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| FEAR AUSTRALIA IS ABOUT TO GET CORPORATE TAX REFORM WRONG

When the word “productivity” works itself into conversations, it is generally accompanied by one of two
reactions — a sense of positivity (that higher productivity will lead to better outcomes for all Australians) or
a sense of wariness (that higher productivity comes at a cost to workers, who will simply be required to
work harder and smarter, and then be replaced by artificial intelligence).

These directly opposing reactions to 2025’s political buzzword are evident in the polarising debates around
what the government should and shouldn’t do to address what has now been clearly identified as an
immediate threat to our long-term prosperity that needs to be addressed yesterday.

Adding to the confusion around the meaning of productivity is its use in two ongoing streams of
government work — the Productivity Commission’s five pillars of inquiry; and the treasurer’s own
productivity agenda, which kicked off on August 19 with the three-day Economic Reform Roundtable. The
preliminary outcomes of these two processes have also, at least in the immediate aftermath, muddied the
productivity waters further.

In the corporate tax community, there is general consensus that higher productivity is a good thing for
everyone. It leads to more jobs, better pay, improved access to housing and higher standards of living. It is
also broadly understood that improving Australia’s weak productivity growth will require genuine and
holistic policy and regulatory reform.

The Productivity Commission’s interim report titled Creating a More Dynamic and Resilient Economy
recognises this, insofar as it points to corporate tax reform and changes to the way government regulates
so that regulation doesn’t operate as an unnecessary handbrake on investment and economic growth.

Given how differently people react to the concept of productivity, it isn’t that surprising that even those
who agree that increased productivity is a good thing, and that corporate tax reform is necessary to achieve
it, can disagree on how best to get there. The Productivity Commission’s interim report also recognises this,
albeit implicitly, by making recommendations on reforms to the corporate tax system that have been
strongly opposed by business (both big and small) and their representatives.

The commission’s suggestion to effectively raise the corporate tax rate for the largest corporate taxpayers
via a 5 per cent “cash flow tax” over an already internationally uncompetitive 30 per cent rate does not
look or feel like a measure that would encourage productivity growth, as reflected in the most recent global
competitiveness report, which shows Australia’s rating falling from 13th to 18th.

The fact that the complexities, distortions and disincentives the cash flow tax proposal would generate over
and above the existing two-tier company tax system would completely offset the potential gains from
increased investment spending by medium-sized companies — which would receive a 5 per cent
corresponding company income tax rate decrease — also suggests that there might be better ways to spur
private sector investment.

While the Corporate Tax Association and others disagree with the PC’s suggestions on how to reform the
corporate tax system, that disagreement should not be seen as an unwillingness to embrace the
opportunity afforded to engage in robust policy discussion and debate on reform options that truly increase
productivity and improve investment settings for all companies. What the level of disagreement does
suggest is the need to recognise the divergence of views of what productivity means, let alone how to
improve it.



Given the importance of the success of what should be a shared goal to improve productivity, we need to
ensure that all engagement processes on this topic involve clear explanations from our leaders of what
better (and worse) productivity will mean for the average Australian and, importantly, the government’s
resistance levels to what it might cost (at least in the short term) to truly create a dynamic and resilient
economy.

My hope is that these initial discussions and debates around the corporate tax system teach us about which
of its parameters are more flexible than others and where, in the current environment, the tolerance levels
of its various features and subjects lie. The reality is, there is plenty of headspace above where our current
corporate tax system’s settings lie where genuine, welcome and affordable improvements could be made.

My fear is that these discussions on company tax reform, without which there can be no productivity
dividend, will not be listened to and policy mistakes born from misunderstandings and ironically
unproductive ringfenced parameters will be made, pushing us further into dangerous doldrums territory.

Explaining the impact on standards of living for all Australians if flagging productivity isn’t addressed and
being honest about how challenging reversing out of a problem decades in the making will be, are necessary
hurdles we all must help each other get over if we are to succeed in improving Australia’s productivity
growth.

| hope my fears are not realised and that we prove ourselves capable of having this complex but crucial
conversation.
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