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Abstract

There is a paucity of information about the distribution of the direct and
indirect tax burden in the 1990s in Australia. The only other study for the
1990s, by the Australian Bureau of Statistics, includes only about a third
of indirect taxes within its scope. This study examines the distribution of
direct, indirect and company taxes, by income and expenditure quintiles,
by life cycle stage, by family type, and by whether households contain
smokers or drinkers. The study concludes that the overall impact of the
Australian taxation system is progressive.
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1 Introduction

During the past 15 years, tax reform has been a subject of intense interest
in Australia. This is due partly to the two packages of sweeping reforms
outlined in the Labor Government’s 1985 Draft White Paper on Tax
Reform and the Liberal Party’s 1991 Fightback package. Such reform is
again under the spotlight, as the current Government prepares a
comprehensive package of tax reforms.

Equity is a key issue in the tax reform debate. There is strong community
concern that the tax burden should be shared fairly across society. Many
hope that tax reform will improve, or at the very least not worsen, the
existing degree of fairness. The two basic principles of tax equity are
horizontal and vertical equity. Horizontal equity means that people in
similar positions should be treated equally. In tax terms, people with
equal ability to pay should pay the same amount in tax. For example,
single people with the same income level should pay the same amount
of tax, irrespective of whether they derive that income from wages,
investments or self-employment. It also means that those with additional
demands on their income should pay less tax than those with the same
income but without such demands. This principle is often used to justify,
for example, lower tax for those with children or dependent spouses or
high health costs.

Vertical equity requires that people should pay taxes according to their
ability to pay. This usually means that those with greater ability to pay
should pay a higher proportion of their income in tax than those who
cannot afford to pay as much. For example, under the current income tax
scales a single person earning $25 000 a year pays 18 per cent of their
income as income tax; a single person earning $50 000 a year pays 28 per
cent as income tax.

Although these principles may sound straightforward, there is often
disagreement about their interpretation. There are no precise rules about
what constitutes similar positions or about how much extra tax people
with higher incomes should pay. Australians hold widely differing
views, for example, about how much less tax people with children
should pay or how much more tax millionaires should pay.
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When assessing the fairness of the tax burden, it is also important to
consider the combined impact of all taxes. Income tax is usually a
progressive tax, which means that the proportion of income paid as tax
increases as income increases. On the other hand, indirect taxes are
generally regressive, which means that the poor pay a higher proportion
of their income as such taxes than do the rich. This is principally because
those on higher incomes save more of their income, and indirect taxes
are incurred only when income is spent.

It is surprisingly difficult to assess how fair the distribution of the tax
burden is in Australia today because of the paucity of comprehensive
and up-to-date information on tax burdens. The latest fiscal incidence
study (for 1993-94) of the Australian Bureau of Statistics (ABS 1996)
allocates only 36 per cent of all indirect taxes to households and does not
include company taxes. Earlier and more comprehensive work was
undertaken by Warren (1991), but only for the 1980s. This study aims to
fill the gap by providing estimates of current tax incidence for a
comprehensive range of taxes and population subgroups.

It must be emphasised that assessing who bears the tax burden requires
highly sophisticated modelling and numerous heroic assumptions. The
methodology used in this study is generally similar to that used in most
tax incidence studies, but the results can still be regarded as only
indicative rather than definitive.

2 Data sources and methodology

This section provides a brief description of STINMOD-STATAX, the
model used to produce the results in this paper. A more comprehensive
description is available in Lambert and Warren (1999), which is easily
accessible on NATSEM'’s website.

The original base data for the study is the household expenditure survey
(HES) unit record tape for 1993-94, produced by the Australian Bureau
of Statistics. The deficiencies of this survey as a basis for estimating the
incidence of taxes are well known and severe (Harding 1992; Wright and
Dolan 1992). Problems include understatement by survey respondents of
expenditure on ‘sin’ goods such as alcohol and tobacco, and the
inclusion of ‘lumpy’ expenditure items such as houses and cars in the
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survey but the exclusion of lumpy income items such as capital gains
and inheritances. As a result of this methodology the survey finds that,
for about half of all Australian households, total expenditure exceeds
current usual weekly income. There is, however, no other data source
available for estimating the incidence of indirect taxes.

The base data for 1993-94 have been ‘aged’ to 1996-97 using standard
static ageing techniques. Private incomes from wages, self-employment,
investments and other sources have been updated to November 1996
using movements in average earnings, the National Accounts, various
components of the consumer price index and other income measures.
The demographic characteristics of the population (age, sex, labour force
status and family status) have been reweighted to match November 1996
ABS labour force survey data benchmarks. Household expenditures
have been updated to 1996-97 by movements in relevant detailed
consumer price indexes.

Government cash transfers have been imputed by NATSEM using
STINMOD based on the March 1997 program rules. They total around
$42 billion and include most Commonwealth social security and
veterans payments, as well as Austudy and other education income
support payments. Income tax liabilities have also been modelled. The
income tax scale, income tax rebates and the Medicare levy rate have
been imputed by NATSEM for the 1996-97 financial year. Income taxes
have been assumed to be fully incident upon those legally liable to pay
them. The total amount of income tax paid in 1996-97 is estimated to
have been $64 billion. For further information about STINMOD, see
Lambert et al. (1994).

Indirect and company taxes have been imputed to households using the
STATAX model component of STINMOD-STATAX. The taxes allocated
in STATAX, along with the assumed proportions borne by domestic
consumers, are detailed in table 1.

STATAX uses four data sources in deriving its results. Input—output data
for 1993-94 are used to identify the indirect tax component in final con-
sumer prices in 1993-94. National accounts and taxation revenue data are
then used to age the 1993-94 input—output data to 1996-97. The result of
this process is estimates of the indirect tax component in the price of
goods and services consumed by households (through household final
consumption expenditure), firms (gross fixed capital expenditure and
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stocks), governments (final consumption and gross fixed capital
expenditure) and non-resident consumers (by consuming Australia’s

exports and investing in Australia).

This information is then combined with a series of assumptions about
how the various taxes come to be borne by households. The most
fundamental underlying assumption in STATAX is that, ultimately, all
taxes are incident on households, whether they are resident or non-
resident households. This is different from, for example, the modelling
approach used in the ABS (1996) study. The ABS allocates to households
only those taxes that can be directly attributed to households through

Table 1 Indirect and company taxes collected in Australia, 1996-97

Total Estimated Domestic burden
tax burden  domestic burden as % of total
$ million $ million %
Federal
Corporation tax & 18 770 15123 80.6
Wholesale sales tax 13 293 12 385 93.2
Excise
Petrol (incl. PRRT P) 11 935 10 135 84.9
Tobacco 1687 1682 99.7
Beer 887 887 100.0
Other alcohol 542 536 98.8
Primary production 603 525 87.0
Customs duty 2854 2617 91.7
Fringe benefits tax 3062 2 858 93.3
Other indirect taxes 1819 1667 91.7
Subtotal 55 453 48 414 86.7
State
Land tax 1988 1878 94.4
Motor vehicles 3592 3501 97.5
Stamp duties 5805 5488 94.6
Payroll tax 7 632 6 558 85.9
Gambling taxes 3497 3497 100.0
Franchise taxes 5221 4 988 95.5
Other indirect taxes 4 440 4192 94.4
Subtotal 32175 30102 93.6
Local
Rates 5704 5374 94.2
Total 93 332 83 890 89.9

& Adjusted for imputation credits claimed through the personal income tax. b petroleum resource rent tax.

Sources. ABS (1997); STATAX estimates.
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their final consumption expenditure. Indirect taxes that fall on invest-
ment goods, for example, are ignored in the ABS study. (In contrast, for
example, the wholesale sales tax paid on computer equipment when it is
purchased by an airline is assumed in STINMOD-STATAX to be
subsequently borne by consumers when they purchase airline tickets.)
As a result, less than half of all indirect taxes are allocated in the ABS
study. In addition, company tax is excluded from the ABS study. The
ABS study is therefore not reporting the effect of all taxes on households.

The final data source used when allocating taxes to households is the
household expenditure survey for 1993-94. As already noted, after aging
the expenditure of households to the base year of 1996-97 using
disaggregated consumer price indexes, the different indirect taxes are
distributed to households on the assumption that their shares of the
particular goods reported in household expenditure survey are in line
with their shares of the aggregate reported in the National Accounts.
What this means is that all taxes are allocated to households, even if the
survey indicates a level of underreporting of specific consumption
goods. This is most important in the case of alcohol consumption — the
household expenditure survey appears to significantly underreport the
consumption of alcohol. The STATAX modelling assumptions become
an issue only if the distribution of this underreporting is not consistent
with the underreporting in survey. This is again different from the
assumptions made in the ABS study, where no adjustments are made to
allow for the underreporting of expenditure, particularly on alcohol and
tobacco (ABS 1996, p. 68).

The detailed tax incidence assumptions adopted in STATAX are
described in detail in Warren (1987) and Lambert and Warren (1999).
Probably the most controversial incidence assumption is that 50 per cent
of the company income tax is borne by shareholders (via lower divi-
dends) and 50 per cent by consumers of products produced by the
companies (via higher prices). While various other assumptions could be
adopted, the stance taken is designed to reflect a somewhat inconclusive
literature on the incidence of capital taxes. While there is a growing case
to assume that in an internationally competitive environment these taxes
are like consumption taxes, there are other arguments that suggest that
capital taxes are borne by capital owners.

It is important to note that not all households have been retained within
STINMOD-STATAX when calculating the results contained in this
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paper. Households with negative incomes and households whose ratios
of expenditure to gross income exceeded 2.5 have been excluded (3.9 per
cent of all households). The exclusion of such outliers ensures that the
estimates of tax incidence are not unduly affected by the small number
of households whose expenditure and income patterns are clearly
temporary and cannot be maintained in the long term. This approach is
also consistent with earlier practice in this field (Harding 1993, p. 435).
The tax unit used is this study is the household, defined as a group of
people who usually reside and eat together.

Weekly rather than annual income is used, and zero incomes are
included.

Each record in STINMOD-STATAX has a weight attached to it that
represents the estimated number of households with a similar set of
characteristics in the Australian population. For example, a household
with a weight of 300 is estimated to represent 300 comparable
households in the Australian population.

All of the results are household weighted (rather than person weighted).

3 Tax burdens of the average household

In 1996-97 the average Australian household received an estimated
income of $898 a week and paid $414 a week in taxes. Taxes thus took up
just under half of the average household’s cash income.

What were these taxes? The average household paid an estimated $183 a
week in income tax — about one-fifth of gross income (figure 1 and
table 2). Income tax is the most visible tax in Australia; yet it makes up
under half of the total Australian tax burden.

For example, indirect taxes levied by the Federal Government —
including wholesale sales tax, excises and customs duties — absorbed
$92 of the average household’s income each week. Indirect taxes levied
by State and Territory Governments — such as land taxes, stamp duties
and payroll tax — were almost as high, taking a further $83 a week.
Local council rates made up another $15 a week. And, finally, company
tax took another $42 a week from the average household. (Company tax
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Is assumed to be passed on to both consumers and shareholders — see
section 2.)

Figure 1 Estimated taxes paid by the average household, 1996-97

Company tax $42

10%
Local government rates $15

4%

Income tax $183
44%

State indirect tax $83
20%

Federal indirect tax $92
22%

Data source: STINMOD-STATAX.

4 Tax burdens by income and expenditure quintile

One of the most commonly used methods of assessing how fairly the tax
burden is distributed is to look at taxes paid relative to the income of
different types of households. To do this, all Australian households are
ranked by their total household income, and then divided into five
equally sized groups called quintiles. The least affluent 20 per cent of
households — at least as measured by their cash incomes — were thus in
the bottom quintile (quintile 1), while the most affluent 20 per cent were
in the top quintile (quintile 5).

The simulation suggests that the least affluent 20 per cent of households
had a total cash income of $234 in 1996-97, with $200 of this from govern-
ment cash benefits and just under $35 a week from such private income
sources as wages and salaries, self-employment and investment income.
Not surprisingly, because of their low taxable income, such households
paid only an estimated $2 a week in income tax.

However, such households spent an average of $266 a week on goods
and services. This was about $30 more than their income, so such house-
holds were dissaving. Many households in the bottom quintile are
retired and financing their spending by running down savings accumu-
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lated during their working years. Others contain unemployed people
who are drawing on their assets. Others may be self-employed, and their
incomes might not be a reliable guide to their real standard of living.

Irrespective of the reason for the dissaving, the spending on goods and
services results in the bottom quintile bearing significant indirect tax
burdens. For example, the bottom quintile paid an estimated $26 a week
in wholesale sales tax and excise duties (on tobacco, alcohol and petrol).
Other federal indirect taxes absorbed a further $6 a week, mainly from
customs duties and fringe benefits taxes. State indirect taxes, such as
stamp duties, gambling taxes and franchise fees, claimed another $33 a
week, while local government rates took a further $8 a week. After
adding in company taxes, the total tax bill paid by the bottom quintile
was about $84 a week (see the first panel in table 2).

How does this compare with the taxes paid by the most affluent 20 per
cent of households? The top 20 per cent had an estimated total income of
about $1990 a week, paid income tax of about $550 and a further $458 in
indirect taxes. Their total tax burden was thus estimated at $1007 a week,
which is obviously substantially more than the $84 paid by the bottom
qguintile (figure 2).

Table 2 Estimated taxes paid and other characteristics of households, by
four quintile rankings, 1996-97

Quintile
Bottom  Second Middle Fourth Top All
20% 20% 20% 20% 20% households
$ pw $ pw $ pw $ pw $ pw $ pw
Quintile of gross household income, household-weighted
Private income 34 242 629 1037 1966 782
Govt cash benefits 200 204 100 55 24 117
Total income 234 446 729 1092 1990 898
Current expenditure 266 466 648 838 1151 674
Income tax 2 28 114 223 549 183
WST2 & excise 26 49 66 84 127 70
Other federal indirect tax 6 11 18 25 47 21
State indirect tax 33 58 77 98 147 83
Local indirect tax 8 11 14 17 24 15
Company tax 10 23 29 37 113 42
Total all tax 84 181 317 483 1007 414

(Continued on next page)
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Table 2 (continued)
Quintile
Bottom  Second Middle Fourth Top All
20% 20% 20% 20% 20% households
$ pw $ pw $ pw $ pw $ pw $ pw
Quintile of equivalent gross household income, person-weighted
Private income 58 342 716 1051 1817 782
Govt cash benefits 238 182 82 45 13 117
Total income 296 524 797 1096 1830 898
Current expenditure 352 523 689 807 1045 674
Income tax 4 47 128 224 519 183
WST2a and excise 35 52 70 82 117 70
Other federal indirect tax 8 13 19 24 44 21
State indirect tax 43 60 81 97 137 83
Local indirect tax 9 13 15 17 22 15
Company tax 12 21 30 36 113 42
Total all tax 110 205 343 479 952 414
Quintile of current household expenditure, household-weighted
Private income 141 388 716 1049 1612 782
Govt cash benefits 182 170 112 74 46 117
Total income 323 558 829 1123 1658 898
Current expenditure 202 398 589 817 1363 674
Income tax 21 73 152 242 427 183
WST2 and excise 22 44 61 85 140 70
Other federal indirect tax 6 11 18 26 46 21
State indirect tax 29 56 73 99 156 83
Local indirect tax 9 11 13 17 24 15
Company tax 14 25 29 45 98 42
Total all tax 100 219 346 514 892 414
Quintile of equivalent current household expenditure, person-weighted
Private income 273 508 769 961 1425 782
Govt cash benefits 196 155 110 82 33 117
Total income 469 664 879 1043 1458 898
Current expenditure 265 463 622 804 1233 674
Income tax 47 99 166 223 385 183
WST2 and excise 28 48 65 82 130 70
Other federal indirect tax 8 13 19 25 43 21
State indirect tax 36 58 79 96 146 83
Local indirect tax 9 12 14 17 22 15
Company tax 13 23 31 40 104 42
Total all tax 142 253 374 482 829 414

aWST = wholesale sales tax.
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Source: STINMOD-STATAX.

Figure 2 Estimated taxes paid, by quintile of household-weighted gross
household income, 1996-97

1200
0 Company tax

1000 —
| State and local indirect tax

800 —  Federal indirect tax

600 — B Income tax

I
o
o

Taxes paid ($ pw)

N
o
o

I

Bottom 2nd 3rd 4th Top

Quintile of gross household income

Data source: STINMOD-STATAX.

However, the absolute value of tax paid does not usually indicate the
fairness of the tax burden. Usually tax burdens are analysed as a
percentage of income. Under a progressive tax system the proportion of
Income paid in tax rises as income increases, while under a regressive tax
the proportion falls as income increases. A tax is described as
proportional if the percentage of gross income paid in tax remains steady
as income increases.

Figure 3 shows different taxes expressed as percentages of gross weekly
income in 1996-97. Income tax is clearly progressive, rising from less
than 1 per cent of the income of the bottom quintile to about 28 per cent
of the income of the top quintile. The impact of all indirect taxes
(including company tax) is, however, regressive, taking 35 per cent of the
income of the bottom quintile but only 23 per cent of the income of the
top quintile. The indirect taxes levied by each of the three levels of
government are all regressive. For example, wholesale sales tax and
excise together take 11 per cent of the income of the bottom quintile,
falling steadily to 6.4 per cent of the income of the most affluent quintile.

Other federal indirect taxes remain fairly steady at about 2.4 per cent of
gross income across the income spectrum. When added to wholesale
sales tax and excise, the net impact of all federal indirect taxes is
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regressive, such taxes taking 13.4 per cent of the gross income of the
poorest 20 per cent but only 8.7 per cent of the gross income of the
richest 20 per cent in 1996-97.

What about state indirect taxes? They appear somewhat more regressive
than the federal indirect taxes, falling from 13.9 per cent of the income of
the bottom quintile to only 7.4 per cent of the income of the top quintile
In 1996-97. Perhaps surprisingly to many people, local government rates,
which are linked to the value of land owned, are also regressive,
declining from 3.6 per cent of the income of the bottom quintile to 1.2 per
cent of the income of the top quintile. This is largely due to the aged,
who are clustered in quintiles 1 and 2 and have low incomes but
relatively high land asset levels. This effect thus in part reflects the
deficiencies of gross income as a measure of economic resources, as
assets are excluded from this definition of economic resources.

It is more difficult to draw firm conclusions about the incidence of
company tax, as this tax has a U-shaped incidence, being 4.4 per cent of
the gross income of the bottom quintile of households, falling for middle
income households, and then rising to reach 5.7 per cent of income for
the top quintile. However, much of this trend appears related to the
distribution of dividend income.

The overall effect of the entire tax system is shown in the top line in

Figure 3 Estimated taxes as a percentage of gross income, by quintile of
household-weighted weekly gross household income, 1996-97

60

Income tax

50 A

/ Wholesale sales tax & excise
s G o
40 7—*’ Other federal indirect tax

30 = = = = State indirect tax

Local indirect tax
20

Company tax

--------
~~~~~~

--------- e T0tal all tax

Proportion of gross income (%)

0 : ‘ : ‘ Total all indirect tax
Bottom 2nd 3rd 4th Top

Quintile of gross household income

Data source: STINMOD-STATAX.
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figure 3. It indicates that the impact of the whole system is progressive,
with tax burdens rising from 36 per cent of the total income of the

poorest one-fifth of households to 51 per cent of the total income of the
most affluent one-fifth of households. The progressive effect of income
tax is thus substantially, but by no means fully, offset by indirect taxes.

Another way of assessing whether taxes are progressive or regressive is
to use the tax progressivity measure developed by Kakwani (1977),
which compares the Lorenz curve of pre-tax gross income with the
concentration curve of taxes. (A Lorenz curve simply shows the
cumulative share of total pre-tax income received by households ranked
by their pre-tax income, while the concentration curve shows the
cumulative proportion of a particular tax paid by households ranked by
their pre-tax income.) The Kakwani progressivity measure is:

P=C-G

where C is the concentration coefficient of tax and G is the Gini
coefficient of pre-tax income (these measures are derived from the
Lorenz and concentration curves). A positive value of P implies a
progressive tax and a negative value implies a regressive tax. The results
presented in table 3 confirm that federal, state and local indirect taxes are
regressive, while income tax is progressive. Interestingly, the results
suggest that company tax is progressive. This underlines the significance
of the incidence assumptions outlined in section 2, as in STINMOD-
STATAX it is assumed that half of company tax is shifted forward to
consumers via higher prices and half is shifted backward to shareholders
via lower dividends. Because higher income households are more likely
to own shares, the backward shifting assumption results in an apparent-

Table 3 Kakwani tax progressivity index for various taxes, 1996-97

Tax Concentration  Gini coefficient  Progressivity Result
coefficient for pre-tax index
gross income

Income tax 0.607 0.396 +0.211 Progressive
WST2 & excise 0.290 0.396 -0.106 Regressive
Other federal tax 0.314 0.396 -0.082 Regressive
State indirect tax 0.279 0.396 -0.117 Regressive
Local indirect tax 0.210 0.396 -0.186 Regressive
Company tax 0.475 0.396 +0.079 Progressive
All taxes 0.449 0.396 +0.053 Progressive

a\WST = wholesale sales tax.
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ly progressive incidence for company taxes. If, instead, it were assumed
that company tax was fully shifted forward into prices, then company
tax would appear to be a regressive tax. Overall, the Kakwani measure
also indicates that the impact of the entire tax system is progressive. (It
should be noted that the various Lorenz and Gini curves do not cross, so
the results are robust for all of the above taxes (Atkinson 1970).)

This type of analysis replicates much of the approach adopted by the
Australian Bureau of Statistics in their regular fiscal incidence studies
(ABS 1996, p. 13). However, income distribution experts would suggest
that this approach could be improved. First, in this approach gross
income has been used to measure which households are affluent and
which are struggling. This means that a single person living by
themselves and with an income of $750 a week is placed in the middle
quintile, as is a couple with six children and an income of $750 a week.
Equivalence scales are usually applied in an attempt to place families of
different size or composition on an equal footing, so that more accurate
judgments about relative welfare or the fairness of tax burdens can be
made. However, there is no consensus in Australia about what is the
most appropriate equivalence scale to use or about whether the same
equivalence scale can be applied to both high and low income families.

A second issue is that the above method makes no allowance for family
size when allocating households to quintiles. Thus, a single person
household and a ten-person household are both counted once when
creating the quintile distribution. Because average household size has
been falling, this approach may bias assessments of changes in tax
burdens over time. Even when only one year is being analysed, as in this
case, this approach results in an uneven distribution of the population
across the quintiles, with 11 per cent of all persons being in the bottom
household quintile and one-quarter of the population being in the top
qguintile in the first ranking (that is, in the first panel in table 2). There are
thus two alternative methodologies that can be used here. Household
weighting results in 20 per cent of all households being placed within
each quintile. Person weighting results in 20 per cent of all persons being
placed within each quintile.l

1 Note that person or household weighting has been used to determine only which
guintile of economic resources a household belongs to. All of the other results
presented in table 2 are household-weighted means. Thus, in the second ranking,
$58 a week is the average private household income received by those households



Who Pays the Tax Burden in Australia? 14

The second panel in table 2 shows the tax incidence results achieved
when both of the above issues have been addressed. Gross incomes have
been adjusted using the simplified Henderson equivalence scales, which
assume, for example, that a couple without children requires 34 per cent
more income than a single person to achieve the same standard of living.
And the results have been weighted by the number of persons in the
household, so that one-fifth of all persons is in each quintile (rather than
one-fifth of all households, as in the first panel of results).

While such measures are necessary to allay fears about the equity of the
tax burden being inadequately measured, the most striking outcome
from the second panel of results is what little difference applying equiv-
alence scales and person-weighting makes to the overall results. Taking
account of household size and composition essentially reduces the
extremes of both income and expenditure evident in the first ranking.
For example, the total income of the top quintile of households falls from
$1990 in the first ranking to $1830 in the second, as some households
with heads at the peak of their lifetime earnings but with heavy family
responsibilities are reclassified to lower quintiles. Conversely, some
households with low incomes but with only one person in them are
reclassified to higher quintiles.

While both income and expenditure of the bottom quintile are higher in
the second ranking relative to the first, so too are both income tax and
indirect tax. Similarly, the reduced income and expenditure at the top
end of the income spectrum resulted in commensurately reduced tax
burdens. As a result, the pattern of overall tax incidence looks remark-
ably similar (compare figures 3 and 4). Total taxes rise from 37 per cent
of the gross income of the bottom quintile to 52 per cent of the income of
the top quintile (compared with 36 and 51 per cent respectively under
the first ranking). The Kakwani progressivity index under the second
ranking for all taxes is +0.092. Under the first ranking the index was
+0.053 (table 3), which suggests that the tax system is slightly more
progressive once account is taken of the needs of different types of
household.

Some would suggest that neither of the above two approaches provides
a satisfactory guide to the fairness of tax burdens. This is because it can

placed in the bottom quintile. It is not the average household income received by
individuals living in households placed in the bottom quintile.
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Figure 4 Estimated taxes as a percentage of gross income, by quintile of
person-weighted equivalent weekly gross household income,

1996-97
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Data source: STINMOD-STATAX.

be argued that expenditure provides a better measure of economic
capacity than income (see, for example, Johnson et al. 1998). For
example, in surveys such as the household expenditure survey, which
take a snapshot of weekly income, many households may be only
temporarily poor due to temporary changes in their circumstances. Thus,
another possible way of assessing equity is to examine tax burdens as a
percentage of expenditure rather than income.

Using expenditure as the measure of ability to pay rather than income
results in dramatic changes in tax incidence (see the third panel of results
in table 2). Once households are reranked by their current expenditure
on goods and services, the income tax system appears much less
progressive and the indirect tax system looks much less regressive
(figure 5). Overall, the slope of the total tax incidence line appears much
the same as with the first two rankings, but total tax is a higher
proportion of expenditure than of income, simply because average
expenditure is lower than average income (due to savings). Total tax
burdens made up an estimated 50 per cent of the expenditure of the
bottom quintile of households in 1996-97, rising to 66 per cent of the
expenditure of the top quintile of households. Once again, the Kakwani
progressivity index suggests that the incidence of the entire tax system is
progressive, even when current expenditure replaces current income as
the measure of economic capacity. However, the Kakwani index for all
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Figure 5 Estimated taxes as a percentage of current expenditure, by
guintile of household-weighted current household expenditure,
1996-97
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taxes is +0.042, which indicates a lower degree of progressivity than that
apparent when either gross income or equivalent gross income is used as
the measure of resources.

Once again, this approach could be criticised on the grounds that total
household expenditure is not an adequate measure of the economic
resources of households, because it does not take into account different
household sizes and compositions. And, similarly, the practice of
household weighting means that equal numbers of Australians have not
been assigned to each expenditure quintile.

The fourth and final approach, therefore, calculates the equivalent
expenditures of households (by applying the simplified Henderson
equivalence scale to current expenditure) and weights all results by the
number of people in each household. This approach is thus the
conceptual equivalent of the second ranking, except that equivalent total
current expenditure replaces equivalent total income as the measure of
the welfare of the household. Interestingly, the results once again do not
differ that markedly from the results of the third ranking. Thus, taking
account of the different needs of households reduces the extremes
apparent in the previous approach, but also evens out tax burdens.
Overall, taxes ranged from 54 per cent of the current spending of the
poorest quintile of households to 67 per cent of the expenditure of the
most affluent quintile of households (figure 6). The relevant Kakwani
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Figure 6 Estimated taxes as a percentage of current expenditure, by
guintile of person-weighted equivalent current household
expenditure, 1996-97
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progressivity index is +0.057, again indicating that taking account of the
needs of households results in the tax system appearing more
progressive, but confirming that the tax system is less progressive when
measured against equivalent expenditure than equivalent income.

5 Tax burdens over the life cycle

Tax burdens show a pronounced hump over the life cycle, being lower
for the young and the old and rising in middle age with higher incomes
and expenditures.

The estimated average income of single people under 35 years of age and
living by themselves was $583 a week in 1996-97 (table 4). Of this, $135 a
week was lost to income tax and a further $130 a week to indirect and
corporation taxes (figure 7). Thus, about 45 per cent of income was paid
in tax.

For young couples without children, income, expenditure and tax are all
relatively high. The average gross income of couples without children
with a reference person aged less than 35 years was $1138 a week in
1996-97, with both partners being in the labour force in the majority of
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cases. Taxes continued to take about 45 per cent of total income, with this
again being relatively equally split between income tax and other taxes.



Table 4 Estimated taxes paid and other characteristics of households, by life cycle group, 1996-97

Single Couple only, Couple, dep. Couple, dep. Couple, dep. Couple, dep. Couple, Couple only, Couple only, Single

person aged head aged children, children, children, & non-dep. non-dep. head aged head aged person

under 35 under 35 eldest under 5 eldest 5-14 eldest 15-24 children? children only? 55-64 65+ aged 65+

$ pw $ pw $ pw $ pw $ pw $ pw $ pw $ pw $ pw $ pw

Private income 550 1127 915 990 1208 1530 1239 557 221 85
Government cash benefits 34 11 76 91 62 106 117 107 233 167
Gross income 583 1138 991 1081 1270 1636 1 356 664 454 251
Current expenditure 445 852 785 824 982 1131 940 549 412 214
Income tax 135 261 231 250 298 363 272 114 27 11
Federal indirect tax 55 101 94 104 128 165 137 83 62 27
State indirect tax 52 102 82 85 107 146 119 77 55 25
Local indirect tax 6 14 14 18 21 23 21 17 14 10
Company tax 17 30 28 40 67 90 58 48 53 24
All taxes 265 506 449 497 622 787 607 338 214 97
'000 000 000 '000 '000 '000 '000 000 '000 '000

Number of households 263 327 299 950 398 282 458 359 512 554

@ iving at home.
Source: STINMOD-STATAX.
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Figure 7 Estimated taxes paid, by life cycle group, 1996-97
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After the arrival of children for couples, average household income is
less than that of young couples without children, reflecting in many
cases the move by one partner to unpaid home duties or part-time work.
In 1996-97, because household income was less ($991 a week for couples
with dependent children less than five years old), expenditure was also
less, so that the overall tax burden remained at about 45 per cent of total
income.

As the age of the oldest child increases, household income rises,
reflecting both the move back to two incomes and the higher wages that
come with increasing age and experience. In 1996-97 the income,
expenditure and tax profiles of couples with dependent children with
the eldest child aged between 5 and 14 years were remarkably similar to
those of young couples without children. Household income continues
to rise as the eldest child becomes a 15-24 year old, with the average tax
burden of couples with such families in 1996-97 being $622 a week, some
49 per cent of the average gross household income of $1270.

As the life cycle continues and some children cease being dependent full-
time students and become non-dependent children at home, household
income peaks (in 1996-97 at $1636 a week) and household expenditure
peaks ($1131 a week). Not surprisingly, the amount of tax paid by
couples with both dependent and non-dependent children still living in
the family home also hits a life cycle high ($787 a week in 1996-97).
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As children leave full-time study but remain in the parental home as
non-dependent children, household income declines (being about $1356
aweek in 1996-97). This is a result of partly offsetting factors — early
retirement or unemployment for some partners forcing down the
average household income, but the re-entry of others into the labour
market raising the average income. For the first time during the life
cycle, total indirect tax ($278 a week in 1996-97) exceeds income tax
liabilities ($272 a week), and company tax takes some more ($58 a week).
For such households (couples with only non-dependent children at
home), total tax paid still hovers at about 45 per cent of gross income.

After all children have left home and as the prevalence of voluntary or
involuntary early retirement increases, average income declines. In
1996-97 it was about $664 a week for couples with no children at home
and with a reference person aged between 55 and 64 years. Average
expenditure falls sharply (being $549 a week in 1996-97), and both direct
tax and indirect and company tax decline commensurately (being $114
and $224 a week respectively in 1996-97).

The amount of tax paid declines again in retirement, with income tax
falling to very low levels and lower than average expenditure resulting
in a smaller indirect tax burden.

Figure 8 Income tax as a percentage of all taxes, and all taxes as a
percentage of gross income, by life cycle group, 1996-97

B Income taxas % of all taxes @ All taxes as % of gross income
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Data source: STINMOD-STATAX.
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One of the most striking features of the tax system over most of the life
cycle is its extraordinary stability. As figure 8 shows, income tax hovers
at about half of total tax for much of the life cycle, before plummeting
dramatically once retirement nears and after the children have left home.
Similarly, the total tax burden as a percentage of gross income is
relatively stable, at about 47 per cent of gross income, for most of the life
cycle. It is less than 40 per cent for only single persons aged 65 years or
more.

6 Tax burdens by family type

Both the amount of tax paid and taxes paid as a percentage of incomes
differ greatly by family type. Perhaps one of the most notable features of
table 5 and figure 9 is the significance of indirect tax when income and
thus income tax are relatively low. Family types with particularly low
incomes include couples with and without children and neither partner
working, sole parents, and aged couples and singles (defined as
households where the head is aged 65 years or more and there are no
children or other unrelated persons). In many cases, such families
receive social security payments, such as the age or sole parent pension
or unemployment allowances. But a diverse range of circumstances is
also embraced by these categories. For example, the group ‘couple
without dependent children and neither partner working’ would include
self-funded early retirees with low incomes but possibly with substantial
asset holdings.

Single people living by themselves who were aged less than 65 years in
1996-97 received an average income of $559 a week and paid $129
income tax (23 per cent of their gross income). Their indirect taxes
(including company tax) took a further $148 a week, giving a total of
$277 a week paid in tax.

The group ‘couple without dependent children and neither partner
working’ clearly includes both unemployed couples and early retirees, as
this group receives both significant amounts of private income and
government cash benefits. In 1996-97 their total income was low ($382 a
week), but current household expenditure was higher ($458 a week).
While the average income tax paid by this group was low (only $21 a



Table 5 Estimated taxes paid and other characteristics of households, by family type, 1996-97

Couple without dependent children

Couple with dependent children

Aged Aged Non- Sole Neither One Both All Neither One Both All  Other?

single couple aged parent partner partner partners couples parent parent parents couples

single working working working without  working working working with

children children
$pw  $pw  $Spw Spw  Spw  $pw Spw  Spw $pw  $pw  Spw  $pw  $pw
Private income 85 221 500 212 164 724 1234 925 32 847 1245 1029 1090
Government cash benefits 167 233 59 247 218 41 4 50 404 95 38 82 141
Total income 251 454 559 459 382 765 1238 975 436 942 1284 1111 1231

Current expenditure 214 412 418 441 458 625 816 708 486 791 933 855 869

Income tax 11 27 129 33 21 158 298 216 5 222 307 258 248
WSTP & excise 22 50 43 40 59 68 80 74 55 79 87 82 98
Other federal indirect tax 6 12 14 11 14 22 29 24 11 23 30 26 28
State indirect tax 25 55 57 47 70 91 105 95 57 87 95 90 113
Local indirect tax 10 14 9 8 14 17 17 16 9 17 20 18 17
Company tax 24 53 26 15 45 49 45 46 27 44 46 44 54
All taxes 97 212 277 154 223 405 573 471 165 472 584 518 557
‘000 000 '000  '000 '000 '000 000 '000 '000 '000 '000 '000 ‘000
Number of households 553 510 794 353 189 258 633 1081 105 574 967 1646 1732

& Includes aged couples or singles with dependent or non-dependent children, couples and sole parents
or singles with non-dependent children only, multiple family households and unrelated group households.

Source: STINMOD-STATAX.

Vﬂt

h both dependent and non-dependent children, couples
WST = wholesale sales tax.
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Figure 9 Estimated direct and indirect taxes paid, by family type, 1996-97
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Figure 10 Estimated direct and indirect taxes as a percentage of gross
income, by family type, 1996-97
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week), their total indirect tax burden was relatively high. Their company
tax payments were very high compared with their expenditure,
indicating the presence of higher than average share holdings (again
reflecting the assumption that half of all company taxes are shifted to
shareholders via lower dividends). Their other indirect tax burdens were
also higher than those of, for example, sole parents, despite similar levels
of total current household expenditure. This reflects the different
expenditure patterns of this group. For example, relative to sole parents,
they spend far less each week on housing, clothing and footwear (all
lightly taxed), and more on alcohol and household furnishings (both
more heavily taxed). As a result, this group bears the highest tax burden
relative to gross income of any of the family groupings examined, with
just under 60 per cent of gross income in 1996-97 paid in taxes (figure
10).

The average tax burden of couples without children grows as the
number of earners increases, reflecting the higher incomes and
expenditures that accompany the increased level of labour force
participation. For example, in 1996-97 the average income of couples
without dependent children and both partners working was $1238 a
week, resulting in substantial income tax payments of $298 a week —
about 24 per cent of gross income (table 5). The families in this group,
however, are above-average savers. Thus, while they had about three
times the income that comparable couples with neither partner working
had, their current spending was less than double — $816 for the two
income couples compared with only $458 for couples with neither
partner working. Because indirect tax is not paid on income that is not
spent, two income couples without children on average pay relatively
little indirect tax compared with their incomes. Thus, even though the
average gross income of such two income couples was a third higher
than that of the average Australian household, both such households
paid 46 per cent of their gross income in tax in 1996-97.

Moving to couples with children — in 1996-97 the total average income
of couples with dependent children and neither parent working was
$436 a week, $404 of which were government cash benefits. A significant
proportion of such benefits are not taxable (such as more-than-minimum
family payment and rent assistance); therefore the income tax burden of
this group was very low (only $5 a week). This group, however, was
dissaving, as total current expenditure was $486 a week. The households
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paid on average about $160 a week in indirect and company taxes, such
taxes amounting to about 37 per cent of their gross income. Overall, this
group is one of only three family types examined for which total tax paid
as a percentage of gross income was below 40 per cent in 1996-97 (see
figure 10). For all other family types, total tax as a percentage of income
exceeded 45 per cent.

How does the traditional nuclear family fare? In 1996-97 single income
couples with dependent children had an average income of $942 a week
and paid $222 a week in income tax. Their current expenditure was $791
a week, even though their after-tax income was only $720 a week. This
illustrates one of the problems that arises from using the household
expenditure survey to assess tax incidence, as the survey tends to
understate income by not including ‘lumpy’ income sources or
inheritances or capital gains. By apparently financing consumption out
of savings (or income sources not recorded in the survey), the traditional
nuclear family paid $250 a week in indirect and company taxes. In total,
taxes took half of their gross income (figure 10).

Two income couples with children paid more tax than any of the other
types of families examined. In 1996-97 their average gross income was
$1284, higher than the average income of any of the other family types,
resulting in the highest income tax burden of $307 a week. Their current
household expenditure of $933 a week resulted in a high indirect and
company tax burden of $277 a week. Overall, this group contributed
$584 a week in total taxes. However, when the tax burden is assessed
against their income this group was relatively lightly taxed on average,
with total taxes amounting to 45 per cent of their gross income in 1996-97
— just under the Australian average of 46 per cent.

Sole parents emerge as a relatively lightly taxed group. Their average
income of $459 a week in 1996-97 was relatively low, but just over half of
this income was in the form of non-taxable government cash benefits,
making their income tax burden also relatively low ($33 a week or 7 per
cent of gross income). Their total indirect and company tax burden in
1996-97 amounted to 27 per cent of their total expenditure of $441 a
week, which was well under the Australian average of 35 per cent. This
reflects their different expenditure pattern — less on alcohol, transport
and recreation — as well as their lack of share ownership. Overall, their
total tax burden was one-third of their gross income, the lowest
proportion for any of the family types examined (figure 10).
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It is also possible to look at the tax burdens of families with different
numbers of dependent children.

As noted above, the amount of tax paid in 1996-97 was higher for
couples with dependent children than for most of the other family types
examined in table 5. This is largely because such couples have both
higher incomes and higher expenditures than do the other family types.
There is relatively little difference between the private incomes (from
wages and salaries, investments and self-employment) of couples with
different numbers of children. However, government cash benefits differ
substantially, reflecting the various programs of government assistance
for families with children (tables 5 and 6). The Federal Government gives
couples with three or more children more than twice what it gives
couples with only one child ($125 compared with $59 a week in 1996-97).
Overall, the average gross income of couples with three or more
dependent children was about 9 per cent higher than the average for
couples with one child, and income taxes were also 9 per cent higher.

The average weekly spending of couples with three or more dependent
children was, however, about 14 per cent higher than that of couples
with only one child, reflecting the greater demands of larger households.
Not surprisingly, indirect and company tax payments were also
commensurately higher, reaching $284 a week for couples with three or
more dependent children. In total, couples with one child paid an
estimated $512 a week in total tax, while those with three or more
dependent children paid $552 (figure 11). (Interestingly, couples with
two dependent children paid slightly less tax each week than did
couples with only one dependent child. This appears to be due partly to
different expenditure patterns, as their indirect taxes amounted to 24 per
cent of their current weekly expenditure, compared with about 27 per
cent for couples with one child. It also appears to be due to lower share
ownership, as their company tax burden was appreciably lower than
that of couples with one or three or more children.)

Sole parents with one dependent child had a much higher average
private income than those with two or more children, although this was
almost fully offset by the higher government benefits received by the
larger sole parent families. Overall, sole parents with one child had
similar gross incomes to those with two or more children but they paid
more income tax because a smaller proportion of their income was in the
form of non-taxable social security payments. However, sole parents
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with two or more dependent children had higher weekly expenditure
and, as a result, their indirect tax burden was higher than that of sole
parents with one dependent child (figure 12).

Table 6 Estimated taxes paid and other characteristics of households, by
number of dependent children, 1996-97

Couple, Couple, Couple, Sole parent, Sole parent,

1 dependent 2 dependent 3+ dependent 1 dependent 2+ dependent

child children children child children

$ pw $ pw $ pw $ pw $ pw

Private income 1 008 1 036 1041 286 160

Govt cash benefits 59 71 125 177 297
Gross income 1067 1106 1166 463 456
Current expenditure 805 850 920 409 464

Income tax 246 260 268 47 22

Federal indirect tax 107 103 117 48 54

State indirect tax 90 85 98 44 50

Local indirect tax 17 19 19 7 8

Company tax 53 36 49 15 15
All taxes 512 503 552 161 149

'000 '000 '000 '000 '000

Number of households 478 742 426 147 206

Source: STINMOD-STATAX.

Figure 11 Estimated taxes paid by number of dependent children,
1996-97
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Figure 12 Estimated taxes as a percentage of gross income by family
type, 1996-97
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7 Tax burdens by principal household income
source

How do tax burdens differ by the principal source of income of the
household? In the following analysis, a small number of households
with no income have been deleted. The average total income of
households whose principal income source in 1996-97 was wages and
salaries was $1157 a week (table 7), with the average income tax paid of
$265 amounting to 23 per cent of gross income. After adding in indirect
and company taxes, all taxes took a 45 per cent slice of the total income
of wage and salary households (figure 13).

Self-employed households earned a higher average income of $1292 a
week and paid commensurately higher income tax of $326 a week —
some 25 per cent of gross income. However, households whose principal
source of income was self-employment had lower weekly expenditure
than did wage and salary households, despite their higher incomes. On
average they had a similar indirect tax burden to that of wage and salary
households but a higher company tax burden, due presumably to higher
share ownership. Overall, self-employed households paid 46 per cent of
their gross income in tax, just slightly higher than wage and salary
households.
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Table 7 Estimated taxes paid and other characteristics of households, by
principal source of household income, 1996-97
Wages Self- Other private  Government
& salaries  employment income cash benefits
$ pw $ pw $ pw $ pw
Private income 1111 1253 751 41
Govt cash benefits 46 39 58 285
Total income 1157 1292 809 326
Current household expenditure 845 767 560 345
Income tax 265 326 125 2
WST2a & excise 83 77 122 35
Other federal indirect tax 26 35 35 7
State indirect tax 99 94 122 41
Local indirect tax 17 18 23 9
Company tax 36 45 267 13
All taxes 525 595 693 107
'000 '000 '000 '000
Number of households 3781 522 367 1974

a\WST = wholesale sales tax.
Source: STINMOD-STATAX.

Figure 13 Estimated taxes as a percentage of gross household income,
by principal source of household income, 1996-97
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The tax burdens of households dependent on other private income
sources such as investment income, occupational pensions and workers
compensation show a very different profile for 1996-97. The average
income of such households was about two-thirds of that of wage and
salary households, but income tax paid was very much lower, at $125 a
week — only 15 per cent of gross income. Expenditure was also much
lower, at $560 a week. Despite this, wholesale sales tax and excise and
state indirect taxes were appreciably higher than for self-employed and
wage and salary households. This appears to be due to their
consumption of goods subject to the wholesale sales tax. Company tax
was also very much higher, reflecting the presence of self-funded retirees
with significant share holdings. This group pays the highest proportion
of their income in tax — about 86 per cent (figure 13).

Households whose principal income source in 1996-97 was government
cash benefits had incomes that averaged just over a quarter of the
average gross income of wage and salary households and paid almost no
income tax. Their current household expenditure was $345 a week,
suggesting that on average most such households were only marginal
dissavers. Their total indirect and company tax burden was $105 a week.
As a result, the total tax paid by households whose principal income
source was government cash benefits amounted to 33 per cent of their
income, well under the Australian average of 46 per cent.

8 Taxes paid by smokers and drinkers

Alcohol and tobacco products are subject to particularly high tax rates.
For example, the wholesale sales tax on wine is 41 per cent, and on beer
and spirits 37 per cent. It is thus interesting to compare the taxes paid by
households where at least one person smokes or drinks with those where
nobody reports expenditure on these products.2

2 As explained in section 2, total outlays on tobacco and alcohol are substantially
understated in the household expenditure survey when compared with the
National Accounts. It is effectively assumed in STINMOD-STATAX that those
reporting such expenditures understate them, as total taxes are made to match
National Accounts aggregates. An alternative assumption would be that some of
those households reporting zero expenditure on these items actually did purchase
some alcohol or tobacco products. However, it would then be necessary to impute
which households were in this category and what they actually spent, and no data
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As table 8 indicates, on average in 1996-97 households in which at least
one person smoked paid $17 more tax every week than did households
in which no one smoked. Those smoking households in the bottom
guintile of all households ranked by gross income paid an average of
$109 a week in total taxes, $35 a week more than non-smoking
households in the bottom quintile. Households in the bottom quintile
that reported both smoking and drinking expenditure paid estimated
total taxes of $131 a week, more than double the $64 paid by non-
smoking and non-drinking households in the bottom quintile.

Table 8 Estimated taxes paid and other characteristics of households, by
smoking and drinking characteristics, 1996-97

Quintile of gross income

Bottom  Second Middle Fourth Top All
20% 20% 20% 20% 20% households
$ pw $ pw $ pw $ pw $ pw $ pw
Gross income
Smoking households 238 448 730 1091 1932 900
Non-smoking
households 233 445 728 1093 2020 897
Smoking & drinking
households 239 459 731 1 096 1948 1013
Non-smoking & non-
drinking households 225 442 720 1079 1912 667
Total taxes
Smoking households 109 197 337 503 956 425
Non-smoking
households 74 171 304 472 1033 408
Smoking & drinking
households 131 218 352 518 978 497
Non-smoking & non-
drinking households 64 147 271 438 908 264

Source: STINMOD-STATAX.

are available to allow such an imputation to be made reliably. A third possible
approach is to take the reported expenditures of households at face value, and just
accept that allocated taxes in the model then do not match taxes actually collected
by government (as the ABS (1996) does in its fiscal incidence study). In summary,
there is no consensus about best practice in this area, and the results in this section
reflect the STINMOD-STATAX incidence assumptions.
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The amount of total tax paid shows quite different patterns at the top
end of the income distribution. Smoking households in the top quintile
paid an average of $956 a week in total tax, while non-smoking
households in the top quintile paid $1033 tax a week. The difference is
due to the very different incomes of smoking and non-smoking
households at the top end of the income distribution, as non-smoking
top quintile households enjoyed gross incomes almost $100 a week
higher than smoking households (table 8). Thus, the differences between
the taxes paid by smoking and non-smoking households at the top end
cannot be attributed largely to their different expenditure habits.

The variation in total taxes paid as a percentage of gross income is also,
not surprisingly, most marked at the lower spectrum of the income
distribution. For non-smoking and non-drinking bottom quintile
households, total tax paid amounted to less than 30 per cent of their
gross income (figure 14). In sharp contrast, total tax amounted to about
46 per cent of the gross income of smoking households in the bottom
guintile, and 55 per cent of the gross income of smoking and drinking
households in the bottom quintile. Moving up through the income
guintiles, despite significant dollar differences in the amount of tax paid,
the variation in tax paid as a percentage of income decreased, simply
because tobacco and alcohol taxes represented a progressively smaller
proportion of gross income.

Figure 14 Total tax as a percentage of gross income, by smoking and
drinking characteristics
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9 Conclusions

All estimates of the incidence of taxes have to be treated with some
caution. As noted earlier, different estimates will be achieved, depending
on the assumptions used in the modelling — for example, whether
company taxes are assumed to be shifted forward to consumers, shifted
backwards to labour or borne by shareholders, and whether adjustments
are made for the substantial underreporting by ABS survey respondents
of their alcohol and tobacco consumption. For example, relative to the
results presented in this paper, the tax system would look more
regressive if it were assumed that all company taxes were paid by
consumers, and would look more progressive if tobacco taxes were not
effectively grossed up to match benchmark National Account
aggregates.

However, with these caveats, some interesting conclusions emerge from
this study. First, it is probably not widely appreciated by the average
household that their indirect and company tax payments far exceed the
income tax that they pay. While the highly visible income tax took on
average an estimated $183 a week from households in 1996-97, the other
‘hidden’ taxes levied by federal, state and local governments took $231 a
week, about 25 per cent more.

The overall impact of the tax system appears to be progressive, as the
progressive impact of income taxes is not fully offset by the regressive
impact of indirect taxes. This conclusion appears to hold irrespective of
whether the measure of the economic resources of households is gross
income, equivalent gross income, current weekly expenditure or
equivalent current weekly expenditure. While households with negative
Incomes or with expenditure to income ratios greater than 2.5 were
deleted from the analysis, the conclusion of overall progressivity also
holds if such households are retained within the analysis.

One of the most striking features of the tax system is its extraordinary
stability over most of the life cycle. Income tax hovers at about half of
total taxes for much of the life cycle, before plummeting dramatically
once retirement nears and after children have left home. Similarly, the
total tax burden as a percentage of gross income is relatively stable, at
about 47 per cent of gross income, for most of the life cycle. It is less than
40 per cent for only single persons aged 65 years or more.
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If the tax burden is measured as a percentage of gross income, then
above-average burdens are borne by the most affluent 20 per cent of
households, single persons living by themselves and aged less than 65
years, couples with no children and with one or no earners, households
whose primary income source is private (not wage and salary) income,
single income couples with dependent children and smoking
households. Households with below-average tax burdens are the least
affluent 40 per cent of households, single aged, sole parents and
households whose principal income source is government cash benefits.
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