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If tax is the price we pay to live in a civilised society, then it is fair to say that Australian’s have been getting a bargain. While Australia is regularly found to be one of the least corrupt and most desirable places to live in the world, we pay among the lowest levels of tax in the developed world. Indeed, as a percentage of GDP, the Australian government is the third smallest in the OECD, bigger only than the governments of Korea and Switzerland.

But how can this be? Every hard working Australian knows that they are weighed down with the burden of excessive taxes, don’t they? They must - the last federal election was fought on whether we needed to cut income taxes by $32 billion (the Coalition) or $30 billion (the ALP). 
The claim that Australia is a high-tax country is often based on a number of partial pieces of evidence. The most common trick is to compare Australia’s tax rates to those paid in developing countries in our region. The implication is usually that, as it is these low-tax countries that we must compete with, our tax rates must be ‘competitive’. This argument is as flawed as it is simple.
First, most of Australia’s exports consist of minerals, agriculture and tourism. It is our endowment of natural resources, not our rate of tax, that underpins our success in this regard.

Second, in the rapidly growing service sector of our economy it is the availability of skilled labour, not the existence of sweat shop wages, that matters the most. While there is no doubt that developing countries offer lower wages and lower taxes, there is also no doubt that they invest less in education. The irony is that while many developing counties are striving to break the cycle of low wages, low productivity, low taxes and low public investment in education there are those in Australia who want Australia in the 21st Century to slide backwards down the ladder we climbed in the 20th Century.
Third, while money may be all that matters to some short-sighted commentators and business people, there is little doubt that social cohesion, security, quality infrastructure and a healthy natural environment are essential elements of any strategy to attract and retain the kind of investments that will underpin sustained economic growth.
While many developing countries may ‘offer’ low tax rates, most employees from developing countries will ‘demand’ more money to work in such countries as low taxes usually means high costs for children’s education and health services, and high levels of air pollution. Lower taxes do not mean lower costs of living.

Australia is now at a crossroad. For the past two decades we have pursued the neo-liberal objective of lower tax rates, but we have not abandoned the social democratic expectations of well-funded health, education and other government services. We have straddled this growing divide by drawing down previous investments in physical and social capital while riding a resources boom generated by the decisions of others.

But the time for hard decisions is now upon us. We spend much less on health than the US but we have much higher expectations of what our public system should deliver. We have invested much less in public transport than European countries yet we have the highest rate of population growth in the developed world. And of course we are appalled to see that congestion and travel times are rising.

Australia is often described as the lucky country, and when you compare our developing country tax rates with our developed country social services it is easy to see why. But the combination of rapidly rising population, steadily declining investment in social and physical infrastructure, and the determination of our elected representatives to tax less rather than more suggests our luck may be about to run out.

Of course individuals like the sound of having more money in their pockets, but they also like the sound of health systems that work, education systems that inspire and transport systems that flow.  

Investing in infrastructure, be it social or physical, is one way to create investment and jobs and cutting taxes and wages is another. Some companies try to sell high quality goods for high prices, others seek to fill the bargain bins of the world. Some try to sell low-quality goods for high-quality prices, but they get found out eventually. Countries have similar choices to make.

Tax is the price we pay for a civilised society. We should not be surprised that some politicians try to sell us the cheapest product on the market, but I do hope that not everyone gets crushed in the rush at the doorbuster sale. There are other options.
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