reflect the 

current rates/thresholds, exemptions and concessions. 
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Chart 3.2: Detailed efficiency rankings of State and Federal taxes 
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Source: Deloitte Access Economics estimates 

 
The differences between business and household taxes largely reflect differences in the 
responsiveness of demand and the impact of the different taxes on the cost of capital and 
hence investment decisions.  Holding other things constant, business demand is more 
responsive than household demand, since businesses can substitute across different factors 
of production, while households have more limited substitution possibilities.  This is most 
pronounced in the case of export industries.  Consequently, similar tax rate changes cause a 
greater response in the after tax prices and quantities demanded by businesses.   

Another feature of the rankings is that personal income taxes tend to be more inefficient 
than payroll taxes despite the two affecting labour demand decisions.  While there are a 
number of factors at play, the main reason for the difference is the impact that each tax has 
on the cost of capital.  While personal income tax has a direct impact on the cost of capital 
via capital rental returns, payroll taxes have only an indirect effect on capital through 
movements in the cost of labour.  The direct effect on the cost of capital through personal 
income tax leads to greater distortions on investment.  

3.3 Limitations of quantitative ranking 

It is important to note the limitations of this quantitative analysis.  The tax system is 
complex and inevitably numerous simplifying assumptions are needed to make any 
quantitative analysis tractable.  The model that has been used here has been refined in 
numerous ways in order to better capture various features of the tax system, but it still 
does not capture all or the costs and benefits associated with some taxes.  Factoring in 
these costs could affect the efficiency rankings reported in Chart 3.1 and Chart 3.2. 

First, as emphasised above, the results relate to comparisons between different steady 
state (and therefore long-run) scenarios.  As such, they provide an appropriate basis for 
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consideration of the long-term impact of different taxes but do not provide an indication of 
the nature and extent of any transitional costs. 

Secondly, the focus in this report is on State taxes.  The results presented for personal 
income taxes are for comparison purposes and only relate to average rates of taxes.  Within 
the personal tax base there will be elements that are more (or less) efficient than the 
average.  

Third, differences in structure, aggregation and assumptions between models will impact 
results, in this instance the relativities between different taxes.  To illustrate the point 
consider the rankings in Chart 3.2 compared to those presented in Chart 1.5 of the 
Australia’s Future Tax Review final report, prepared using the MM900 model.  Between the 
two analyses many of the results are comparable, including municipal rates and land taxes 
being highly efficient with municipal rates being the most efficient of the two, taxes on 
business being less efficient than those on households, and taxes on insurance products 
being among the least efficient.   

The only notable difference in rankings between the two models is the relative ranking of 
labour income tax and payroll tax, with the Henry review finding payroll taxes relatively less 
efficient compared to labour income tax.  It is noted in the Henry review that this relative 
inefficiency is a reflection of the tax-free threshold, with a broad based payroll tax 
estimated to be significantly more efficient than labour income taxes. 

Finally, a number of simplifying assumptions have been needed to make the analysis of the 
State taxes tractable.  For the most part these simplifying assumptions do not have a 
significant bearing on results; however, there are a few cases in which limitations of the 
quantitative model warrant further discussion.   

Conveyance duties 

An important limitation of the model relates to conveyance duties.  Any tax on the 
transactions of assets, including conveyance duties, runs the risk of impairing the 
functioning of markets by harming price discovery - trades that would have otherwise taken 
place do not, and the ready transfer of assets to those businesses or individuals that place 
the highest value on the asset concerned is impaired.  This can be a particularly severe 
problem in financial markets where transactions taxes can represent a material part of any 
margin involved in the trade.   

Conveyance duties can also affect the efficient functioning of property markets by reducing 
turnover and leaving assets to the ownership of businesses and/or individuals who are not 
best placed to make effective use of the assets.   

Neither of these features is captured directly by the model which, as outlined above, 
compares two static situations involving different tax rates.  In particular, the model 
implicitly assumes that the rate of turnover of property is unaffected by changes in the 
conveyance duty rate.  Allowing for some decline in the rate of property turnovers 
following an increase in the conveyance duty would lower the efficiency of all conveyance 
duties.   
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The extent to which conveyance duties result in less efficient outcomes through inhibiting 
transactions will depend on how large the duty is relative to the full costs involved in the 
transaction.  For example, the inefficiencies associated with conveyance duties on various 
financial transactions could be significant.  On the other hand, they may be less important 
for, say, conveyances on residential properties.  In principle, conveyance duties could 
inhibit homeowners moving to a new region or State in pursuit of a higher standard of 
living.   

Motor vehicle taxes 

Another limitation of the modelling is that it does not fully capture the benefits of ‘use’ 
taxes such as motor vehicle levies.  These levies potentially lower congestion, thereby 
raising welfare and the taxes’ economic efficiency, because they are used to improve roads 
and lower the number of vehicles on the road.  Factoring in these benefits would raise the 
efficiency rankings of motor vehicle taxes over that estimated - that is, the efficiency 
ranking for motor vehicles may improve a little in Chart 3.1 and Chart 3.2.  

As noted above, the quantitative modelling does not take into account equity or simplicity 
of taxes and so the rankings could change when the assessment includes these other tax 
design criteria.  For example, the number of thresholds and exemptions in payroll taxes 
may reduce their relative efficiency but they may be warranted when considering other 
issues such as equity or compliance costs relative to revenue collected.   
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4 Developing options for State tax 
reform 
The efficiency rankings reported in Chart 3.1 and Chart 3.2 provide a basis for considering 
various options to reform State taxes.  For example, State stamp duty on motor vehicles 
and insurance is amongst the least efficient of taxes, generating significant deadweight 
losses.  Similarly, there are more efficient alternatives to property conveyance duty.  
Accordingly, the efficiency rankings provide prima facie evidence that shifting the mix of 
State taxes will yield economic benefits.  This section examines the welfare and revenue 
effects of selected reforms to State taxes.  The scenarios that have been selected involve 
shifting taxes away from State transaction taxes with compensating increases in other taxes 
on comparable bases sufficient to achieve a revenue neutral outcome.   

4.1 Modelling scenarios 

We first outline the six revenue neutral tax reform scenarios to be analysed.   

Scenario A 

All State transaction taxes are abolished for an increase in the current GST, with no change 
in the current GST exemptions. 

Scenarios B1 and B2 

All State property transaction taxes are abolished for an increase in land tax.  Within this 
scenario, the increase in land tax will consider both: 

 Scenario B1: Land taxes are increased with all current exemptions in place, such as 
for the principal place of residence; and 

 Scenario B2: Land taxes are increased without any exemptions, which is essentially a 
municipal tax. 

Scenarios C1 and C2 

All State non-property transaction taxes abolished for an increase in payroll tax.  Within this 
scenario, the increase in payroll tax will consider both: 

 Scenario C1: Payroll taxes are increased with current exemptions and thresholds in 
place; and 

 Scenario : Payroll taxes are increase without exemptions, that is, a broad-based 
payroll tax. 

Scenario D 

A ‘Henry/Tax Summit’ tax reform package with State transaction tax reform designed to be 
revenue-neutral where  
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 Property transaction taxes are replaced by broad-based land taxes; and  

 Other transaction taxes are replaced with a broad-based payroll tax.  

This scenario is thus a combination of Scenarios B2 and C2. 

4.2 Results: Impact on revenue bases 

For each scenario, estimates have been made for: 

 the first round change to revenue that results from removing the relevant tax (see 
Table 4.1). These changes do not include changes to revenue due to changes in the 
tax bases – for example, through increases in production and consumption; 

 the second round impact on government revenues that results from the higher level 
of economic activity that flows from the reduction in stamp duties (see Table 4.2). 
This captures the effects due to changes in tax bases mentioned above; 

 the change to revenue that is necessary to make the six reform scenarios revenue 
neutral (see Table 4.3). These changes are inclusive of changes in the tax base due to 
imposition of the replacement tax and other interaction effects; 

 the impact on economic welfare or efficiency as measured by the effect of each 
scenario on real household consumption (see Table 4.4).   

As noted earlier, the scenarios are dependent on the assumptions incorporated in the 
general equilibrium model that has been used for this analysis.  They do not capture all the 
inefficiencies associated with transactions taxes nor do they allow for transitional costs. 

Table 4.1 shows the first round effects of removing the taxes outlined in each of the 
scenarios.  For example, the abolition of all State transaction in Scenario A would reduce 
State revenues approximately $16 billion.  The reduction in revenues varies between States 
reflecting differences in the sizes of different tax bases and their relative reliance on the 
various transaction taxes.   

Notably, the first round impacts are shared between the pairs of scenarios A and D, B1 and 
B2, and C1 and C2 by virtue of common taxation reductions between scenarios.  Also worth 
noting is that the first round impacts of Scenarios A and D are simply the sums of Scenarios 
B and C – as the taxes being abolished in Scenarios A and D are the combination of those in 
B and C.   
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Table 4.1: Removal of taxes by scenario - first round revenue effects 

 Revenue effect - $mil AU 

State/Territory A B1, B2 C1, C2 D 

NSW -5,192 -2,736 -2,456 -5,192 

VIC -4,551 -2,801 -1,750 -4,551 

QLD -2,730 -1,806 -924 -2,730 

SA -1,187 -721 -466 -1,187 

WA -1,723 -1,008 -715 -1,723 

TAS -247 -151 -96 -247 

NT -155 -108 -47 -155 

ACT -280 -204 -76 -280 

Total -16,065 -9,535 -6,530 -16,065 

Source: Deloitte Access Economics estimates 
All dollars are $AU 2008-09 

The first round revenue impacts presented in Table 4.1 show the impact of removing the 
inefficient taxes outlined in each scenario that one would expect in a partial equilibrium 
context – the impacts presented do not take into account behavioral changes as relative 
prices change.  For example, if in an economy there was a 2% tax on pencils with $100 of 
pencils sold in total, a partial equilibrium analysis tells you that reducing this tax to 1% will 
reduce government revenue by $1.  This ignores the response from consumers, who may 
increase their consumption of pencils by $10, partially offsetting the reduction in 
Government revenue.  It is this effect that is shown in Table 4.2. 

Table 4.2: Removal of taxes by scenario - second round revenue effects 

 Revenue effect – $mil AU 

State/Territory A B1, B2 C1, C2 D 

NSW 1,985 616 1,269 1,985 

VIC 1,584 620 892 1,584 

QLD 863 412 433 863 

SA 429 155 250 429 

WA 598 193 370 598 

TAS 79 25 47 79 

NT 46 17 26 46 

ACT 89 45 39 89 

Total 5,672 2,082 3,328 5,672 

Source: Deloitte Access Economics estimates 
All dollars are $AU2008-09 

Table 4.2 shows the second round impacts on Government revenue that occur as a result of 
changes in consumption patterns by industries and consumers.  These second round 
impacts will not only occur in the tax base being directly affected by the taxation 
reductions, but also across other tax bases as the flow on effects of relative price changes 
work their way through the economy.  



2011 Analysis of State Tax Report 

18 Deloitte Access Economics Commercial-in-confidence 

The second round impacts represent the increase in State revenues as a result of the 
various tax reform options.  Across all scenarios, there is an increase in the size of taxation 
bases as inefficient taxes are abolished and economic activity increases. In comparison to 
Table 4.1 the second round effects for scenarios A and D are no longer the sum of the 
effects for B and C.  This is due to interaction effects between the tax reductions – here the 
whole is greater than the sum of the parts.  

The ratio between the second round impact and the first round impact is also not constant.  
Compare, for example, the first and second round impacts in scenarios B and C for NSW, 
showing that for comparably sized first round impacts the second round impact is 
approximately twice the size in scenario C than in B.  Note that scenario C involves reducing 
taxes that are the least efficient in the economy, demonstrated in Chart 3.2, indicating that 
qualitatively this is indeed the result that one would expect. 

The second round impacts on revenue means that increases in other more efficient taxes 
required to make each scenario revenue-neutral are less than that implied by the first 
round reductions.  The revenue shortfall, that is, the amount of revenue that must be met 
by other more efficient taxes to achieve revenue neutrality, is presented in Table 4.3.  For 
example, the first round impact of the abolition of all State transaction taxes under 
Scenarios A and D involves a reduction in revenues of around $16 billion, but the revenue 
dividends from the second round impact mean that compensating taxes only to be raised 
sufficiently to generate an increase of around $10 billion in revenue to deliver a revenue-
neutral result.  

Table 4.3: Revenue shortfall to make reform revenue-neutral 

 Revenue shortfall, $mil AU 

State/Territory A B1, B2 C1, C2 D 

NSW -3,207 -2,120 -1,187 -3,207 

VIC -2,967 -2,181 -858 -2,967 

QLD -1,867 -1,394 -491 -1,867 

SA -758 -566 -216 -758 

WA -1,125 -815 -345 -1,125 

TAS -168 -126 -49 -168 

NT -109 -91 -21 -109 

ACT -191 -159 -37 -191 

Total -10,393 -7,453 -3,202 -10,393 

Source: Deloitte Access Economics estimates 
All dollars are $AU2008-09 

Table 4.4 shows the total economic welfare gain once abolished taxes are replaced by more 
efficient taxes to make each scenario revenue-neutral.  The economic welfare here is 
measured as the total increase in household consumption.  The results indicate that the 
potential gains in economic welfare are quite large.  Depending on the source of the 
revenue offsets, the abolition of all State transaction taxes could increase Australian 
household consumption by between 1.3% and 1.7%.  The replacement of all State 
transaction taxes offset by an increase in the GST under Scenario A yields the largest 
efficiency gain, which is to be expected given the broad base and relatively high efficiency 
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of the GST compared to other taxes.  The replacement of transaction taxes by 
corresponding increase in either land tax or payroll tax under Scenario D also yields high 
efficiency gains of around 1.3% increase in household consumption.  

Finally, comparing the results of scenario B1 to B2 (likewise – C1 to C2) demonstrates that 
the application of tax without exemption is less distortionary and more efficient than 
application with exemptions, for both land tax and payroll tax.  This is as expected since 
thresholds and exemptions narrow the base on which the tax is imposed and therefore 
reduces efficiency.  

Table 4.4: Economic welfare gain by scenario - revenue neutral 

Scenario Revenue gap, $mil Welfare gain 

Scenario A 10393 1.74% 

Scenario B1 7453 0.72% 

Scenario B2 7453 0.78% 

Scenario C1 3202 0.49% 

Scenario C2 3202 0.52% 

Scenario D 10393 1.31% 

Source: Deloitte Access Economics estimates 
All dollars are $AU2008-09 

We conclude by outlining the taxation increases implied by each of the six scenarios 
analysed, as shown in Table 4.5. Due to the structure of the taxes under analysis we present 
the increase in the effective rate6 rather than, for example, the headline rate – the 
exception being for the GST in Scenario A. By way of example consider land tax in NSW, 
which currently has a 2% headline rate, however due to existing exemption structures 
generates the revenue of an exemption free 1.15%.  The presentation of effective rates 
rather than headline rates helps to abstract away from the complications of differing 
headline rates and both broadly applied and one-off exemption structures.  Note in Table 
4.5 that land tax in the Northern Territory and exemption free payroll tax in all states and 
territories are currently not levied.  

We see that the increase in payroll taxes retaining existing exemptions is significantly larger 
than if the increase is levied across the entire taxation base, demonstrating the significant 
exemptions that are currently in place, and hinting at the distortionary impact of these 
exemptions and the possible efficiency gains available by reducing or eliminating the 
existing exemption structure. 

Finally, we see that the new effective land tax rates in Scenario D are slightly lower than the 
rates in Scenario B2, demonstrating the extent to which the abolition of multiple relatively 
inefficient taxes has greater economic efficiency improvements than when measured 
individually. This effect does also change the payroll tax rate, however the effect is not 
apparent at the precision used in the table. 

 

                                                           
6
 The effective rates being calculated from the base against which the tax is levied and the total revenue raised. 
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Table 4.5: Comparison of taxes by scenario and state 

  NSW VIC QLD SA WA TAS NT ACT 

  Old New Old New Old New Old New Old New Old New Old New Old New 

Scenario A                                 

Increase in headline  
GST rate 10.0 13.2 10.0 13.2 10.0 13.2 10.0 13.2 10.0 13.2 10.0 13.2 10.0 13.2 10.0 13.2 

Scenario B1                  

Increase in effective land tax 
with current exemptions 1.15 1.88 0.83 1.83 0.86 1.98 1.50 2.64 1.16 2.39 0.79 1.66 - 1.19 0.99 2.23 

Scenario B2                  

Increase in effective land tax 
with no exemptions 0.82 1.21 1.03 1.55 1.13 1.66 1.41 1.98 1.04 1.54 1.34 1.80 0.45 0.86 1.05 1.69 

Scenario C1                  

Increase in effective payroll 
tax with current exemptions 5.88 6.9 4.95 5.95 4.75 5.56 5.00 6.12 5.50 6.3 6.10 7.20 5.90 6.67 6.85 7.74 

Scenario C2                  

Increase in effective payroll 
tax with no exemptions - 0.58 - 0.58 - 0.43 - 0.55 - 0.49 - 0.43 - 0.31 - 0.22 

Scenario D                  

Increase in effective land tax 
with no exemptions 0.82 1.20 1.03 1.54 1.13 1.65 1.41 1.97 1.04 1.53 1.34 1.79 0.45 0.86 1.05 1.68 

Increase in effective payroll 
tax with no exemptions - 0.58 - 0.58 - 0.43 - 0.55 - 0.49 - 0.43 - 0.31 - 0.22 

Source: Deloitte Access Economics estimates 
All figures calculated against 2008/09 data and rates
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Conclusions 
The results highlight the inefficiencies associated with transaction taxes and the potential 
gains that may be realised from the reform of State tax systems.  The efficiency rankings 
and scenarios analysed act as a valuable guide to the range of options available to 
governments when considering reform scenarios and their impacts on economic efficiency 
and welfare of the Australian people.   

The analysis suggests that the potential gains from the reform of State taxation are large 
and rival the gains derived from past microeconomic reforms.  The abolition of inefficient 
State transaction taxes with a corresponding increase in other more efficient taxes can yield 
economic efficiency gains in the order of 1.3% to 1.7% increase in Australian household 
consumption.   

While the largest net economic benefit is where the abolition of State taxes is offset by an 
increase in the GST – therefore requiring involvement of the Federal Government – there 
are nonetheless significant gains to be realised by States acting unilaterally.  For example, 
the replacement of property transaction taxes by broad-based land taxes along with the 
replacement of other transaction taxes with broad-based payroll taxes are estimated to 
yield economic efficiency gains of around 1.3% increase in household consumption.  

In any such reforms of the tax system, a range of policy objectives will need to be 
considered including the impact on equity and the simplicity of the system both from the 
perspective of administration and compliance.  Nevertheless the potential gains to 
economic efficiency indicate that there is scope for substantial benefits to be achieved.  
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Appendix A 
 

Deloitte Access Economics used the Monash Multi-Regional Forecasting model to construct 
the efficiency ranking of various State taxes and estimate the impact of the various taxation 
reforms.  This model was developed by the Centre of Policy Studies at Monash University 
and released by the Productivity Commission (2006) in support of its work estimating the 
potential benefits of the National Reform Agenda.  The model used in that work was called 
the MMRF-NRA model. 

MMRF-NRA is a computable general equilibrium (CGE) model of the Australian economy 
that captures detailed information for all States and Territories of Australia.  The model 
projects changes in macroeconomic aggregates such as GDP (or GSP at the State level), 
employment, export volumes, investment and private consumption.  At the sectoral level, 
detailed results such as output, exports, imports and employment are also produced.   

The model is primarily based on input-output or social accounting matrices, as a means of 
describing how economies are linked through production, consumption, trade and 
investment flows.  For example, the model considers: 

 Direct linkages between industries and regions through purchases and sales of each 
other’s goods and services. 

 Indirect linkages through mechanisms such as the collective competition for available 
resources, such as labour, that operates an economy-wide context.   

The base data used in the model are derived from the Australian input-output tables 
produced by the Australian Bureau of Statistics.  The database relate to input-output details 
for 2001-02.  These have been updated in this exercise to a 2005-06 base, and all results 
have been calibrated against 2008-09 data.   

The database has been aggregated from its original 58 sectors used by the Productivity 
Commission, to the 19 sectors shown in Table 4.6 below.  In performing this task, the 
taxation database in the model was fully upgraded to incorporate the most recent data 
available from the Australian Bureau of Statistics.   

CGE models are widely used in estimating the economy-wide impacts of reforms, such as 
the taxation reform, because they capture the direct and indirect impacts of such changes.  
The model is based on a wide range of economic assumptions which are described in more 
detail in Adams, Horridge and Wittwear (2002).  The model is run in a long-run comparative 
static mode.  This assumes enough time for changes in taxes to flow through the economy 
with full adjustment to factors such as labour and capital (around 10 years).   

The model considers employment, production, consumption, investment and trade across 
the 19 sectors represented in each State and Territory of Australia.  Interactions between 
industries are governed by the input-output data that underpin the model, which measures 
the various inputs required by each industry to produce a certain level of output. 
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Each sector, or industry, in the model is assumed to maximise profits by combining inputs 
such as labour, capital and intermediate inputs to minimise costs.  Capital and labour are 
assumed to be mobile between sectors, and the supply of labour is responsive to real wage 
adjustments.  Output is sold in either the domestic market (to other firms, household, the 
government or as an investment good) or exported (internationally or to another State or 
Territory).  In the domestic market, goods and services can either be sourced from domestic 
producers or imported.  These sources of imports are treated as imperfect substitutes. 

Table 4.6: Sectors and occupations in MMRF-NRA 

No Sectors 

1 Agriculture 

2 Mining 

3 Food manufacturing 

4 Light manufacturing, including footwear, clothing, textiles, wood, paper products 

5 Heavy manufacturing, including petrol chemical, transport equipment, metal products, etc 

6 Construction 

7 Utility including gas, water and electricity 

8 Wholesale trade 

9 Retail trade 

10 Hotels and restaurants 

11 Transport 

12 Communications 

13 Finance 

14 Business services 

15 Dwellings 

16 Government services 

17 Education 

18 Health 

19 Other services 

Consumption expenditure is allocated between goods and services based on a Klein-Rubin 
(or Stone-Geary) utility system.  This allows consumption of each industry’s output to be 
sensitive to price changes (own price elasticities).  For each good and service in the 
consumption function there is a fixed, or ‘autonomous’, level of consumption and a 
‘discretionary’ level.  The latter adjusts to maximise utility.  Changes in real consumption 
are then used to measure the economic welfare implications of various changes to taxes. 

The model distinguishes between Commonwealth and local/State government sectors.  
Each level of government imposes a series of direct and indirect taxes. 

Estimates of the effective tax rates in the model are primarily based on State and local 
government tax revenue estimates for 2008-09 from Australian Bureau of Statistics, 
Taxation Revenue, Cat 5506.0, with additional detail sourced from State budget papers for 
budget years 2005-06 and 2006-07 and Treasury working paper TRP07-1. 
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