
The Salutary Lesson of Australia’s 
Shrinking GST base 

Australia’s GST is an indirect tax on final private consumption in Australia.1   The Australian Bureau of 

Statistics (ABS) data category is “Household Final Consumption Expenditure” (HFCE)2. 

The Australia’s future tax system report to the Treasurer of December 2009 (the Henry review) 

commented that Australia’s GST tax base is narrow, taxing only 57 per cent of consumption.  The 

Henry review also referred in favourable terms to the stability of the revenue base. 

Total household consumption as a percentage of GDP has been relatively stable for a long 

time (see Chart D–1 Panel A). This suggests that a tax on consumption would provide a 

relatively sustainable revenue base that grows in line with the broader economy. The GST is 

slightly less robust because it does not cover the full consumption base. The Productivity 

Commission (2005, p. T11.5) found that by 2044–45 GST revenues may decline slightly as a 

share of GDP because tax-exempt consumption such as health care is expected to grow. 

In fact, the GST revenue, as a proportion of GDP and HFCE, has fallen since 2006: 

 As a percentage of HFCE, from a high of more than 5.5% to 5% at June 2011; and 

 As a percentage of GDP, from 4% to 3.5% at June 2011.3 

The fall in the GST revenue as a percentage of GDP corresponds to an increase in savings.   

The fall in the GST revenue as a percentage of consumption is a consequence of a change in 

household consumption patterns from expenditures that are subject to standard rate GST to those 

that are not fully taxed.  The shift in consumption patterns is illustrated by the following examples of 

the change in the proportion of household expenditure for the following items between June 2000 

and June 2011: 

 Recreation and culture4: decreased from11.83% to 10.66%. 

 Rent5: increased from 18.13% to 19.8% 

 Education and health6:  increased from 6.91% to 9.21% 

 Clothing and furnishings7: decreased from 9.52% to 7.58% 

 Insurance and finance8:  increased from 8.7% to 11.32%.9 

                                                           
1 “GST in a nutshell”.  Explanatory Memorandum to the A New Tax System (Goods and Services Tax) Bill 1999. 
2 ABS, 5206.0 Australian National Accounts: National Income, Expenditure and Product. Table 8. Household Final 

Consumption Expenditure (HFCE). 
3 ABS, Australian National Accounts, National Income Expenditure and Product and National Income, Expenditure and 

Product; Table 8. Household Final Consumption Expenditure, June 2011. 
4 Taxed at the standard rate of 10%. 
5 Input taxed. 
6 GST-free. 
7 Taxed at the standard rate of 10%. 
8 Input taxed. 
9 ABS 5206008 Household Final Consumption Expenditure, Jun2011. 



The International Monetary Fund (IMF), in the Fiscal Monitor of November 2010, decomposed the 

efficiency of value-added taxes into “policy” and “compliance” to measure of the degree to which a 

country’s VAT system departs from a “pure” VAT with full compliance.  

A policy gap of zero indicates a VAT with a single rate and no exemptions, while a compliance 

gap of zero indicates full compliance with the prevailing VAT system. 

The 57% “base” of Australia’s GST referred to in the Henry review encompasses both “policy” and 

“compliance gaps”. 

In the Treasury Tax Expenditures Statement 2011 (attached), released in January 2012, we can see 

the amount of GST revenue that, in Treasury’s view, is excluded from the tax base through “policy 

gap”. 

The Tax Expenditures Statement adopts the benchmark of the GST tax base as comprising the value 

of the final supply of all goods and services privately consumed and investment in residential 

housing in Australia.  The extent to which the GST law departs from the tax base is regarded as a “tax 

expenditure” and hence a measure of the “policy gap”. 

For the 2011 fiscal year, the Tax Expenditures Statement measures the revenue forgone as follows: 

1 GST-free food - $5,600 million; 

2 GST-free health services, care, drugs and appliances - $3,605 million. 

3 Input taxation of financial services - $3,450 million; 

4 GST-free education $2,700 million; 

5 Importation of services - $950 million; 

6 GST-free water and sewerage - $730 million; 

7 GST-free child care - $580 million; 

8 Importation of low value goods (less than $1,000) - $472 million; 

9 GST-free religious services - $25 million; 

10 Simplified accounting methodologies - $10 million; 

11 GST free status to diplomats, diplomatic missions and approved international organisations - 

$7 million. 

It can be appreciated that the future changes in household expenditure patterns (such as increased 

on-line shopping or substitution of home meals for restaurants) will increase these expenditures and 

decrease the GST revenues. 

At 2011 levels, the expenditures represent 27% of the “theoretical” GST revenue base. 

Michael B. Evans CA FCPA FTIA 

PO Box 1678, Rozelle NSW 2039 Australia 

Tel: +61 412252228 

Email: mbevans@taxsifu.com.au 

 

mailto:mbevans@taxsifu.com.au

