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1) Introduction

The structure of the tax system can  play an important role in either promoting or discouraging sustainable development.  If resources are to be used efficiently and the natural environment protected, an important first step is to ensure that the tax system does not provide either incentives to conduct environmentally damaging activities or disincentives to act in ways beneficial to the environment.  There is a large body of research on the desirability of ‘green taxes’ and effective natural resource pricing.  In recent times, both the OECD and the IMF have signalled their support for the use of taxes and other economic instruments to improve environmental outcomes.

This paper examines existing taxes, charges and related incentives that encourage either environmental protection or degradation in the transport sector. It also considers the role for  policies designed to change behaviour through non-price means

As shown in Figure 1, even though population growth and economic growth are expected to have a substantial impact on the demand for transport, it is possible to maintain the greenhouse gas emissions from the transport sector at today’s level. Such an outcome will require substantial policy leadership. Action must occur in the short run if long run sustainability is to be achieved.

Figure 1  Factors affecting emissions from cars, 1998-99 to 2050
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2) The role of economic instruments

Market forces will generate efficient outcomes only when market conditions approximate the conditions of the competitive market model. These conditions include:

· The existence of perfect information

· The absence of market power

· The absence of externalities

· The availability of substitutes
 

A number of important environmental problems arise from simple market failures such as the existence of externalities, public goods and imperfect information.  While policies can be designed to overcome these market failures, other environmental problems are caused by direct policy failure, such as granting of subsidies to activities that do harm to the natural environment.

There is a large body of research on the desirability of green taxes and effective natural resource pricing.
 In recent times, the OECD has signalled its support for the use of taxes and other economic instruments to improve environmental outcomes as has the IMF. The IMF has published a large number of reports concerned with the desirability of relying on green taxes and other economic instruments to protect the environment,
 as has the World Bank.
 

While taxes are obviously an important source of revenue for governments, it is their capacity to influence the relative prices of different goods and services that makes them so useful in increasing sustainability and improving allocative efficiency.  That is, in a market system it is the relative prices that are used to signal relative abundance to consumers. Market prices will perform the signalling function poorly when ‘externalities’ are present.  

An externality is a cost associated with the production or consumption of a good or services which, while important to society, has not been taken into account by either the producers or consumers.  An environmental tax therefore puts pressure on producers to change their behaviour (and implement measures that, while designed to reduce their tax payments, serve to reduce harm to the environment).  It also induces consumers to shift their consumption patterns away from goods and services whose production causes significant environmental damage.

It is important to stress that the reliance on taxes is by its very design not a ‘win-win’ approach to environmental reform.  Some producers will face higher costs or consumers will pay higher prices after the introduction of a tax designed to overcome the existence of market failures.  The existence of a small, identifiable, group of people who will lose out following the introduction of a particular reform is likely to result in opposition.  As the beneficiaries of reform are likely to be more diffuse it is unlikely that supporters will be as highly vocal.  The political difficulties of implementing reforms will be discussed below.

3) The External costs of transport

A complete list of environmental pollutants from transport related emissions, along with a summary of their environmental impacts can be found in BTCE (1995).  Major environmental impacts include:

· air pollution, including emissions of carbon monoxide, nitrogen oxide and particulate pollution;

· greenhouse gas emissions;

· noise pollution;

· habitat and wildlife destruction from road and rail; and

· water pollution and the cost of marine accidents.

A significant amount of research into the extent of some of the externalities that should be priced into the transport market has been conducted both in Australia and internationally (see for example Cobb 1998, Inter-State Commission 1990, BTCE 1992, BTCE 1996a, BTCE 1996b, OECD 1992).  

In their construction of the Genuine Progress Indicator, Hamilton and Denniss (2000) made estimates of the dollar values of some of the damage associated with transportation.  Drawing on a range of Australian studies they arrived at the following estimates for the year 2000.  

· The travel time costs of commuting are estimated at $7.4 billion.

· The costs of noise pollution (due mainly to road and air traffic) are estimated at $2.29 billion.

· The costs of transport accidents (other than those costs reflected in the national accounts) are estimated at $5.26 billion.

· The costs of urban air pollution (due predominantly to transportation) are estimated at $13.22 billion.

· The costs of greenhouse gas emissions are estimated at $29.59 billion.  Transport accounts for 16.1 per cent of total emissions, and on this basis account for $4.73 billion of this damage.

Clearly, the external costs associated with transportation are enormous, and this explains why transport has been the principal focus of green tax reform in many countries.  The external costs of transport using Hamilton and Denniss’s estimates is in the order of $30 billion per annum, or around 6 per cent of GDP.

Similarly, in the early 1990s, the Victorian EPA published a major study of the external costs associated with transportation in that state.  The study concluded as follows.

· ‘Despite the uncertainties, transport externalities represent a significant cost to the Victorian community.’

· ‘Intervention to reduce external costs will not necessarily involve a trade-off with the economic objectives of government.  Indeed, the assessment of the strategies for greenhouse gas emissions suggest that significant reductions can be achieved at a net benefit to the community’ (Victorian EPA 1994, p. 1).

Road transport is a particular focus of environmental taxes and charges in the OECD, since it generates major externalities only part of which are covered by various excises, taxes and charges.  Total external costs of road transport as a percentage of GDP for selected countries in the early 1990s are shown in Table 1.  The shares of total costs attributable to various modes of transport are also shown. 

Table 1  Estimates of the total external costs of road transport

	Country
	Share of mode in total external costs
	Total as % GDP

	
	Cars
	Buses
	M/cycles
	Freight
	

	Europe
	.65
	.04
	.08
	.23
	4.2

	France
	.56
	.03
	.04
	.37
	4.2

	Greece
	.53
	.10
	.06
	.31
	5.6

	Norway
	.70
	.04
	.09
	.17
	2.7

	UK
	.69
	.04
	.04
	.23
	4.7

	USA
	
	
	
	
	12.3a


a. This figure is much higher because more externalities were taken into account.
Source: Adapted from European Environment Agency 1996, Table 2.

In addition to the external costs of road use described above and below, the costs of road construction and maintenance should be captured by user charges along with an adequate return on investment.  Abrams et al. (1998) estimate that Australia has over 800,000 km of roads, which are worth in excess of $100 billion.  The land on which roads are constructed also has significant opportunity costs, especially in metropolitan and CBD areas, which should generate a commercial rate of return if resources are to be allocated efficiently.

Australian governments levy a number of taxes and charges on road transportation.  The bulk of the revenue arises from petrol and diesel excises levied by the Commonwealth government.  In 2000-01 motor vehicle taxes and charges raised over $13 billion.  The amounts raised from taxes and charges on motor vehicles for 1997-98 are summarised in Table 2.  
	Table 2  Motor vehicle taxes and charges 1997-98 ($ billion)

	Tax or charge
	$ billion

	Federal government
	

	  Petroleum products excise
	8.54

	  Federal interstate registration scheme
	0.02

	  Sub-total
	8.55

	State and Territory governments
	

	  Vehicle registration fees
	2.29

	  Stamp duty for vehicle registration
	1.26

	  Driver licence fees
	0.13

	  Fuel franchise tax/fees
	1.25

	  Road transport and maintenance taxes
	0.12

	  Tolls
	0.15

	  Sub-total
	5.20

	Total revenue
	13.75

	Source: BTE 1999
	


The road deficit

Motoring organisations often argue that taxes and charges on road transport greatly exceed the amount of money spent on roads (in 1997-98 around $12.4 billion compared to $7 billion spent on roads) and that more should be earmarked for new roads and upgrading.  However, Laird et al. (2001) argue that if full account is taken of the costs of road transport then there is a large and growing ‘road deficit’ and a ‘road freight deficit’.  These other factors include:

· the road crash deficit of $7 billion ( road crashes are estimated to cost some $15 billion per annum yet motor vehicle insurance premiums amounting to only $8 billion in 1999;

· costs of health damage from transport-related air and noise pollution amounting to at least $3 billion each year;

· net losses of revenue to government arising from a number of vehicle-related tax concession ( the tax deductions claimed exceed revenues from fringe benefits taxes on vehicles to the tune of $10 billion per annum and this translates into a loss of revenue of $2.8 billion; and

· congestion in major cities estimated to impose social costs of $11 billion per annum.

Laird et al.’s (2001) summary of the road deficit is reproduced in Table 3.  They conclude that the road deficit each year in Australia is $8 billion not counting congestion, and $19 billion including congestion.  The estimates by Laird et al. (2001) do not take account of a number of environmental externalities, the most notable of which is greenhouse gas emissions.  

Using Victorian EPA (1994), estimates Gabbitas and Eldrige (1998, p. 242) concluded that the external costs of transport (excluding the costs of global warming):

could be in the order of $20 billion per year.  In addition, Australian governments spent $6369 million on road construction and maintenance in 1995-96…Thus the national estimate of the infrastructure and external costs of road transport would be in the order of $25-$30 billion per year – about twice as high as the revenue raised from taxes on motor vehicles in 1995-96.

This figure is broadly consistent with the estimate of the annual external costs of transport of around $30 billion calculated by Hamilton and Denniss (2000).

Table 3  Australia’s road deficit ($ billion)

	Costs and revenues
	Amount 
($ billion)

	Costs
	

	  Road system costs
	7.0

	  Road crash costs
	15.0

	  Other health impacts
	3.0

	  Net tax refunds for motor vehicle use
	2.8

	  Queensland fuel subsidy
	0.5

	  Total costs
	28.3

	Revenues
	

	  Federal fuel excise from road vehicles
	8.5

	  Annual registration fees, etc
	3.8

	  Insurance premiums for road crashes
	8.0

	  Total revenue
	20.3

	Net road deficit, without congestion
	8.0

	  Road congestion in major cities
	11.0

	Net road deficit, with congestion
	19.0


Source: Laird et al. 2001, Table 4.3.  
4) Possible policy instruments

This section considers the range of policy options available to increase the sustainability of the transport system in Australia. The emphasis is on internalising the external costs associated with different forms of transport.

An alternative approach, one that should be pursued simultaneously, is to change community attitudes about transport, and the role of individuals in increasing sustainability. In addition to increased investment in public transport, community attitudes about the importance of public transport also need to be changed. Similarly, single passenger commuting needs to be discouraged as much through persuasion as through increased prices.

In recent years throughout the OECD taxes and charges designed to solve environmental problems have proliferated.  For the most part, the development and implementation of these measures has not been based on systematic collection of quantitative information on environmental damage but on a broad consensus as to the critical areas that need to be addressed.  The main targets of environmental taxes and charges in the OECD have been transportation and waste disposal.  In the case of transport, policy instruments have included carbon and energy taxes, but have also embraced a range of measures to reduce congestion and to encourage alternative fuels. In comparison, Australia lags behind most other OECD countries in this regard.

Recent changes to the tax system in Australia have exacerbated inequities in transport pricing, while existing tax regimes, such as that for fringe benefits, include direct incentives for additional travel. These perverse policy decisions are discussed in Section 7.

A list and discussion of a range of policy mechanisms for increasing the sustainability of road transport is provided below. This list should, however, be considered in the context of a wider transport policy that also includes measures to encourage greater development and use of public transport.

· Implement a more cost-reflective system of road-user charges for heavy vehicles such as mass-distance charging and investigate area-based congestion charging for all vehicles in congested areas.

· Abolish existing tax concessions for 4WD vehicles.

· Promote fuel efficiency through graduated stamp duty on new vehicles and graduated registration fees that reward fuel-efficient vehicles.  In addition, introduce pay-by-kilometre third party insurance and registration charges.  

· Provide free parking to owners of vehicles with a low environmental impact.

· To tackle congestion and air pollution in major urban centres, introduce a system of cap and trade for parking spaces.
· Reform Commonwealth FBT provisions so that employer-provided vehicles and parking no longer receive concessional treatment.
· Abolish mobile billboards.
· Deregulate the taxi industry to lower prices and increase peak hour taxi numbers.
· Allow public transport authorities to sell a combined lottery-transport ticket, thereby increasing patronage and generating additional funds for investment in new public transport infrastructure. 

Road Pricing

Several studies have concluded that implementation of full-cost user charges for roads would be the best way forward.  If the transport system is to operate efficiently all costs associated with all forms of transport should be covered by user charges.  That is, if market forces are to be relied upon to determine the modal mix of Australia’s transport task then it is essential that competitive neutrality, including the removal of all environmental subsidies, prevails.  The extent to which one form of transport imposes greater external costs on society than another acts as an implicit subsidy that must be removed if resources are to be efficiently allocated.  A large number of the externalities covered in the literature, such as congestion and noise pollution, are concerned with human impacts more than environmental impacts per se.  Most studies, including the Productivity Commission’s study of rail reform (2000), explicitly exclude externalities such as greenhouse emissions. A critique of the mode centred, rather than system centred nature of the governments response to the Productivity Commission’s report is provided in Hamilton and Denniss (2002b)

Over a decade ago, the Inter-State Commission called for road charging based on vehicle mass and distance travelled where fuel and load-based charges were used to recover all costs, including the external costs, of transport.  ‘The Commission is convinced that in the near future such charges will be demanded by society and as a consequence become commonplace’ (Inter-State Commission 1990, Vol. 1, p. 166).

BTCE (1997) provides an extensive catalogue of taxes, fees and charges that apply to all modes of transport and concludes that:

· the current regime of taxes and charges is not applied coherently or consistently across modes;

· it is now technically feasible to employ electronic monitoring devices to effectively charge for infrastructure use by heavy vehicles, noise and congestion; and

· a detailed review is necessary to identify opportunities for increasing the efficiency of the system of taxes and charges in the transport sector.

BTE (1999, p. 21) estimated that, in order to achieve competitive neutrality between road and rail, road freight should be charged 0.01 cents per tonne/km to cover (non-greenhouse) pollution costs and 0.033 cents per tonne/km to cover noise pollution.  The respective charges for rail were estimated to be 0.004 cents per tonne/km and 0.02 cents per tonne/km.  The report went on to conclude that: ‘Current road use charges for heavy vehicles are inefficient in that they do not accurately reflect the costs of road wear’ (BTE 1999, p. 55).  Even a report funded by the Australian Automobile Association (but not released, see Cox and Meyrick 1997 in Austroads 1999, p. 55) suggested that metropolitan petrol charges should be around 20 cents/litre above present excise levels in order to cover some externality costs.

Vehicle taxes and charges 

BTCE (1992) estimated the impact of a system whereby the most fuel-efficient vehicles paid zero sales tax and the least fuel-efficient vehicles paid 100 per cent tax.  It concluded that such a measure could reduce total fuel consumption by 6.3 per cent, or more if increased demand for fuel-efficient vehicles encouraged manufacturers to improve vehicle design.  

It is important to note that given that all emissions impose some costs on the broader community, the most fuel-efficient vehicles should still be taxed.  Introducing measures to encourage the purchase of vehicles that are less environmentally damaging should not inadvertently discourage the use of public transport.  

State governments impose annual registration and third-party insurance charges for all vehicles using public roads.  The charges generally increase with the weight of the vehicle.  According to Webb (2000, p. 7): ‘This charge is deficient (as a cost recovery mechanism) in that it does not vary with distance travelled and hence damage to road pavements.  Nor does this charge address the cost of externalities associated with road use.’  Accordingly, it has been proposed in the literature that these charges by shifted from an annual basis and instead be levied by the kilometre or, where this is impractical, per litre of fuel consumed.

Parking 

A novel suggestion to deal with inner-city congestion is the imposition of a cap-and-trade system for parking spaces.
  Parking spaces in central business districts take a number of forms ( publicly provided spaces in streets and in parking stations, privately provided spaces for sale to the public, and privately provided spaces for private tenants of office buildings, residences and so on.  Planning laws permit authorities to specify upper and lower limits on the number of parking spaces provided in new buildings, and increasingly the growth of parking spaces will need to be restricted if problems of further congestion are to be avoided.  Already, restrictions on the availability of spaces have driven up the value of those available, with spaces in the inner city reportedly valued at $100,000 in Sydney and $50,000 in Melbourne.

Under a cap-and-trade system, a limit would firstly be announced on the number of parking spaces available at present and into the future in designated areas in and near the CBD.  This would include limiting the number of new spaces made available for private use in new developments, since the growth of private parking imposes congestion costs on all travellers in the CBD.  The pool of available parking spaces would then be auctioned and a market would develop for parking spaces.  The price of parking spaces would be influenced by the overall demand for parking and the value of parking spaces for other purposes (such as conversion to office or retail space), as opposed to the alternatives such as public transport or parking outside of the CBD.

An alternative measure to promote the shift to more fuel-efficient vehicles could include the provision of free parking in public parking spaces in the CBD for cars with a very low environmental impact, such as petrol-electric hybrids, fuel cell or electric vehicles and highly efficient conventional vehicles.  Vehicles such as the hybrid Toyota Prius and the gas-powered Honda Civic GX produce substantially less pollution compared to equivalent conventional vehicles (ACEEE 2002).  The promise of free parking would serve as a powerful sales device for these vehicles, especially as consumers tend to over-value free or underpriced goods. 

5) The role for behavioural and structural change

As indicated above, it is beyond the scope of this report to give detailed consideration to measures to stimulate the development and use of public transport. The development of public transport systems is largely a question of urban planning and public investment, rather than one of economic incentives to individual consumers.  Public transport is much more likely to be used if it is modern, clean, safe and fast.  However, once a system is established, incentives for the use of public transport systems need to be carefully considered. As discussed below, imposing a 10 per cent tax on public transport fares was a step in the wrong direction.

One novel approach to increasing patronage of public transport and providing additional funds for public transport infrastructure is to allow public transport authorities to sell a combined transport-lottery ticket, where the purchaser is entered into a monthly draw for a substantial prize.
  Compared to simply reducing public transport fares, this proposal would have a greater impact on patronage because it exploits the irrational behaviour associated with lotteries.  As well as generating additional revenue for train and bus operators, it would also create extensive new marketing opportunities. 

The significance of such an approach is that it is designed to deal as much with the psychology of transport mode choice as with the marginal cost of such choices. The car has become central to the perception of identity for many Australians. Therefore, incremental increases in the costs of car use, in isolation from other measures, are unlikely to have a significant impact on the status quo.

6) Obstacles to change

A wide range of research is still needed if policy makers wish to be able to base decisions concerning the management of all natural resources on a thorough cost/benefit basis.  However, such an objective should itself be subject to an informal cost/benefit process.  Reasonable judgement may conclude that collecting detailed information on the entire range of effects may itself be inefficient.  We have seen that other countries have not waited for ‘full information’ before acting on environmental problems whose effects are manifest.

On the other hand, continued collection of good-quality information may be needed to prevent other actions that have unanticipated environmental effects.  In recent years, despite the evidence of climate change, governments in Australia have placed a tax on public transport, provided concessions on the fringe benefits taxation of company cars, extended a rebate on the use of diesel fuel, and introduced changes to the structure of the electricity industry that have resulted in reduced prices for coal-fired electricity at the expense of lower-emission fuels. There is little evidence to suggest that evidence plays an important role in transport policy implementation.

In addition to asking themselves ‘how can economic instruments be used to protect the environment?’, policy makers should also pay serious attention to a different question, ‘why has so little been done to use economic instruments to protect the environment when there appears to be no opposition to the principle?’

A possible explanation for this is that while the economics of environmental protection have been extensively studied, the distributional and political dimensions of such reforms have been largely ignored. It is important to note that opposition to the introduction of environmental tax reform is rarely, if ever, based on the argument that the concept is inherently flawed.  Rather, the following arguments are used.

1. The costs and benefits associated with proposed reforms are uncertain and a significant amount of research needs to be conducted before progress can occur.

2. The imposition of taxes and charges would result in firms closing down and jobs being lost.

3. Firms cannot change their production processes in the short-term making the introduction of new charging regimes ‘unfair’.

4. Foreign competitors are not subject to the same controls so that the introduction of environmental tax reforms would make Australia ‘uncompetitive’.

In the case of the first argument, the absence of complete information is not a justification for failing to use what information is available.  If available information suggests that the status quo is inefficient, and suggests the direction in which change needs to occur, the first step in the policy process should be to begin to move in that direction.  Debate about how far the shift away from the status quo needs to be can, and should, be conducted after the necessary transition has already begun.  That is, if a resource is currently priced at zero, and available evidence suggests that a significant positive price is warranted, then a price should be introduced immediately, along with an automatic price elevator.  Debate over the magnitude of the price can occur while the market is in the process of already moving closer towards equilibrium.

The second criticism, that firms may close and jobs may be lost, cannot be avoided.  The objective of environmental tax reform is to shift consumption away from goods that harm the natural environment.  Firms and workers whose activities are closely related to those processes will, therefore, suffer a reduction in demand for their services.  Structural change is a continuing process, and in recent times has been hastened by explicit reform policies.  While electricity industry restructuring, privatisation and the contracting out of government services have led to the loss of tens of thousands of jobs, the need for ‘reform’ and the benefits to the broader community were always placed at the forefront.

The phased introduction of environmental tax reforms would serve to provide longer-run signals to both employers and employees about the need to adjust.  Rather than precipitate a crisis within firms by suddenly introducing full environmental cost pricing for natural resources, the gradual introduction of higher charges provides firms with more time to introduce new production processes, retrain workers and diversify into the production of new goods and services.  This also deals with the third argument.

The fourth argument, concerning effects on international ‘competitiveness’, usually reflects a lack of understanding about the foundations of international trade.  Countries trade in goods and services because it has the potential to improve the standard of living in all countries.  By specialising in the production of goods or services in which a country has a ‘comparative advantage’ over another and then trading for goods in which another country has a ‘comparative advantage’ the total amount of production within the trading countries will be greater than if both countries had tried to produce all their own goods and services.

If Australia’s trade partners subsidise industries, either directly or indirectly by allowing them to despoil their natural environment, rather than matching those subsidies, the optimal decision for Australia may well be to take advantage of their subsidised production and redirect domestic production towards other sectors, always with a view to ensuring that Australian production is as efficient as possible.

There is nothing ‘inefficient’ about efficiently pricing all inputs into the production process, including the environmental costs.  It must be recognised, however, that attempts to charge full price for environmental services will cause some hardship for those who have relied on subsidised provision in the past.  In order to both ease the costs of the transition period and to overcome political objections to the reform process it will be beneficial to consider the timing of the transition to full-cost pricing.  The implementation of a small tax or charge on an environmental problem followed by automatic growth in the rate while detailed discussions about the appropriate size of the charge take place will ensure that not only will environmental benefits arise much more quickly, but also that firms will have a much longer period over which to either implement reforms in the production process or pursue opportunities in new markets

7) Perverse policy 

While discussion of optimal policies for the transport sector is important, it is essential to realise that perverse policies, that is policies which actually reduce the sustainability and efficiency of the transport sector, continue to be implemented, and continue to receive the support of various levels of government in Australia. Table 4 provides a list of some such policies.

Table 4  Some perverse transport policy decisions

	Provision
	Explanation

	Parking space
	Free (or reduced cost) parking space provided by employers is often not included in taxable income (benefit in kind). Similarly, parking is provided free of charge by governments during uncongested periods (suggesting that congestion is the only cost associated with road use).

	Company cars
	The use of company cars for private use is taxed concessionaly in Australia, despite the recommendation of the Ralph review of business taxation. The current cost of tax concessions to company cars is estimated to be $940 million in 2002-2003 (Treasury 2002).

	Petrol Prices
	With the implementation of the GST promises were made that petrol prices would not increase while a 10% GST was imposed on public transport.

For business users, the price of petrol fell by 9.1%

Indexation of fuel excise abolished.

	Car prices
	The 22% wholesale sales tax on cars was replaced with a 10% GST on the purchase price.


Current Commonwealth rules for fringe benefits taxation (FBT) also provide incentives for excessive road travel, while providing no incentives for employer-provided public transport.  Further, the current design of the FBT system provides few incentives to purchase fuel-efficient vehicles because the purchaser often has no responsibility for vehicle running costs.  This has major implications for the characteristics of the entire Australian fleet because company vehicle purchases make up the bulk of new car sales (up to 60 per cent, SECITA 2000, p. 224) and these are then on-sold.  

One of the most perverse incentives, however, is provided by the statutory formula method of calculating FBT for vehicles.  Under this method, the taxable value for FBT purposes is based on the value of the vehicle multiplied by a statutory tax rate.  This taxable value is then ‘grossed up’ and it is to this amount that the FBT tax rate (of 48.5 per cent) is applied.  The statutory percentage used to determine the taxable value of the vehicle decreases with increasing vehicle travel distance (see ATO 2000).  Table 9 provides an illustration of FBT payable for a vehicle worth $30,000 that is available for private use 100 per cent of the year. 

There is anecdotal evidence that employers will remind staff with company vehicles to clock up additional kilometres (sometimes known as the ‘March Rally’) in order to reach the next threshold, thereby reducing FBT (SECITA 2000, p. 224).  Even in an extreme case where an additional 10,000 km is travelled (to bring total travel from 15,000 to 25,000 km), the cost of additional fuel and maintenance is likely to be 

Table 9  Fringe benefits tax on vehicles

	Distance
	Statutory
rate
	Taxable value on
$30,000 vehicle
	Grossed-up value
	FBT
payable

	Up to 15,000 km
	26%
	$7,800
	$15,146
	$7,345

	15,000 km to 24,999 km
	20%
	$6,000
	$11,650
	$5,650

	25,000 km to 40,000 km
	11%
	$3,300
	$6,408
	$3,108

	Above 40,000 km
	7%
	$2,100
	$4,078
	$1,978


Source: ATO 2000

around $1,000 less than the reduction in FBT.  Accordingly, the statutory method provides an incentive for excessive travel, and the further a car travels, the less attractive alternative forms of travel become.  

An employer is also able to provide each employee with up to around $1,300 per annum in tax-free car-parking benefits.  Parking up to a cost of $5.46 per day is not classified as a fringe benefit, and is accordingly tax-free.  Public transport receives no equivalent treatment.
Impact of the ANTS tax reform package

Tax reform introduced a number of other important changes to taxes on transport in Australia.  Of particular relevance to the environmental impact were the following changes.

· Reductions in the rates of fuel excise resulting in a 9.1 per cent fall in the price of petrol and diesel for all business vehicles.

· The abolition of the 22 per cent wholesale sales tax on cars, and the introduction of the 10 per cent GST on the purchase price of new cars was expected to result in a reduction in the price of new vehicles for business users of 16.6 per cent and 8.3 per cent for final consumers (Turton and Hamilton 1998).

· The extension of a full rebate under the Diesel Fuel Rebate Scheme to existing eligible activities (such as forestry and fishing) that had received only a partial rebate in the past.

· The extension of the Diesel Fuel Rebate Scheme to additional activities that had not previously received any rebate, including the use of diesel fuel in railways and for maritime purposes.

· The imposition of a 10 per cent GST on public transport.

It should be noted that the tax reform resulted in no change to one of the more anomalous aspects of transport taxation in Australia.  The majority of four-wheel drive vehicles continue to taxed at the concessional rate of 5 per cent import duty while passenger vehicles incur a 15 per cent duty.

In addition to providing yet another perverse incentive to purchase an inefficient form of transport, the lost revenue to the Government is estimated to be more than $190 million dollars per annum.

The estimate of lost revenue was based on information from the then Minister for Industry, Senator Minchin. Senator Minchin tabled in Parliament. It confirmed that 83,254 new four wheel drive and off road vehicles entered Australia in the year 2000 with a combined customs value of $2,194.6 million. Within this group, 70,228 vehicles were entered as goods-carrying vehicles, at a 5 per cent rate of duty, generating an estimated $95.1 million in duty revenue, based on a customs value of $1,900.9 million. The remaining 13,026 vehicles were entered as passenger motor vehicles, at a 15 per cent rate of duty, generating an estimated $44.1 million in tariff revenue, based on a customs value of $293.7 million. 

Assuming purchase decisions and pricing were not affected, applying a rate of 15 per cent to all four wheel drive and off road vehicles entered in the year 2000 would have generated a further $190.1 million tariff revenue.
8) Conclusions

Transport imposes significant social costs, in the form of accidents, air and noise pollution, greenhouse gas emissions, loss of amenity for other road users and pedestrians, opportunity cost of land used for transport and damage to wildlife.  Congestion also imposes major social costs, consuming valuable productive time.  The financial subsidy to road transport is estimated to be up to $20 billion per annum, excluding the cost of greenhouse gas emissions.  The current system of vehicle and travel charges is inefficient and leaves major externalities unpriced, leading to a general overconsumption of travel.  Further, different transport modes do not receive similar treatment, with rail-based transport covering a larger proportion of its total costs, compared to road-based transport. Consequently, all evidence suggests that there is overconsumption of road transport. 

Recent changes to the tax system in Australia have exacerbated inequities in transport pricing, while existing tax regimes, such as that for fringe benefits, include direct incentives for additional travel. The proposals in this paper to encourage a shift to more fuel-efficient forms of private transport should be considered in the context of a wider transport policy that also includes measures to encourage greater development and use of public transport.

In the last 20 years there has been much discussion of the need to use economic policy instruments to improve the sustainability of the transport system. Over the same period, policies which represent a significant step backwards, such as the abolition of fuel excise indexation, imposing a 10 per cent tax on public transport and lowering the cost of fuel for business users have been implemented. The question for policy makers is not ‘what should be done?’ but ‘why hasn’t it been done?’.
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� See, for example, Tisdell 1982.


� For an overview, see Hamilton, Schlegelmilch, Hoerner and Milne 2000


�  See for example Norregaard and Reppelin-Hill (2000), Norregaard and Reppelin-Hill (2001), McMorran and Levin (1993).


�  World Bank 1996, 1999, 2000a, 2000b


� None of the studies include estimates of the loss of amenity values due to road construction. Given the intensity of community opposition to certain road proposals (such as the proposed freeway through koala habitat in Southeast Queensland that is widely believed to have caused the Goss Labor Government to lose office), the amenity costs could be substantial.


� This has a number of other benefits including: eliminating any financial advantage from failing to register or obtain third-party insurance; and, charging insurance on a more equitable basis.


� The suggestion has been made by Frank Muller, NSW Cabinet Office.


� The Weekend Australian, 16-17 February 2002


� This has been suggested by Fiona Wain of Environment Business Australia.
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