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30 January 2026 

Dear Sir/Madam 
 

BDO 2026-27 Pre Budget Submission 

BDO refers to the invitation by the Assistant Treasurer and Minister for Financial Services, to submit 
ideas and priorities for the 2026-27 Federal budget. BDO welcomes the opportunity to lodge a 
submission containing the firm’s views in this regard. 

The Australian economy is coming out of a period of reduced economic activity as a result of the 
worldwide Covid pandemic. The economy is starting to rebuild but it is still dealing with the low 
productivity, disruptions to production pipelines, higher costs for housing, energy and food. These 
issues require a wide range of measures to bring the Australian economy back into the pre pandemic 
position. One of these measures is to improve the Federal Government’s Budget position to ensure 
spending efficiency and improving the function of the tax system.  

We refer to the recently released OECD Economic Survey for Australia, which clearly identifies the 
measures the OECD believes Australia needs to take to continue the improvement of its fiscal position. 
We note that many of the tax recommendations the OECD makes in its survey echo some of the issues 
BDO has highlighted in BDO Pre-budget Submissions over recent years and the BDO submission to the 
Productivity Commission in July 2025. 

In this submission we include references to some of the OECD comments and recommendations and 
how they tie in with BDO’s suggestions for the upcoming Federal Budget. 

Please see the Appendix for details of the submission. Should you have any questions or wish to discuss 
any of the comments made in our submission, please do not hesitate to contact me on 02 9240 9736 or 
via email (lance.cunningham@bdo.com.au). 
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Appendix 
Ongoing Review of the Tax System 

 
In previous Pre Budget submissions BDO has recommended there should be an ongoing consideration of 
tax reform by the establishment of an independent ‘Tax Reform Commission’ to ensure that tax reform 
remains an ongoing process. The OECD has echoed this suggestion in its recent Economic Survey for 
Australia, where it recommends: “Australia could consider commissioning a new review to provide 
updated expert advice on the options to reform the tax system, reflecting current circumstances and 
the latest evidence, or set up a process of tax reviews to provide advice on a regular basis, as is done 
in Ireland.” 1 
 
BDO recommends the Tax Reform Commission could incorporate the Board of Tax’s role but having a 
wider remit covering both Federal and State taxes.  There should also be a statutory requirement on 
Federal and State Governments to document and publicly publish, within a reasonable timeframe, their 
consideration of the Commission’s recommendations and reasons for accepting or rejecting the 
recommendations. 
 
Tax Mix 

Individual income tax and GST 

The OECD points out that the Australian Tax System is heavily reliant on labour taxes while making less 
use of more efficient consumption, property and environmental taxes 2.  
The OECD recommends to  

 Broaden the base of the Goods and Services Tax by reducing exemptions and consider 
increasing the  GST rate  

 while at the same time reducing reliance on taxes on labour  
 index income tax thresholds to reduce the risk of additional increases in the income tax 

burden.  
 reduce superannuation tax concessions for high-income, high superannuation-balance 

individuals3 
 
Following on from the OECD comments, BDO recommends the Government consider the following 
changes to the tax system: 
 

 Increase the GST rate to 15% 
 Broaden the scope of the GST reducing the number of exemptions - this would have the added 

advantage of reducing the complexity and administration costs of the GST system 
 Reduce the income tax rates  

 
1 OECD Economic Survey for Australia 2026, pages: 11, 40, 68 
2 OECD Economic Survey for Australia 2026, pages: 11, 37, 68 
3 OECD Economic Survey for Australia 2026, page:68 
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 Provide compensation to low income individuals through the income tax and/or social security 
system to offset the burden of increased GST 

 Index the Income tax thresholds 
 
Corporate Income Tax 

The OECD points out that Australia is much more reliant on corporate income tax than many OECD 
countries. It attributes this partially to relatively high corporate tax rates in Australia 4.  
 
The OECD comments that economies featuring high corporate tax rates “are generally found to have 
the largest negative growth impacts, discouraging investment and innovation”. It also points out that 
Australia has tended to under-tax resource rents, but it implies that the higher corporate tax rate 
tends to compensate the government for the lower taxes on resource rents.  However it also has the 
effect of the rest of the corporate taxpayers operating in Australia having to pay the higher corporate 
taxes. The OECD recommends that “Enhanced taxation of resource rents could be combined with a 
reduction in the headline rate of corporate income tax, shifting some of the tax burden from mobile 
capital to immobile, land-based assets.”5   
 
The OECD identified Norway as an example of an OECD country that has been successful in capturing a 
greater share of resource rents while maintaining a profitable resource sector. 
 
BDO recommends: 
 

 Reduce the corporate tax rate from the current two tiered rate of 25%/30% to  single rate of 
20% for all taxable corporate tax entities. This rate would be closer to the OECD average of 
21.1%. It would also make Australian tax rates more internationally competitive and simplify 
the current two tiered system 

 With the reduction of corporate tax rate it would make the imposition of a Resource Rent Tax 
easier for the Government to justify  

 
Superannuation 

The OECD has recommended to “reduce superannuation tax concessions for high-income, high-balance 
individuals” 6 it also recommends reducing the pre-tax contributions tax from $30,000 to $20,0007.  

BDO is of the opinion that the recent changes in ‘The Better Targeted Superannuation Concessions 
measure’ from 1July 2026 that increased the tax payable by superannuation funds with more than $3 
million balances are sufficient changes to restrict the ability for the superannuation system to be used 
as a wealth creating and transfer mechanism.  

BDO also does not support the reduction of the pre-tax contributions cap, and in fact there is good 
justification for increasing the cap to $50,000, particularly for individuals with low superannuation 

 
4 OECD Economic Survey for Australia 2026, page: 38 
5 OECD Economic Survey for Australia 2026, page: 38 
6 OECD Economic Survey for Australia 2026, page: 68 
7 OECD Economic Survey for Australia 2026, page: 33 
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balances or approaching retirement. Presently, Division 293 increases the tax rate for concessional 
superannuation contributions to 30%, doubling the rate of tax payable on contributions by higher 
income earners.  

 

Housing Affordability 

The OECD has found the “Favourable tax treatment of housing and subsidy schemes add to demand, 
which ultimately increases property prices. Stamp duties (imposed at the state level) are high while 
recurrent taxes are relatively low and buy-to-let is favourably taxed.” 8.  

The OECD recommends the following to help with housing affordability: 

 Replace stamp duty with a recurrent land tax 9 
 Remove first home buyer concessions 10 
 Remove capital gains tax concessions and negative gearing concessions to help mitigate upward 

pressure on house prices11 

The justification of replacing stamp duty with land tax is that stamp duties make it costly to move 
house, impeding labour mobility, and disincentivising downsizing by older homeowners. 

The first home buyer concessions can be counterproductive. While they reduce the price for the 
individuals receiving the concession, they put upward pressure on house prices and rents generally. 

The removal of capital gains tax concessions and negative gearing concessions are not discussed in 
detail in the OECD survey and merits a more nuanced discussion as below.  

 

Promoting productive investment in new housing  

The dramatic increase in housing costs (both owner occupied and rental) in Australia, particularly over 
the last 10 - 15years, is one of the largest causes of financial stress for many Australian households. 
The increase in housing costs is due predominantly to not enough new housing being built over this 
period. Both the Federal Government and state governments need to do more to combat this problem, 
including by considering how the changes to the tax systems can assist.     

One of the important effects of the dramatic increase in housing prices is that a large majority of the 
increase in housing costs is being funnelled into the unproductive increase in the value of the existing 
housing stock. Most of the increase in the value of existing housing is unproductive because it does not 
provide any increased amenity for the resident or the economy more generally (unless the increase in 
value is the result of the property being improved).  

The dramatic increase in housing costs has meant increases in household income of owner occupiers 
(including due to increased productivity) over this period has been used to fund this increase in housing 

 
8 OECD Economic Survey for Australia 2026, page: 15 
9 OECD Economic Survey for Australia 2026, page: 15 
10OECD Economic Survey for Australia 2026, page: 52 
11OECD Economic Survey for Australia 2026, page: 52 
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costs.  In other words much of the increase in productivity by the workforce has been funnelled into 
unproductive increases in existing housing prices over this period.  

The government could consider how the taxation system can encourage the increase in the supply of 
new housing. One method that has the potential to do this is allow negative gearing for newly built 
residential properties but not for acquisitions of existing residential properties.  This would ensure the 
property investors would be encouraged into purchasing productive new residential property 
investments instead of unproductive existing residential property investments.  This should result an 
increase in supply of housing resulting in lower increases in house prices. 

However, this proposal should only be introduced on a prospective basis, so it does not affect existing 
residential property investments. 

 

Increase Proportion of Owner Occupier Residential Housing 

The proportion of owner occupier residential housing has been decreasing as a proportion of the total 
residential housing stock.  

This has resulted in a lower proportion of the Australian population owning their own home. Unless 
they can afford to buy a home and pay off the mortgage before they retire, they will need to use a 
greater proportion of their retirement income on housing costs than a home owning retiree would 
require. This is likely to mean a greater proportion of retires would require the assistance of the 
Government age pension. Therefore solving the worsening housing affordability crisis can also be seen 
as solving problem for future funding of the Government pension.    

One of the factors that has promoted this trend to more investor owned residential properties has been 
the introduction of the CGT 50% discount for individuals and the CGT 33% discount for superannuation 
funds, which has generally benefited investor owned residential properties. An option for the 
Government to consider to increase owner occupied housing is to replace the CGT Discount with the 
reintroduction of CGT cost base indexing, which applied before the introduction of the CGT discount.     

 
Environmental taxes 

The OECD note that Motor fuel taxes in Australia are lower than many OECD countries and well below 
European levels and that raising fuel taxes would contribute to climate change objectives as well as an 
efficient revenue rising method for the Government.12 The higher fuel taxes would encourage the take 
up of electric and other less carbon emitting vehicles. This would result in overtime a reduction on the 
tax take from these fuel taxes and eventually it will require the introduction of road user charging. 
Some countries have already introduced efficient technological mechanisms to track road usage, and 
these mechanisms are likely to become more efficient over time.  

 

 
12 OECD Economic Survey for Australia 2026, pages 39, 40, 60, 68 
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Compliance Costs for Significant Global Entities (SGE) 

From our experience the compliance costs for SGE’s operating in Australia are disproportionately 
higher than in other OECD countries.  This is exacerbated by the exorbitantly high potential penalty 
rates for even making a minor mistake.  These compliance costs and potential high penalties have been 
described by clients as a barrier to starting or continuing in business in Australia.  

BDO recommends that the Federal Government review the compliance and penalty rules for SGE’s with 
a view to seeing how these rules can be more appropriately targeted to the situations that are clearly 
inappropriate and have substantial revenue leakage for the Government.  

Alternatively, the Government should at least consider revisiting the SGE definition to exclude entities 
with less than $10 million Australian turnover. 

Many small foreign owned subsidiaries of large international groups have only a small number of staff 
who usually have limited tax knowledge and are run by local management in a similar way to locally 
owned small businesses. However, they are potentially subject to administrative penalties of 500 times 
the penalties that apply to non SGE small businesses. These potential exorbitant penalties can result in 
the business of the subsidiary in Australia closing down with the potential loss of employment and local 
supply chains for the relevant goods or services provided by the subsidiary in Australia. 

 

Research and Development 

We understand that the Expert Panel has completed its Strategic Examination of R&D and presented its 
report to Government. Whilst we welcome any changes to policy settings that will incentivise 
commercial innovation and entrepreneurship in Australia. In this regard we support the OECD Survey 
recommendation to improve the efficiency of the R&D business support programmes with the aim of 
increasing business R&D expenditure by 0.5% of GDP (from 1.9% to 2,4%) 13. However, we caution 
against changes to the R&D tax incentive without further consultation, particularly in light of global 
settings, and more pressing tax reform agenda. 

 

GST for Build to Rent arrangements 

There is a GST inconsistency for build to rent (BTR) arrangements.  While there are income tax 
concessions for these arrangements the taxpayers in these arrangements suffer from blocked GST 
credits, which has the effect of disincentivising investors into these projects.   

We recommend the Federal Government introduces new measures that allow for the recovery of GST 
credits on BTR projects. 

 
13 OECD Economic Survey for Australia 2026, pages 7, 43 
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