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Broadening the GST base

Is it outrageous?

Is it unfair?



Australia’s GST Base



Why exempt (zero-rate) certain goods and services?

Equity grounds

• “Countries generally consider it desirable to alleviate the tax burden on goods and 
services that form the larger share of expenditure of the low income households (e.g. 
food, water)” (OECD, 2018)

• BUT: 

• Reduced (or zero rates) are a poor distributive tool. Higher income households 
receive a greater benefit in $ terms. 

• Increase complexity (increasing compliance and administrative costs). 



Food exemption

Largest GST tax 
expenditure: 
$7.3bn (2018-19)
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Complexities 
• Food is GST-Free ….

• Unless it’s not…..  

• Food that isn’t GST free…. 
• Food consumed on premises from which it is 

supplied (e.g. restaurant)
• Hot food for consumption away from those 

premises (e.g. takeout) 
• Food specified in Schedule 1 of the GST Act
• Beverages unless specified in Schedule 2 of 

the GST Act 
• Food specified in regulations 



Complexities
• The ATO provides GST Food classification flow charts to assist (for both food and beverages) 
• First (before looking at flow-chart): Is the item food? Sounds simple, but…

• Is it a food product with a non-food use? 
• Vinegar: sold as a condiment: GST free.  Sold as a cleaning product: taxable.

• Is it fit for human consumption?
• EG: Meat bones: GST free, but would be taxable if marketed as pet food
• Food past its use-by date? Is it safe for human consumption? 

• Ice? Not a beverage because it isn’t liquid. It is not a food because it has no nourishment, no calories 
and no energy.  

• First step of food flow chart: is the product listed on the detailed food list: 88 page PDF document
• If not listed in the detailed food list, the questions continue: Food and beverage flowcharts
• See also: Food Industry Partnership issues register

https://www.ato.gov.au/Business/GST/In-detail/Your-industry/Food/GST-and-food/?page=10#GST_food_classification_flow_charts
https://www.ato.gov.au/Business/GST/In-detail/GST-issues-registers/Food-Industry-Partnership---issues-register/


Anomalies – some examples

• Rice cakes are GST-free.  Crackers are taxable.
• Rice puddings are taxable.  BUT, a rice pudding consisting of boiled rice in a milk or 

cream solution which is not baked is GST-Free. 
• Frozen pies, pasties, sausage rolls and vegetable triangles are taxable. Frozen dim 

sims, spring rolls, samosas, curry puffs, chicken filo parcels and beef Wellingtons are 
GST-free. 

• Chocolate confectionary is taxable. Cooking chocolate is GST-free (but may depend on 
marketing). 

• Chocolate spread is GST-free as a condiment.  But it is subject to GST if marketed as 
confectionary. 

• Chocolate drinking preparation: GST-free if marketed to create a hot chocolate drink. 
Taxable if marketed as a diet product or meal replacement beverage. 



Anomalies – some examples

Lansell House Pty Ltd v Commissioner of Taxation [2011] FCAFC 6

Is Mini Ciabatte a bread (GST free) or a cracker (taxable)?

Federal Court (and Full Federal Court on appeal) found it was a 
cracker:

• the ingredients were substantially the same as that of a cracker;
• the manufacturing process was substantially the same as that of a 

cracker;
• the moisture content was low and similar to that of a cracker; and
• Mini Ciabatte and crackers are displayed in supermarkets as 

comparable products.



Do these exemptions make the system more equitable? 

Household expenditure – Food and non-alcoholic beverages

Source: ABS Household Expenditure Survey 2015-16

Gross Household Income Quintiles
Lowest Second Third Fourth Highest

Average weekly expenditure $114.15 $164.05 $227.42 $289.38 $391.24

Proportion of total goods and 
services expenditure

18.1% 17.6% 17.5% 17.3% 15.1%



Do these exemptions make the system more equitable? 
• Are lower income households primarily buying GST-free food? Higher income households 

spend more on takeaway food and eating out, but what about food purchased at the 
supermarket? 

• An ABC report earlier in the year examined children’s lunch boxes in two schools in 
Melbourne, one in a disadvantaged suburb (Broadmeadows) and one in a wealthy suburb 
(Brighton).  The nutritionist verdict: 

“In Broadmeadows I did see more sugar, there was definitely a lot more packaged food. 
I actually think those lunch boxes were costing parents more because there was so 
much store-bought packaged food.”

• This was followed up by the article: “Before you bleat about what's in a lunchbox, check your 
privilege” which explained why lower income households may rely on more pre-packaged 
food. 

https://www.abc.net.au/news/2019-02-12/school-lunch-box-photographs/10759890
https://www.abc.net.au/news/2019-02-21/packaged-processed-foods-lunchbox-wars/10825302


Conclusions
• All taxpayers (both low income and high income) receive a benefit from GST-free status

• Whilst exempting “basic” food is seen as a way of making the GST more equitable, this is not 
the end result: 

• Whilst lower income households spend a greater proportion of their income on food; higher 
income households spend more in $ terms

• Lower income households aren’t necessarily buying GST-free food

• Exemptions (particularly the food exemption) makes the system more complicated

• Whilst broadening the GST base will impact low income earners, this could be addressed 
through direct compensation 

• Broadening the GST base is NOT outrageous and NOT unfair
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