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Research Question

ADo men and women in similar economic circumstances claim
different amounts of deductions on their tax return (main focus of
paper)?

AHow large is this difference? (About 12%)
AHow robust is this difference to different specifications?
AWhich types of deductions are the largest contributors?

AANd if so, what is driving thififference? (Lesser focus of paper, some
guestions left unanswered with this research design.)



Overview of presentation/paper

Alntroduction to the Australian tax system.

ATypes of deductions.
A2 per cent sample file of tax returns.

AVisual representation of the main results.
AOaxacaBlinder Decompositions.

ADifferent specifications. (Not discussed today)
AFamily tax planning.
A Different types of income.

ADiNardq Fortin and_emieux Decomposition. (Not discussed today)



Data

AATO 2 per cent sample of personal income tax returns
AData for 2013/14
A 257,639 unique records

AData on:
Alncome
AEach type of deduction
APartner status
AAge
AOccupation (at the one digit level).
AWhether filed with a tax agent
APartner income



Raw Differences
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Are women less likely to claim deductions?
Supporting evidence

ARandomised dzZRAGa FAYR YSY INBE Y2NB f
than women Klevenet al. (2011)Paetzoldand Winner (2014)).
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opposed, and this was the case in the vast majority of countries
(McGee 2014).

AA variety of possible explanations of the gender pay gap are also
relevant in this setting:
AMen take weaker stances on ethical behavior (Glover et al. (1997)).
AAre less risk averg€rosomand Gneezy(2009),Eckeland Grossmai2008)).
AGenerally more likely to commit crin{&chwartz an®effenmeiei2008).



Graphical representations
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Other WRE Dividend Deduction

$2,000 $3,000
. $2,500 5
$1,500 - .
w e’ ® $2,000
oo .
$1,000 > $1,500
51,000
S500 ° °
$500
s ® °
$0 S0 commmmes®
SO $100,000 $200,000 $300,000 $400,000 $500,000 S$600,000 S0 S$100,000 $200,000 S300,000 S$400,000 S$500,000 S600,000
Gross Taxable Income Gross Taxable INcome
e Men - Other WRE e Women - Other WRE e Men- Dividend Deduction e Women - Dividend Deduction
Interest Deduction Charitable Donations
$1,400 $4,500 .
$1,200 . 54,000
53,500
$1,000 $3,000 ¢
$800 $2,500
2,000
$600 . < 21,500
400 !
’ . $1,000 o
200 . °
S ® e $500 : ﬁ..° [
50 P et S0
SO $100,000 S$200,000 $300,000 S$400,000 S$S500,000 S$600,000 SO $100,000 $200,000 S$300,000 S$400,000 S$500,000 $600,000
Gross Taxable Income Gross Taxable Income

e Men - Interest Deduction e Women - Interest Deduction e Men - Gift Amount  ® Women - Gift Amount



Non-Employer Superannuation Cost of Tax Affairs
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OaxacaBlinder

ADecomposition technique based &linder (1973) and Oaxaca (1973
AC KAA LI LISNJ dzaSE20U RS REBODYLEIR ERONE Y2
ARun two separate regressions for men and women:

ALnDeductiop=/ 2 y & U |; lyi(@GrodsTaxabledncome)b , Occupationb ;Age +
I ,PartnerStatusb ;LodgmentMethod +¥,

AThen, combine the X variables of the women andithe 2 F G KS YS
how much of the gap between men and women is explained by the
different X characteristics. The rest is an unexplained gap.

A Difference 3 ,(Xy-X) + X{( - P

GSELJ | AYSRE b Gdzy SELX I AYSRE



OaxacaBlinder Main Specification Total WRE Total Deduction Amount

Totaldifference (log percentage points)
Explained
Unexplained

Explained by:
Ln(Total Income)

Occupation
Lodgment method
Age Range
Partner Status

Number of observations

52.0
(1.4)

33.8
(1.2)

18.2
(1.1)

19.3
(0.3)

11.9
(1.0)

2.3
(0.1)

0.2
(0.1)

0.0
(0.0)

257,639

57.1
(1.2)

45.5
(1.0)

11.6
(1.1)

33.8
(0.5)

7.9
(0.7)

3.3
(0.1)

0.0
(0.1)

0.3
(0.0)

257,639
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Aggregates
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Difference
(percentage points)

52.0
57.1

43.9
22.3
49.0
-3.0
47.0
3.2
0.7
-10.7
5.5
43.6
32.1

Explained
(percentage points)

33.8
45.5

27.0
10.0
42.2
-0.7
24.7
0.8
0.6
4.6
7.3
26.1
8.9

Unexplained (percentage
points)

18.2
11.6

16.9
12.3
6.8
-2.3
22.4
2.3
0.1
-15.3
-1.8
17.6

23.1
15



Summary of the rest of the paper

AFamily tax planning

ADifferent sources of income

ADFL decomposition

ANegative gearing

AFringe benefit taxation exemptions



Thank You



Family tax planningincome shifting

AThrough this analysis, individuals are treated as
iIndependent, but in reality many couples will file taxes in a
coordinated manner.

ASome deductions are transferrable between family members. For
Instance charitable donations.

AThere is an incentive to claim a deduction against the income of
the person with the higher marginal tax rate.

ATo the extent that men are more likely to be in a higher tax bracket
than their partner, this may be the cause of an observed gender
deduction gap.




Just look at singles?

A2 KSYy 2dzad ft221Ay3 G aay3atsaz
for Total Work Related Expenses (3.1 per cent), and negative for Total
Deductions 6.0 per cent)

AHowever, it could just be that single men and single women are more similar
than men and women generally.



Including whether your partner pays a higher
tax rate In the regression

AHnmokmn GFE NBO2NRa& AyOf dzRS
AUse this to construct a variable of whether you are in a higher tax
bracket, same tax bracket and lower tax bracket.

AAdd this to the baseline model:

ALnDedl' / 2 y & {iLh @rdss Taxablacomeb , Occupation+
I ;Ageb ,Partnerstatusb LodgmentMethod +
I « (Higher taxbracket) + , (lower taxbracket) +&.

AExcludes singles from regression



Difference Explained Unexplained Explained by

(log based being in a

percentage) different tax
57.1 46.8 10.3 1.9
43.9 22.4 21.5 6.8
22.3 12.0 10.2 2.5
49.0 48.7 0.3 7.5
3.0 2.0 10 15

Other WRE 47.0 35.1 11.9 12.7

3.2 0.1 3.0 0.8
0.7 0.0 0.7 08
-10.7 12.5 -23.2 9.5
5.5 24 3.1 57
43.6 36.7 6.9 13.0
32.1 8.9 23.1 0.0
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Income source

ADoes the different composition of income between men and women

effect the results?

AUse wage and salary income in the Oaxaca framework.

ARemove groups that might have a strong influence on the results such as:
AtK2aS gAGK OSNEBR KAIK aOzad 2F GFE FFFF AN
A Those with high business income.
AtK238S 6A0K KAIK G20KSNI AyO02YSé¢ 61 LINRES@
A Those with a high unearned income.
A Those outside of the 260 age range.

Alnclude the proportion of different income types in the regression.



Income Composition by Gender
b Menl Women|  Differencel p value (difference = g

Salary/wage amount

Allowances amount

Employment termination payments taxable component
Gross interest amount

Government pensions or allowances amount
Unfranked dividends

Franked dividends (not including the credit)

Dividends franking credit

Net rental income

Net farm management deposits

Net primary production business income

Net nonprimary production business income

Net capital gains

Australian annuity or superannuation income streantaxed

Australian annuity or superannuation income streanuntaxed

Other net foreign source income

Other income not separately listedegtotal income less listed
income

Net partnership and trusts primary production distributions
Net partnership and trusts nosprimary production distributions

71.3%
1.4%
0.3%
2.6%
3.9%
0.2%
2.4%
1.1%
1.8%
0.0%
0.2%
5.7%
0.7%

0.3%

1.2%
0.1%

2.8%
0.6%
5.0%

71.0%
0.8%
0.1%
4.5%
5.4%
0.2%
3.1%
1.4%
2.4%
0.0%
0.1%
2.8%
0.8%

0.3%

0.7%
0.2%

2.3%
0.5%
5.2%

0.3%
0.6%
0.2%
-1.9%
-1.6%
0.0%
-0.6%
-0.3%
-0.5%
0.0%
0.1%
2.9%
-0.1%

0.0%

0.5%
0.0%

0.5%
0.1%
-0.2%

0.063
0.000
0.000
0.000
0.000
0.002
0.000
0.000
0.000
0.002
0.000
0.000
0.000

0.899

0.000
0.004

0.000
0.001

,-0.002



Using wage and salary income to predict total deduction

. lTotaawrRE ____ |TotalDeductons
Percentage point difference 52.0 57.1
Age 2.5 4.1
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n (men)

n (women)

Percentage point
difference

Unexplainec

Explained by
Ln(Total Income

m
X
=2
)
D
O

Occupatio
Age

Lodgment
Method
Partner Status

Baselin

Removing the

(from| KA IKS 3

section3) 2 ¥

134961
123812
57.1

45.5
11.6

33.8

7.9
0.1

3.3

0.3

01 E

132693
122377
55.3

44.2
11.1

32.7

8.1
0.0

3.1

0.3

Excluding

117962
112056
68.4

54.8
13.6

37.3

13.9
-0.1

3.3

0.3

Excluding

126446
118402
55.2

45.9
9.3

34.6

8.1
0.0

3.1

0.2

Only
including
prime age

94618
86834
64.4

43.5
20.9

38.5

2.3
0.0

3.0

0.2

Excluding &
high
unearned
income

121069
106799
50.3

38.1
12.2

31.8

2.7
0.4

3.2

0.1

Removing al
groups

88230
83872
65.2

57.0
8.2

40.9

13.3
0.1

2.8
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Including types of income In the decomposition

AAdd a vector of variables with proportions of income earned
from each source:
ALnDedl' / 2y & {Lh @rdss Eaxablacomeb , Occupation+
I ;Ageb ,Partnerstatusb LodgmentMethod +
- Prop +5%,

AThis is equivalent to estimating a model in which each type
of iIncome has a different proportion of deductions
associated with It.



Results with proportions of iIncome types

_ Total WRE Total WRE  Total Deductions Total Deductio
Yes No Yes No

Includes income

Percentage poin 52.0 52.0 57.1 57.1
36.0 33.8 47.8 45.5
16.0 18.2 9.3 11.6
18.7 19.3 345 33.8
12.6 11.9 8.5 7.9
0.3 2.3 0.1 3.3
2.7 0.2 3.4 0.0
0.0 0.0 0.3 0.3
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DFL DiNardg Fortin and Lemieux)

AAN extension of the Oaxadlinder approach

ACreates a counterfactual density rather than a counterfactual
mean

ACreate a counterfactual distribution of females with the
same observable characteristics as men.

AGive higher weights to women who work in male dominated
iIndustries such as Machinery Operators and Drivers.

AGive smaller weights to women who work in female dominated
iIndustries such as Community and Personal Service Workers



Estimating weights

Ar (&)

Aln order to generate these probabilities, both the numerator and
denominator are expanded using Bayes rige

A0 @ "0Q¢ QQb Q} 0 Q , )8

: ( 7
AT @ — 7

AWhere the probabilities are obtained with a logit estimation that predicts
gender using covariates (X) (but not level of deduction).

A The logit predicts gender with L&yoss Income, Occupation, Age, Partner Status,
Lodgment Method, and a dummy for having zercome.



Gross Taxable Income
Proportion with Zero Income
Proportion with partner
Managers

Professionals

Technicians and Trades Workers

Community and Personal Service

Workers

Clerical and Administrative
Workers

Sales workers

Machinery operators and drivers
Labourers

Consultants, apprentices and No
Specified

Occupation not listed/ specified

71556.48

0.46%
56.29%
11.49%
14.37%
15.21%

4.72%

4.93%
4.14%
8.41%
10.35%
7.12%

19.26%

0.58%
54.62%
7.70%
19.61%
2.51%

11.53%
18.56%
8.17%
0.54%
5.24%
7.66%

18.48%

Men Women Women
(With DFL weights)

48275.14

65495.9
0.48%
54.04%
11.35%
14.19%
14.10%

4.72%

4.97%

4.16%
8.19%
9.86%
7.15%

21.31%
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DFLc Total Work Related Expenses




DFLc Total Deductions




What can we conclude?

AOn average, men claim more deductlons than women, and thA 5
R)\TTSNJSYOS OI)/Qu 0 S SELJfI)\ySR O
occupations

AThisis true across various categoriesdefductions.
AThis finding is robust to a wide variety of specifications.
AEquivalent to around $240 in deduction or around $75 in take home income.

AHoweverwhile this paper has looked at some potential explanations
for this difference, further research is required to determine the
relative importance of these factors.



What can we do (policy options)?

AThe correct response depends on what is causing the difference
Alf it is a story of information, then providing this information may help.

Alf deductions are allowed for items used commonly by men, but not for
similar items used by women, then the correct response is to change
the tax code (either allowing items for women or disallowing items
used by men).

Alf men are more willing to risk audit, then the tax office, should include
gender in the process of determining who to audit.

AAutomating more parts of the tax system could be useful.



Additional assorted slides



Results for different years

Total WRE Difference| Explained (percentagq Unexplained Total Deduction Explained (percentagq Unexplained
(percentage points) | points) (percentage points) | Difference points) (percentage points)
(percentage points)
2013/14 52.0 33.8 18.2 57.1 45.5 11.6
(1.4) 1.2) (1.2) (1.2) (1.0) (1.2)
2012/13 53.8 34.7 19.1 58.9 45.4 13.5
(1.4) 1.2) (1.1) (1.2) (1.0 (1.2)
2011/12 55.8 32.7 23.1 59.5 42.9 16.6
(1.3) 1.2) (1.1) (1.2) (0.9 (1.2)
2010/11 62.0 52.6 9.3 67.6 65.5 2.2
(1.9) a.7) (1.8) 1.7) (1.5) 1.7)
2009/10 57.9 49.2 8.7 61.9 62.9 -1.0
(1.9) .7) (1.8) 1.7) (1.5) .7)
2008/09 62.5 54.0 8.5 67.4 65.9 14
(1.9) a.7) (1.8) 1.7) (1.5) .7)
2007/08 60.4 50.0 10.4 63.6 60.6 3.0
(1.8) .7) (1.8) 1.7) (1.5) a.7)
2006/07 63.7 55.2 8.5 68.4 70.4 -2.0
(1.9) (1.8) (1.9) (1.8) (1.6) (1.9)
2005/06 67.2 61.5 5.6 69.4 77.1 1.7
(2.0 (1.8) (2.9) (1.8) 1.7) 2.9
2004/05 71.6 66.8 4.8 76.3 83.1 -6.7
(2.0 (1.9) (2.0) (1.8) 1.7) (2.9
2003/04 68.7 62.7 6.0 74.4 78.0 -3.5
(2.0 (1.9 (2.0) (1.8) (1.8) (2.0



Estimates for WRE with different groups

excluded

Baseline (from
section 3)

134961
123812
Percentage point difference 52.0
(2.4)
Explained 33.8
2.2)
Unexplained 18.2
(2.2)
Explained by
Log (Total Income 19.3
(0.3)
Occupation 11.9
(2.0)
Age 2.3
(0.2)
Lodgment Method 1.2
(0.1)
Partner Status 0.0
(0.0)

Excluding the
KAIKSad a
FFFI

132693
122377
51.9
(1.4)
33.9
(1.2)

17.9
(1.1)

19.4
(0.4)

12.1
(1.0
2.2
(0.1)
0.2
0.1)

0.0
(0.0)

Excluding hig
a 0 dza
Ay o2

117962
112056
745
(1.4)
54.4
(1.1)

20.0
(1.2)

25.9
(0.4)

25.8
(0.9)
0.1
(0.2)
2.5
0.2)

0.1
(0.0)

Excluding hig
G23KSNJ

126446
118402
52.0
(1.4)

35.0
(1.2)

16.9
(1.2)

20.8
(0.4)

11.8
(1.0
0.2
(0.1)
2.2
0.1)

0.0
(0.0)

workers

94618
86834
56.1
(1.5)
31.1
(1.3)

25.0
(1.4)

24.9
(0.5)

3.5
(1.2)
0.5
(0.1)
2.3
(0.2)
0.1
(0.0)

121069
106799
415
(1.4)
23.7
(1.1)

17.7
(1.2)

21.2
(0.4)

0.1
(1.0
0.0
(0.2)
2.6
0.1)

0.0
(0.0)

88230
83872
72.2
(1.4)
61.2
(2.1)

11.0
(1.4

38.6
(0.6)

19.3
(0.8)
0.7
(0.1)
2.6
(0.2)
0.1
(0.0)
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Total Deductions: Managers Total Deductions: Technicians and Trade
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® Men - Managers ~ ® Women - Managers e Women - Technicians and Trade Workers
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$25,000 Workers
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Total Deductions: Clerical and
Administrative workers

512,000
$10,000

58,000

54,000

‘ $100,000 - $300,000 $400,000 $500,000

e Men - Clerical/Admin Women - Clerical/Admin

Total Deductions: Sales Workers

$18,000
$16,000
$14,000
512,000
510,000

58,000

-100,000S150,DOO5200,00-300,0005350,000

e Men - Sales Women - Sales
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