PETROLEUM AND MINERAL RESOURCE RENT TAXES: COULD THESE TAXATION
PRINCIPLES HAVE A WIDER APPLICATION?
JOHN MCLAREN
The Australian Government introduced a Petroleum Resource Rent Tax
(PRRT) on offshore oil and gas deposits in 1984 and since then it has
raised in excess of an additional $1 billion a year in revenue over and
above the normal company tax on income. The Australian Government
has introduced a Mineral Resource Rent Tax (MRRT) on iron ore, coal
and gas from coal seams effective from 1 July 2012. The MRRT has been
met with criticism from certain mining companies and noted economists.
However, Australia currently has a budget deficit and an MRRT is being
viewed by the government as a possible solution to balancing the budget.
A Resource Rent Tax (RRT) has been used by a number of countries such
as the United Kingdom and Norway to increase government revenue from
their ‘North Sea’ oil reserves. It would appear that this type of tax has a
number of desirable attributes, especially in relation to efficiency. Is it
now time for governments to consider a wider application of a rent tax to
other industries and resources? A ‘rent tax’ being a tax on land is now an
accepted form of taxation in many western economies such as Australia,
New Zealand and the United Kingdom. There are a number of businesses
such as the airline industry, the fishing industry, the Australian funeral
industry and the timber industry that generate an economic rent due to
their dominance in a particular business sector. This paper examines a
number of those industries and contends that, due to the super profits
being generated by these businesses, governments should consider the
imposition of a rent tax.
I

INTRODUCTION

The purpose of this paper is to explore the potential for governments throughout the
world to raise revenue through the imposition of a ‘rent tax’ not only on land and nonrenewable mineral resources but also other resources such as timber, water, fish,
hydro-electricity, geothermal electricity and industries such as airports, toll-roads and
airlines. Part III of this paper will briefly describe the way in which the MRRT and
the PRRT work in imposing a tax on the ‘super’ profit from mining. However, prior
to this examination, Part II of the paper will discuss the general concept of a ‘rent tax’
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and ‘economic rent’. The terms ‘rent tax’, ‘economic rent’ and ‘resource rent tax’ are
used in this paper to describe the surplus value derived from land, resources or other
business activity that is then subject to a separate ‘rent’ tax. The original concept of
taxing ‘rent’ was developed by classical economists such as David Ricardo1 and
Adam Smith.2 The concept was subsequently adopted by Henry George in the late
nineteenth century and led the way for land tax to be levied on the unimproved value
of land in the Australian colonies.3 This section of the paper will discuss the original
philosophical basis for the taxation of the rent from land.
The use of a rent tax by governments to collect revenue has been in existence for
many years. Henry George advocated a rent tax as the main source of revenue.4 Land
tax is a form of rent tax imposed on the unimproved value of land. However, the same
system of taxation could be applied to assets devolved to beneficiaries on the death of
the owner as a form of inheritance tax. This application of the tax will be discussed
later in the paper. Could a rent tax be imposed on businesses that have a monopoly or
dominant market position together with the imposition of the income tax on
companies’ taxable income? This paper will examine the possibility of an economic
rent tax being imposed on finite resources such as geothermal electricity generation as
well as businesses that have a strong market presence in Australia and other countries.
Part IV of the paper will examine the various applications of a rent tax to the surplus
generated by the exploitation of non-renewable resources and the super profits
generated by various industries. Part V will provide concluding remarks about the
potential for governments to raise additional revenue through a rent tax and then pass
on the benefits to society by possibly reducing personal and company rates of income
tax as a direct consequence of embracing this form of taxation.
II

THE CONCEPT OF A RENT TAX

The Henry Tax Review advanced arguments for cash flow business taxes as a
replacement for business income tax and for bequest duties, both of which are
arguably further examples of the taxation of economic rents or, in the latter case at
least, of the taxation of unearned gain. This is an important part of the thinking
underpinning economic rent. Indeed, it has been argued that the Henry Tax Review
has, as one cornerstone of its vision for the Australian tax system, the taxation of
economic rents rather than income and capital. The Federal Government has adopted
one small part of such a tax, namely a minerals resource rent tax, and to date has
rejected two other aspects of such a tax – a land tax and a bequest duty. However, it
has accepted that at some time in the future it may be appropriate to look at a business
level expenditure tax or cash flow tax, i.e. a tax on the economic rents of business.
Economic rent is the return over and above the return necessary for the activity to take
place.5 For example, what does it take to get a super model to work? Linda
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Evangelista told Vogue that ‘we don’t wake up for less than $10,000 a day.’ While the
example is hardly scientific, for the purposes of exposition it is appropriate. If a
supermodel were paid anything more than that (and they are) it is economic rent. So a
Government could tax almost all of that excess without affecting a supermodel’s work
decisions at all. They would still go to work even if the economic rent tax reduced the
return to ‘just’ $10,000 a day.
The following comment from Robin Broadway and Michael Keen is a good
description of economic rent, and an argument in favour of taxing it:
Economic rent is the amount by which the payment received in return for some action –
bringing to market a barrel of oil, for instance – exceeds the minimum required for it to
be undertaken. The attraction of such rents for tax design is clear: they can be taxed at
up to (just less than) 100 percent without causing any change of behaviour, providing
the economist’s ideal of a non-distorting tax.6

The Henry Tax Review echoes this and applies the general logic of economic rent to
the specifics of minerals. The following passage provides an excellent explanation:
The finite supply of non-renewable resources allows their owners to earn above-normal
profits (economic rents) from exploitation. Rents exist where the proceeds from the sale
of resources exceed the cost of exploration and extraction, including a required rate of
return to compensate factors of production (labour and capital). In most other sectors of
the economy, the existence of economic rents would attract new firms, increasing
supply and decreasing prices and reducing the value of the rent. However, economic
rents can persist in the resource sector because of the finite supply of non-renewable
resources. These rents are referred to as resource rent.7

However, as the Henry Tax Review recognises,8 it is not just the minerals sector
which profits from economic rents. There appears no reason in logic to limit the
economic rent analysis to resources since the overriding consideration is above
normal profits. As Garnaut and Clunies Ross put it, the term ‘rent’ can be applied to
any profits of any kind of enterprise that exceed those whose prospect the investor
would have required to induce him or her to invest in the enterprise.9 For resources,
the reason for that above normal rate of return is, according to the Henry Tax Review,
the finite supply of non-renewable resources.10 Yet monopoly or oligopoly can create
the same above average rates of return11 and arguably they should be taxed in a
similar fashion. Indeed, these conditions might actually reflect something even
deeper. Economic rent arguably arises not from monopoly per se but from
monopolised property relations, i.e. private property. Thus Garnaut and Clunies Ross
say that most discussion of economic rent is about windfall profits, barriers to entry
6
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and transfer rents, but that these terms are inadequate. For them windfall profits do
not necessarily come as a surprise.12
The ‘barrier to entry’ that gives rise to what might appear to be transfer rent is the
institution of property rights itself. Exclusive property rights are necessary for the
emergence of mineral rent in the same way as they are to land rent. This is true also
of business monopolies or oligopolies. Exclusive property rights are the ultimate legal
expression of monopoly either expressly, through for example ownership of particular
property, or indirectly through the lack of competition, which elevates the particular
property rights to a level of exclusivity or near exclusivity for as long as the monopoly
exists. Thus Henry’s proposal to tax land rent is based on the idea that luck or position
increases the unimproved value of land.
The taxation of land is the taxation of rent because rent is the increment of market
gain that accrues to choice land parcels.13 The Henry Tax Review proposed a land
tax14 as part of its vision for the taxation of economic rent, in conjunction with a raft
of other taxes mainly on economic rent. It sees the unimproved capital value of land
as the surplus over and above the costs of production and adequate returns on those
costs. So at the heart of Dr Henry’s ideas about land tax is the concept of economic
rent. An unimproved land value tax does not seemingly tax the labour and capital
input into land because it arguably removes from the calculation process those inputs
into the value of land itself.
A very succinct explanation of the concept of ‘economic rent’ is contained in the
following definition provided by Professors’ Garnaut and Clunies Ross:
Economic rent is the excess of total revenue derived from some activity over the sum of
the supply prices of all capital, labour, and other ‘sacrificial’ inputs necessary to
undertake the activity… In essence, it referred to the reward that a landowner could
derive by virtue simply of being a landowner and without exerting any effort or making
any sacrifice.15

Garnaut and Clunies Ross acknowledge that this definition is based on the work of
Ricardo.16 Adam Smith also examined the concept of economic rent in his treatise
‘The Inquiry into the Wealth of Nations’ and contended that rent is an unearned
surplus, which is appropriated by the landlords through the exercise of their monopoly
power.17 Smith and Ricardo considered rent to be the unearned income obtained from
renting land to entrepreneurs who then grew crops or livestock. The entrepreneur took
the risk in buying seeds, planting the crop, harvesting the crop and finally selling the
product. The fact that the owner of the land had a monopoly and was able to extract a
rent without undertaking any activity or risk, caused political economists such as
12
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Smith to develop the theoretical concept of taxing the economic rent of the
landowner.
Similarly, a mine owner obtained a rent after capital and labour costs were deducted
from the price of the minerals that had been sold. It is also acknowledged that a tax on
the economic rent has a neutral effect on the landowner or mine owner.18 A landowner
or a mine owner would continue with their activity even though their excess profit or
economic rent was subject to tax. The costs of capital and labour are already a factor
in arriving at the economic rent.
A simple way of demonstrating the way in which economic rent is calculated is found
in the following formulation:
Economic rent = total revenue minus total economic cost19

A tax is then imposed on the amount of economic rent derived from the resource at a
specific rate. It is in effect a tax on the free cash flow from a resource project. In
determining the costs of a project, it also takes into account the ‘opportunity costs of
capital’ by incorporating an uplift factor such as a long term bond rate plus a further
component.20 For example, with the PRRT in Australia the carry forward rate for
undeducted general project costs is the long term bond rate plus 5 per cent.
It must be noted that economic rents would not persist under standard competitive
conditions.21 In other words, if other mining companies entered the market because of
the attraction of the size of the economic rent, then the rates of return and supply of
minerals would drive the commodity price down or bid up the cost of fixed assets
until economic rents were eliminated.22 The economic rent is eliminated when
commodity prices fall or the extraction costs are too high. In order to overcome this
type of problem, many of the oil producing countries formed a cartel, namely the
Organisation of the Petroleum Exporting Countries (OPEC)23 as a means of
controlling the price of crude oil.
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The rent of land, therefore, considered as the price paid for the use of the land, is
naturally a monopoly price. 24 As will be seen from the following analysis, the
imposition of a rent tax is only feasible when an industry has a monopoly over certain
resources such as land or minerals, or a dominant position in a market such as an
airport corporation in a major regional location such as Sydney or Melbourne.
The private revenue of individuals arises from three sources: rent, profit and wages.25
Smith contends that a tax upon rent of land may either be imposed according to the
location of the land or on the real rent of the land which is determined by the
improvements on the land. Land tax that was imposed in Great Britain at that time
was seen by Smith as being tax neutral and the following statement aptly summaries
this fact:
It does not reduce productivity and does not raise the price of what is produced. It does
not obstruct the industry of the people. It subjects the landlord to no other
inconvenience besides the unavoidable one of paying the tax.26

Henry George takes the concept of rent a step further by advocating that a tax on the
unimproved value of land could replace all other forms of taxation, including taxes on
labour and capital.27 However, under the Henry George model all land is owned by
the state and the land tax, based on the unimproved value, is paid to the state.28 Henry
George also recognises that a rent tax on the value of land is efficient in that it does
not lessen the incentive to produce and prevents restrictions on production.29
The land tax that was introduced in Australia in 1910 had, as its main effect, the
redistribution of large land holdings to other farmers who at that stage were precluded
from obtaining land. The rate of tax was such that it became prohibitive for absent
landholders to merely occupy land without producing income.30 In effect the
introduction of the rent tax in the classic form of a land tax achieved, to some extent,
the redistributive function of land as proposed by Henry George.31
The Commonwealth of Australia introduced a land tax with the enactment of the Land
Tax Act 1910 (Cth) and the Land Tax Assessment Act 1910 (Cth). It was contended
that the main purpose of the legislation was to control the ownership of land in
Australia and to penalise land owners who were not resident in Australia by imposing
a progressive rate of land tax on the unimproved value of land in excess of five
thousand pounds. The High Court of Australia in the case of Osborne v The
Commonwealth and George Alexander McKay32 examined the legality of the
legislation on the basis that it was not concerned with raising tax but with breaking up
large land holdings in order to promote greater agricultural pursuits and reward
24
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returning soldiers from the First World War.33 Griffith CJ acknowledged that a
consequence of the Act may have been to prevent large holdings of land but that this
did not affect the competence of the Act to impose a land tax.34

III

THE MRRT, THE PRRT AND RENT TAXES IN OTHER COUNTRIES

The Henry Tax Review examined the various options for taxing mineral and
petroleum resources. There are two versions of an RRT that are referred to in Chapter
C of the report as well as in the literature on this area of taxation. The first version is a
‘Brown Tax’, which is based on the work of the American economist, E Cary Brown
and published in 1948.35 The second version is what is known as the Garnaut and
Clunies Ross rent tax. Both versions of the rent tax are similar except the ‘Brown
Tax’ requires the state to recompense the mining company for expenses incurred in
the exploration and early production phases when there are negative cash flows. The
payment required by the state is equal to the product of the tax rate and the amount of
the negative cash flow. In other words, the mining project is paid compensation by the
state based on the losses incurred in the project up to that point. This would mean that
governments bear some of the risk of the project and this may be substantial with very
large projects that are non-productive. In some instances it may create sovereign risk
for the state. The second version, the Garnaut and Clunies Ross model, is similar
except negative cash flows are carried forward until such time as the project becomes
cash positive. In order to compensate the project, the losses are carried forward with
an uplift factor such as the long term bond rate plus a percentage. For example, under
the PRRT in Australia, the uplift factor is the long term bond rate plus 15 percent for
exploration expenditure or 5 percent for project development and operating
expenditure. The Garnaut and Clunies Ross model has been accepted by the
Australian Government and this is acknowledged in the MRRT Explanatory
Memorandum.36
The final raft of legislation creating the MRRT and amending the PRRT was
introduced into Parliament on 2 November 2011.37 The object of the Minerals
Resource Rent Tax Act 2012 (Cth) is stated in section 1-10 as follows:
The object of this Act is to ensure that the Australian community receives an adequate
return for its taxable resources, having regard to:
(a) the inherent value of the resources; and
(b) the non-renewable nature of the resources; and
(c) the extent to which the resources are subject to Commonwealth, State and
Territory royalties.38
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The Act does this by taxing above normal profits made by miners (also known as
economic rents) that are reasonably attributable to the resources in the form and place
they were in when extracted.
A ‘taxable resource’ is defined in Division 20 of the Act as coal, iron ore and coal
seam gas. The MRRT is based on taxing projects, similar to the PRRT. Mining
projects that do not generate resource profits of more than AUD 50 million in a given
year will not be subject to the MRRT. This is designed to reduce the compliance costs
for small mining companies.39 The MRRT is imposed at a rate of 30 percent and not
40 percent which is the current rate of tax under the PRRT. The profit or loss
calculation is based on the assessable receipts less deductible expenditure less the
uplift carry forward losses. The uplift factor is the long term bond rate plus 7
percent.40
The MRRT is a deductible expense when calculating taxable income for income tax
purposes. This is the current situation under the PRRT where the PRRT is a deduction
against assessable income pursuant to s 44-750 of the Income Tax Assessment Act
1997 (Cth). Royalties paid to the states and the Northern Territory are credited against
any MRRT liability and any excess royalty payments will be uplifted and applied
against future MRRT liabilities. Any excess royalty payments will not be
refundable.41 The MRRT only applies to iron ore, coal and coal seam gas projects. It
does not apply to other minerals.42 The MRRT applies from 1 July 2012 but the
market value of assets acquired for projects after 1 May 2010 will be included in the
expenditure calculation for the MRRT.43
The Explanatory Memorandum provides the following outline and financial impact
summary of how the tax will operate:
The Minerals Resource Rent Tax (MRRT) is a tax on the economic rents miners make
from the taxable resources (iron ore, coal and some gases) after they are extracted from
the ground but before they undergo any significant processing or value add. ‘Economic
rent’ is the return in excess of what is needed to attract and retain factors of production
in the production process.
The MRRT is a project-based tax, so a liability is worked out separately for each project
the miner has at the end of each MRRT year. The miner’s liability for that year is the
sum of those project liabilities. The tax is imposed on a miner’s mining profit, less its
MRRT allowances, at a rate of 22.5 per cent (that is, at a nominal rate of 30 per cent,
less a one-quarter extraction allowance to recognise the miner’s employment of
specialist skills).
A project’s mining profit is its mining revenue less its mining expenditure. If the
expenditure exceeds the revenue, the project has a mining loss. Mining revenue is, in
general, the part of what the miner sells its taxable resources for that is attributable to
the resources in the condition and location they were in just after extraction (the
‘valuation point’). Mining revenue also includes recoupments of some amounts that
have previously been allowed as mining expenditure.
39
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Mining expenditure is the cost a miner incurs in bringing the taxable resources to the
valuation point. Mining allowances reduce each project’s mining profit. The most
significant of the allowances is for mining royalties the miner pays to the States and
Territories. It ensures that the royalties and the MRRT do not double tax the mining
profit. In the early years of the MRRT, the project’s starting base provides another
important allowance. The starting base is an amount to recognise the value of
investments the miner has made before the MRRT.
Other allowances include losses the project made in earlier years and losses transferred
from the miner’s other projects (or from the projects of some associated entities). If a
miner’s total mining profit from all its projects comes to less than $50 million in a year,
there is a low-profit offset that reduces the miner’s liability for MRRT to nil. The offset
phases out for mining profits totalling more than $50 million. 44

The MRRT is expected to generate revenue of $3.7 billion in 2012-13; $4 billion in
2013-14; and $3.4 billion in 2014-15.45 However, this is starting to look unlikely due
to the drop in the price of coal and iron ore.
A

The Australian PRRT

In 1984 the Federal Government announced the introduction of an RRT for new
offshore petroleum projects and their exemption from the imposition of royalties and
the crude oil levy.46 It was a further three years before the legislation was finally
passed by parliament. The government was not able to extend the rent tax to onshore
petroleum production in lieu of state royalties because the state governments of
Western Australian and Queensland objected.47 In 1990, Bass Strait petroleum
projects became subject to the PRRT.48 The North West Shelf projects are subject to a
federal royalty and the crude oil levy.49
The Act was effective from 15 January 1984, even though the legislation was not
passed by Parliament until 1987. The Act applied retrospectively to exploration
permits awarded on or after 1 July 1984 and recognised expenditure incurred on or
after 1 July 1979. It was originally imposed on offshore petroleum projects other than
Bass Strait and the North West Shelf. However, oil and gas production in Bass Strait
moved from a royalty and excise regime to the PRRT regime in the fiscal year 19901991. The PRRT was imposed on oil companies with the enactment of the Petroleum
Resource Rent Tax Act 1987 (Cth) and the Petroleum Resource Rent Tax Assessment
Act 1987 (Cth). The resource rent tax is imposed on the taxable profit of a petroleum
project that is located ‘offshore’ in Australia. The Hawke Labor Government of 1984
introduced a resource rent tax, based on the Garnaut and Clunies Ross model, in order
to remedy the state-based taxation system of imposing royalties on resource
production output.50 The Petroleum Resource Rent Tax Act 1987 (Cth) is imposed on
the profit at the rate of 40 percent. The Petroleum Resource Rent Tax Assessment Act
44
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1987 (Cth) contains the provisions relating to the calculation of the profit subject to
the rent tax. The PRRT raised in excess of an additional $1 billion a year in revenue
over and above the normal company tax on income51
B

Resource Rent Taxes in Other Countries

Many countries impose additional taxes on mining companies selling petroleum and
mineral resources that have been extracted from their land. Given this situation, why
then should there be reluctance on the part of mining companies to accept an MRRT
in Australia which will only apply to coal, iron ore and coal seam gas? The following
examination is very limited in its scope of the resource rent regimes adopted in other
countries but it does show that this form of taxation of mineral resources has been
used elsewhere – thus supporting the argument that it perhaps should not be subject to
criticism in Australia.
Many countries have imposed a resource rent tax on petroleum and mineral extraction
projects. Australia was one of the first countries to introduce an RRT in 1984, but
Papua New Guinea (PNG) had already introduced an RRT in 1977 on petroleum
projects and then in 1978, on mining projects. PNG subsequently removed the RRT in
2002 on mining and introduced a progressive profits tax.52 In 1984, Ghana and
Tanzania also introduced an RRT.53 Since then, many countries have either contracted
with mining companies to impose an RRT on profit or legislated to impose the RRT.
Russia introduced an RRT in 1994; Kazakhstan in the mid-1990s; Angola in 1996;
British Columbia in Canada in 1990; Namibia in 1993; and Timor-Leste in 2006, to
name just a few.54
Both the United Kingdom (UK) and Norway impose a resource rent tax on petroleum
profits derived from the North Sea on the ‘Continental Shelf’. The UK introduced a
petroleum resource tax when the North Shelf was first developed in 1975. Since then
it has been amended and altered a number of times.55 The UK and Norway abolished
royalties based on the value of oil and gas extracted in 2002 and 1986 respectively.56
The reason given for abolishing royalties was that it was a regressive tax as it applied
to gross revenue and acted as a disincentive to exploration and production.57 The UK
applies a petroleum rent tax (PRT) at the rate of 50 percent as well as the normal
company income tax. Norway applies a special petroleum tax (SPT) at 50 percent and
the normal company tax on income.58 The UK government imposed a supplementary
charge of a further 10 percent in 2002 and in 2005 increased the rate to 20 percent on
the company income. However, the PRT is deductible for income tax purposes.
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Norway does not allow the SPT to be deductible for income tax purposes and the
effective marginal tax rate on the income of the company is 78 percent.59
The UK system is complicated by the fact that the PRT is based on the development
of the oil fields given development consent before 1993 as distinct from those given
consent after 1993. In the former case, the fields are taxed on their income at a
company tax rate of 50 percent and a PRT at the rate of 50 percent whereas the later
fields are subject only to a company tax rate of 50 percent.60 In 2002 the UK
government introduced a 10 percent supplementary charge on the same basis as
company tax but there was no deduction for financing costs against the supplementary
charge.61 The royalty was abolished on older fields that had received development
consent before 1993 in an attempt to encourage fuller exploitation of reserves from
those fields.62 In 2005 in light of an increase in oil prices the UK government doubled
the supplementary charge to 20 percent.63 This means that in the UK oil and gas is
taxed at the highest rate of any industry: for fields given approval after 1993, a
company tax rate of 30 percent and the supplementary charge of 20 percent. For those
fields given approval prior to 1993, the marginal rate of tax is 75 percent and they are
also liable to company tax at the rate of 50 percent.64
Zambia nationalised its copper industry in 1964 but this was later repealed in 1985.
Since then the government has imposed a royalty rate of 3 percent, a variable income
tax rate and a windfall tax applied to the value of production. However, in 2009 the
windfall tax was repealed.65 A similar situation occurred in Chile, Bolivia, Peru,
Democratic Republic of the Congo, Ghana and Jamaica where the mining industry
was nationalized.66 Some countries have subsequently privatized part of the mining
industry but the sovereign risk still remains. Chile now has a mixture of state
participation and private investment in the mining industry and has imposed a sliding
scale of rates of royalties based on the value of sales.67 Kazakhstan and Liberia have
introduced a rent based tax on the exploitation of their mineral resources.68

IV

APPLICATIONS OF A RENT TAX

In 2009 the Australian Government commenced a review of Australia’s future tax
system under the Chairmanship of the Secretary of the Treasury, Dr Ken Henry. The
Review of Australia’s Future Tax System (The Henry Tax Review)69 states that the
future Australian tax system should increasingly rely on land values as a tax base. The
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Review recommended that a rent tax should be applied to land either at a flat rate or at
marginal rates on all land including owner-occupied housing.70 The review also
recommended the introduction of a mineral resource rent tax at the rate of 40 per cent
on the free cash flow profit. As discussed earlier in this paper, the free cash flow
profit is the profit that is left after allowing for the mining company to obtain a return
on labour and capital at, for example, the long term bond rate plus an uplift factor,
which is then deducted from the value of the sale of the minerals. As a result of this
review and the examination of the imposition of an economic rent tax on minerals in
Australia and the reform of the current land tax, the idea of applying this system of
taxation to other resources and industries may evolve over time. A rent tax could be
imposed on a range of resources and a range of industries and not just land and
mineral resources. This part of the paper will now examine instances where a rent tax
could be applied to a variety of business activities.
A

Rent Tax on the Airline Industry

The source of economic rents in the airline industry is the monopoly ownership of
airports and the barriers to entry permitted by law to restrict airlines from operating in
certain routes. Airports have a monopoly in most single hub facilities located near a
major city because of the expense associated with having a number of airports within
a geographical radius.71 The airport authority is able to set the price of all services
provided to the travelling public as well as the airlines using the airport.72 A good
example of this situation is found in the protection afforded to Australian airlines
operating the Australia to US route. Singapore Airlines has been precluded by law
from operating that route from Australian cities, thus being able to service the
Australian public and threaten the monopoly profit being derived by certain airlines in
Australia. There are many examples of this type of protection throughout the world
especially where a national airline is being protected by the government owning the
airline.73 The monopoly situation is a classic element of ‘economic rent’ and therefore
capable of being subject to a rent tax – the rent being the ‘super profit’ that is
generated because of the monopoly situation.
B

Ocean Fishing

The original concept of ‘freedom of fishing’ as advocated by Hugo Grotius, is no
longer applicable due to the global demand for fish protein and the profit to be made
from fishing.74 Professor Prewo contends that fishing can command high economic
rent and that the rent could be collected on the following: (i) the value of the output
such as fish caught; (ii) the value of the inputs such as the boat, fishing gear or labour;
or (iii) the lump sum charged for the fishing license.75 Prewo suggests that the best
option may be to auction the fishing permits and that the bids would reflect the
economic rent, that is, the difference between harvesting costs and the market price at
70
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the socially optimal level of fishing.76 The rent would accrue to the public rather than
to the individual fishermen.77 Governments would then collect additional revenue that
could be used to fund the management of fishing resources or as part of their normal
government revenue. The number of licences to be auctioned would safeguard future
fishing stocks and replace quota systems.
Professor Muraoka examined the ‘sea urchin’ fishery off the coast of California in
terms of managing the threatened species by the introduction of an auction system for
the permits, which would generate an economic rent to be collected by the
government and not the harvester of sea urchins.78 In this case the economic rent is
the additional value attaching to the permit being sold by the government.
C

The Australian Funeral Industry

Small family owned funeral services have been taken over by large firms and
multinational corporations. In Australia, the Texas-based ‘Service Corporation
International’ (SCI) owns 25 per cent of the funeral business in Australia; 14 per cent
in the United Kingdom; and 28 per cent of the French industry.79 SCI maintains
profits through economies of scale where the costs of hearses, chapels, embalming
and crematoria, as well as ancillary services such as flowers, headstones and urns are
augmented.80 It is estimated that since the emergence of SCI in Australia the average
price of funerals has increased by 40 per cent.81 SCI has effectively monopolised the
most lucrative demographic death markets within Australia and is focusing on the 1.5
million Australians aged over 70 years.82
At present approximately 134, 000 Australian die each year.83 However, with a large
proportion of the baby-boomers reaching the age of 70 years by 2016, which SCI and
other funeral companies call the ‘death age’, the profit margins will start to increase.84
This will be the ‘golden age’ for SCI.85 Everyone requires a funeral service once in
their lifetime. It is clear that the funeral business is becoming concentrated in the
hands of very few corporations and the ability to increase profits is evident. This
industry may present future governments with an ideal opportunity to impose an
economic rent tax on the profits to be made as a direct result of an ageing population,
especially the baby-boomer population. A rent tax could be imposed on the ‘super
profit’ generated by the funeral industry after allowing for a normal rate of return to
be earned on labour and capital costs, together with an uplift factor along similar lines
to the MRRT or PRRT in Australia.
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Geothermal Electricity Production

Electricity is able to be generated either from geothermal steam or the heat found
within the earth. The generation of electricity from geothermal steam has been in
operation in the US since 1960.86 According to Professors Muraoka and Mead, the US
government was deriving revenue from this activity by leasing the land based on a per
acre charge to the operator and, once production occurred, royalty payments were
then made to the government.87 However, they contend that among economists the
goal of natural resource management should be to maximise the present value of the
economic rent. They describe economic rent in the context of geothermal electricity
production in the following terms:
Economic rent is the payment to a factor of production, like public lands, that is
necessary to retain the factor in a particular use. For public lands used for geothermal
energy production, economic rent is the difference between the discounted social value
of the revenues that can be generated from the geothermal steam and the discounted
social costs of production. ... We assert that the American people, as the owners of these
lands, are entitled to the economic rent. The federal government, as trustee, should
collect this value.88

Muraoka and Mead advocate a bidding system based on a competitive auction for the
various leases as promoting economic efficiency and collecting economic rent.89 They
are opposed to a royalty system which they contend leads to delays in production and
premature abandonment of a geothermal field. Further, some investment in steam
production becomes submarginal with royalty payments.90 This reinforces the
Australian government’s view that royalties imposed on mining companies in
Australia lead to inefficiencies in production decision making.
E

Hydropower Generation

Hydropower generation of electricity uses nature’s scarce resource but very few
countries impose an economic rent tax on the profit derived from this industry.91 In
Norway, 99 per cent of electricity is generated from hydropower and the current tax
system it not able to elicit surpluses and rents in this sector.92 However, in 1992 the
Norwegian government required power plants to cost electricity correctly and charge
market prices for the electricity. This change has opened the way for the introduction
of an economic rent on the production process. As Amundsen and Andersen contend,
economic rent is residually determined by the demand for electricity.93 If the demand
for electricity increases as a result of income growth, then the rent will increase. If the
demand decreases through conservation measures then the rent reduces.94 In this way
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the rent tax is neutral and will not interfere with the marginal social value of the
electricity produced.95
F

Timber

Many developed and developing countries have a considerable store of wealth in their
timber resources. If governments wish to promote the efficient use of the resource
and to collect fair value then the prospect of imposing an economic rent may provide
the best solution.96 The economic rent from timber is defined by Professors Muraoka
and Watson as the following:
In the context of timber resources, economic rent can be expressed as the value of logs
produced less total necessary cost of production including a normal rate of return for the
developer.97

In other words, the economic rent is the value or profit derived after deducting all
expenses such as labour, equipment and capital and allowing for a normal rate of
return to the developer along the lines of the MRRT (a long term bond rate plus an
uplift factor). Muraoka and Watson conclude that species log scale bidding with
payment at harvest is not maximising the economic rent.98 In fact where excessive
bidding occurs this leads to default in payment to the government. They advocate a
lump sum payment bidding process as the best option to ensure economic efficiency
and an increase in the available economic rent to be paid for the public timber
resources.99
G

Freshwater or Coastal Space – New Zealand

The New Zealand Government introduced the Resource Management Act 1991 (NZ)
to impose a resource rent tax on those people using coastal land to store their boats.100
The land was owned by the government and as such it was able to impose a charge on
the users of the land. However, as Sinner and Scherzer point out, imposing a rent will
produce positive net benefits to public welfare but sometimes political considerations
such as maximising votes at the next election take precedence.101 As a result of the
political considerations, no tax was imposed at that time. In the context of fresh water
and coastal land, Sinner and Scherzer contend that collecting a resource rent tax
protects against inefficient allocation of the resource.102 They identify two different
kinds of inefficiencies: over-allocation and misallocation. In the first instance, a
resource rent tax will ration the resource and in the second instance, misallocation
would be resolved if the coast could be used for marine farming at the expense of
recreational fishing.103
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CONCLUSION

A resource rent tax has been in existence in many countries rich in mineral resources
for many years, and it appears to be a logical form of taxation where limited resources
which are owned by governments are taxed in such a way as to maximise the welfare
of its citizens. An economic rent tax has been imposed on the owners of a range of
factors of production: airports, airlines, timber, fish stocks, geothermal power,
hydropower and even coastal land.
In the context of the above analysis, there seems to be no reason why governments
should not consider imposing an economic rent tax on those industries that operate in
a monopolistic environment and generate ‘super profits’ such as power generators and
airports. Moreover, a rent tax would satisfy the requirements of a ‘good’ tax system
by being equitable – both vertically and horizontally. Such a system is simple in form,
relatively simple to assess and collect, and efficient in that it does not interfere with
operational decisions because the cost of capital and labour has already been taken
into account.

