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Sustainable development
Australia’s main contribution to reducing atmospheric carbon will be through the Carbon Pollution Reduction Scheme, involving some combination of emission caps, carbon taxes, and regulations. The general taxation system should not undermine the CPRS, and, where practical, should reinforce it.

While carbon pollution is of pressing concern, other environmental concerns include local air pollution, sustainable use of water and soils, and long term management of non-renewable resources. To the extent that taxation measures can incorporate environmental externalities, these should be covered in our tax regime.

Taxation measures, including depreciation allowances, fuel excise, taxes applied to investment and owner-occupied housing and taxes on natural resource extraction (royalties, resource rent tax and stumpage) all have environmental consequences. In some cases it is difficult to distinguish between user charges and taxes, but whatever mechanism is used, environmental externalities and depletion should be covered.

No sector should be exempted from environmental taxes. There is an argument that industries which are economically important should be partially or wholly exempt from environmental taxes, but it would represent better resource allocation if these industries are given assistance to adjust, with such assistance being funded from environmental taxes. This means particular attention has to be given to stationary fuel. 
Over a third of all greenhouse emissions are from stationary fuel use – mainly coal for power generation.  Other significant contributors are land clearing (up to 24 percent), agriculture (16 percent), and transport (15 percent). Similarly there is an argument that consumers who find energy taxes burdensome should be exempted, but they too would benefit more from transfers to help them adjust, along with technical assistance in the form of advice and education. 

More generally, even in the absence of a specific industry policy, the underlying structure of  taxes, particularly business taxes, will have a strong influence on the shape of Australia’s economy and therefore on its' environmental footprint.

Transport
Within the transport sector passenger cars currently account for slightly more than half of greenhouse emissions, but the largest growth in emissions is likely to come from commercial vehicles – which have fewer opportunities for modal substitution and for pollution reduction technologies. Taxation measures which are too narrowly focussed on car use risk missing out on other sources of greenhouse emissions and other pollutants. In this area there is a risk of means-ends confusion; for example, taxation incentives which encourage the use of public transport, in themselves, may fail to reduce pollution. And there is a risk of over-estimating the potential for modal substitution; unless there is a radical re-design of Australian settlement patterns (which would take many years), there will be strong limits on modal substitution.

Pending introduction of road user charging, which should cover all costs associated with road use (environmental externalities, congestion externalities, capital costs), by all road users (passenger and freight), fuel excise should be restored at least to its real level before indexation was removed in 2001: this is not to claim that such restoration would be an optimal tax, but it would bring Australia closer to fuel prices which are closer to those prevailing in other countries. If there is a case for special treatment for those living or doing business in remote regions, any such treatment should be carefully quarantined.

Taxes on purchase and ownership of motor vehicles should be replaced with taxes on use of vehicles.

If the Government is to retain fringe benefits tax, then those FBT concessions which encourage vehicle use should be withdrawn. If any such concessions are to remain, however, they could be structured to favour fuel-efficient vehicles.
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