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s hundreds of horrified NSW residents face their first land tax liability, Howard government backbenchers are calling on the Prime Minister to use his majority in the Senate to embark on a new round of tax reform.
In Australia, one of the least heavily taxed of the high-income OECD economies, tax reform is never far from the surface of the political debate.
And it will become more of an issue as demographic change means more of the rising cost of government services falls on a declining proportion of the population.
But what direction should future tax reform take? In recent years, key themes of the tax debate have been the complexity of the taxation law, Australia's heavy dependence on taxes on internationally mobile capital, our relatively high top marginal income tax rate, and, more recently, the heavy emphasis on the taxation of current income rather than assets.
Unfortunately, fixing one perceived problem with the taxation system often comes at the cost of making other problems worse. Everybody's favourite example of complexity is the Income Tax Assessment Act, which has grown from 120 pages in 1936 to about 7000 pages today.
But while business complains about complexity, it does not always acknowledge the causes.
A major reason for the complexity of the tax law is the tax avoidance industry.
Discriminating in favour of internationally mobile capital, as advocated by business, would also add to the complexity of the taxation system.

Does that mean we should ignore the lingering concerns about the impact of taxation of mobile capital?
Treasury's economists note in an article published in the department's most recent Economic Roundup that concern about Australia' s competitiveness in the global market for investment capital has been an important reason for cutting the company tax rate to 30 per cent.
It was also part of the justification for easing the burden of capital gains tax.
However, whether further reductions in the company tax rate should be given a high priority is another matter.
Treasury economists argue that the sensitivity of foreign direct investment to tax rates is higher where that country's tax rate is above the international average. Australia's company tax rate is now about or below the average.
Moreover, the economists point out that most foreign direct investment comes from countries that effectively tax income earned by then- companies operating in Australia.
That is, these countries regard the Australian profits of their nationals as taxable income, but allow credit for the income tax paid to the Australian government. While these credits are not always dollar for dollar, it means that a high proportion of any company tax cut in Australia ends up adding to the coffers of foreign treasuries.
This suggests that the focus of tax reform is likely to shift.
The top marginal tax rate will become more of an issue as skilled labour becomes more internationally mobile. Most of the major economies, including the US, have opened their borders to a great extent to highly skilled migrants -particularly those who complete then-

postgraduate training in their new country. As young skilled workers become more internationally mobile — as they have between Canada and the US, for example — tax rates assume greater importance.
The issue of assets versus income will also become more important. As the Victorian government pointed out in its submission to the Productivity Commission inquiry into the economic effects of ageing, Australia's taxes tend to be levied on income and consumption rather than assets. Only 12 per cent of taxation revenue is directly linked to assets. The rest comes from taxes on income and expenditure.
This will become more noticeable in the coming decades as asset-poor working families are called upon to pay higher taxes to help support the asset-rich elderly.
The failure to tax assets and capital gains comprehensively contributed to the property price bubble. And that bubble, in turn, has further distorted the distribution of wealth.
Economists at the National Centre for Social and Economic Modelling estimate that the share of wealth held by households headed by someone older than 65 will double over the next 25 years.
Of course, suggestions that Australian governments should reintroduce general wealth taxation will raise fears that people will react by investing their savings overseas.
For that reason, it is likely that governments will turn back to one of the oldest forms of revenue raising: the taxation of the unimproved capital value of land.
The Carr government's decision last year to broaden its land tax base could be the start of something very big.
