
 

 

Festival	of	Outrageous	Tax	Ideas	
 

Time	to	double	the	base	not	double	the	rate	
of	GST	

 

Introduction 

I was invited to present this (not so) outrageous idea following a presentation to the 

UNSW Business School Conference “to take stock of the Australian GST on its 20th 

Anniversary”.1 The exploration of this outrageous idea calls upon the analysis contained 

in that paper. 

The outrageous idea presupposes that Australia needs to raise more GST revenue than it 

presently does and more than it might raise in the future. 

Where does Australia’s GST stand in 2018/19? 

The 2019/20 Budget forecast2 for 2018/19 is: 

• Total GST revenues - $65,783 million. 

• GST revenue as a percentage of total Commonwealth tax revenue – 14.7% 

• GST revenue as a percentage of GDP – 3.4%. 

While OECD and EU data is not often a valid comparison with Australia’s, the last 

published data of the OECD indicates that, in the 2016-17 fiscal year: 3 

                                                   
1 GST: Where to next? Where Policy Meets Reality: A Conference to take stock of the Australian GST on its 20th 
Anniversary, UNSW Business School, 25/6 March 2019.  
2 Budget Strategy and Outlook Budget Paper No. 1, 2019-20, page 4-15. 
3 OECD (2018) Revenue Statistics 1965-2017, OECD Publishing Paris. 
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• The proportion of total Commonwealth tax to GDP (22.2%) was less than the 

OECD average (34.3%). 

• VAT as a proportion of GDP in Australia was 3.4% as compared with an OECD 

average of 6.8%. 

• In the OECD, the average VAT revenue as a percentage of total tax, was 34.5%. 

Australia was 16.3%. 

Comparing the two, the OECD average percentage of VAT to GDP is twice that of 

Australia’s. New Zealand, a comparison closer to home, raises 9.4% of GDP and almost 

30% of total taxation revenue through its GST in 2016-17. 

This comparison does not address the issue about what Australia would seek to achieve 

from more GST revenue. Would we wish to increase GST revenue to: 

• Reduce the collections from other areas? 

• Provide more revenue for the States and Territories? 

• Return the GST revenue to the proportions of GDP that it had 35 years ago? 

Why increase GST Revenues? 

Tax mix switch or State/Territory growth tax?  

The Australian consumption taxation policy changed in the 1998 ANTS4 proposal. 

ANTS was focused on replacing the existing, narrowly based sales tax and State and 

Territory taxes with a broadly-based tax on consumption. 

                                                   
4 Tax Reform not a new tax a new tax system.  The Howard Government’s pan for a New Tax System. Circulated by 
the Honourable Peter Costello M.P. Treasurer of the Commonwealth of Australia.  August 1998. (ANTS White 
Paper) 
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During the 23 years prior to ANTS, the Asprey Review,5  the RATS Statement6 and 

Fightback!7 sought to place more emphasis on the broad-based taxation of household 

consumption expenditure and decrease, dramatically, the reliance on personal income 

tax and narrowly based excises and sales taxes. The process in mind was a “tax mix 

switch” from the economically damaging high rates of personal tax to an efficient and 

economically neutral consumption tax.  

Indeed, New Zealand increased its 12.5% rate to 15% from 1 October 2010. The Inland 

Revenue Department explained its change as follows: 

The rate of goods and services tax (GST) will increase from 12.5% to 15% from 

1 October 2010, as part of a switch in the tax mix from income tax to 

consumption tax announced in Budget 2010. The GST rate was last increased in 

1989. 

New Zealand relies heavily on income taxes in order to fund expenditure. Income 

taxes may, however, be harmful for efficiency and growth. Taxes on consumption, 

such as GST, tend to be less harmful to growth as, unlike income taxes, they do 

not apply to savings and, therefore, do not discourage this activity. A switch from 

income tax towards GST can, therefore, boost incentives to save and encourage 

economic growth. 

                                                   
5 Asprey K. W, Parsons R.W. Report of Commonwealth Taxation Review Committee, 31 January 1975, The 
Australian Government Publishing Service, Canberra, 1975 (the Asprey Review). 
6 Reform of the Australian Taxation System, Statement by the Treasurer, The Hon. Paul Keating, House of 
Representatives Hansard no 144, 1985, Thursday, 19 September 1985, the RATS Statement). 
7 Fightback! Taxation and Expenditure Reform for Jobs and Growth. The Liberal and National parties’ plan to 
rebuild and reward Australia, 21 November 1991 (Fightback!). 
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Around the same time, Dr. Henry’s review of the Australian tax and transfer system 

adopted a similar theme.8  The AFTS Report explained the choice of a tax on 

consumption as follows:9 

For the tax system to support Australia in making the most of the opportunities 

and meeting the challenges of the 21st century, it needs to raise revenue from 

efficient and sustainable tax bases. One of the most efficient and sustainable tax 

bases is consumption. A tax on consumption does not tax the normal return to 

capital, encouraging investment and saving. From a macroeconomic perspective, 

consumption is generally less volatile than income or wealth, and therefore 

provides a more stable revenue source. As the population ages, an indirect broad-

based consumption tax is likely to become increasingly important, since it taxes 

the capital income of retirees as it is spent, which might otherwise largely be 

untaxed under an income tax.  

But the ANTS proposal was a broadening of indirect tax to provide a sustainable, 

reliable and stable revenue base to the States and Territories for the long term.  The 

ANTS White Paper contrasted its approach with earlier reform proposals as follows: 

Earlier attempts at tax reform in Australia have had a substantial ‘tax mix 

switch’ motive - increasing indirect taxes substantially … to fund large cuts in 

personal income tax rates (particularly the higher marginal rates). That is not the 

objective of this reform. A fundamental objective of this package is to halt the 

erosion of indirect tax revenue. … 

  
                                                   
8 Australia’s future tax system Report to the Treasurer, December 2009 (AFTS Report), 
9 AFTS Report pages 273,4 
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The ANTS White Paper described the overall objectives for GST as:  

• A broad-based value-added tax to provide a secure stable and growing source of 

revenue for the States and Territories in the long term.10  

The objective was to remove the reliance of the States on Commonwealth grants 

and distorting taxes.11 

• To reform the indirect tax base so that “the erosion of indirect tax revenue is 

halted permanently”.12  

Stable and growing revenue for the States and Territories 

Inherent in these twin objectives is the expectation that the GST, as designed, would 

provide an efficient, growth tax for the States and Territories. 

But the GST system has not lived up to its proposed “rivers of gold”13 for the States and 

Territories. The GST collections under the present rate and base are insufficient to meet 

the needs of the States and Territories. 

Recent publications of the Parliamentary Budget Office14 and Productivity 

Commission15 have examined the stability and sustainability of our 20-year-old GST 

system. Both reports have focused on the sustainability and adequacy of GST revenues 

for their intended purpose. 

                                                   
10 ANTS White Paper, pages 77, 8. 
11 Under the 1999 Intergovernmental Agreement, the GST revenue would be shared between the States and 
Territories on HFE principles. It provided for additional untied grants to be made up until the 2002/03 FY to maintain 
the States’ budget in no worse position than would have been the case prior to the ANTS reforms. But it was 
estimated that payments would not be required from 2003/04. 
12 ANTS White Paper page 78. 
13 Costello P, Treasurer, ‘Transcript of interview with Leon Byner, 5AA’, Radio, 
http://ministers.treasury.gov.au/DisplayDocs.aspx?doc=transcripts/2006/023.htm&pageID=&min=phc&Year=2006&
DocType=2 (accessed 25 July 2017). 
14 Parliamentary Budget Office, Trends affecting the sustainability of Commonwealth taxes, Report no. 2/2018. (the 
PBO Report).  
15 Productivity Commission 2018, Horizontal Fiscal Equalisation, Report no. 88, Canberra (the HFE Report). 
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• The HFE Report 

Under the Intergovernmental Agreement, the general revenue transfers from the 

Commonwealth to the States and Territories was to be satisfied by giving the 

States and Territories access to the total of the GST revenues.  

The HFE Report16 comments that:  

The real average annual growth rate of GST revenue17 over the period 2000-

01 to 2016-17 was approximately 3.6 per cent, roughly the same growth rate 

as personal income tax, [but the] GST pool has grown more slowly in recent 

years, and is arguably not the steady and growing source of revenue for the 

States that was first envisaged. Williams18  observed:  

Tying general revenue payments to the GST was seen by the 

States and Commonwealth as providing a growth tax to the 

States. In practice, the exemptions from the GST have meant 

that the revenue from it is now growing at a slower rate than 

personal consumption expenditure.  

The size of the pool distributed to the States has grown considerably since 

1981. In 1981-82, approximately $25.4 billion (in 2016-17 terms) was 

distributed to States on the basis of HFE. In 1985-86, the amount had grown 

to nearly $28 billion (in 2016-17 terms) compared with roughly $62.4 

billion in 2017-18. Nevertheless, the growth rate of GST revenue (in real 
                                                   
16 HFE Report page 77,78. 
17 There is a difference between the total amount of GST revenue collected, and that which is distributed to States 
(the GST pool) due to the fact that some GST revenue accrued during a financial year is not remitted to the ATO by 
30 June that year, because it is not due to be paid until Business Activity Statements are lodged the following 
financial year (this also applies to some GST collected by Commonwealth agencies) and because penalties owed to 
the ATO (other than general interest charge penalties) are not included in the GST to be paid to the States. 
18 Williams, R. 2012, ‘History of federal-state fiscal relations in Australia: A review of the methodologies used’, 
Australian Economic Review, vol. 45, no. 2, pp. 145–157.  
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terms) approximately halved between 2000–08 and 2009–17, from 4.5 per 

cent to 2.1 per cent.  

The Government’s response to the HFE Report is that the Commonwealth will increase 

the “GST pool” by $600 million in 2020/21 and a further $250 million in 2024/25. The 

latter is to be “indexed to grow in line with GST collections on a permanent basis”.19 

• The PBO Report 

The PBO Report, from a GST perspective, foreshadows decreasing GST revenues 

(as a proportion of GDP) resulting from the limitations of the existing GST base. 

The Report identifies areas that have given rise to a decrease and concludes that 

the reduction is likely to continue.  

When the GST was introduced, GST receipts were 3.4 per cent of GDP. The 

GST peaked shortly after, in 2003–04, at 3.8 per cent of GDP, reflecting the 

maturing of the new tax. Since then, GST receipts have declined as a share 

of GDP to 3.4 per cent in 2016–17.20   

The PBO Report concluded that.  

... there is a likelihood that taxes on consumption will continue to trend 

downwards, .... If these risks to tax receipts eventuate, and in the absence of 

other taxation reforms, maintaining Commonwealth Government revenue at 

recent levels as a share of GDP will lead to an increasing reliance on taxes 

on labour income through the personal income tax system.21 

                                                   
19 The Honourable Scott Morrison MP, Treasurer, All better off from fairer way to share the GST, Media release 5 
July 2018. 
20 PBO Report, page 4. MYEFO estimates 3.5% of GDP for 2018/19. 
21 PBO Report, page vii. 
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Where will the States/Territories source the additional revenue? 

The Government’s response to the HFE report suggest that the additional revenue that 

needs to be given to the States will be sourced from Commonwealth income tax 

revenues. This is simply “back to the future” and a permanent acceptance that most of 

the States “revenue” from Commonwealth funds will be sourced from personal income 

tax. 

In 2019/20, the Commonwealth proposes to contribute $127.4 billion to the States by 

way of specific purpose grants ($58.3bn) and other general assistance grants and GST 

($69.1bn.).22 

The fragility of GST revenues would seem to be an occasion to either: 

• Broaden the base of GST so that it is secure and stable; or 

• Abandon the “GST is a States’ Tax” mantra and take the GST back into 

Commonwealth revenues. The Commonwealth payments to the States and 

Territories can then be made from consolidated revenue without the tension that 

“per capita” measures that GST brings to the table. 

In either event, to satisfy its rightful proportion of GDP and total taxation, GST 

collections have to be restored to the 7% of GDP that the indirect tax collected 

immediately after RATS in 1987. 

  
                                                   
22 Federal Financial Relations Budget Paper No. 3 2019–20, page 6. 
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Rate or base? 

The HFE and PBO reports demonstrate that the “fragility” in GST collections stems, to 

a large extent, from a shift in the proportion of consumption expenditure towards those 

areas of consumption that contribute less to the tax base.  

In the past, while indirect tax bases have been expanded and/or the rate increased, there 

is a temporary increase in revenue (as a proportion of total tax and GDP) but the 

patterns of consumption, savings rates and economic structure changes so that the 

indirect taxes return to the position of the past. The reforms have failed to establish a tax 

base that is resilient to change. 

This was the observation contained in the ANTS White paper of the limited success of 

Prime Minister Keating’s 1993/94 Budget. 

Essentially, the lesson from the Keating 1993/94 budget ought to be that increasing the 

rate of indirect tax on a narrow base will accelerate the decrease in revenue arising from 

changes in consumption patterns, not counter it. 

Accordingly, the rate of GST ought not be increased until (or without) future proofing 

the base to which it is applied. 

Essentially, the items of concessionally taxed household expenditure that are growing 

at higher rates than household expenditure generally, are:23 

• Water and sewerage 

• Health 

• Education 

• Child care 

• Insurance and financial services 

                                                   
23 PBO Report, Figure 6. 
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Food, while the largest tax expenditure, has a relatively stable proportion of total 

household consumption. 

The PBO Report opines that the trend on these categories will continue – with the result 

that GST revenues as a proportion of GDP will decline into the future. 

How to get GST collections to 7% of GDP? 

What would 7% of GDP look like?  

On 2019/20 projections, 7% of GDP would equate to GST collections of approximately 

$140.bn – the forecast GST revenue in 2019/20 is $67.4 bn.24 

Tax expenditures 

The TES 2019 estimates of the tax expenditure on the five areas identified above are: 

• Water and sewerage - $1.15bn 

• Health - $7.07 bn 

• Education - $5.05 bn 

• Child care - $1.68 bn 

• Insurance and financial services - $4.8 bn 

• Food - $7.5 bn 

The total of these “tax expenditures” is $27.25 bn – bringing total GST revenues to 

$94.6 bn. This would be 4.75% of GDP. 

  
                                                   
24 Federal Financial Relations Budget Paper No. 3 2019–20, page 6. 
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Government expenditures 

In reaching the conclusion that, in 2005, Australia taxed only 57% of consumption, the 

AFTS Report adopted an OECD measure called the VAT revenue ratio (VRR).25  The 

VRR calculates a ratio of VAT / GST revenue as a proportion of total consumption.  In 

doing so, the VRR uses “total consumption” as the “ideal”. Total consumption, in this 

sense, includes government consumption.26 The OECD include VRRs across a number 

of jurisdictions in the “OECD Consumption Tax Trends” publication.27  

The 2016 Australian VRR published by OECD was 50%, meaning that the GST 

revenue collections were 50% of the “ideal VAT tax base” (including government 

consumption).28 

But, Australia’s GST is intended to exclude government consumption from the base and 

is limited to household final consumption expenditure (HFCE). The Australian HFCE 

measure (excluding government expenditure), in 2006/07 calculated that GST revenue 

collections was at its highest of 71.3% of Australian household final consumption 

expenditure but had fallen to 64% by 2017/18. 

                                                   
25 VRR = (VAT or GST revenue)/([consumption (including government consumption) — VAT or GST revenue] x 
standard VAT or GST rate). An ‘ideal’ value-added tax, which would apply at a “single rate on all domestic 
consumption, would have a VAT revenue ratio of 1. A VAT revenue ratio above 1 can reflect investment in 
residential housing that is taxed on a prepaid basis (and rents are input taxed) but is not included in national accounts 
as consumption, or cascading effects of input taxation in the value chain.” The AFTS Report at Chart D2-1.  The 
VRR is explained in more detail in OECD (2018), Consumption Tax Trends 2018: VAT/GST and excise rates, trends 
and policy issues, OECD Publishing, Paris, pages 53-59. 
26 OECD Consumption Tax Trends 2018 at page 54 explains: 

In the absence of a standard assessment of the potential VAT base for all OECD countries, the closest statistic for that 
base is final consumption expenditure as measured in the national accounts, VAT is indeed, ultimately a tax on final 
consumption. Final consumption expenditure in national accounts is calculated according to a standard international 
norm, the System of National Accounts (SNA 2008 - except for Turkey, Chile and Japan that still use SNA 1993) 
under Item P3 Final consumption expenditure.  

The OECD.Stat shows the breakdown of P3 between HFCE and P3S13 (General government final consumption 
expenditure). https://stats.oecd.org/index.aspx?queryid=20826 
27 OECD (2018), Consumption Tax Trends 2018 (OECD Consumption Tax Trends), Figure 2.3. 
28 OECD (2018), Consumption Tax Trends 2018 (OECD Consumption Tax Trends), Page 55. 
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What if the Australian GST base were to be increased to include both government and 

household consumption (called P3 in the System of National Accounts)? 

In 2017/18, general government final consumption expenditure included in P3 was 

$345.5 bn.29 

One presumes that (say) half of this figure is employment costs. But, if we were to 

include one-half of general government final consumption expenditure in the GST base 

(as is done in most other countries through the “exemption” of non-commercial 

activities of government), the base upon which GST were to be levied in Australia, GST 

collections could be increased by approximately $17 bn, taking total collections in 

2019/20 to $112 bn or 5.5% of GDP. 

The rate 

Of the 34 OECD nations, only USA does not have a value-added tax. The standard rates 

vary from 7.7% (in Switzerland) to 27% in Hungary. The OECD average is 19.2%. 

At 10%, only Japan and Switzerland have a lower standard rate than Australia. 

New Zealand increased its 12.5% rate to 15% from 1 October 2010. 

An increase in Australia’s rate to 12.5% would bring total GST revenues to $140 bn and 

7% of GDP. 

The outrageous idea 

The original outrageous idea proposed in this paper is that GST collections ought to be 

doubled from $67 bn, in 2019/20, to $1340 bn – an increase in GST’s as a proportion of 

GDP from 3.4% forecast in the 2019/20 year to 7% (the indirect tax to GDP ratio in 

1986/87). 

  
                                                   
29 OECD Stat, https://stats.oecd.org/index.aspx?queryid=20826 
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This can be achieved by: 

•  Removal of GST-free status for food, water and sewerage, health, education, 

child care – an increase in GST revenues by $22.5bn; 

• Removal of input taxation and RITC entitlements for financial supplies – an 

increase in GST revenues of $4.8bn;30 

• Removing input tax credit entitlements for non-commercial activities of 

government – resulting in input taxation – an increase in GST revenues of 

$17.3bn; and 

• An increase in the GST rate to 12.5% - an increase in GST revenues of $28bn. 

Total revenues will be $140bn, being 7% of GDP in 2019/20. 
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30 More correctly, the imposition of a GST equivalent tax as described by the author in GST equivalent taxation of 
financial services (supplementary financial tax) (the SFT Report) (2017) 17 AGSTJ 121 


