Protecting our Prosperity

Lowering the corporate tax rate can

provide a much needed growth
dividend

If the Australian economy is to achieve trend growth and boost real incomes over the coming decade, a
broad-based pick-up in productivity-enhancing capital investment will be a prerequisite.

In 2014-15 mining investment was scaled back by more than $17 billion and non-mining business
investment, as a share of gross domestic product (GDP), remained around all-time lows, with domestic
spending and business confidence failing to spur investment plans.

Cross-country analysis conducted by the Organisation for Economic Co-Operation and Development
(OECD) indicates that re-balancing the tax mix away from company tax can provide this impetus.! The
research indicates that shifting 1 per cent of the revenue mix away from company tax to could potentially
increase long run per-capita GDP by around 2 per cent.2

Drawing on this research, PwC analysis indicates that a 5 per cent cut in the company tax rate would mean
Australia’s real GDP would be higher by around $100 billion (4.5 per cent) in 2024-25 (Figure 1).

Over the period to 2024-25, this cumulates to $291 billion in additional real GDP.

Figure 1 — Australia’s projected real GDP with and without a 5 per cent company tax ($ billions)
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Source: PwC analysis

1 OECD, 2010, Tax policy reform and economic growth, OECD Tax Policy Studies
2The OECD estimated that a 1 per cent increase in company tax, given a similar increase in personal income tax and funded by
an increase in consumption and property taxes, reduced long-run GDP per capita by around 2 per cent.
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o The growth dividend would substantially lift Australia’s income growth, providing a much needed lift for
household incomes and business profits. PwC analysis indicates that the growth dividend could boost
total income tax revenue by around $24 billion in 2024-25.

e Some of this revenue would however be wound back by the reduction in the company tax rate. This has the
two fold effect of reducing company tax paid, partially offset by an increase in the taxable income of
individuals (who would typically receive smaller franking credits).

e After accounting for offsetting reductions, we estimate that lowering the company tax rate to 25 per cent
would increase net income tax receipts by $10 billion by the middle of next decade (see Figure 2), leaving
Australia in a stronger and more resilient fiscal position, with a more efficient tax mix.

e Over the period to 2024-25, this cumulates to $4 billion in additional net revenue (negative revenue in
first two years).

Figure 2 — Effects of cutting the company tax rate to 25% on income tax receipts ($ billions)
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Note: net income refers to company tax, personal income tax and superannuation tax
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Let’s Talk

For a deeper discussion of how this issue might affect your business, please contact:

Iain Bain David Pearl

Associate Director, Economics and Policy Director, Tax and Legal

+61 (2) 6271 3213 +61 (2) 6271 3328

+61 (4) 1228 6814 +61 (4) 1460 0883
iain.bain@au.pwe.com david.pearl@au.pwc.com

Paul Abbey Tom Seymour

Partner, Tax Managing Partner, Tax and Legal
+61 (3) 8603 6733 +61 (70 3257 8623

+61 (4) 1850 5883 +61 (4) 0880 2177
paul.abbey@au.pwc.com tom.seymour@au.pwc.com

© 2015 PricewaterhouseCoopers. All rights reserved. In this document, “PwC” refers to PricewaterhouseCoopers a partnership formed in
Australia, which is a member firm of PricewaterhouseCoopers International Limited, each member firm of which is a separate legal entity. This
publication is a general summary. It is not legal or tax advice. Readers should not act on the basis of this publication before obtaining
professional advice. PricewaterhouseCoopers is not licensed to provide financial product advice under the Corporations Act 2001 (Cth).
Taxation is only one of the matters that you need to consider when making a decision on a financial product. You should consider taking advice
from the holder of an Australian Financial Services License before making a decision on a financial product.
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