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1. Introduction :

Retorm of Commonwenlth, State and local government taxes are high on many
~ agendas as a key component of strategies to raise economic performance.” Among the mimy
proposals. those i‘:’ivolving raxionziliszn.tioti of the system of fxldirect taxation and of changing
the tax mix are of interest to the capital intensive and export intensive agricultural and mining
~ sectors. Proposals to rationalise current indirect taxes with their heavy cmphusiﬁ on business
inputs‘and their replacement with a broad based consumption tax would reduce the effective
indirect tax rates on exports and on import substitutes. A tax mix changé involving more
taxation of expenditure and less on income effectively lowers the tax burden on capital
intensive zictivities. ‘The objective of this paper is to evaluate the first round and second round
implications of the two forms of taxation reform on the comparative competitive advantage of {
the commodity sector In particular, it will be argued that the apparent large first round
 benefits of Jower taxation of exports and of capital are largely croded, and in some cases fully
50, by second round price adiustments, o S
‘ The paper analyses effects of the indirect fax rationalisation and tax mix change
reform proposals on the comparative advantage of the export commodities under some

common assumptions and under some alternative assumption scenarios. In all cases, the tax
reforms ate constrained to collect the current aggregate tax revenue, and thus the ussessment
is of the effects of changes in the composition of taxation. Comparative static, longer run
assess:aents are made. The paper initially describes the impact o first round incidence effects
of the reforms. 1t then allows for behavioural responses driven by economy wide resource
availability, balance of payments ;ind market cleaﬁhg identities. For simplicity, Australia is
assumed to be a small country or price taker in commodities and in capital,’ and labour is




assumed to be geographically inmobile.  Both agriculture and mining are assumed to be
relatively capital intensive” and export intensive. Two scenarios representing dit}brcm states
or structures of the macroecotiomy are evaluated. A base case is the full employment, flexible
price, market clearing neoclassical model A second set of scenanos allow for disequilibrium
characteristics in the form of unemployment and rigidity of the nominal exchange rate and
wage rie. , , | ; '
Subsequent stages of the pupcrk are as follows. Section 2 describes the tax reforms in
more detail, provides a simplified generic version of the various proposals. and indicates the
initial or first round effects. 10 sections 3 and 4. the second round effects of the indirect tax
rationalisation and tax mix change proposals, respectively, on the comparative advantage of
the export and capital intensive commodity sectors relative to the rest of the ecmmmy are
assessed under different scenarios of the macroeconomy. A final section draws implications
of the analysis for the Australian economy in general and for the agricultural and mining

sectors in particular.

2. Tax Reform I’ropnsals

In 1994-95 Australian taxes »mldud $136 billion, L(]lli\vil'(‘.lll to 30% of national
income. The Commonwealth dominates by cnlleclmg 76% of all taxes. then the States wnth
20% and l,’ocalk governments under 4%. Direct or income taxes collected $75 billion or 55%
* of all tax revenue. A number of Commonwealth and State indirect taxes on expendimré
collected $54 billion or 40% of all taxes.

Over recent decades there have been numerous proposals to reform the Australian tax
system, These include official reports, for exmnple‘Asprév (1975) and the Draft White Paper
(1985), political manifestos, for example Fightback! (1991), and studies by academicsi, for
example Head (1991) and Albon (1996). Reform proposals have been dirccted at each of the
different income, expenditure and asset tax bases, at tax rate schedules, at the mix of taxes,
~ and at administration, | '

Indirect Tax Rationalisation |

There have been 'many proposals to replace most of the etisting indirect taxes with an
aggregate revenue neutral broad based consumption tax, including Asprey (1975), Dreft
White Paper (1985), Fightback! (1991), Freebaim (1993) and Pmdnetivny Commission
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(1996). Particular proposals envisage use of o multistoge value added tax (VAT), or goods
and service tax m.‘;“[‘). or a single stage retail sales tax (RST) to replace some or all of the
wholesale sales tax. payrall tax. stamp duties. financial taxes and the general revenue raising
components of the excise and franchise focs on petroleum, alcohol and tobacco products,

(’tnrreixt indirect taxes are characterised by narrow tax bases, a high i‘niti‘al incidence on
business mputs rather than final consumption <:xpcudimi'e. high and variable tax rates, and
complesity 1Chisholm, 1993, Freebaim. 1993, and Albon. 1996). ‘

For this paper the key criticism ot current indirect taxation is the high initial incidence
~af the iudiréct taxes on business inputs  This is ,nea.rl'y 100% for payroll tax, 60% for the
wholesale sales tax and the financial taxes, and nearly 50% for petroleum products excise and
tranchise fees and for motor vehicle taves.  Tuxes on business inpms are passed on as higher
casts for goods and services exported and for import competing products as well as to non-
traded domestically consumed products  That is. the present indirect taxes are sf'cry muc‘kh an
- origin base expenditure tax. | ;

By contrast, retorm propasals lor a replacement broad based .onsumption tax, whether
it be VAT, GST or RST. i1 a destination Lase expenditure tax. It falls on final consumption
expenditure, whether of domestic pmduén’m or import ozigin, and exports are lax exempt,

To appreciate differences in taxable sums with current indirect taxes and a replacement
~broad based corsumption tax. as proposed with an indirect taxation rationalisation reform, it
is useful to compare generic represenmt,inns of a pure oti gin and pure destination tax. Given

the GDP accounting identity, GDP = Ay + Ay, + X - M. where A 4 in aggrég;aw expenditure
(i terms of consumption, investment and gmmmem outlays) on domestic prdd,uced goods
and services, A, is aggregate expenditure on imported goods and services, X is exports and
M is imports, the origins tax base, OT3. is given by o |
OTB=A4 +X , k (H

and the destination tax base, DTB. is given by ,
DTB=Aq4 +M ‘ | 3

Then, the indirect fax rationalisation proposal, by shifting the tax base from (1) to (2),
effecﬁ';'ely would reduce the tax burden r'm‘ éxpons, X. and inc-ease it on imports,* M.
If the indirect tax rationalisation reform is approximately revenue neutral, and given
similarity of exports and imports of goods and services, the indirect tax burden on production
sold domesticatly, A 4, will not change. Then, the first round or impact effect of a revenue



neutral replacement of most existing indirect taxes with a broad bascd,’cdnsumption tax would
be a fall in the indirect tax burden on exports and a rise in the indireat tax burden on imports,
hoth- absolutely and relutively to non-traded goods and services. This first round effect
improves the competitive pmmon of the agricultural and mmmg. sectors with their rellance on
export sales. : e
Effective indirect tax rates on Australian exporis due to the business input taxing
characteristic of those taxes are large and have been highlighted by Hughes (1989) and Dwyer
and Larkin (1993). ABS estimate that all Commonwealth and State indirect taxes add 9.3% to
“the cost of exports.” More disaggregated industry level estimates for the wholesale sales tax
by Chisholm (1993) find that around the national average there is considerable variation by
industry. That is. effeetive indirect tax rates on exports are high and variable, ‘
' The initial or first round beneficial effects of an indirect tax rationalisation reform
proposal on the export commodities is however just the begmmng of a sequence of tutther

economic adjustments, These are unmdued in Scctmn 3 below.,

"Tax Mix Chungc;’ ,

~ There have been a number of proposals 1o shift the tax mix away from income and
cnto expenditure, In the Draft White Paper (1985) (k‘)];;*&,ion C and in the Fightback! (1991)
proposals, part of the revenue collected by a broad based mnsumpﬁon tax was to fund |
reductions in the aggregate level of income taxation, 'Al.tem‘miwly.fthc present income tax,
which is reall'y‘a hybrid or mongrel taxation system when it comes to fmpital‘ incomé (see, for
ezample Albon, Findlay and Jones, 1983, and Pender and Ross, 1993), could be shifted more ;
o a tlircct"expcndim‘re base tax as initi'allyf promoted by Meade (1978) and recently for
, Australm by FitzGerald (1993). | G |
Changing the tax mix from income to expendlmre effectively dei“ets the taxation of
income saved until some time in the future when it is spent. This in turn means a reduction in
the effective tax burden borne by saving and investment, that is the income of capital,
Aggregate tax revenue neutrality then means a tax mix change raises the effective tax burden
 on labour income spent on consumption® Reductions in the statmory income tax rate
associated with a tax mix change reform proposal indicate the order of reduction of the direct
tax. burden levied on capital income. However, 'beca'use of the existing hybrid income tax



system and because of various exemptions and concessions. such as accelurated depreciation

allowances, a more accurate measure would be changes in effective tox rates.

To the extent 4 tax mix change reduces the cffective tax burden on capital and

nereases it on labour, such a reform proposal in its impact or first round effect favours the

competitive advantage of capital intensive goods and services relative to labour intensive

products. - Sinee the export agricultural and mining sectors are capltal intensive relative to
ather sectors of the ceonomy it follows that a tax mix change initially favours these industries,

However, a tax mix change rcprcqenm a policy shoek which likely \\yrillk set in train a
number of «smmd round adjustments. These second round ciﬁ.m are mplorcd i ‘Sccmm 4

helow.

3. Origin Vs Destination Tax Base Adjustments ‘
The indirect tax rationalisation reform  pi pnml o introduce a broad based
wnsumptmn tax to replace most cmlmg general rcvenue ralsmg indirect t.cxea can be

characterised as replacing an ofigin tax with a destination tax in terms of effects on export
commodities. In cquations (1) and (2) above the first round effect was to reduce the indirect

tax burden on export products, increase it on imports, and leave it unchanged on non-traded
goods and services. The resulting stimulus to net exports will initiate a number of second
* round responses to be assessed in this section.
A key rclauonshnp for evaluating the second mund effects of shnﬁmg i‘mm an ongin
base to a destination base indirect tax is the balance of payments identity
CAD=M-X+NY=AK=1-§ | ®
where CAD is the current account deficit, M is 1mpoﬂ& is cxportsi NY is net fomgn
income transfers, A K is net forcign capital inflow, | is domestic investment and § is domestic
saving, The import demand and export supply functions can be expressed in terms of

domestic prices as
M=f(Pm) ' <0 e , (4
d | ~ S
X=g®Px)f' >0 | ()

d d L e ,
where Pm is the domestic price of landed imports and Px is the retum to producers from

exports. These domestic prices in fum can be expressed in terms of the world price, P¥



whizch under the small countrs simplifving assumption is constant, the effective indirect tax

burdens on imports and exports. t,, and t, . respectively, and the exchange rate, E, expressed

as $A perunit mﬁﬁxmgn currcne,w; viclding
By '1 py ity I : (6)

d o .

Py PR bt b , | (7

Formally, the substantive tax effect of an indirect tax rationalisation reform is to
reduce 1, and ir .rease Ly, . with no change in the ::i'ﬁ:ctive tax on non-traded goods and
serviees, 1 “sing equations (31 through (7). the first round effect of the reform is to increase
exports, including of agﬁcuiwmﬁ and mineral commedities. reduce imports, and thereby
anprove the current account defici ‘ |

A change in the currem aumum position imtiates subsequent 'aciiustxnems, These

responses will be influenced by assumptions about the general economy.,

Flcnble Price, Full Employ ment Scenario

Suppos'e mmalln and as a benchmark. an economy of ﬂexnhle prices. including for
- produets. factors and the exchange rate, and full employment; essentially a long run
~ neoclassical equilibrium. ‘ , S '
The indirect tax rationalisation reform proposal is unlikely to mﬂucnce shc domcstic

net saving term, 1 - S, and the net form;,n cupital inflow term, AK. on the nght hand side of

the balance of payments identity (3. With full employment, no significant change in income,
and no change in taxation involving \saving. domestic saving, 8, will remain unchanged.
Initially the refonn "propos,ai increases prospective investment retums in ihe traded sector.
However, at the same time the relative price move against the non-traded sector dulls
incentives for investment in that sector. The opposing forces loosely offset éach other. Thus,
the I - S and AK terms in (3) are not affected by the mform pmposals‘ vatthe CAD=M-X-
NY is reduced
Improvement in the current account posmon. with no change in the net foreign capital
flow, means an increased demand for $A. With a flexible exchange rate assumption, a
“currency appreciation will follow. Via equations (4) through (6), this second round effect
reduces exports, increases imports, and accordingly causes the current account deficit to
reverse,




Equilibrium will be reestablished when the exchange rate appreciation offsets the first
round eifects of the indirect tax rationalisation on net exponts. In the simpie case of a shift
from a pure origin tax at a single rate 10 a pure destination tax at a single rate, and collecting
the same revenue, the second round exchange rate adjustment will just offset the first round
beneiit of the tax change o exporters, | ; |

Cin reality the situation for Australian agricultural and mineral commodities is more
complicated than the simple pure case just described.  For example, imports already beor
some indirect taxes, and the etfective tax rates vary from one export commodity to another,
Nonetheless, most of the apparent first round benefits of an indirect tax rationalisation reform
for the export coiumodities would be offset bv on induced compensating appreciation of the

exchange rate.

Sticky Exchange Rate ‘ ;
~ An extreme case of a sticky nominal éxchahgc rate is a fixed exchange rate. For

argument, assume also 4 full employment equilibrium before the indirect tax mﬁonalisation
reform. ' '

Changing from n origin base to a destination base iﬁdirccf tax in the first instance
 raises domestic prices of traded praducts relative to these of non-traded products. Given the
- small country assumption and the fixed exchange rate ass\nmptio‘n. traded product prices are
exogenous, Then, the indirect tax rationalisation reform leads to increased demand for non-.
traded products and also for resources now employed in this sector. Against the constraint of
full employment. both demand and supply forces work to increase non-traded pnccsml
factor returns. Further, the increase in net exports will increase the monetary base, unless it is
fully sterilised by the monetary authorities, to facilitate the stimulus to inflation.

Equilibrium would be restored when inflation achieves a real exchange rate
apprc(:iaﬁoh to restore the initial relative prices in the 'trdd,ed and non traded sectors. Again,
second round effects largely reverse the initial round impact benefits for the cxpdﬂ
commodiiti‘es,

Unemployment ,
In the context of a sianting point of unemployed resources, an indircot tax
rationalisation reform might be assessed as a form of stimulus to aggregate demand with

LS



exports rising, imports falling and no adverse effect on the non traded sector. 'The effects on
net domestic saving are unclear. To the extent mal‘incmnc rises with increased employment,
there would be some mcrenw m savit'y, S. Butalso, the demand expansio likely will induce
additional investment, 1. :

- Second round u:, lationary prcssurcs will be initiated by the indirect tax rationalisation
reform, The net demand stimulus will lead 1o some ndditibnalf inflation unless the aggregate
supply curve is perfectly elastic. Reductions in unemploym,ent almost always provide a net

impetus to higher wage outcomes. and the moreso the steeper the Phillips curve, 1f, as seems

likely. net exports increase more than any fall in net domestic savings, an increase in money

- supply. unless fully sterilised, will fucilitate general inflationary outcomes. These second

round infl..onary pressures will offset some of the first round benefits of a shift from an

~ origin base o0 a destination base indirect tax system on the export commodities. However, the
offset is liely 10 be fess. thus vielding 2 net gain for the export commodity producars,

4. Capital Vs Labour Tax Base Mix

A revenue neutral ehange in the tax mix to less reliance on income taxation with lower
ifcome tax rates and mote taxation of expenditure means a decrease in the tax burden on
capital and an increase i that on labour. hﬁiialiy this means a net downwards syhiﬁ of the
supply curve for capithl intensive products, including agriculture and mihin'g, and an upwards
shift of the supply curve for labour intensive products, including most non traded products,

Important economy wide constraints 1o understanding the second round effects of the
tax mix éhange are the fabour and capital resource supply functions and the balance of
payments identity, Labour is assumed to be immobile, and generally it has a fairly low supply
claSticity (Kenyon end Wooden, 1 296). Australia is a net importer of capital. The domestic
supply of savings is assumed to be a pogitive function of the afer tax return on investment,
that is the pre-tax return less the capital income effective tax rate, Austfaiim demand for
investment funds is a downward 'sloping‘“functioh, of the pre-tax cost of funds. These
functions are important in th¢‘it’r’ own ’r’ight and also as determinants of the net demand for

foreign savings, and foreign capital inflow terms of the balance of payments identity, I - § =

A K in(3).
For purposes of snmplicny, but also as a reasonable spproximation to reality, Australia
is assumed to be a small country capital importer, Tt is, the foreign capital supply curve is



silmo‘st, perfectly clastic. Further, the required world afier tax retun sets the Australian retum,
In general, unless changes in Australian taxation of capital are fully reflected in changes in
recognised and useable foreign tax credits, changes in Australian uﬁ‘ective capltal income mx
rates will lead to changes in foreign investor required pre-tax returns.*

Formally, the capital market relationship can be represented in terms of pre tax returns

and effeetive capital income tax rates as

§=1r i nt! »0 | , (8)
=y teo = | T ©
oyt oy Er (10)
[-S=AK>0 ‘ | (n

where § is domestic saving, L is investment, rf’ is the before tax domestic return, t, is the

~ capital tax rate, ¢ is the required after tax foreign retumn, and AK is the net capital inflow,
with (11) being the right hand terms of the balancc‘ufpaymems idemi‘ty 3y :

With this background we turn 1o assess the second round effects of a fall in the

effective capital income tux rate, t . , associated with a tax mix c:hangc on the economy and the

capital intensive export commodities in particular, As for the assessment for indirect tax

rationalisation reform, a number of different MACroeconomy scenarios are considcred; |

Flexible Price, Full Employment Scenario
A tax mix change in the first round initially affects both the current account and the
capital account sides of the balance of payments (3). The drop in the effective capital tax

reduces the pre tax return required by foreign investors by the amount of the tax fall, via

equation (10). Effectively, the foreign capital supply curve shifts downwards by the tax
“reduction. In tum, via the investment demand function (9), domestic investment rises, In the
domestic savings function (8), the lower effective tax is offset by the fall in the pre tax retum,
and domestic savings change little, if at all, Net capital inflow therefore increases via (1).
Initially lower taxation of capital favours the capital intensive export commodities »¢

the expense of lubour intensive products, Whether Australian imports rise or fall depends. To

the extent import substitutes are relatively labour intensive, and this seems to be the case,
imports will rise. Also, the increase in GDP associated with the use of additional capital due

to the net capital inflow increase noted above, and ‘cominned full employment (by
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assumption) and a low labour suppiy elasticity, will increase imports, Overall, it seems likely
the export increase will exceed the import increase rcsultmg ina reducnon of the current
account deficit. ' ,

The increased net capital inflow, supported by 'the‘likcly reduction of the current
~ account deficit, increases the demand for $A and induces an appreciation of ihe exchange rate,
This will affect adversely the traded sector, via the mechanisms shown in equations (4)
through (7). including the export commaodities. thus offsetting some of the apparent initial
benefits of the tax mix change. The exchange rate will_continue to appreciate until the
increase in rhe current account deficit matches the increase in the net capital inflow, and
~ balance of payments equilibria is rostored,

Wh;l(: the second round offset effects of the currency appreciation reduce the first
round beneficial effects of a tax mi‘x‘:change on the capital intensive export commodities,
almost certainly the net outcome for these commodities is positive. The supply elasticities
driving the output expansion in response to lower capital taxation is the same as that driving
the negative respm to the currency npprecintion induced fall in output price. Alsm, the
investment demand elasticity driving the increase in net capital inflow is closely related 1o the
supply elasticity of the capital intensive industries, The real GDP increase with a more capital
intensive econohiy means an overall positive sum game, and labour intensive activities in the
traded sector are clear lpsers. A detailed empirical general equilibrium model would be :
required for more prcuse answers, ‘

Sncky Exchange Rm

A sticky nominal cxchange rate, with the extreme case of a fixed nominal rate, at first
sight mxgm sustain the gross first round gains for the capital intensive export commodities of
‘a change in the tax mix whwh‘!avvers the effccuve tax rate on cnpnal However, second round
effects, particularly monetary supply increases, will provide a stimulus to higher inflation than ,
nthctWi!ié and appteéiétion i»f the real exchange rate. ‘ |

As described above, the first round effects of Jower effective taxation of capital
income is an increase in net fo'reign capital inflow and a likely reduction in the current
account deficit. The net increase in foreign currency reserves will mean an mcram in the
Australian money base and money supply. unless the monetary authorities embark on a policy
strategy of complete sterilisation. In tum, an increased money supply will in time lead to
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higher prices given the starting full c,mplriynient state. Against a fixed ncininat exchmge rate,
higher wages and higher prices for non traded sector inpuiS‘ used by ihg‘tm'ded sector will
squeeze profitability and increase the current account deficit. The process will continue until
' balance of payments cqulhbnum is restored.

That is, rc~eambl:shing equilibrium lollowmg. a drop in the taxation of capital reqmm
a real exchange rate appreciation to effect an increase in the current account deficit to match
the increase in the net foreign capital inflow. The required real exchange rate apprecnahon can
be achieved by a combination ¢f " nominal exchange rate increase and an increase in inflation,

Unemployment ‘ , o
Beginning with invbl.umary umm‘;ﬂfoymemn the first round effects of a tax mix change
on the aggregate employment Jevel will be ambiguous depending on the relative sizes of scale
and substitution effects. Lower effective taxation of capital income. with no change in
domestic saving and an iscrease in foreign capital inflow, means an economy wide increase in
investment and of the capital stock A laxger capital stock and associated national income
provides a positive scale effect expansion to employment, But, the tax mix change with lower
toxation i)t‘ capital lowers the pre 1ax cnstkof capital. The tax change also incrcases the
' effective tax rate on labour leaving the pre tax labour cost constant at best, and more likely at
a highcr level if after tax wages are sliéky. Resulting changes in the relative factor prices
induce substitution of capital for sbour in all sectors of the economy.
| As for the previous sceu aﬁos, the tax mix change sets in motion pressures for a real
~ currency apprecmuon. These p:essures stem from the initial effect stimulus to an increased
foreign capital infiow and to an inerease in exports. 1f the tx mix change also lcads to higher
employment and real income, the initia! effects will be partly modified, bu_tnot in full, by an
increase in domestic saving and by more imports. The increased demand for A exerts
 pressure for a currency appreciation and the increase in money supply facilitates a rise in
inflation, both of which combine to affect a higher real exchange rate.

5, Implications and Conclusions

Calls for taxation reform in Australia are motivated for a number of reasons including
neutrality, equity, simplicity and reven.. sustainability, In addition fo economy wide
efficiency gains, particular sectors will gain from reforms if the tax burden is reduced either
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on the sector output or on_‘inputs it uses relatively intensively, To many in the export and
capital intensive agricu,liuml and mining sectors, proposals to rationalise the indirect tax
system and to change the tax mix are seen as ways to improve the competitive po_sition of
these mdustries relative to overseus and relative to other sectors of the ccbnomy An initial
first round incidence effect of thcse arcas (Jt tax Mbrm supports the conclusion of gains for
the export commaodities, , ,
But, the economic or final incidence of tax reform scidom is the same as the legal or
initial incidence‘ Second round effects are important in the case of reform pmposa!sm
rationalise the present indirect tax system with a broad based consumption tax and in the case
of changing the tax mix to rely less on income taxation. In particular, these areas of reform
set in motion forces leading to o real exchange rate app.eciation. The second round effects are
more clearly assessed for a simple neoclassical model of flexible prices and full f.mploymem.
but they also occur in models with sticky }mce_s and with unemplaymcnt.
 Current indiect taxes on business inputs are estimated to raise costs of export products
by about 9%. Replacing these indiveet taxes with a consumption tax would remove most of
the input taxes and represent a shift from an origin base tax to a destination base tax, The
ensuring real exchange rate appreciation will offset most of the initial first round gains. T!iat
is, indirect taxation rationalisation reform will have a ncgi‘ngible lkong term effect on the
- comparative admutage of the export commoditics.
A tax mix change involving lower income 1ax rates on capital l‘amurs wpnal intensive -
sectors, including the mining and agricultural sectors. But, the initial first round effects will
be partly eroded by u real currency appreciation required to accommodate the associated
increase in net foreign capital iniflbw. Detailed quantitative ‘general'equilibxium, models will
be required to estimate the magnitude of the net competitive gains,

N T I St |
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ENDNOTES
' See, for example, Productwnt} (omxnmsmn (1996). and the October 1996 unofficial
Faxation Summit ijll) organised by the welfare group AC(’)SS and the business
organisation ACCL
The small country assumption for cxﬁori commodities. is at variance with reality, and in
particular for wool. alumina and mineral sands. Except for terms of trade effects on
magnitudes, relaxing the asksumpyt’iml does not affect the peneral character of the results. .
While the supply curve of capital to Australia is ndt infinitely elastic. and thure is debate
about the elasticity. it likely 15 Jarge (see, for example, Industry Commission, 1992).~‘ L
* While mining clearly is capital intensive, the case of agriculture is less clear. ABS data on
 the capital stock of equipment and ;wh«dweliing construction by industry (catalogue 522’140)
and an employment by industry (camlugua 06204.0) give capital stock per worker humbers for
1993 of $504. 378 for mining, $70. 024 for agneulture, $76, V64 for manufacturing and $92,
064 for the ccononmy. The addition of live:tack and improvements wouid add 1 the capital
stock of the agricultural sector and bring its capital intensity above the econorny average.
* Since some existing indireet taxes. particulariy the wiolesale sales tax, fall on impmts,kthis'
effect i exaggerated by use of the generic model, but not in the case of the payroll and other
taxes. | i
* Catalogue No. 5209.0, p.63. |
® For a detailed discassion of the furmal similarity of tax incidence of a mnsnmptidn tax and
of a tax on labour see Sumuelson (1966) and Bascand (1989). ‘ ‘
The net income term, NY, is assuued to be unaffected by the c:hnnges analysed as a
reasonable approximation,
® “This style of model is in the Austrahan internationai tax analysis studies of Findlay (1986)
and Bruce (1992). Brean (1993) argues that aimost elt of ehanges in host country e.ffe,t.nve tax
burdens will change the investor country after tax returns because of the dominance of direct
equity investment, of which much is remvesmd restriciions on tax credits, and the observation
that net overseas lenders collect little tax on overseas mveslmems.
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