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It would appear that we’ll soon know whether Julia Gillard was genuine when she
said she wanted to negotiate with the mining industry over the proposed resource
super profits tax, or whether she’s simply following the political strategy Kevin
Rudd was pursuing before he was so abruptly dumped.

There are reports that Federal Cabinet is considering changes to the RSPT that
would carve out the prospective coal seam gas-fed export LNG projects in
Queensland, which would be covered by something akin to the existing
petroleum resource rent tax. The RSPT could kill the projects and the planned
tens-of-billions of investment in the new sector; under a PRRT they’d not pay a
super tax on profits for probably the best part of a decade, if not more.

Changes to the super tax treatment of the CSG projects, or exclusion of low-
value resources, or even smaller mines, would have minimal impact on the
revenue collected from a RSPT, particularly if the government abandoned the tax
credit for losses that no-one in the industry values or wants.

Therefore the government could appear to make very major concessions to the
industry with minimal impact on the revenue the tax raises — indeed it might raise
more than the $9 billion a year it is expected to generate without the transferable
tax credit scheme.

Gillard could even raise the controversial uplift factor in the tax from the
government bond rate of less than 6 per cent to the 11 per cent or so in the
PRRT without making any real concession to the miners who will pay the
overwhelming majority of the tax; the big mining houses with long-established
mines and the iron ore and export-coal producers, in particular.

That would, however, be a highly political strategy — it was the strategy being
developed by Kevin Rudd and Wayne Swan before Gillard displaced Rudd. It
was designed to fragment the hitherto united industry opposition to the RSPT,
isolating BHP Billiton, Rio Tinto, Xstrata and the other big miners and enabling



the government to portray them as obdurate and greedy and absolutely
committed to not paying a "fairer" share of tax.

The mining industry campaign would lose a lot of its potency if the industry’s
solidarity was broken and it was being prosecuted only by a relative handful of
the biggest players.

A politically driven strategy would, however, also be a breach of Gillard’s promise
to negotiate in good faith. The industry gave her the benefit of the doubt when it
froze its campaign.

If she is genuine, and is genuinely concerned about the long-term best interests
of the economy, rather than the short-term funding of Rudd and Swan’s planned
pre-election spending spree — and the bigger miners appear to believe that she
might be (while worrying about the influence of Swan and Treasury) — then the
tax needs to be completely re-thought.

The headline rate of 40 per cent needs to be significantly reduced and the up-lift
factor significantly increased and applied, not to the written-down book values of
the mines, but to something approximating their current value to abandon the
retrospectivity of the proposed tax. A re-thought tax also ought to discriminate
between different types of resources and their different margin and capital
expenditure profiles.

The Australian miners do compete in global markets and there is global
competition for their capital. The long-term national interest dictates that any
changes to the tax regime don’t undermine their competitiveness or divert capital
to competing jurisdictions.

If Gillard includes the big miners in her negotiated responses to the exposed
issues with the RSPT she will have demonstrated that she was being genuine
when she identified the need to negotiate rather than consult with the industry as
one of her earliest and most urgent priorities.

That might mean junking Swan’s budget strategy and the projected spending
paid for by the tax; which won'’t reflect well on Swan, but that’s a "price" worth
paying to clear the way for a new tax on genuine super profits (rather than a
super tax on normal profits) that doesn’t damage the sector and Australia’s
reputation as a stable place for investment.



