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1 Introduction 
2 December 2018 marks the 20th Anniversary of the introduction of the A New Tax System (Goods 
and Services) Tax Bill 1998 (the GST Bill)1 into Parliament.2  As such, it is opportune to reflect on 
Australia’s GST system and our experience of the “New Tax System” (ANTS) over its first 20 years. 

Some of the amendments in recent years and proposed changes to the GST framework might seem 
inconsistent with the international value-added tax model that was adopted in 1998. Do these 
measures point to: 

� Problems with the value-added tax model itself?  

� Specific weaknesses in the ANTS reforms – the way in which Australia implemented its value-
added tax? 

� Something about Australian attitudes and public policy formulation?  

1.1 Houston – is there a problem? 
Government activity and legislated amendments in the 2017/18 financial year have caused some3 to 
question whether the GST system introduced 20 years ago is challenged by the current and emerging 
economic and commercial environment and its revenue raising capacity. Some examples are: 

� The emergence of peer to peer arrangements (such as Uber) and the consequential increase in 
the proportion of “businesses” falling under the GST registration threshold; 

� The extension of the GST base to include the supply of services and low value goods from 
offshore; 

� A reverse charge on taxable supplies of valuable metals, and limitations on relief for the 
second-hand acquisitions of these metals;   

� The introduction of a withholding tax on the purchase of new residential property; 

� The extension of the taxable payments reporting system to include supplies made to couriers 
and cleaners and further expansion of taxable payments reporting foreshadowed in the 
2018/19 Budget; 

� Extending GST to offshore sellers of hotel accommodation in Australia – also foreshadowed in 
the May 2018 Budget; 

� The Treasurer’s August 2018 announcement that he has sought the agreement of State and 
Territory Treasurers to remove the GST from sanitary products. 

These measures are indications that the there are issues with the GST system that need to be fixed. 

                                                      
1 Enacted as the A New Tax System (Goods and Services) Tax Act 1999 (GST Act). 
2 If a contract was entered into prior to 9 July 2000 and the consideration was paid before 2 December 1998, a supply could be 
GST-free under subsection 13(3) of the A New Tax System (Goods and Services Tax Transition) Act 1999.  
3 Prof Deutsche, B. Time to wean off the (GST-free) milk, Tax Institute Blog 26 July 2018, Income tax focus ‘coming back to 
haunt us’, govt report shows, accountantsdaily 23 July 2018.; Evans, M. The Willie Sutton Rule (2017) 17 AGSTJ 55; Evans, M. 
A Poor Roof (2017) 17 AGSTJ 113.  
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1.2 Taxgumped4 
The effectiveness and sustainability of our 20-year-old GST system have been explored in recent 
publications of the Parliamentary Budget Office5 and Productivity Commission.6 

The PBO Report, from a GST perspective, concentrates on the likelihood of 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. 

The HFE Report reminds us that Horizontal Fiscal Equalisation (HFE) is product of Vertical Fiscal 
Imbalance (VFI).  VFI arose progressively from Federation (the ceding of customs revenues to the 
Commonwealth) through to the Second World War (the Commonwealth assuming sole responsibility 
for income tax) and most recently, the absorption of State Franchise fees into the Commonwealth 
excise regime.7 

From a GST perspective, under the 1999 Intergovernmental Agreement on the Reform of 
Commonwealth-State Financial Relations, (the 1999 Intergovernmental Agreement) the sharing of 
GST revenues between the States and Territories replaced the Commonwealth’s general purpose 
grants to the States and Territories. 

That is, 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. 

But the HFE Report indicates that the GST revenue, of itself, will not satisfy the future requirements of 
the States and Territories. 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”.8 

And on 4 August 2018, the then Treasurer announced that, in June 2018 he wrote to the State and 
Territory Treasurers to remove the GST from sanitary products.9 In contrast, just two weeks before, 
the Senior Tax Counsel of The Tax Institute opined that it is “Time to wean off the (GST-free) milk”.10 
What have we learned about the role that the taxation of household consumption can play in the 
Australian economy? 

1.3 Looking back 45 years to the future 
The topic of this paper is “Is there a hole in the GST bucket?”11 

                                                      
4 Taxgumped is a term I have invented to refer to the situation where, before an analysis of a particular area of the tax system 
is due to be presented, other (perhaps more authoritative) pieces of work are published dealing with the same topic. 
5 Parliamentary Budget Office, Trends affecting the sustainability of Commonwealth taxes, Report no. 2/2018. (the PBO 
Report). 
6 Productivity Commission 2018, Horizontal Fiscal Equalisation, Report no. 88, Canberra (the HFE Report). 
7 HFE Report, Box 2, page 8. 
8 The Honourable Scott Morrison MP, Treasurer, All better off from fairer way to share the GST, Media release 5 July 2018. 
9 https://twitter.com/ScottMorrisonMP 4 August 2018. 
10 Prof Deutsche, B. Time to wean off the (GST-free) milk, Tax Institute Blog 19 July 2018. 
11 Wikipedia notes that the song “There’s a hole in my bucket” was recorded in 1960 by Harry Belafonte and Odetta Holmes.   
“The earliest known archetype of this song seems to be in the German collection of songs Bergliederbüchlein (c 1700). In 
1953, Flanders and Swann wrote a parody named "There's a Hole in My Budget" satirising the British budget deficit, 
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While consumption tax reform was seriously proposed in 1975,12 198513 and 1991,14 the only proposal 
that was implemented was in the ANTS White Paper in August 1998.15 But all of these reviews 
involved significant propositions in relation to both the direct and indirect tax systems. So indirect tax 
should not be considered in isolation. 

The Henry Report was released in 2009.16 While its terms of reference excluded GST, the Report 
made comments concerning GST’s long-term suitability as an efficient revenue raising tool. 

The questions at which this paper17 is directed are: 

� What was the focus of the tax reform reviews from 1975 to 1998? What was achieved? 

� In 1998 - 20 years ago - what was expected from the ANTS Reforms? 

� What is the reality, 20 years later?  

� Is all of this new to us or have we been here before? - What can we learn from our experience 
over the last 45 years?  

� Do we need a different and better tax system?  

This paper begins with the theoretical basis for the adoption of a broadly-based tax on household 
expenditure. Chapter 2 reflects on the taxation system and recommended changes from 1975, 1985 
and 1991, and (before ANTS) in 1998. The Chapter compares the system’s basic structure with the 
OECD, reviews the reform measures taken over the period and their objectives.  

Was a broadly-based consumption tax perceived as an essential and significant part of a tax mix 
switch from personal income tax – or were the reforms attempts to maintain the indirect taxation share 
of Commonwealth collections? 

Chapter 3 examines the history of the ANTS reforms: 

� What was the expectation of the GST system when it was proposed in August 1998? What has 
been the reality over GST’s 20-year lifespan? 

� In 1998, it was decided to reserve GST for the States and Territories in place of the previous 
general purpose grants. How has that worked? 

� How does the amount of GST revenues and its growth compare with GDP? 

                                                      

substituting the Prime Minister Winston Churchill and Chancellor Rab Butler for Henry and Liza, respectively. They rerecorded it 
in 1974, updating the characters to Harold Wilson and Denis Healey. https://www.youtube.com/watch?v=3ecEMxrdULQ 
12 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). 
13 Reform of the Australian Tax System. Draft White Paper, June 1985. AGPS, Canberra 1985 (RATS White Paper). 
14 Fightback! Taxation and Expenditure Reform for Jobs and Growth.  The Liberal and National parties’ plan to rebuild and 
reward Australia, 21 November 1991 (Fightback!). 
15 Tax Reform not a new tax a new tax system.  The Howard Government’s plan for a New Tax System. Circulated by the 
Honourable Peter Costello M.P. Treasurer of the Commonwealth of Australia.  August 1998 (the ANTS White Paper). 
16 Australia’s future tax system Report to the Treasurer, December 2009 (Henry Report). 
17 This paper revisits observations that I made in earlier presentations for the Taxation Institute - 10 years of GST – The Trials 
and Tribulations, The Curious Case of GST: 2009 National GST Intensive, 3-4 September 2009; El Condor Pasa: is GST 
Change Inevitable? 2012 National GST Intensive, 6 – 7 September 2012. 
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If it is concluded that GST revenues are decreasing as a proportion of GDP and are likely to continue 
to do so, Chapter 4 identifies the design features of the GST system that might explain the difficulty. Is 
the cause to be found in one of the following? 

� Changes in intertemporal consumption? 

� Limitations of the value-added tax model in collecting a tax on household consumption? 

� Changes in patterns of household consumption whereby a greater proportion of household 
expenditure comes from items of consumption that are not taxed at the standard rate? 

� Changes in the structure of production and distribution whereby there are changes in the value-
adding activities that fall into the tax base? 

In Chapter 4, the paper refers to revenue impacts from the above as “policy gaps”. 

Chapter 5 examines what parts of the GST structure and commercial environment might resulting in 
“compliance gaps” in the revenue base though avoidance, fraud and evasion? 

Chapter 6 examines whether there is an alternative to the value-added tax model that might address 
the challenges that it faces. 

Chapter 7 summarises the conclusions reached in the earlier Chapters. It revisits each of the periods, 
their reviews and reforms: 

� From 1975 – 1998 

� 1975 – 1985: Asprey to RATS 

� RATS to Fightback!  

� The ANTS Plan 

� The objectives 

� How did it go? 

� Is all of this new to us or have we been here before? 
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2 From the present to the past  

2.1 The Australian taxation system – Commonwealth level 
In 2016/17, at the Commonwealth18 level, the most important three types of taxation were: 

� Personal income tax – 55% of the total 

� Company income tax – 20% of the total; and  

� GST – about 18% of the total.19 

Generally speaking these three taxes are directed at collecting revenue for Government programs.  

2.1.1 Level of taxation as % GDP 
The OECD working paper dealing with domestic revenue mobilisation20 refers to the tax to GDP ratio, 
and states:  

The tax-to-GDP ratio (total tax revenues expressed as a percentage of GDP) measures the 
level of taxation in a country and is calculated by dividing the nominal tax revenue of a country 
by its nominal GDP for the same year. … 

The level of taxes in an economy gives an indication of the resources available to governments 
to fund public services, invest in infrastructure and to redistribute income. It also provides a 
rough estimate of the burden placed on the economy by the tax system.  

The tax-to-GDP ratio is the foundational indicator for the analysis of tax levels in an economy. It 
provides an indication of the scale of tax revenues against the underlying economy which 
generated the revenues, and permits comparisons across countries and across time. The tax-
to-GDP ratio is therefore a critical starting point for discussions of government finance, tax 
policy reform and domestic resource mobilisation.  

In this paper, reference is made to tax to GDP ratios in Australia overall and for tax types with 
particular emphasis on the proportion of indirect taxes and GST to GDP. 

Tax as a proportion of GDP and the way it changes over time may indicate that attention is required to 
the taxation structure, its base, levels of compliance or administration. Essentially, changes in the tax 
to GDP ratio may be indicators of a particular tax’s adequacy and reliability as a revenue source to 
provide funds for government programs. 

In Australia, the Government in concerned to ensure that higher taxes do not slow the economy. The 
Government’s measure against which taxation is measured is 23.9% of GDP.21 

                                                      
18 In this paper, the terms Commonwealth and Federal are used interchangeably. 
19 ABS 5506.0 Government Finance Statistics 2016/17.  
20 Domestic revenue mobilisation: A new database on tax levels and structures in 80 countries, OECD Centre for Taxation Policy 
and Administration. OECD Taxation Working Paper Series. OECD 2018, pages 8-10. 
21 2018-19 Budget: Living Within Our Means. 
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In 2016-17, the ABS records total Commonwealth taxation revenue as $389,797 million.22 GDP for 
2016-17 is recorded as $1,757,844 million,23 giving a total Commonwealth taxation to GDP ratio of 
22.17% 

The last published data of the OECD indicates that, in the 2015-16 fiscal year, the proportion of 
Australia’s tax of GDP (22.4%) was higher than the OECD average (20.3%).24 

Table 1: Total tax (Federal) as % of GDP OECD 

 

Source: OECD Revenue Statistics 2017 

On this measure, at least at the Commonwealth level, Australia is not highly taxed when compared 
with other OECD countries. If total tax collections (including States and Territories) are compared with 
the OECD, Australia is well below other OECD countries. In 2015-16, Australia’s total taxation 
collections are 28.2% of GDP and the OECD average is 34%,25 both at current prices. 

For GST26 Australia ranks below average for value-added tax as a proportion of GDP with 3.7% as 
compared with an OECD average of 6.6%.27 

Table 2: Value-added tax (Federal) as % of GDP OECD 

 

Source: OECD Revenue Statistics 2017 

                                                      
22 ABS 55060DO001_201617 Government Finance Statistics, Australia, 2016-17 
23 ABS 5206 table 36. 
24 OECD (2017) Revenue Statistics 1965-2016, OECD Publishing Paris. 
25 OECD (2017) Revenue Statistics 1965-2016, OECD Publishing Paris. 
26 The OECD classification is for value-added tax (5111). 
27 Canada (because the chart shows only VAT at the federal level) Germany, Japan, Korea and Switzerland are slightly lower.  
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2.1.2 Taxation types as proportion of total tax 
The last published data of the OECD indicates that, in the 2015-16 fiscal year, Australia’s taxation 
collections rely, to a considerably greater extent than OECD nations on average, on personal income 
taxes, corporate income taxes and other consumption taxes - in Australia this latter category consists 
of excise (on petroleum, tobacco and alcohol) WET, LCT, customs duties and tariffs. The main three 
taxation types in the OECD are social services contributions, personal tax and value-added tax. 

Table 3: Tax type (Federal) as % of total tax OECD 

 

Source: OECD Revenue Statistics 2017 

Accepting that the “other consumption taxes” category covers a multitude of sins,28 this paper’s 
interest is on the 80% of the Commonwealth revenue that comes from personal income tax (PIT), 
corporate income tax (CIT) and goods and services tax (GST).  

Nevertheless, an examination of the period between 1975 and 1995 shows that, of the indirect taxes 
(IDT) collections in that period, excise was: 

� Over 50% of total indirect tax; and 

� Petroleum excise amounted to approximately 60% of all total excise. 

The various tax types proportion of GDP is shown in Table 5. It is clear that the OECD’s reliance on 
indirect taxes is far more important than direct income and company taxes.  

Table 4: Tax type (Federal) as % of GDP OECD 

 

Source: OECD Revenue Statistics 2017 

                                                      
28 Excise and its customs equivalent are often referred to as “Sin taxes”. 
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2.1.3 The burden of taxation 
The imposition of taxation reduces economic efficiency by causing individuals and businesses to 
make different decisions to those they would make in the absence of taxation.  By altering behaviour, 
the imposition of taxation raises the risk that resources in an economy will be allocated, not according 
to their most valued use, but by their relative tax burdens. 

Minimising the behavioural changes from taxation and associated efficiency costs is an important 
element in the design of tax systems. 

In a submission to the Henry review,29 KPMG Econtech described the manner in which the economic 
impact of different taxes could be compared.30 

Different taxes will distort the economy in different ways, and therefore can be expected to 
impact consumer living standards to differing extents. Taking this into account, given any 
specific revenue requirement, the tax system can be designed to minimise its impact on the 
economy.  

The extent to which a tax reduces living standards can be measured by its excess burden, … 
which is a measure of the economic cost of a tax per dollar of revenue, and allows direct 
comparisons to be made between taxes. 

The analysis of KPMG Econtech estimates31 that the highest excess burdens arise for non-federal 
taxes. With the exception of land tax, all of the non-federal taxes are more damaging to the economy 
than the three federal taxes. And of the three federal taxes, if we were to focus on minimising harmful 
effects on overall living standards, we would shift a greater share of revenue collections away from 
company tax and towards GST.  

Table 5 shows the excess tax burden for Australia’s 11 most common taxation types, ranking the 
burden from the highest to the lowest. 

  

                                                      
29 Australia’s future tax system Consultation paper December 2008 (the Henry Consultation paper). 
30 Economic Analysis of the Impacts of Using GST to Reform Taxes, September 2011. 
31 KPMG Econtech, Chart 2.1, page 5.  



Michael Evans, CTA 20 years after ANTS - is there a hole in the bucket? 

© Michael Evans, CTA 2018 12 

Table 5: Excess burden of federal and non-federal taxes 

 

Source: KPMG Econtech, Chart 2. 

In a more recent analysis of the excess burden of taxation, Tran and Wende32 concluded that the 
excess welfare loss from raising each additional dollar of revenue from the three main Commonwealth 
revenue sources were greatest for company income tax (83 cents per additional dollar raised) and 
less for personal income tax (34 cents) and goods and services tax (24 cents).  

At first blush, one might conclude that national welfare would benefit from decreasing company tax 
and raising revenue from GST. But the PBO Report tells us that GST collections are decreasing and 
likely to continue to do so. 

In comments to a Melbourne University Tax group in 2009, Greg Smith33 commented that Australia’s 
tax reform efforts since at least 1985 had been directed at the twin objectives of adequacy and 
neutrality. 

While GST might be a more efficient and less harmful source of revenue for Government programs, is 
it as good as the two direct taxes from an adequacy perspective? 

Can it be relied upon to produce reliable and robust revenues for government spending programs? 

2.2 Starting with the theory 
Having considered the extent of our reliance on the three main tax types at the Commonwealth level, 
it is necessary to consider how the taxation of household expenditure meets the objectives of taxation 
generally. 

                                                      
32 Chung Tran and Sebastian Wende, “On the Excess Burden of Taxation in an Overlapping Generations”, ANU Working Paper 
2017. 
33 Adjunct Professor, Economic and Social Policy, Australian Catholic University (Canberra) and member of the Commonwealth 
Grants Commission. Until 2004 Greg held senior positions in the Australian Treasury, including Executive Director Budget 
Group and Revenue Group, head of the Financial System and Tax Policy Divisions and Secretary to the Financial System 
Inquiry (1997). In the mid 1980s he was tax policy adviser in the Office of the Treasurer. He has been a member in recent years 
of several policy review processes including state budget reviews, a land transport taskforce, and the Future Tax System 
Review (2008-09). 
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2.2.1 The choice of consumption as a tax base 
Consumption taxes are commonly levied to raise revenue for Government programs34 whereas 
selective taxes are often justified on other grounds or viewed as serving a special purpose.35 For 
example, to remedy or contribute to the community cost of the consumption of particular goods and 
services.  

The theoretical tax base for a tax on household spending is Household Final Consumption 
Expenditure (HFCE).36   

The AFTS Report37 referred to the stability of household consumption as a revenue base. 

Total household consumption as a percentage of GDP has been relatively stable for a long time 
... . This suggests that a tax on consumption would provide a relatively sustainable revenue 
base that grows in line with the broader economy.  

The choice of national household consumption expenditure as the tax base is said to promote 
economic efficiency and to minimise distortions that might otherwise arise from other forms of 
taxation.  For example, a tax on final consumption expenditure is neutral in relation to: 

� The place of production of goods and services consumed domestically; 

� The items on which consumers choose to expend their funds; 

� How goods and services are produced and distributed as well as the number of the firms in the 
production and distribution chain; and 

� Inter-temporal consumption decisions and, hence, choices between savings and consumption. 

Essentially, the preference for a tax on consumption is that it enables a secure and reliable revenue 
source (household consumption expenditure) without distorting the behaviour of firms and 
households. 

In contrast, the Henry Architecture paper38 described the impact of personal taxation: 

All taxes and all transfers affect behaviour in some way. They change how much money people 
have and the incentives they face. For example, high levels of taxes on salary and wages 
reduce the disposable income of salary and wage earners, … it can dampen the incentive to 
work more to earn more money.  

Theoretically, a tax on final household consumption expenditure could be collected by imposing the 
tax directly from households and seeking each household to report the amount of its consumption 
expenditure (as opposed to savings and investments).39  

                                                      
34 Theory and Practice of Excise Taxation, Cnossen, S, Oxford University Press 2005 (Cnossen 2005). 
35 For example, the use of taxes to restrain harmful greenhouse emissions, pollution or consumption of scarce resources.  The 
taxation of tobacco, alcohol and petroleum products are often justified on the basis of the health costs for which the 
consumption of these products is responsible. 
36 ABS, 5206.0 Australian National Accounts: National Income, Expenditure and Product. Table 36. Household Final 
Consumption Expenditure (HFCE). 
37 Australia’s future tax system Report to the Treasurer, December 2009 (AFTS Report), page 274. 
38 Australia, Architecture of Australia’s tax and transfer system (2008) p 3 (the Henry Architecture paper) 
39 This type of tax is generally referred to as a “direct expenditure tax”.  The Meade Report (1978) described this approach as 
one that taxes an individual based on the resources they take out of the economy (through consumption), rather than the 
resources they contribute to the economy. 
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The AFTS Report observed in this regard:40 

… a consumption tax can also be levied as a direct tax. … There would be few benefits and 
significant difficulties in implementing a direct consumption tax in Australia … . 

Putting aside transitional issues and the interaction with personal income taxes, the AFTS Report 
identified the lack of revenue integrity for a “direct expenditure tax” if it required a self-declaration of 
total spending. 

As a result of the administrative and compliance limitations of a direct expenditure tax, it is accepted 
theory that it is more robust to collect the tax, indirectly, from firms in the market place based on the 
price paid by consumers to firms for items of consumption.41 

And the multi-stage, credit-invoice approach of the value-added tax creates an audit trail by attaching 
the tax liability to each transaction in the production and distribution chain, “making it legally and 
technically ... superior” to a single stage retail sales tax in which the tax is collected from retailers and 
not on business-to-business transactions.42   

2.3 Applying the theory – 4 reviews and 5 Prime Ministers 

2.3.1 The electoral cycle 
This paper focuses on four reviews of Australia’s taxation system between 1975 and 1998. In general 
terms, the approach of the reviews and their recommendations for reform are broadly the same in 
each case. 

The Asprey Committee referred to “the big three” criteria - efficiency, fairness and simplicity. 

The occasion to undertake a review or reform the taxation system is prompted – or at least is 
correlated to – the electoral cycle. 

Having made these initial observations about the temporal relationship between the electoral cycle 
and taxation reform, this Chapter examines the main aspects of four of the reviews and measures the 
state of the taxation systems around each of them. 

To co-ordinate the reviews with the electoral cycle, the “state of the system” will be examined as 
follows: 

Table 6: Prime Ministers and Reports 

Prime Minister Years of government Year of review Years examined 

Whitlam 1972 - 1975 1975 1972/3 

Fraser 1975 - 1983 1975 1975, 1983 

Hawke 1983 - 1992 1985 1983, 1987 

Keating 1993 - 1995 1992/3 1993/4 

Howard 1996 - 2007 1998 1998, 2001 

                                                      
40 AFTS Report page 274. 
41 But as we will see later, the most recent trend is, for sales and purchases that present compliance challenges, the model 
“switches” the liability from the supplier to the customer – putting the horse before the cart. 
42 Tait, A., Value-added tax, International Practice and Problems, IMF 1998 at page 4  
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2.3.2 The Asprey Review – the Whitlam years 
On 18 May 1972, the then Treasurer43 announced a public inquiry into the operation of the taxation 
system. The Taxation Review Committee became known as the Asprey Committee, after its chairman 
the Honourable Mr Justice K. W. Asprey.44 Its first meeting was held on 14 September 1972 – 46 
years ago.  

The final report of the Committee was published on 31 January 1975.45 

The approach and objectives adopted by the Taxation Review Committee have been the model that 
subsequent reviews of the taxation system in Australia have emulated. Accordingly, while the actual 
aspects of the taxation system in 1972/73 are not the same as today, it is worth reflecting on the 
foundations established more than 40 years ago. 

In language that is now all too familiar, the Committee referred to “the big three” criteria - efficiency, 
fairness and simplicity. 

… each of the ‘big three’ criteria will often, in some respects, conflict with the others. In deciding 
the best overall tax system and in deciding between alternative provisions in particular taxes, 
the policy-maker comes repeatedly up against choices between simplicity and efficiency, or 
fairness and simplicity or fairness and efficiency. These are perhaps the hardest choices he has 
to make, or invite others to make.  

2.3.2.1 The Taxation System in 1972/7346 

At the time of the Asprey Review: 

� personal and corporate tax did not include a tax on capital gains; 

� the taxation of fringe benefits was ineffective; 

� corporate profits were taxed first at the company level and then the dividend was taxed again in 
the hands of individual shareholders (described as the classical system of company tax). 

In the Committee’s view, these features of the direct tax system had implications for the adequacy 
and neutrality of personal tax per se, but also on its interaction with the taxation of companies. 

The 1972/73 taxation system relied on personal income tax, company income tax and taxation of 
goods and services for the majority of its revenue.  

In our consideration of the importance of indirect tax in 1972/73, it must be recalled that excises are 
not regarded (at least in theory) as general revenue raising measures. Rather, they are to address 
negative externalities and intended to have an effect on behaviour. 

But we will discover that excise was a significant elements of taxation revenues for the whole of the 
period of review. We should recall, therefore, that excise is generally 50% of all IDT in Australia. 

  

                                                      
43 The Right Honourable B. M. Snedden, Q.C. 
44 At the time a Judge of Appeal of the Supreme Court of New South Wales. 
45 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). 
46 The Asprey Review commented on the use of the term “system” in relation to the complex and interwoven pieces of 
legislation involved. In general, the word “system” in relation to taxes should be used euphemistically. 
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Table 7: PIT, CIT & IDT as percentage of total tax 1972/73 vs OECD 

 

Sources: OECD Revenue Statistics 2017, ABS 5506.0 

Table 8: PIT, CIT & IDT as percentage of GDP 1972/73 

 

Sources: OECD Revenue Statistics 2017, ABS 5506.0 
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� in 2017 are 27% of total tax and 5.75% of GDP. 

But the sustainability of the system depends upon the efficiency of the taxes collected. The OECD 
model in 1975, relied on value added tax for the majority of its indirect tax whereas, the Australian 
model was dependent on excises in 1972/73. 

2.3.2.1.1 Personal Income tax 
In 1975, at the end of the Whitlam period, the personal income tax regime, from which 55% of all 
Commonwealth revenue was raised, was highly progressive: 
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excess of $40,000; 

0.00% 10.00% 20.00% 30.00% 40.00% 50.00% 60.00%

PIT % of Total

OECD PIT % of total

CIT % of Total

OECD CIT % of total

Total IDT % of total

OECD IDT % of total

0.00% 1.00% 2.00% 3.00% 4.00% 5.00% 6.00% 7.00% 8.00% 9.00% 10.00%

PIT % of GDP

OECD PIT % GDP

CIT % of GDP

OECD CIT % of GDP

Total IDT % of GDP

OECD IDT % of GDP



Michael Evans, CTA 20 years after ANTS - is there a hole in the bucket? 

© Michael Evans, CTA 2018 17 

� Average weekly earnings in 1975 were $7,620 p.a.47 

� The marginal rate was 44% 

� The average rate of tax 21.7% 

� A property income surcharge on property income applied at the rate of 10% of the average rate 
of tax for taxable income in excess of $5,000; 

� The top marginal rate of tax applied to taxable incomes of 5.25 of average weekly earnings.48 

The Committee observed that:49 

� The higher the marginal rate of tax the greater will be the incentive to reduce work effort and 
substitute leisure; 

� High marginal rates of income tax encourage the substitution of immediate consumption for 
saving;  

� High marginal rates of income tax substantially increase the reward from avoidance and 
evasion: 

2.3.2.1.2 Corporate income tax  
At the time of the Asprey Review, Australia operated a “classical” system of corporate taxation: 

� Companies (both private and public) paid tax at the rate of 45% on taxable incomes; 

� Dividends paid to shareholders were included as taxable income of shareholders and taxed at 
the shareholders marginal rate: 

� Private companies paid an ”undistributed profits tax” of 50% of the amount by which actual 
distribution of profits was less than a specified minimum distribution. This charge was to 
discourage private companies from retaining earnings at the 45% tax rate and, thus, avoid the 
additional tax that would have been payable at marginal rates. 

2.3.2.1.3 The indirect tax system in 1973/74 
Asprey records50 that, in 1973/74: 

� total Commonwealth tax revenue was $10,938 million; 

� wholesale sales tax was $969 million - 8.9% of the total tax revenue; 

� excise was more than $1,555 million - 14.2% of the total. 

� rate per unit of quantity, on the manufacture or importation of specific goods.   

Asprey noted that: 

� 98% of the excise revenue was raised from 6 products - beer, potable spirits, tobacco, cigars 
and cigarettes, diesel fuel and petrol. 

� The tax paid on excisable products and sales tax on motor vehicles and parts amounted to 

                                                      
47 In Nov 2017, AWOT earnings were $86,580 pa. At the rates applicable for 2017/18 FY, the average rate of tax would be 
24.74% and marginal rate 34.5%. 
48 At 2017/18 rates, the top rate of 47% starts at 2 times AWOT. 
49 The Asprey Review paras 14.30 et seq. 
50 At para 27.3. 
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80% of the total tax paid, but were only 16% of personal consumption expenditure.  

� The tax paid on chemists’ goods, electrical goods, hardware and toys and travel goods made 
up the remaining 20% of total tax but were only 10% of personal consumption expenditure. 

� 60% of personal consumption expenditure, (nearly all food, clothing and services) were not 
taxed.51 

� Indirect tax (sales tax and excise) as a percentage of HFCE in 1974/75 was 9.32%. 

2.3.2.2 Asprey conclusions and recommendations 

At the time, the Asprey Review brought a new approach and conclusions about the efficiency and 
equity of the taxation system.  

2.3.2.2.1 Capital gains tax 
The Committee recommended the taxation of capital gains as income on grounds of equity and 
economic efficiency. Particular attention was recommended for the treatment of inflation (running at 
20% at the time). 

The Committee proposed that the tax should apply only to gains accruing and realised after the 
introduction of the tax and the family home be exempt. 

2.3.2.2.2 Corporation tax 
The Committee concluded that the system of company income tax: 

� Was inequitable in its final impact upon shareholders at different income levels; 

� Distorted decisions of companies and shareholders in their decisions of capital management; 

� Created a bias in favour of debt over equity for individuals and corporate investors and 
borrowers. 

The Committee recommended the introduction of an imputation system. 

2.3.2.2.3 Personal income tax 
The Committee recommended: 

� The expansion of the inadequate legislative provision dealing with “non-monetary” income by 
way of employee fringe benefits.  

� That the weight of taxation be shifted away from the taxation of income and towards the 
taxation of goods and services. 

In making its recommendations, the report noted: 

27.48. …  the whole trend of the Committee's argument presupposes that [after the initial 
period of 5%, the rate of value added-tax] should be steadily raised with concomitant upward 
adjustments to social service payments and downward adjustments to the income tax. 

The Committee concluded that, in combination with the taxation of capital gains and fringe benefits, 
the reforms would in time go far towards achieving greater neutrality and efficiency to the system.  

                                                      
51 Asprey Review para 27.7. 
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2.3.2.2.4 Consumption tax 
The Committee recommended a broad-based value-added tax (initially at the rate of 5%) and the 
abolition of the wholesale sales tax.  

As this paper’s focus is on Australia’s indirect tax reform, it is worth considering, briefly, the 
Committee’s conclusions and recommendations in this regard. The Committee observed: 

� Excise was simpler to administer and enforce – with a small number of taxpayers and narrow 
range of products. The sales tax was more complex, had a greater number of taxpayers and 
the ad valorem tax base was more difficult to administer and enforce.  

� The excise was one of the most the most inequitable and non-neutral of taxes levied at the time 
of the review. 

� Excisable products were, generally, price inelastic. As such the incidence of the tax 
impost was borne by the consumer.  

� Non-neutral and cascading. 

Petroleum products, which constituted about 1/3rd of total excise revenue, was not 
only an item of household consumption but also an input to other goods and 
services. As such, the excise on petroleum cascades into other goods and services 
- often those (such as food and exports) that are otherwise free of indirect tax. 

� Regressive 

One estimate showed that excises on tobacco and alcoholic drinks amounted to 
over 4% of income of lower income groups but 2% for higher income groups. 
Similarly, the taxes on motor vehicle operation declined from about 0.8% of low 
incomes to about 0.25% of high incomes.  

� A large part of sales tax was raised from the taxation of motor vehicles and spare parts and had 
similar non-neutral, cascading and regressive features as the excise on petroleum products.  

� Outside the area of motoring, drink and tobacco, taxes on goods and services at the 
Commonwealth level can be “dismissed as a trivial relic”.  

� While the features of excise taxation are unfavourable from the point of view of a general tax on 
household consumption expenditure, selective taxation of motoring, drinking and smoking can 
be justified to address the negative externalities arising from their use. 

But not simply as a matter of revenue-raising. 

After some discussion and consideration of alternatives,52 the Committee favoured a value-added 
tax:53 
� Applied on an ad valorem basis to household expenditure - i.e., at the retail level rather than 

manufacturer’s or wholesaler’s sale price. As such, the tax base includes the retailer’s margin; 

                                                      
52 Turnover tax, wholesale sales tax, retail sales tax and value-added tax. Asprey Review para 27.24. 
53 The Committee explained that a value-added tax “is a way of levying an ad valorem tax on final consumer spending. The 
whole of the sales value of consumption goods and services, less those that are specifically exempt, is taxed by stages as the 
goods and services pass from one supplier to the next in the chain of production and distribution. Each supplier pays the tax, 
calculated at the VAT rate, on his sales during a period, claiming as a deduction VAT invoiced to him during the period. The 
final consumer, not being a supplier, bears the whole tax and can claim no deduction. Asprey Review para 27.31. 
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� Food, clothing and services be included in the tax base;54 

If a broad-based tax covering food and clothing introduces an element of regressivity, that 
element can be counterbalanced by increasing the progressivity of other taxes in the system. 
The Committee is satisfied that, either by special measures by way of transfer payments or by 
other more progressive taxes, or by a combination of both, the progressivity of the structure as 
a whole can be maintained or adjusted to the required degree.55  

The Asprey Review based its recommendations on: 

� The need to avoid the complexity, non-neutrality and regressivity of the sales tax and excise 
levied in the early 1970’s; 

� The economic advantages and efficiencies that could be achieved by adopting a tax base of 
household consumption expenditure – i.e., the price paid by households for items of 
consumption. No distinction was to be drawn between tangible and intangible items of 
consumption but it is unlikely that the Committee could have contemplated the broad range of 
intangibles that are a large proportion of household consumption today. 

� The relief from tax for: 

� Inputs to further production by means of the VAT credit off-set mechanism 

� Items to be consumed off-shore (exports) through the VAT zero-rate mechanism. 

� A recognition that some sectors may need to be exempted from VAT – i.e., pay VAT on inputs 
without relief. For example, small traders, health, education and government. 

� The acceptance that selective taxes (in the form of excise) should be retained to address 
negative externalities but that the rate of tax levied reflect the negative externality of the goods 
in question. Selective taxes ought not be imposed for revenue earning per se. 

� In its initial implementation, a VAT at the rate of 5% applying to “all tangible goods and all other 
personal consumption expenditure except rents and certain financial services”, to replace the 
revenue from sales tax and allow adjustments to excise. 

2.3.2.3 High reliance on a broadly-based consumption tax   

The Asprey Review set the groundwork for reforms to the taxation system that recommended 
elevating the value-added tax to a place of supremacy in revenue collection by progressively 
increasing its rate and decreasing marginal rates of tax on personal income. 

By recommending a switch to a broadly-based VAT, the Committee recognised that high rates of non-
neutral taxes (such as PIT and CIT) would make the economy less competitive and unlikely to provide 
revenues growing in line with GDP. 

The Committee sees VAT as doing much more than helping to remedy the defects of the 
existing taxes on goods and services: its prime role lies in allowing, in turn, a major switch 
from existing direct taxation and a large-scale simplification of the whole taxation system. 

                                                      
54 The report observes that “If tangible goods are taxed, services connected with such goods should logically be taxed also. If 
services are taxed, it would again be desirable that the base be as broad as possible, though some items would undoubtedly 
need to be excluded.” Para 27.22.  
55 Asprey para 27.23. 
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As an illustration of the significance of “switching” the revenue collection structure, the Committee 
considered how taxpayers might be compensated for the increase in household expenditure arising 
from a 5% GST.  

 27.49. … it would become increasingly difficult to achieve greater simplification of the fiscal 
system—the prime objective of the increase—through [the reduction in personal tax] as 
personal income tax virtually ceased to be levied on persons earning up to little more than 
minimum wages.  

2.3.3 1975 – 1983: The Fraser years 
The Asprey review came to be considered by Prime Minister Whitlam’s then Treasurer, Frank Crean 
in 1975. While Asprey was to be given implementation in the 1975/76 Budget, the only aspects given 
attention were changes to the personal tax system. 

November 1975 saw the dismissal of the Whitlam government and election of the Prime Minister 
Fraser’s Coalition Government.  

Little progress was made on tax reform over the next decade although the Treasurer, John Howard, 
made a number of efforts to have a broadly-based consumption tax put on the agenda.56 

2.3.3.1 Tax avoidance in the Fraser years 

The middle of the Fraser period saw a flurry of enactments of anti-avoidance/evasion legislation to 
address: 

� Dividend stripping and current year loss schemes - enacted57 in November 1978 

� 'Curran' schemes, commodity trading schemes, share trading schemes and 'expenditure 
recoupment' schemes - enacted58 in November 1979 

� The splitting of income with underage children - enacted in April 1980.59 

� The general anti-avoidance provision of the income tax law60 - enacted in June 1981. 

� The “bottom of the harbour” schemes legislation - enacted in 1982.61 

The national Archives of Australia (NAA) for 1982/83 describe the latter part of the Fraser years:62 

The Fraser Government devoted a great deal of its last months in office to the political and 
legal problems of large-scale tax evasion. Tax evasion through the stripping of company assets 
had become a major issue in the 1970s, giving rise to the intriguingly-named Wet Slutzkin 
(where a company was stripped of untaxed profits and) and Dry Slutzkin (where company tax 
was paid but personal tax avoided) schemes. In many cases the companies’ records were then 

                                                      
56 Eccelston, R. The Thirty Year Problem: The Politics of Australian Tax Reform. Australian Tax Research Foundation, 
Research Study No 42, June 2004 (the 30 Year Problem), page 69. 
57 Income Tax Assessment Amendment Bill (No. 4) 1978 
58 Income Tax Assessment Amendment Bill (No. 4) 1979 
59 Division 6AA of Part III of the Income Tax Assessment Act 1936 (1936 Act). 
60 Part IVA of the 1936 Act. 
61 Taxation (Unpaid Company Tax) Assessment Act 1982 
62 National Archives of Australia, Cabinet by Year, 1982/83 The economy, taxation and financial policy, 
http://www.naa.gov.au/collection/explore/cabinet/by-year/economy-tax-financial.aspx. 
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conveniently lost, or, in the parlance of the day, ‘sent to the bottom of the harbour’. The 
Commonwealth had attempted to fight the schemes but had been hindered by a less than 
sympathetic High Court and a less than stellar performance by some areas of the bureaucracy. 
In addition, there was an uncertain boundary between legal tax ‘avoidance’ and illegal tax 
'evasion' and a widespread dislike of the use of retrospective legislation to plug holes in the tax 
regime. 

John Howard told Cabinet in June 1982 that Part IVA [of the 1936 Act], which had come into 
effect in May 1981, had largely stopped blatant avoidance schemes by requiring vendor-
shareholders to pay tax on stripped company profits. There remained a problem with income 
from family trusts being siphoned to people beyond the reach of taxation. This would take a 
long time to resolve through the courts, leaving some wealthy families free of tax for years. 
Howard therefore announced on 25 July 1982 that further legislation would be introduced to 
combat blatant, contrived or artificial tax avoidance schemes, with effect from the date of the 
announcement. However the use of retrospective legislation attracted vigorous opposition, 
some of it from sections of the Coalition parties. The Fraser Government did succeed in 
passing legislation to recover company tax evaded in Wet Slutzkin schemes up to 1980 and the 
Hawke Government made five unsuccessful attempts to pass legislation to recover personal 
income tax evaded through Dry Slutzkins. 

2.3.3.2 PIT, CIT and IDT in the Fraser years 

In 1978, the Cabinet asked Treasurer Howard to consider the tax reform issues. The review, when 
received in 1979. was not pursued. Treasurer John Howard was committed to broadening Australia’s 
consumption tax base to provide income tax relief, but Prime Minister Fraser was not.63 

While very little changed in the 8 years of the Fraser Prime Ministership in relation to broadening the 
PIT and CIT bases and switching to greater reliance on consumption taxes, it can be seen (in Table 
9) that the proportionate relationship between the two tax types in Australia and OECD remained 
constant. Australia’s PIT and OECD’s IDT proportions were the highest (and growing) in 1975 through 
to 1983. 

Table 9: PIT, CIT & IDT as percentage of total tax: 1975 – 1983 vs OECD 

 

Sources: OECD Revenue Statistics 2017, ABS 5506.0 

                                                      
63 The 30-year Problem at page 69. 
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Over the period, both Australia’s and OECD’s reliance on PIT and IDT is growing and the proportion 
of CIT to GDP is decreasing in both. 

Table 10: PIT, CIT & IDT as percentage of GDP 1975 – 1983 vs OECD 

 

Sources: OECD Revenue Statistics 2017, ABS 5506.0 

Table 11 shows the marginal and average rates of income tax at the time the Fraser Government took 
power in 1974/75 and in 1982/83. 

Some progress has been made in decreasing average and marginal rates at the top threshold as well 
as on average weekly earnings. But, in 1982/83, the top marginal rate (of 60%) applied to taxable 
incomes above $35,788 which is a little over twice average weekly earnings. In 1975, the top rate 
applied to taxable incomes more than 5 times average weekly earnings. 

Table 11: Marginal and average rate for highest income level and average earnings: 1974/5 & 
1982/83 

 

Source: http/atotaxrates.info/individual-tax-rates-resident/pre-2010-tax-rates 
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During the 1984 campaign Mr Hawke had promised to hold a tax summit if his government as elected. 
In June 1985, the RATS White Paper was released by Treasurer Keating presenting options for 
reform to be discussed at the summit. 

2.3.4.1 PAYE and PPS – 1983 

The Keating years, as Treasurer, saw the commencement of the “prescribed payments system” 
(PPS). It is of relevance to this paper because: 

� The system ceased with the advent of the Australian Business Number (ABN) reforms as part 
of ANTS; and 

� In recent years it has become necessary to institute a system of reporting of payments to 
“independent contractors” under what is now known as the “Taxable Payments Reporting 
System” (TPRS).64 Extensions to this system are referred to in section 1.1 of this paper. 

Even before Asprey, the Commonwealth had had difficulty in ensuring that employers deducted tax 
on the “salary or wages” earned by employees. The distinction between “employees” and 
“independent contractors” had been before the courts,65 particularly concerning the extension of the 
meaning of “salary or wages”. 

Senior Member PM Roach explained66 the history of the PAYE taxation instalment deduction system 
and the reforms that came into effect in September 1983: 

1. … [The problem of cash economy exists because] there are many in the community who are 
able to carry out their income-earning activities in such a way as to be able to easily conceal 
their earnings. … Because there are a large number of persons in the community who are 
willing to be dishonest in tax matters, various attempts have been made over a prolonged 
period to limit the opportunities of the dishonest to defraud the Commissioner to the detriment 
of the taxpaying community. … 

In 1983 the Commonwealth amended the [1936 Act and] introduced what is known as the 
Prescribed Payments System: a system providing for ``collection of tax in respect of certain 
payments for work''. … The Prescribed Payments System … was intended to ensure that 
something on account of tax would be deducted from all payments made other than to 
``employees'' on ``salary or wages'' so as to ensure, to that extent, funds to the Revenue and to 
provide some degree of disclosure as to the identity of payees.  

The prescribed payments system (PPS), applying from 1 September 1983, was announced in the 
1982/83 Budget by the then Treasurer John Howard. In his 2nd Reading Speech introducing the Bill67 
the then Minister for Finance, the Hon. J.S. Dawkins, M.P explained: 

The major proposal which the Bill will implement is the introduction of a system of deductions of 
tax at source from payments for work and services. 

                                                      
64 Initially authorised under section 405-5 of Schedule 1 of the Taxation Administration Act 1953. 
65 Neale v Atlas Products (Vic) Pty Ltd [1955] HCA 18; DFC of T v Bolwell (1967) 1 ATR 862.  
66 Case V158, 88 ATC 1030  
67 Income Tax Assessment Bill 1983 
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Associated with these measures are reporting arrangements for householders who undertake 
larger domestic building projects and some related amendments to the pay-as-you-earn 
provisions of the law. … 

Although there is no simple means by which the menace of tax evasion by the non-reporting of 
income, whether received in cash or otherwise, can be eliminated, the Government is confident 
that these measures will help in a most significant way to deal with the problem…. 

Very briefly, they involve the deduction of tax by a person making a payment for contracted 
work or services and a remittance of amounts deducted to the Commissioner of Taxation on a 
monthly basis. … the system will [apply] to payments that are made and received by persons 
and firms operating within the Building and Construction, Architectural, Consultant Engineering, 
Surveying and other Technical Building Services, Joinery and Cabinet Making, Road Transport, 
Motor Vehicle Repair and Cleaning Industries. … the Bill is cast in terms that permit its 
extension by regulation to payments in other industries as soon as it is practicable to do so. 

… a householder who undertakes a private or domestic building project, the cost of which 
exceeds $10,000, will be required to register with the Commissioner of Taxation and report to 
him payments made in relation to that project. 

… payments within the initial scope of the system will be subject to deduction at a single rate of 
10 per cent of the gross payment. … 

The new system is primarily one of deduction of tax at source. 

In his RATS Statement,68 in September 1985, Treasurer Keating announced the increase in the 10% 
“deduction rate” to 15%.  

For payees who do not provide a deduction form at all, the rate of deduction will become 
30%.69 

2.3.4.2 The Tax System in 1985 

A decade after the Asprey Review, in 1985: 

� personal and corporate tax did not include a tax on capital gains; 

� the taxation of fringe benefits was ineffective; 

� corporate profits were taxed first at the company level and then the dividend was taxed again in 
the hands of individual shareholders (described as the classical system of company tax); 

� the reliance on personal income tax as a proportion of total tax and GDP had increased to 55% 
and 12.1% respectively. 

2.3.4.2.1 Personal Income tax in 1984/85 
Medicare commenced and was part of the tax rates for the 1983/84 year.  The initial rate was 0.416% 
and was raised to 1% for 1984/85. 

In 1984/85, as in 1975, 55% of all Commonwealth revenue was raised through personal income tax: 

                                                      
68 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, page 1345 (the RATS Statement). 
69 RATS Statement, Attachment B page 55 
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� Marginal rates increased from 26% from $4,595 of taxable income to 61% (including Medicare) 
on taxable income in excess of $35,788;70 

� Average weekly earnings in June 1985 were $21,034 p.a.71 

� The marginal rate was 47% (incl. Medicare) 

� The average rate of tax 24.4% (incl. Medicare) 

� The average rate of tax on a taxable income of $35,788 was over 34.2% (incl. 
Medicare) 

� The top marginal rate of tax applied to taxable incomes of 1.7 of average weekly 
earnings.72 

2.3.4.2.2 The indirect tax system in 1985 
Echoing Asprey, the White Paper observed of the indirect taxes on goods and services (wholesale 
sales tax and excise duties) in June 1985: 

2.18 … Approximately 65% of the revenue from wholesales sales tax and excise duty 
(excluding the crude oil levy) is accounted for by alcohol, tobacco products and motor vehicles. 
… the narrowness of the base and the wide range of tax rates affect relative prices and 
therefore distort consumption decisions. …. 

The base was approximately $26 billion of which only $13 billion was private final consumption 
expenditure, meaning that 50% of sales tax was collected on intermediate inputs and cascaded in to 
the prices of other goods and services. 

2.3.4.2.2.1 The consumption tax base in 1984/85 

As observed in Asprey, the majority of taxation of goods and services in 1985 were collected as 
excises – both as a proportion of total tax and GDP. 

As such, they were not effective taxes on household consumption: 

� The subject matter was production of, largely, intermediate goods; and 

� To the extent that sales tax was collected on wholesale sales of goods destined for household 
consumption, most of the goods that might be identified as being common items of household 
consumption were not within the scope of the tax.  

In the case of excise and sales tax, to a large extent the percentage is influenced, not by the breadth 
of the base, but by the high rates and that it is imposed on inputs to production. 

The importance of the tax sources from a general revenue perspective in 1984/85, is shown by the 
proportion they represented of total tax and GDP in Table 12. 

  

                                                      
70 Including Medicare levy of 1% 
71 ABS 6302.0 June 1985. In Nov 2017, AWOT earnings were $86,580 pa. At the rates applicable for 2017/18 FY, the average 
rate of tax would be 24.74% and marginal rate 34.5%. 
72 At 2017/18 rates, the top rate of 47% starts at 2 times AWOT. 
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Table 12: Sales tax and Excise as proportion of total tax and GDP: FYs 1974/75 and 1984/85 

 

Source OECD Revenue Statistics 1965-2016 

2.3.4.3 The RATS White Paper 

In language similar to that of the Asprey Review, the RATS White Paper set the tone for the summit 
as follows: 

2. … For the life of the present Parliament, outlays and taxes will not increase as a share of 
national product. … 

3. The system is particularly unfair to wage and salary earners at relatively moderate income 
levels who must pay tax at high marginal rates. … The high rates of tax and a tax base riddled 
with concessions also impairs economic efficiency: it alters people’s behaviour and directs 
resources from their most productive use in the economy. The complexity of the system is 
notorious. The costs that this complexity impose on taxpayers and tax collectors alike are 
vexatious to individuals and a deadweight loss to the economy. 

4. Piecemeal improvements have been made to the system over the years but the point has 
now been reached where fundamental reforms … are called for. … The draft White Paper … 
represents the first real action towards comprehensive tax reform since the Asprey Committee 
reported on the tax system more than a decade ago. Failure to grasp this opportunity could 
mean that, once again, major root and branch reforms would be long delayed, to the detriment 
of the vast majority of the Australian community.  

The White Paper commenced with the “big three” referred to in Asprey - equity, efficiency and 
simplicity.73 

Three options - A, B and C - were presented in the White paper.74  

The most significant reforms in Option A were: 

� The reduction of marginal tax rates, financed by other revenue raising measures; 

� The taxation of non-cash fringe benefits at the employer level (a fringe benefits tax) and 
disallowance of deductions for entertainment expenses; 

� A comprehensive tax of real (i.e., indexed) capital gains at ordinary rates of personal and 

                                                      
73 RATS White Paper, para 1.1 
74 RATS White Paper, Chapter 22. 
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company tax with an exemption for a taxpayer’s principal place of residence; 

Option B involved a 5% broadly based consumption tax (BBCT) in addition to the reforms proposed in 
Option A. Wholesale sales tax would remain at the rate of 10% on passenger vehicles, wine and soft 
drinks. 

Option C included: 

� The replacement of wholesale sales tax with a BBCT of 12.5%; 

� Reductions in personal income tax, with a large tax-free threshold and a cut in the initial 
marginal tax rate: 

� Reduction in company taxation; and 

� The comprehensive taxation of fringe benefits and capital gains.  

Chapter 13 of the proposals contained a description of the BBCT – it was a retail sales tax and not a 
value-added tax; but covered essentially the same base with which we are concerned 30+ year later.  

The Treasurer faced opposition to Option C and its BBCT.75  Prime Minister Hawke intervened to drop 
the consumption tax element. 

On Thursday 19 September 1985, the Treasurer delivered a Ministerial Statement in the House of 
Representatives - “Reform of the Australian Tax System”.76 

The reforms announced by the Treasurer on that day included:77 

� To increase the PPS deduction rate from 10% to 15% and the advancement of the householder 
provisions to the full deduction scheme;78  

� The taxation of fringe benefits, imposed on the employer, at the prevailing company tax rate – 
being 46% at the commencement date of 1 July 1986; 

� The denial of deductions for entertainment expenses incurred after 19 September 1985; 

� A capital gains tax applying to gains on assets purchased after 19 September 1985. As 
proposed in the RATS White paper the tax was to apply to “real capital gains” calculated “by 
fully indexing the cost of the asset for inflation”; 

� A rationalisation of the wholesale sales tax rate structure and expansion of the goods subject to 
the tax: 

� the four rates were reduced to three – 10%, 20% and 30%; 

� the 10% rate would be extended to: 

� close substitutes of snack foods, ice cream and biscuits; and  

                                                      
75 The Under Treasurer in New Zealand in 1985, Trevor de Cleene, famously commented about the Australian tax Summit 
“Everyone wants to go the heaven and no one wants to die”. 
76 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, page 1345 (the RATS Statement). 
77 The RATS Statement page 1347. 
78 RATS Statement Page 1350. The Treasurer stated that system had proved extremely successful in combatting fraud and 
evasion in the building, transport, motor vehicle repair and cleaning industries. 
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� non-oil-burning domestic space heaters, domestic cooking stoves, domestic water 
heating systems and wrapping materials for household use; 

� A system of full imputation of company income distributed to resident shareholders. The rate of 
company tax was increased from 46% to 49% on 1 July 1987; 

It is intended that the 49 per cent company tax rate first apply to company tax collections 
in 1987-88-that is, relevant to company incomes for the 1986-87 income year-and that 
imputation credits first apply to dividends paid in 1987- 88.  

� From 1 July 1987, the income tax rates were to be reduced by increasing the tax-free threshold, 
collapsing the number of rate bands and reducing the top marginal rate from 60% to 49%. 

The RATS Statement noted that: 

A fundamental and major reform which this Government will undertake is to reduce the 
top rate of income tax from 60c in the dollar to 49c in the dollar. Further, we will cut the 
intermediate rate of personal income tax from 46c in the dollar to 40c. This slashing of 
marginal tax rates represents a dramatic and permanent reform to the Australian tax 
system.  

It will mean that in the future no Australian will be required to pay more than half his 
or her income in taxation.79 

The reforms echo the proposals in Asprey, absent the consumption tax that Asprey proposed as the 
tool by which substantial reductions in marginal tax rates could be achieved.80 

2.3.4.4 PIT, CIT and IDT in 1987 – Post RATS 

The RATS reforms were implemented in the 1986, 1987 and 1988 financial years.  The broadening of 
the PIT and CIT81  bases and introduction of the imputation system were beneficial to both revenue 
and the neutrality of economic decisions. But, the switching to greater reliance on broadly-based 
consumption taxes, recommended by Asprey and Option C, had not occurred. Australia ‘s dominant 
source of revenue from 1975-87 was PIT, IDT was increasing but CIT was decreasing. OECD’s IDT 
was increasing, PIT was constant and CIT was decreasing.  

  

                                                      
79 The Medicare levy was first introduced by the Hawke government in February 1984 at the rate of 1% of taxable income. It 
was increased in December 1986 to 1.25%. At the time of the Treasurer’s statement, therefore, those on the top rate suffered 
50% tax rate. 
80 RATS White Paper, para 27. 
81 Capital gains and fringe benefits tax. 
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Table 13: PIT, CIT & IDT as percentage of total tax 1975 – 1987 vs OECD 

 

Sources: OECD Revenue Statistics 2017, ABS 5506.0 

When the proportion of taxes to GDP is considered over the period, Australia’s reliance on PIT and 
IDT is growing.  

In the OECD, IDT is growing as a faster proportion of GDP than PIT while CIT is constant.  

Table 14: PIT, CIT & IDT as percentage of GDP 1975 – 1987 vs OECD 

 

Sources: OECD Revenue Statistics 2017, ABS 5506.0 

While tables 13 and 14 show increases in the proportion of taxes on goods and services of total tax 
and GDP, it must be remembered that the RATS reforms did not implement a broadly-based 
consumption tax.  

While the RATS reforms increased the proportion of revenue raised from indirect tax, those indirect 
taxes were narrowly based and of questionable long-term reliability. 

Table 15 shows the marginal and average rates of income tax at the time of the RATS statement 
through to its implementation. 

� Progress has been made in decreasing average and marginal rates at the top threshold as well 
as on average weekly earnings.  

� In 1987/88, the top marginal rate (of 50.25%) applied to taxable incomes above $35,000 which 
is only 1.4 times average weekly earnings.  

� Prior to RATS, the top rate applied to taxable incomes 1.7 times average weekly earnings. 
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And in the RATS Statement, Treasurer Keating stated that: 

… in the future no Australian will be required to pay more than half his or her income in taxation. 

 Table 15: Marginal and average rate for highest income level and average earnings: pre and 
post ANTS 

 

Source: http/atotaxrates.info/individual-tax-rates-resident/pre-2010-tax-rates 

Before closing on the Hawke years and the RATS reforms, it is worth considering how the total 
Commonwealth taxes are performing as a proportion of GDP over the Fraser and Hawke years. After 
his initial election to Government, Prime Minister Hawke was successfully re-elected in December 
1984, July 1987 and March 1990.82  

We should recall that the RATS White Paper in June 1985 pledged that: 

For the life of the present Parliament, outlays and taxes will not increase as a share of national 
product. 

The total Commonwealth tax to GDP ratio increased in both the 1986/87 and 1987/88 financial years. 

Table 16: Taxes as percentage of GDP 1975 – 1987 vs OECD 

  

Sources: OECD Revenue Statistics 2017 

Essentially, like Asprey, the Treasurer saw that the solution to the high personal tax rates was a 
broadly-based consumption tax (in this case at 12.5%). 

                                                      
82 https://www.aec.gov.au/ 
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But, it was not to be – Australia had to wait another 15 years before the Treasury had access to the 
revenues from a broadly-based consumption tax. But could it provide the significant “switch” that 
Asprey and Treasurer Keating had sought? 

2.3.5 The Keating years: 1993 - 1995 
On 19 December 1991, Paul Keating became Prime Minister replacing Mr Hawke. 

As leader of the Federal Opposition, Dr John Hewson launched Fightback!83 on 21 November 1991. 
At the time of the Fightback!: 

� personal and corporate tax had been extended through the RATS reforms to include a tax on 
“real” capital gains on assets acquired after 19 September 1985; 

� fringe benefits (again, through RATS) were taxed at the employer level at the top marginal tax 
rate (including Medicare) of 48.25%; 

� a full imputation system applied to company profits whereby tax paid at the (then) corporate 
rate of 39% was available as a non-refundable rebate against tax payable by individual 
shareholders. As such a refund was not available for any “imputation credits” in excess of tax 
payable. 

Like Asprey and Option C, the plan relied on a broadly-based consumption tax to fund reductions in 
personal tax. The aim was the reduction in the proportion of tax collected from personal income tax. 

Also reflecting the principles in the two major reviews conducted previously, the objectives were 
stated to be:84 

� To lower personal taxes to boost the incentives to work, save and invest; 

� To make the tax system more internationally competitive by abolishing wholesale sales tax, 
pay-roll tax and petroleum excise; 

� To raise revenue for government programs in the most efficient way – significantly through a 
15% value-added tax (called GST) with a tax base similar to the GST implemented in July 
2000. 

In 1992, the One Nation Statement85 was presented by Prime Minister Keating offering tax cuts to 
middle Australia without the political burden of a GST.   

In 1993, bowing to pressure from Prime Minister Keating’s campaign against Fightback! and the GST, 
Dr Hewson revised the package to exclude basic food from the GST proposal. 

Dr Hewson did not get the opportunity to implement the Fightback! plan because the Coalition failed 
to dislodge Prime Minister Keating in the 13 March 1993 federal election.  

2.3.5.1.1 Personal Income tax in 1992/93 
In 1992/93, 56% of all Commonwealth revenue was raised the personal income tax regime. 

� Marginal rates increased from 20% from $5,400 of taxable income to 48.25% on taxable 

                                                      
83 Fightback! Taxation and Expenditure Reform for Jobs and Growth.  The Liberal and National parties’ plan to rebuild and 
reward Australia, 21 November 1991 (Fightback!). 
84 Fightback! paragraph 1.3 
85 Paul Keating, ‘One Nation’ (Statement by the Prime Minister, 26 February 1992). 
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income in excess of $50,000;86 

� Average weekly earnings in June 1993 were $31,470 p.a.87 

� The marginal rate was 39.25% (incl. Medicare) 

� The average rate of tax 22.73% (incl. Medicare) 

The average rate of tax on a taxable income of $50,000 was approx. 32% (incl. Medicare) 

� The top marginal rate of tax applied to taxable incomes of 1.6 of average weekly earnings.88 

2.3.5.1.2 PPS and Reportable Payments System 
Further measures to extend the PPS system were made by the Keating government in November 
1994.89 

The Explanatory Memorandum to the Bill explained the measures as follows: 

The tax collection system currently contains the 'prescribed payment system' (PPS) which 
requires certain payers for prescribed services and labour to deduct tax before payment. The 
system applies to industries prescribed by regulation and covers mainly the building and 
construction and transport industries. Under the scheme, payers are required to deduct tax 
payments and forward them to the ATO, or, for owner builders, to inform the ATO of the 
payment. The rate of tax to be deducted is generally 20%, but if the payee does not have a 
PPS payee declaration in force the rate to be deducted is the maximum marginal tax rate 
(48.4% including the Medicare levy). A taxpayer must provide their tax file number (TFN) to 
receive a PPS declaration form.90  

[This Bill introduces] a reportable payments system (RPS) into the [1936 Act]. … it is intended 
that the RPS will initially apply to the payments in the fishing and clothing industries that 
are assessable income.  

… where a reportable payment is made on or after 1 November 1994 and the payee's TFN is 
not supplied …, the payer is to deduct tax at the rate of 48.4%, or such other rate as 
prescribed. It will be an offence, with a maximum penalty of a fine of 100 penalty units ($10000) 
to not make a deduction when required to do so. Deductions are to be forwarded to 
the Commissioner so that they arrive within 14 days, or such longer period as allowed, after the 
end of the month in which they are made …  and provide an annual report to the Commissioner 
stating each payees TFN or if the TFN is not provided, a statement to that effect. 

2.3.5.2 The consumption tax base in 1992/93 

In 1992/93, sales tax and excise as a proportion of GDP and total tax appear in tables 17 and 18 
below. 

                                                      
86 Including Medicare levy of 1% 
87 ABS 6302.0 June 1985. In Nov 2017, AWOT earnings were $86,580 pa. At the rates applicable for 2017/18 FY, the average 
rate of tax would be 24.74% and marginal rate 34.5%. 
88 At 2017/18 rates, the top rate of 47% starts at 2 times AWOT. 
89 Taxation Laws Amendment Act (no 3) 1994. 
90 The Tax File Number regime was introduced after the Hawke Government abandoned (and as a replacement for) the 
Australia Card proposals in RATS. 



Michael Evans, CTA 20 years after ANTS - is there a hole in the bucket? 

© Michael Evans, CTA 2018 34 

One can see a growth in the reliance on sales tax and decrease in excise and customs duties from 
1985. 

Table 17: Sales tax, customs & excise as proportion of total tax and GDP: FYs 1974/75, 1984/85 
and 1992/93 

 

Source OECD Revenue Statistics 1965-2016 

Table 18: Sales tax, customs & excise as percentage of GDP 1974/75, 1984/85 and 1992/93 

 

Source OECD Revenue Statistics 1965-2016 

2.3.5.3 Taxation changes 1993 - 1995 

In his “One Nation” statement, in February 1992, Prime Minister Keating promised two stages of 
income tax cuts aimed at higher paid workers whose wages had been eroded. The promises were: 

� From July 1, 1994, the marginal tax rate for incomes of $20,700-$38,000 was to be reduced 
from 38% to 34%; for $38,000-$50,000 from 46% to 43%. 

� From January 1, 1996, the marginal rate for $20,700-$40,000 would fall to 30% and the 
marginal rate for $40,000-$50,000 would fall to 40%. 

In February 1993, before the “unlosable election”, the Prime Minister had told the National Press Club 
the tax cuts were “not a promise, they are law – L-A-W”. On 22 July he announced that the 
government would bring forward the first half of the tax cuts but that the second part would be 
postponed until “probably in 1998”. 

The postponement of the tax cuts severely damaged the government’s economic credibility as did the 
approach adopted in the1993/94 budget. 

The 1993/94 Budget was handed down on 17 August 1993, by the then Treasurer John Dawkins. 
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The Budget: 

� increased WST rates by 2% across the board; 

� lifted excises on tobacco and alcohol; 

� increase in petrol excise; 

� removed optometry from Medicare; and  

� cancelled promised childcare benefits. 

The Government had reverted to the previous practice of looking to “beer, smokes, petrol and cars” as 
revenue raising measures, notwithstanding the principles enunciated in Asprey, repeated by then 
Treasurer Keating in the RATS statement and adopted by the Opposition leader in his Fightback! 
package.91 

At the 1996 election, John Howard was elected Prime Minister. This ended the Keating years. 

2.3.5.3.1 PIT, CIT and IDT in Hawke/Keating period. 
Asprey was handed down in January 1975 with Option C a decade later but the “switch” to greater 
reliance on broadly-based consumption tax had not been advanced in 20 years. 

By the end Hawke and Keating years, as a proportion of GDP – perhaps a measure of sustainability - 
PIT and IDT have decreased by 1% and 1.1% respectively, but CIT has increased by 1%. 

Table 19 shows an increase in the proportion of IDT to GDP after RATS is implemented but that 
uptick in revenue is lost by 1995. At 1995, the proportion of IDT to GDP has fallen by 1.13% despite 
the increase of 0.2% as a result of the RATS reforms. The RATS reforms did not implement a 
broadly-based consumption tax – it relied on increases in rates to raise additional indirect tax 
revenue. 

In the OECD, IDT is growing as a proportion of GDP, PIT is decreasing while CIT is constant, 
indicating a change in the extent of reliance away from PIT towards IDT. 

Table 19: PIT, CIT and IDT as percentage of GDP 1983 – 1995 vs OECD 

 

Sources: OECD Revenue Statistics 2017, ABS 5506.0 

2.3.5.3.2 PIT in Hawke/Keating period 
Table 20 shows the marginal and average rates of income tax at the time of the RATS statement 
through to the end of the Keating years. 

                                                      
91 Source:https://en.wikipedia.org/wiki/Keating_Government 
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Moderate progress has been made in decreasing average and marginal rates at the top threshold but 
success at average weekly earnings is mixed.  In 1994/95, the top marginal rate (of 48.4%) applies to 
taxable incomes above $50,000 which is only 1.4 times average weekly earnings. Prior to RATS, the 
top rate applied to taxable incomes 1.7 times average weekly earnings. 

Table 20: Marginal and average rate for highest income level and average earnings: 1985 – 
1995. 

 

Source: http/atotaxrates.info/individual-tax-rates-resident/pre-2010-tax-rates 

2.3.5.4 Fraser/Hawke/Keating years 

Before closing on the Hawke and Keating Prime Ministerial years, it is worth considering how the total 
Commonwealth taxes are performing as a proportion of GDP over the Fraser, Hawke and Keating 
years.  

The proportion of tax as a % of GDP in the (average of) OECD has increased over each five-year 
period in a reasonably regular pattern. 

Australia, while consistently lower (probably because the OECD includes social service contributions) 
is a little more erratic and decreased from two “highs” mid Hawke and Keating terms. 

Table 21: Taxes as percentage of GDP 1975 – 1995 vs OECD 

  

Sources: OECD Revenue Statistics 2017 
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2.3.6 The Howard years: 1996 – 2007 
At the 1996 election, John Howard was elected Prime Minister.  

Asprey’s vision was, if a broadly-based tax on consumption could be achieved, a switch could be 
made from personal income tax to a household consumption base. 

But, despite personal income tax broadening and “piecemeal adjustments” to sales tax,92 for the 24 
years between 1973/4 and 1997/8, personal income tax as a proportion of total Commonwealth tax 
had hovered between 52% and 58%, with 70% of the time spent above 54% and a brief respite after 
the 1993/94 budget. 

Table 22: PIT as percentage of total tax 1975 – 1998 

 

Source OECD Revenue Statistics 1965-2016 

2.3.6.1 Pre and post ANTS 1998 - 2001 

It is convenient in this section of Chapter 2 to examine the income tax, company tax and indirect tax 
components of the taxation system in 1999/2000 prior to the implementation of the reforms contained 
in the ANTS White Paper. 

Chapter 3 discusses the ANTS reforms including the introduction of the GST on 1 July 2000. 

2.3.6.1.1 The taxation system in leading up to 1999/2000 
In 1997/98 the taxation system retained many of the features that were in existence as a result of the 
RATS reforms. 

� Personal and corporate tax had been extended to include a tax on “real” capital gains; 

� From the year ended 30 June 2000, fringe benefits were taxed at the employer level at the 
effective rate of 194.2%.93, fringe benefits tax was deductible for income tax purposes. 

� A full imputation system applied to company profits whereby tax paid at the corporate rate of 
36%. The benefit of the franking credit was paid to individuals in the form of a rebate of tax, 
such that a refund was not available for any “imputation credits” in excess of tax payable. 

While the taxation system had changed dramatically from 1975, it still relied on personal income tax 
for the majority of its revenue – see Table 23 below.  

                                                      
92 RATS White Paper, paragraph 4. 
93 In the year beginning 1 April 1999 the FBT rate of 48.5% (being the top marginal rate of tax including 1.5% Medicare) was 
applied to the (Employer’s aggregate fringe benefits amount x 1/(1-FBT rate of tax)). 
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The taxation of goods by way of sales tax, excise and customs duties was regressive, distortionary 
and non-neutral. In its form in 1997/98, it was not a suitable revenue source on which to rely to fund 
decreases in the personal tax system – it was not neutral and it could not meet the requirement of 
providing an adequate long-term source of revenue. 

The proportion of indirect tax to GDP had shrunk by 2% from 1985 to 2000. Its proportion of total tax 
collections had shrunk from 32% to 23%. Reliance on personal income tax had increased by the 
same amount. 

Table 23: PIT, CIT & IDT as percentage of total tax 1974/75, 1984/85, 1994/95 & 1999/2000 

 

Source OECD Revenue Statistics 1965-2016 

Table 24: PIT, CIT & IDT as percentage of GDP 1974/75, 1984/85 1994/95 & 1999/2000. 

 

Source OECD Revenue Statistics 1965-2016 

2.3.6.1.2 Personal Income tax in 1999/2000 
In 1999/2000, 56% of all Commonwealth revenue was raised from the personal income tax regime. 
The reliance on personal tax had increased in terms of its proportion of total tax as well as GDP. 

� Marginal rates increased from 20% from $5,400 of taxable income to 48.5% on taxable income 
in excess of $50,000;94 

� Average weekly earnings in May 2000 were $43,115 p.a.95 

                                                      
94 Including Medicare levy of 1.5% 
95 ABS 6302.0 June 1985. In Nov 2017, AWOT earnings were $86,580 pa. At the rates applicable for 2017/18 FY, the average 
rate of tax would be 24.74% and marginal rate 34.5%. 
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� The marginal rate was 44.5% (incl. Medicare) 

� The average rate of tax 27.34% (incl. Medicare) 

� The average rate of tax on a taxable income of $50,000 was 29.7% (incl. Medicare) 

� The top marginal rate of tax applied to taxable incomes of 1.16 of average weekly earnings.96 

Despite many changes, increases to tax free threshold and lifting of the taxable income at which the 
top marginal rate cut in, the personal tax system remained the engine though which the government 
funded its programs – and granted funds to the States and Territories.  

The Henry Architecture paper put it97 high tax rates have an impact on savings, Table 25 shows the 
savings ratio for the Fraser, Hawke and Keating governments. 

Table 25: Savings Ratio, 1975 - 1998  

 

Source ABS 5206.034 

It is necessary to remind ourselves that all of the reviews over the period of 25 years examined in this 
Chapter have focussed on reducing the impacts of Australia’s high reliance on personal income tax. 
Before moving to the ANTS White Paper, it is worth considering the features of the personal income 
tax system that we have visited in this Chapter. 

Table 26: Tax-free thresholds, average weekly earnings and taxable incomes at top marginal 
rate: 1975, 1985, 1995 & 2000.  

 

Source ATO pre-2019 tax rates, ABS 6302.0 Average weekly earnings 

                                                      
96 At 2017/18 rates, the top rate of 47% starts at 2 times AWOT. 
97 Australia, Architecture of Australia’s tax and transfer system (2008) p 3 (the Henry Architecture paper) 
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Table 27: Average and marginal top rates and average earnings: 1975, 1985, 1995 & 2000 

 

Source ATO pre-2019 tax rates, ABS 6302.0 Average weekly earnings 

The tables show us: 

� The taxable income at which the top marginal rate applies has increased from $40,000 to 
$50,000 from 1975 to 2000. But: 

� The top marginal rate has decreased from 67% in 1975 to 48.5% in 2000.  

� The average rate of tax at the top threshold decreases from 53% in 1975 to under 30% 
in 2000 

� The top rate of tax applied to 5.25 times average earnings in 1975, and 1.16 times 
average earnings in 2000. 

� The tax-free threshold has increased from $1,000 to $5,400 in 2000.  

� The Average weekly earnings increased from $7,620 in 1975 to $43,115 in 2000.  

� The average rate of tax on these earnings in 1999 was 27.44% and, in 2,000, 27.34%; 

� The marginal rate for someone on average weekly earnings was 44% in 1975 and 43% 
in 2000. 

2.3.6.2 The consumption tax base in 1999/2000 

We have seen above that taxes on goods and services decreased as a share of total taxation and 
GDP from 1995 to 2000.  The decrease was in all three categories, sales tax, excise and customs. 

In 1999/2000, WST, excise and customs as a proportion of GDP and total tax are shown in Tables 28 
and 29. 
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Table 28: Sales tax, excise and customs as proportion of total tax: FYs 1974/75, 1984/85, 
1994/95 and 1999/2000 

 

Source OECD Revenue Statistics 1965-2016 

Table 29: Sales tax, excise and customs as proportion of GDP: FYs 1974/75, 1984/85, 1994/95 
and 1999/2000 

 
Source OECD Revenue Statistics 1965-2016 

The general impression that emerges from the 1995 to 2000 financial years’ performance is that, the 
taxes on goods and services could not be relied upon to provide a reliable and robust source of 
revenue upon which reductions in the high personal tax system could be made. 

In the case of excises and customs, the Asprey review confirmed that the “sin taxes” should not be 
seen as a source of revenue but, rather, were a mechanism to address negative externalities arising 
from their consumption. 

2.3.6.2.1 Historic performance of sales tax 
At the time of Asprey, sales tax was 10% of the tax bucket and 2% of GDP. 

After the 12.5% BBCT in Option C, there was a revision of rates and breadth to sales tax. 

And again in the 1993/94 budget, after Prime Minister Keating’s rejection of a 15% VAT in Fightback!, 
sales tax rates were increased by up to 20%. 

Table 30 shows the movement in the sales tax to GDP ratio from the 1975 Asprey Review to the time 
of the ANTS White paper in 1998.
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Table 30: Sales tax as proportion of GDP: FYs 1974/75 – 1997/98 

Source OECD Revenue Statistics 1965-2016 

It is clear from the Table that the expansion of the sales tax rates and base after RATS and in the 
1993/94 budget both had positive impacts on sales tax revenues measured against GDP. 

But both of those increases are followed by slumps so that: 

� By 1992/93, the proportion of sales tax to GDP had fallen to less than 1984/85 levels (pre-
RATS) 

� By 1997/98, the proportion of sales tax to GDP had fallen to 1987/88 levels (and remained flat 
at that rate though to the introduction of GST in July 2000). 

The lesson to be learned from 1992/93 is that one cannot increase or maintain the proportion of total 
tax and GDP revenue collected from a narrowly based sales tax. Higher rates are likely to be defeated 
by the narrowness of the base. Narrow bases do not provide an adequate or neutral source of 
revenue if reliance on personal tax is to be decreased. 

2.3.6.3 Moving to a broadly-based consumption tax and the possibilities of a 
“switch” 

It was against the backdrop of failure of sales tax to maintain its share of GDP and total tax that the 
Howard government pursued taxation reform in 1998. 

It can be recalled that Prime Minister Howard was Treasurer at the time that the Fraser Government 
took over the Asprey Review in 1975. 

The approach adopted by the Review Committee, the RATS White paper and Fightback! was to 
secure both adequacy and neutrality by replacing the narrowly based sales tax with a tax on final 
housing consumption expenditure at a single rate of (in RATS) 12.5% or (in Fightback!) 15%. 

The income tax base had been broadened, consistent with Asprey, through the RATS reforms to: 

� Extend the tax base to “real” capital gains; and 

� Include non-cash benefits through the fringe benefits tax introduced in RATS. 

The bias against corporate structures arising from the taxation of company profits at both the 
corporate rate and the shareholders marginal rate had been addressed by the dividend imputation 
system implemented through RATS. 
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But the patchwork reforms to the sales tax regime – directed at reducing the number of rates, 
broadening the category of goods to which it applied and rationalising/increasing the rates - had not 
been successful in securing an adequate and neutral tax base. 

Hence, Prime Minister Howard and Treasurer Costello asked Australia to join them of their “tax 
adventure”. 

2.3.6.3.1 The tax adventure of 1998 
In an Address to the Australian Chamber of Commerce and Industry National Industry Policy 
Conference of 15 August 1997, Prime Minister Howard said: 

I believe that we cannot be serious as a nation about equipping ourselves in a competitive 
fashion for the 21st Century unless we are prepared to embrace a fundamental reform to the 
Australian taxation system. 

… the goal ought to be to develop a different mix within our taxation system. The goal ought to 
be to alter the balance away from our over-reliance on direct personal taxation towards a 
different mix. And in the process I certainly see, as part of the change and part of the reform, 
the introduction of significant reductions in the level of personal income tax, particularly for 
middle income earners. 

I describe the process of taxation reform as a very important adventure. And I believe that it's 
an adventure in policy change and policy making which is quite crucial and pivotal to the 
economic future of this country in the 21st Century. 

At this point (August 1997), the Prime Minister clearly had a tax mix switch in mind. 
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3 ANTS 1998: Great expectations 

3.1 The Plan, Objectives and Outcomes 
Chapter 3 examines the history of the ANTS reforms: 

� What was the State/Federal system of financial relations prior to ANTS? 

� What was the expectation of the GST system when it was proposed in August 1998?  

� ANTS decided to reserve GST for the States and Territories in place of the previous general 
assistance grants.  

� What has been the reality over GST’s 20-year lifespan? 

� How does the amount of GST revenues and its growth compare with GDP and other taxation 
revenues? 

3.1.1 State/Federal financial relations from Federation to Howard 
Prior to Federation, the Colonies derived the majority of their revenues from duties of customs and 
duties of excise. Under the enactment of the Constitution in 1901 the Commonwealth was granted the 
exclusive power to impose duties of customs and of excise.98  

Under section 95 of the Constitution, until 1910, at least three-quarters of customs and excise 
revenue was returned to the States. 

The Productivity Commission explains99 how it transpired that the Commonwealth became the 
dominant collector of taxation revenues, resulting in vertical fiscal imbalance (VFI) - a surplus of 
revenue over expenditure at the Commonwealth level, and vice-versa at the State level.  

… the Commonwealth had begun to encroach on areas of taxation that had previously been 
the sole domain of the States from 1910. A major turning point in federal financial relations 
occurred in 1942, when the Commonwealth assumed sole responsibility for collecting income 
tax. Although initially instituted as a wartime measure, the Commonwealth continued to be the 
sole collector of income tax after the conclusion of the Second World War … . 

The introduction of uniform federal income taxation and the abolition of State income tax led to 
an increase in VFI. To address VFI, the Commonwealth paid tax reimbursement grants to all 
States …, until these were replaced by financial assistance grants in 1959. …  

In 1952, the Commonwealth ceased collecting land tax, … . In addition, in 1971, the 
Commonwealth transferred the ability to impose payroll tax to the States in exchange for a 
reduction in financial assistance grants … . 

From 1976/77 to 1999/2000, the total amount of general revenue transfers to the States have varied 
from specific shares of Commonwealth taxes to indexing the previous year’s grants: 

                                                      
98 Commonwealth of Australia Constitution Act, Section 90. 
99 HFE Report, 2.1. 



Michael Evans, CTA 20 years after ANTS - is there a hole in the bucket? 

© Michael Evans, CTA 2018 45 

From 1976-77 to 1984-85, the general revenue assistance was determined as a percentage of 
Commonwealth tax collections — initially, it was a percentage of personal income tax 
collections but became a percentage of total Commonwealth tax collections in 1983-84.  

From 1985-86, the tax sharing entitlements were replaced by financial assistance grants with 
the total pool of grants determined by escalating the previous year’s total.100  

3.1.1.1 The loss of franchise fees – Commonwealth compensation again 

In 1997, the Ha Case101 gave the Howard government the opportunity (or necessity) to reconsider the 
revenue that the Commonwealth would share with the States and Territories as compensation for the 
VFI issue. 

The Ha case dealt with section 90 of the Australian constitution which grants the Commonwealth the 
exclusive power to impose duties of customs and of excise. The case required the High Court to 
consider whether State franchise fees levied on tobacco, liquor and petrol were constitutional.102 

The High Court ruled that the franchise (or license fees) collected by the States were duties of 
customs and excise and as such, the taxes could not be imposed by the States and Territories. 

The Commonwealth responded by increasing its own excises on the affected commodities and 
distributing the revenue directly to the States as a stop-gap measure. 

From an historical perspective, at Federation, the Commonwealth reimbursed the States for the loss 
of their customs and excise revenues. The principle of paying grants from Commonwealth revenue (or 
granting access to shares of it) to address VFI was followed through to the absorption of income tax 
by the Commonwealth in the 1940’s.  

As indicated above, 1998, the general-purpose grants earmarked to overcome VFI, were an indexed 
amount of the previous year’s grants but, following Ha, had been supplemented by direct 
compensation for the loss of franchise fees out of Commonwealth excise revenue. 

In Chapter 2, we saw that the dominant source of Commonwealth taxation revenue was (and is) 
personal income tax. At least during the Fraser years this was the “pool” of funds from which 
Commonwealth grants to the States were paid. But the “sharing” of Commonwealth taxes ceased – at 
least formally – in 1985/86. 

This changed in 2000/2001, with the introduction of GST. 

3.1.2 The “New Tax System” objectives – State and Territory Revenue 
In 1998, Prime Minister Howard proposed that the Commonwealth levy a broad-based tax on 
household consumption, the revenue of which would satisfy the States and Territories needs instead 
of untied grants. 

It is significant that this presents a very different picture from Asprey, RATS and Fightback! 

Those reform plans focussed on increasing the Commonwealth tax collections from a broadly-based 
consumption tax with a significant reduction in personal income tax collections. 

                                                      
100 The Commonwealth Grants Commission: the last 25 years. The Commonwealth Grants Commission, 2008. 
101 Ha v New South Wales (1997) 189 CLR (the Ha case). 
102 In the mid-1970s, the States imposed franchise taxes on alcohol, petroleum and tobacco products. By 1997 these taxes 
accounted for 16 per cent of all State revenue. 
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The absence of any significant “switch” is discussed in Chapter 2. Nevertheless, there was a 
recognition that the existing indirect taxes were narrowly based and distortionary and could not be 
relied upon to maintain a constant share of Commonwealth revenue, let alone fund reductions in 
income tax, adequately and neutrally. 

The ANTS White Paper103 was released in August 1998. The “New Tax System” reforms emphasised 
the inefficiencies, distortions and flaws inherent in the disparate system of the narrowly based State, 
Territory and Commonwealth indirect taxes.   

But the significance of the ANTS proposals is that the objective was not merely a broadening of the 
indirect tax base, but providing a secure and robust base to the States and Territories for the long 
term. 

The history of State and Territory taxation is that the State and Territory revenue streams once 
established are either: 

� Ceded to or absorbed by the Commonwealth (Customs at Federation, income tax, Franchise 
fees); or 

� Eroded by the States and Territories themselves104 or by economic variations that affect the 
base. 

The ANTS White Paper contrasted the past and explained the ANTS plan as follows: 

The Commonwealth is proposing a comprehensive, national approach to the reform of the 
indirect tax system. The strategy, which rests on the introduction of a broad-based GST to 
replace wholesale sales tax, is to modernise our indirect tax system and remove the reliance 
of the States on Commonwealth grants and distorting taxes. 

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. … 

The 1993-94 Budget measures increased indirect taxes as a proportion of GDP temporarily. 
However, the continued reliance on the existing narrow indirect tax base meant that they were 
never likely to succeed more than temporarily. The revenue erosion is once more evident, with 
the indirect tax to GDP ratio presently about one-and-a-half percentage points lower than its 
level of a decade ago. This tax reform package makes up less than half of that lost ground. But 
it does so in a way that differs markedly from the 1993-94 Budget strategy. The GST will 
ensure that the erosion of indirect tax revenue is halted permanently. 

  

                                                      
103 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 (the ANTS White Paper) 
104 The payroll tax rates has been eroded as has the base to which they are applied. State payroll taxes are now levied at rates 
ranging between 4.75 per cent and 6.85 per cent. Tax competition between states and lobbying by individual employers and 
employer groups for exemptions has reduced the payroll tax base to less than half of the comprehensive labour income tax 
base per Reinhardt, S .and Steel, L. A brief history of Australia's tax system, Economic roundup Winter 2006, Australian 
Treasury. 
.  
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The objectives of the ANTS reforms were: 

� The replacement of the narrow Commonwealth sales tax and a series of State and Territory 
“distorting taxes” with a broad-based tax on household final consumption expenditure – a 
value-added tax at the rate of 10% (the GST); 

� To provide the States and Territories with a secure and robust source of revenue to replace the 
system of untied grants negotiated with the Commonwealth; 

The objective was not to achieve a “tax mix switch”. 

3.1.3 The ANTS package 
The main features of the ANTS package at the time of announcement was: 

� A broad-based value-added tax (GST) incorporating the credit-invoice method at the rate of 
10%: 

� GST-free105 

� Health, education and childcare sectors 

� Non-commercial activities of government106 and charities 

� Exports of goods and services 

� Input taxed107 

� Financial services 

� Residential rents 

� “used” residential premises 

� Imports of goods subject to tax at 10% of CIF value. 

� Introduction of an Australian Business Number – a unique identifier for Australian entities 
carrying on “enterprises” 

The ABN system was … to provide a unique identifier for businesses to use when dealing 
with government, and to support the introduction and administration of the Goods and 
Services Tax (GST).108 

� Abolition of the PPS and RPS systems of collection of income tax. 

� Abolition of a range of Commonwealth, State and Territory taxes: 

� Commonwealth – on 1 July 2000 

� the wholesale sales tax (WST); 

� State and Territory – at dates ranging between 1 July 2000 and 2005 

� financial institutions duty (FID); 

                                                      
105 In other jurisdictions referred to as a zero-rate. 
106 Division 81 prescribed government taxes fees and charges would not be subject to GST. 
107 In other jurisdictions referred to as exempt. 
108 Australian Government, The Treasury, Tackling the Black Economy, Designing a modern Australian Business Number 
system Consultation paper 20 July 2018 (ABN Consultation Paper), page 2. 
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� debits tax;  

� stamp duties on conveyances of business properties; 

� stamp duty on credit arrangements, instalment purchase arrangements and rental 
(hiring) agreements;  

� stamp duty on leases;  

� stamp duty on mortgages, bonds, debentures and other loan securities;  

� stamp duty on cheques, bills of exchange and promissory notes; 

� stamp duty on marketable securities (such as shares); and 

� bed taxes.  

� The Commonwealth would deduct approximately 1.6% of GST revenues to compensate 
the Commonwealth for costs of administration.109 

� Excise 

� Petroleum excise reduced so that, with GST, the price at the pump remains unchanged 

� Changes in the excise on beer to be limited so that the retail price of a carton of full-
strength beer need only increase by the estimated general price increase associated with 
indirect tax reform.  

� A ‘per stick’ excise on cigarettes to be introduced from 1 July 1999 without reduction in 
tobacco excise  

� New/replacement ad valorem taxes 

� A retail tax of 25 per cent on luxury cars (above a GST inclusive $60,000 threshold) to be 
applied after the introduction of the GST to ensure that luxury cars fall in price only by the 
same amount as a car just below the luxury threshold  

� Wine, and beverages consisting primarily of wine, to become subject to a Wine 
Equalisation Tax (at 29% of wholesale value) to replace the difference between the 
current 41% wholesale sales tax and the proposed GST  

� Reductions in personal income tax for year ending 30 June 2001: 

� Marginal rates increased from 17% from $6,000 of taxable income to 48.5% (incl. 
Medicare) on taxable income in excess of $60,000;110 

� Average weekly earnings in June 2000 were $45,105 p.a.111 

� The marginal rate was 31.5% (incl. Medicare) 

� The average rate of tax 23.47% (incl. Medicare) 

� The average rate of tax on a taxable income of $75,000 was approx. 27.47% (incl. 
Medicare) 

                                                      
109 See for example Budget Paper No 3 2007/8 page 14. 
110 Including Medicare levy of 1% 
111 ABS 6302.0 May 2001 In Nov 2017, AWOT earnings were $86,580 pa. At the rates applicable for 2017/18 FY, the average 
rate of tax would be 24.74% and marginal rate 34.5%. 
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� The top marginal rate of tax applied to taxable incomes of 1.33 of average weekly 
earnings. 

� A range of compensation measures instituted by increasing welfare and pension payments and 
other one-off grants. 

3.1.3.1 Legislative enactment 

A number of variations had to be made to the package (including less ambitious personal income tax 
cuts and making food GST-free) to secure passage of the law through Parliament. 

The ANTS Bill was introduced into Parliament on 2 December 1998 and the Royal Assent was 
granted on 9 July 1999. 

3.1.3.2 PPS, RPS and ABN 

3.1.3.2.1 PAYG withholding regime 
The ANTS changes introduced a new system of withholding and collection of taxes – referred to as 
the PAYG (Pay-as-you-go system). This was given effect through the A New Tax System (Taxation 
Laws Amendment) Bill (No. 1)1999. 

The EM to the Bill provided the following guidelines to the reforms: 

The introduction of the new PAYG arrangements will enable 11 existing payment and reporting 
systems (pay as you earn (PAYE), prescribed payments system (PPS), reportable payments 
system (RPS) and other withholding systems) as well as the provisional tax and company 
instalments systems to be abolished or replaced. The new PAYG arrangements will incorporate 
the following 2 systems:  

� a PAYG withholding system to replace the PPS and RPS systems and incorporate the 
main elements of the current PAYE system. … ; and �

� a PAYG instalments system to replace the current provisional tax and company tax 
instalment systems.  

1.12 In the past, as the need for a new withholding or reporting system has arisen, a separate 
legislative structure has been created and added to the existing withholding 
arrangements in Part VI of the ITAA 1936. Each new withholding system has been allocated 
its own Division or Subdivision within that Part.  

1.13 Recent examples of this are the PPS, RPS and FMD scheme.  

1.16 The new withholding amendments will replace this repetition with a single set of common 
machinery rules to be shared by current and future withholding arrangements.  

For the purposes of this paper, the amendments contained a significant change to the collection and 
withholding arrangements that existed prior to ANTS – the No ABN withholding rules. The EM to the 
PAYG Bill explained that: 

With the introduction of the ABN system, the new measure dealing with quotation of an ABN 
requires that a payer withhold from a payment for a supply in the course of the recipient’s 
enterprise.112  

                                                      
112 The terms supply and enterprise are defined in the GST Act. 
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… the measure is to ensure that taxation obligations are not evaded by requesting cash 
payments.  

Payees that do not provide an ABN were to be subject to withholding at the top marginal rate and 
Medicare levy (at the time of the introduction of the measure, this was 48.5%).  

3.1.3.2.2 ANTS Reporting obligations 
The ANTS reforms sought to rationalise the reporting obligations attached to the various withholding 
rules. But the introduction of the No-ABN withholding rules gave rise to new reporting rules that were 
introduced into Schedule 1 of the TAA by the A New Tax System (Taxation Administration) Act 1999. 
The EM stated: 

4.5 The purpose of the amendments is to provide a legislative framework for the application of 
… a new compliance payment and identification system. The framework enables specific 
components to be activated, by specifying payments in the regulations, depending on the 
nature of the non-compliance.  

4.6 The specified payments will cover targeted areas or particular industries when it can be 
shown that tax evasion is occurring or is suspected. …�

4.7 It is envisaged that the proposed system will be responsive to areas of non-compliance. It is 
also expected that the system will be able to operate within a changing technological 
environment.  

There are particular measures of interest in this paper that require reporting by purchasers of 
transactions entered into in the course of their enterprise. The EM explains that: 

4.12 The introduction of a targeted reporting and verification system is considered to be an 
appropriate response to address systematic tax evasion in high risk areas and improve 
compliance with the taxation laws. This approach will be more flexible in its application than the 
current PPS and RPS arrangements thereby reducing compliance costs.  

The operative provision of the “targeted reporting” referred to above was Section 405-5. This section 
authorises the specification of a supply in the Regulations and a payment that is made for the supply 
(called a section 405 payment). 

An entity that makes a section 405 payment must make a report to the Commissioner within 21 days 
of the end of the quarter. The report must contain the name and ABN of the supplier and the total 
payments made to the supplier during the quarter. 

Reporting under section 405 was not commenced until 2012. 

3.1.4 State and Territory Revenue source vs Commonwealth grants 
One of the fundamental objectives of the ANTS package was to provide the States and Territories 
with access to the robust, reliable and efficient tax to replace the system of general-purpose grants 
that had been in place for half a century. 

The HFE Report records the plan as follows:113 

The Intergovernmental Agreement on Federal Financial Relations accompanied the reform of 
Australia’s taxation system in 1999–2000. This Agreement made provisions for all GST revenue 

                                                      
113 HFE Report page 77,78. 
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(less administration costs) to be shared among the States on the principles of equalisation … . 
States would be free to spend GST payments as they wished, thus granting States financial 
autonomy for this stream of revenue. … 

While this tax reform increased VFI in Australia, it was expected at the time to provide the 
States with a stable and more robust source of revenue: 

Reflecting the strength of GST collections relative to the existing system of 
Commonwealth grants and narrowly based State indirect taxes, the Budgets of the States 
are projected to improve by $1.25 billion in 2004-05, $2.25 billion in 2005-06, and 
commensurately larger amounts in subsequent years. The enhanced revenue security of 
the States will ensure that they can provide a sustainable level of high-quality services.114  

The Intergovernmental Agreement also provided for the Commonwealth, from the 2000/01 to 2002/03 
financial years, to guarantee that the budgetary position of each State be no worse off than it would 
have been had the reforms set out in the Agreement not been implemented.115  

The Commonwealth general revenue assistance grants to the States and Territories in the decade 
leading up to and including 1997/98 averaged 3.1% of GDP.116 GST of less than this would mean that 
the new revenue source would not replace the Commonwealth grants and the 9 State and Territory 
taxes. 

3.1.4.1 What has the history of GST revenue been? 

The nominal and real average growth of GST from 2001/2 through 2016/17 are shown in Table 31. 

Table 31. GST nominal and real growth 2001/02 to 2016/17 

 

Source; Estimates based on ABS (Consumer Price Index, Australia, Cat. no. 6401.0 and Taxation Revenue, Australia, Cat. 
no. 6606.0) and OECD Revenue Statistics 1965-2016 

                                                      
114 ANTS White Paper page 78. 
115 Clause 10 of the 1999 Intergovernmental Agreement. Appendix C of the Agreement calculated a “guaranteed Minimum 
amount beneath which each State’s distribution of the GST revenue (shared on HFE principles) could not fall. The “transitional 
years” could be extended by regulation. 
116 Budget Paper No 3, 1993/94 and 1997/98. 
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The HFE Report117 comments that: 

The real average annual growth rate of GST revenue118 over the period 2000-01 to 2016-17 
was approximately 3.6 per cent, roughly the same growth rate as personal income tax, but less 
than that for stamp duties on conveyances, which grew at an annual rate of 6.6 per cent during 
the same period … . 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. Williams119 
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 terms) 
approximately halved between 2000–08 and 2009–17, from 4.5 per cent to 2.1 per cent.  

The PBO Report made similar observations: 

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.  

Table 32 shows the growth in GDP, HFCE and GST since 200/01. 

Table 32: Growth in GDP, HFCE and GST 2001/02 to 2016/17 

 

Source; Estimates based on ABS (Consumer Price Index, Australia, Cat. no. 6401.0 and Taxation Revenue, Australia, Cat. 
no. 6606.0) 

                                                      
117 HFE Report page 77,78. 
118There 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. 
119 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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The PBO Report concluded that GST revenues have decreased since introduction of the tax in July 
2000 from 3.8% to 3.4% of GDP.120 The HFE Report calculated that, in real terms, GST revenue 
growth has halved in the last half its 18 years to 2016/17 to 2.1%.121 

… 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.122 

The GST revenue flow – upon which the States and Territories rely – was of concern in the HFE and 
PBO Reports. The HFE Report contained references to submissions that the distribution between the 
States and Territories could be achieved with less complexity if the “pool” was larger and growing. 

The Government’s response contains a proposal of how to deal with shortfalls in GST revenue over 
the next decade – but it has echoes of the past. 

The proposal involves increasing the GST pool by Commonwealth contributions – as was the case 
from 2000.01 to 2002/03. The proposal, however, seems to contain ambitious assumptions about the 
GST revenue growth over the next decade. 

3.1.4.2 Government response to HFE Report123 

The Government’s HFE Response is relevant to the matters discussed in this paper because from 
1975 to date, government’s forecasts about the adequacy of indirect tax revenues in the future have 
been inaccurate. 

The HFE Response examines the approach of reserving GST for the States and Territories and the 
size of the “pool” that is likely to be available to the States and Territories in the future. 

The aim of using a single GST pool to provide almost all of the Commonwealth’s untied 
contributions was to replace yearly grants with a stable and growing source of funding that 
States could rely on. …  

The size of the overall GST pool has grown from $24.4 billion when the GST was introduced to 
$67.3 billion today, an increase of 175.8 per cent. It is projected to grow by a further $43.8 
billion or 65 per cent over the next decade.   

… . The Government is also ensuring that States will get more GST by taking action to grow the 
GST pool by making sure GST is being paid on all the goods and services it should be. This 
includes ensuring GST is paid on products sold online by large multinational companies. 
Measures introduced by the Government since the 2015-16 Budget are estimated to contribute 
more than $2.0 billion to GST receipts in 2018-19 alone and around $6.5 billion over the four 
years to 2021-22.124 

                                                      
120 PBO Report, page 4. 
121 HFE Report page 79. 
122 PBO Report, page vii. 
123 Productivity Commission inquiry into horizontal fiscal equalisation: Government interim response, July 2018 (HFE 
Response). 
124 HFE Response, pages 3,4. 
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Nevertheless, the HFE Response indicates that the growth in the GST revenues to be shared 
between the States and Territories may not be sufficient to support a “floor” beneath which the per 
capita division of GST revenues between the States and Territories could not fall.  

The HFE Response indicates that the floor will be 70% on and from 2022/23 and 75% for 2024/25. 

To ensure all States are better off both during and following the transition to the new 
equalisation standard, the Government would permanently boost the GST pool in addition 
to GST collections by making supplementary untied payments sourced from its other 
revenues.125  

To achieve these “floors”, the Commonwealth will have to “top-up” and permanently increase the size 
of the “pool” to be distributed between the States and Territories. The additional amounts proposed 
are: 

� $600 million into the GST distribution in 2021-22, indexed at the same rate of growth as GST 
collections in those years;126 

� $250 million in 2024-25 (at which point the 75% floor would apply) indexed to grow in line with 
GST collections on a permanent basis. 

It is forecast that the size of the GST distributions to the States and Territories will be increase by $7.2 
billion from 2021-22 to 2028-29.  

Table 33 shows the projected GST Pool incorporating these Commonwealth top-ups: 

Table 33: GST Distribution Pool 2018-19 to 2028-29 

 

Source; HFE Response 

It is of interest that the projections in Table 33 assume a growth of GST over the period of 5.4% 

The year on year growth is shown in Table 34. 
  

                                                      
125 HFE Response page 20. 
126 The expanded GST pool would continue to grow at the same rate as the GST collections each year. 
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Table 34: Projected growth in GST revenue 2018-19 to 2028-29 

 

Source; Estimates based on HFE response 

But GST revenue has grown at an average nominal rate of 4.0% from 2008/09 to 2016/17. 

The HFE Report suggested:  

One challenge frequently raised is how to reduce Australia’s VFI. The Commission noted in its 
recent Shifting the Dial report127 that eliminating VFI may not be feasible. However, it 
considered that improving the efficiency of the tax base, at both the Commonwealth and State 
levels, would potentially increase revenue available to the States. 

… while it would not directly address VFI, the Commonwealth Government could provide a  
greater proportion of untied grants to the States … . One way to achieve this would be through 
an expansion of GST revenues — by increasing the GST rate and/or expanding the base.128 

The PBO and HFE Reports129 directly raise the question of whether the lacklustre growth of GST is 
due to: 

� The exemptions in the GST base such that GST revenues are not keeping pace with household 
consumption; 130  

Another factor that has led to a decline in GST receipts as a share of GDP has been the 
change in the consumption mix over time. Since the GST was introduced, households 
have spent progressively more of their income on goods and services that are exempt 
from the GST.131 

  

                                                      
127 Commonwealth-State Relations, Shifting the Dial: 5 year Productivity Review, Supporting paper, Productivity Commission, 
August 2017. 
128 DPMC (Department of the Prime Minister and Cabinet) 2015, Reform of the Federation: Discussion Paper, Canberra. 
129 See also footnote 3 above. 
130 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. 
131 PBO Report, page 5. See also El Condor Pasa: is GST Change Inevitable? 2012 National GST Intensive, 6 – 7 September 
2012. 
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� Changes in the savings ratio;132 

Although consumption expenditure tends to be relatively stable, around the time the GST 
was introduced the household savings ratio was at historically low levels and 
consumption as a share of GDP was correspondingly high. With the terms of trade boom 
during the 2000s, Australian real incomes rose and households largely opted to save 
rather than consume the gain, leading to a fall in consumption as a per cent of GDP. The 
global financial crisis then also led to higher saving as households rebuilt their balance 
sheets.  

Since 2008–09, consumption as a per cent of GDP has increased as the household 
savings ratio has decreased from around 8 per cent to less than 3 per cent.  

� The increase in participation in economy by individual or small operators and suppliers who 
may fall under the GST registration threshold.133  

Chapter 4 examines the design features of the GST system that might explain the decreasing 
proportion of GST revenues to GDP. 

                                                      
132 PBO Report pages 4,5. 
133 PBO Report page 7. 
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4 Finding the hole 

4.1 Policy, Proxies, exemptions, compliance and fraud 
Chapter 2 discussed the theoretical robustness, reliability and neutrality of a broadly-based tax on 
household final consumption expenditure. It was also observed that a value-added tax on the credit-
invoice model was the favoured form of consumption tax. 

The almost universal preference for the value-added tax is based on its claimed superiority of the tax 
from an administration, compliance and enforcement perspective. But while the credit-invoice is 
meant to provide greater integrity to tax collection throughout the distribution and production chain, it 
is susceptible to fraud. 

A New Zealand issues paper of June 2008,134 concluded that a VAT is not without significant 
limitations and inefficiencies. 

1.2 The compliance costs inherent in the credit-invoice mechanism are a trade-off against the 
benefit that comes from the comprehensive application of GST to goods and services that are 
imported, produced and distributed in New Zealand. The mechanism also ensures that 
businesses are tax-neutral in the sense that when a business pays GST, it can deduct input 
tax.  

1.3 The operation of GST in this manner is not, however, without its problems, particularly for 
transactions involving the supply of significant assets, such as the sale of businesses, land, or 
other high-value assets.   …   

Both the PBO and HFE Reports found that GST collections were a decreasing proportion of GDP and 
were likely to continue to be so. 

The PBO Report concluded that GST revenues have decreased since introduction of the tax in July 
2000 from 3.8% to 3.4% of GDP.135 The HFE Report calculated that, in real terms, GST revenue 
growth has halved in the last half its 18 years to 2016/17 to 2.1%.136 

… 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.137 

This Chapter examines the design features of the GST system that might explain the decreasing 
proportion of GDP represented by GST revenues. 

                                                      
134 Policy Advice Division of Inland Revenue and by the New Zealand Treasury, Options for strengthening GST neutrality in 
business-to-business transactions - An officials’ issues paper. June 2008. 
135 PBO Report, page 4. 
136 HFE Report, page 79. 
137 PBO Report, page vii. 
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4.1.1 Gaps in the revenue – policy, compliance and savings 

4.1.1.1 Policy and compliance 

The OECD Consumption Tax Trends decomposes “shortfalls” in value-added tax revenues into 
“policy gaps” and “compliance gaps”.  

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. That is, a policy gap is a shortfall in the 
ideal revenue collections that arises from a design feature of legislated system itself. A compliance 
gap is a shortfall in the ideal revenue collections that arises from non-compliance with the legislated 
system 

For example, the PBO and HFE Reports138 raise the question of whether the lacklustre growth of GST 
is due to: 

� The exemptions in the GST base such that GST revenues are not keeping pace with household 
consumption;  

� The increase in participation in the economy by individual or small operators and suppliers who 
may fall under the GST registration threshold. 

These two items result from the structure of the GST system and its intended base. If the different 
aspects of design features and practices that give rise to “gaps” in the revenue collections are 
classified as either “policy” or “compliance” gaps, the two PBO items listed above are more likely to be 
“policy” issues. 

Section 1.1 of this paper identified Government activity and legislated amendments over recent 
financial years that indicate possible areas in which the GST system is challenged. These items -
classified as “policy” or “compliance” – were: 

� Policy 

� The extension of the GST base to include the supply of services and low value goods 
from offshore; 

� Extending GST to offshore sellers of hotel accommodation in Australia – also 
foreshadowed in the May 2018 Budget; 

� The emergence of peer to peer arrangements (such as Uber) and the consequential 
increase in the proportion of “businesses” falling under the GST registration threshold 
(this is the third items listed from the PBO report above) 

� Compliance 

� A reverse charge on taxable supplies of valuable metals, and limitations on relief for the 
second-hand acquisitions of these metals;   

� The introduction of a withholding tax on the purchase of new residential property; 

                                                      
138 See also footnote 3 above. 
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� The extension of the taxable payments reporting system to include supplies made to 
couriers and cleaners and further expansion of taxable payments reporting 
foreshadowed in the 2018/19 Budget; 

The policy influences will be addressed in this chapter. The compliance influences will be discussed in 
Chapter 5. 

4.1.1.2 Savings 

The PBO Report also suggested that the savings ratio influenced the proportion of GDP that GST 
represented: 

By their nature, GST receipts are highly correlated with consumer spending.  GST receipts as a 
share of GDP are therefore influenced by changes in the saving rates that consumers adopt.  
Although consumption expenditure tends to be relatively stable, around the time the GST was 
introduced the household savings ratio was at historically low levels and consumption as a 
share of GDP was correspondingly high.  With the terms of trade boom during the 2000s, 
Australian real incomes rose and households largely opted to save rather than consume the 
gain, leading to a fall in consumption as a per cent of GDP.  The global financial crisis then also 
led to higher saving as households rebuilt their balance sheets. 

Since 2008–09, consumption as a per cent of GDP has increased as the household savings 
ratio has decreased from around 8 per cent to less than 3 per cent.139 

Household savings are not consumed, so HFCE is inversely related to the savings ratio. The influence 
of the savings rate is not a “policy” gap because the “ideal” GST collections is 1/11th of household 
expenditure. 

Table 35 shows the savings ratio for the financial years ended June 2000 to June 2017 – illustrating 
the variation highlighted in the PBO Report. 

For the reasons discussed above, the variation in savings rates is an important issue that needs to be 
considered in assessing the advantages and disadvantages of using a tax on household expenditure 
as a base for the States and Territories. If the annual tax base of household consumption can vary 
over time as a result of shifts in inter-temporal consumption (e.g., a preference for savings) it might be 
better to have the tax as part of a broader revenue raising system incorporating personal tax (more 
closely correlated to GDP), so that the fluctuations are not as important from a budgetary perspective.  

Is the variation in HFCE a disadvantage to annual budgetary process if the consumption tax revenue 
is the major source of funds for government spending? 

  

                                                      
139 PBO Report, page 5. 
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Table 35 Savings Ratio 1999/2000 to 2016/17 

 

Source ABS 5206.034 

4.2 Identifying the gap between the theory and the reality  
If we accept that the theoretical base for a consumption tax is HFCE, and that the broad base is 
intended to achieve neutrality (from a tax perspective) in household spending and savings decisions, 
how does the Australian GST base differ from this theoretical base? 

The AFTS report to the Treasurer of December 2009 (the AFTS Report) commented that Australia’s 
GST tax base is narrow, taxing only 57 per cent of consumption.140  But the AFTS Report, in 2009, 
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 
... . 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 ... 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. 

4.2.1 GST Revenues - Policy and Compliance Gaps 
In reaching the conclusion that Australia taxes only 57% of consumption, the AFTS Report adopted 
an OECD measure called the VAT revenue ratio (VRR).141  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 

                                                      
140 The AFTS Report p285. The 57% figure relates to the VRR published by the OECD for the 2004/05 financial year. 
141 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 (2016), Consumption Tax Trends 
2016: VAT/GST and excise rates, trends and policy issues, OECD Publishing, Paris, Chapter 4. 
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“ideal”. The 57% “base” of Australia’s GST referred to in the AFTS Report is based on the OECD 
2005/6 VRR calculations and encompasses both “policy” and “compliance” gaps. 

The OECD include VRRs across a number of jurisdictions in the “Consumption Tax Trends” 
publication.142  

The published VRR for Australia are contained in Table 36 below. Table 36 compares the VRR 
published with GST collections as a proportion of HFCE. While the VRR measures the GST revenue 
as a proportion of both private and government consumption, the HFCE shown in Table 36 is 
Australian GST collections as a proportion of HFCE. 

Table 36: VAT Revenue Ratio (VRR) and HFCE Revenue Ratio 2000/01 – 2017/18  

 

Source OECD (2016), Consumption Tax Trends 2016, ABS 5206.008 

The 2014/15 Australian VRR published by OECD was 49%, meaning that the GST revenue 
collections were 49% of the “ideal GST tax base”. As indicated above, VRR includes government 
expenditure in the “ideal” VAT base. 

The Australian HFCE measure (excluding government expenditure), in 2006/07 calculated that GST 
revenue collections was at its highest of 79.45% of Australian household final consumption 
expenditure but had fallen to 66.67% by 2017/18 – a 16% decrease in the tax base! 

The PBO Report contains an explanation for the fall in the VRR and HFCE measures over the life of 
GST in Australia. The report states: 143 

Another factor that has led to a decline in GST receipts as a share of GDP has been the 
change in the consumption mix over time. Since the GST was introduced, households have 
spent progressively more of their income on goods and services that are exempt from the GST. 

The decrease in the proportion of household consumption subject to GST has largely occurred 
as prices of goods and services exempt from the GST have grown faster than those goods and 

                                                      
142 OECD (2016), Consumption Tax Trends 2016 (OECD Consumption Tax Trends). 
143 PBO Report, page 5. See also El Condor Pasa: is GST Change Inevitable? 2012 National GST Intensive, 6 – 7 September 
2012. 
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services subject to the GST. In fact, the volume of consumption subject to GST has remained 
relatively stable since the introduction of the GST (Figure 5).  

 

Source: ABS and PBO analysis. 

4.2.1.1 The policy gap  

Of the matters listed in section 1.1 of this paper and the PBO observations, the following can be 
classified as “policy gap” issues: 

� The exemptions in the GST base such that GST revenues are not keeping pace with household 
consumption;  

� The increase in participation in economy by individual or small operators and suppliers who 
may fall under the GST registration threshold; 

� The extension of the GST base to include the supply of services and low value goods from 
offshore; 

� Extending GST to offshore sellers of hotel accommodation in Australia – also foreshadowed in 
the May 2018 Budget 

The HFE and PBO reports highlighted the first as the danger area for GST revenues going forward. 

4.2.1.1.1 Identified tax expenditures – the exemptions in the GST base 
In the Treasury Tax Expenditures Statement 2017,144 calculates the amount of GST revenue that, in 
Treasury’s view, is excluded from the tax base through “policy gap”.   

The Tax Expenditures Statement 2017 adopts a benchmark of the GST tax base as: 

the supply of all goods and services in Australia. The definition of ‘goods and services’ is broad 
and includes, for example, commercial property.  

 In the January 2015 TES145 (and in all previous TES) the GST benchmark was described as: 

the value of household final consumption expenditure plus the value of private dwelling 
investment where these are supplied in the course of an enterprise.  

The 2015 TES went on to describe the variation to HFCE arising from the treatment of housing. 

                                                      
144 The Australian Government the Treasury¸ January 2018. 
145 The Australian Government the Treasury Tax Expenditures Statement 2014 January 2015. 
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The 2017 TES description of GST seems to be a description of the proxy for the tax base of HFCE. It 
is unclear why the “benchmark” is expressed as “the supply of all goods and services” unless it refers 
to the comments of the High Court decision in Reliance Carpet:146 

An important point respecting the nature of the GST was made as follows by the Full Court of 
the Federal Court in Sterling Guardian Pty Ltd v Commissioner of Taxation147: 

In economic terms it may be correct to call the GST a consumption tax, because the 
effective burden falls on the ultimate consumer.  But as a matter of legal analysis what is 
taxed, that is to say what generates the tax liability (and the obligations of recording and 
reporting), is not consumption but a particular form of transaction, namely supply ..." 

The change from the description of the household final consumption expenditure tax base to the 
“proxy” tax base is saddening. As can be seen from the HFE and PBO reports and the calculation of 
the expenditures in the TESs, the starting point is HFCE. The legislation adopts proxies to identify 
transactions and expenditure that fall within the policy base but, in a discussion concerning the scope 
of the tax and its efficiency and neutrality, the design features and proxies should not be given 
supremacy over the intended base. 

4.2.1.1.1.1 Imputed rent and residential accommodation 

Imputed and actual rent constitutes 20% of HFCE in 2016/17 but (as the TES explains): 

� imputed rent from owner-occupied housing is not subject to GST. Owner-occupied housing is 
effectively treated as input taxed.  

� supplies of residential accommodation and long-term commercial residential accommodation by 
landlords are input taxed supplies, meaning GST is not paid on the rent paid by tenants. But 
GST is paid on the inputs to these supplies 

� The sale of new residential premises and the value of alterations, additions and improvements 
to residential premises are subject to GST.  

These structural adjustments to the HFCE benchmark mean that in any financial year: 

� There is a part of HFCE upon which GST is not paid (at least entirely) – i.e., actual and imputed 
rent; but 

� There is an amount of private housing investment that is subject to GST but is not included in 
HFCE. 

To explain this in a legislative context, full GST is paid on the price of new housing (subject to a 
reduction under the margin scheme).148 By replacing imputed rent with private housing investment, 
the consumption base includes the net present value of future consumption of housing services.149   

                                                      
146 Commissioner of Taxation v Reliance Carpet Co Pty Limited, [2008] HCA 22 
147 (2006) 149 FCR 255 at 258. 
148 “advancing” of GST revenue is given effect through sections 40-35, 40-65, 40-70 and 40-75 of the GST law in which “new” 
residential premise are subject to standard rate GST, on the price received for the sale and the input taxation of rental and 
subsequent sales in the course or furtherance of an enterprise. 
149 Rebecca Millar, in ‘VAT and immoveable property: full taxation models and the treatment of capital gains on owner-occupied 
residences’ in Rita de la Feria (ed), VAT Exemptions: Consequences and Alternatives, The Hague: Kluwer Law explains that 
taxing “the purchase of the stock is therefore equivalent to a prepayment for the future flow of services from that stock. For 
discussions of this prepayment concept see: Liam Ebrill, Michael Keen, Jean-Paul Bodin, and Victoria Summers, The Modern 
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In doing so, the perceived “policy gap” might be distorted from year to year as a result of the timing of 
sales of private housing.  

4.2.1.1.2 Under taxation of items of consumption 
For the 2018/19 financial year, the Tax Expenditures Statement 2017 measures the “policy gap” as 
follows:150 

� GST-free food - $7,300 million 

� GST-free health services, insurance, care, drugs and appliances - $6,520 million 

� GST-free education $4,900 million 

� Input taxation of and RITC for financial services - $4,500 million 

� GST-free child care - $1,600 million 

� GST-free water and sewerage - $1,010 million 

� GST-free arranging of overseas travel, accommodation and other services by travel agents - 
$230 million 

� GST-free religious services - $55 million 

� Simplified accounting methodologies - $15 million 

� GST free status to diplomats, diplomatic missions and international organisations - $11 million 

� Registration threshold – no tax expenditure amount is listed for this category. 

At 2016/17 levels, the expenditures represent 28% of the “theoretical” GST revenue base. 

The January 2015 TES included estimates of tax expenditures for the 2017/18 year in relation to the 
supply of services and low value goods from offshore mentioned above. 

� GST exemption of imported goods with a customs value of no more than $1,000 - $650 million; 
and 

� Imported services which are not subject to a reverse charge - $240 million. 

Neither of these matters are included in the 2018/19 estimates in TES 2017 because the matters 
have been addressed by amendments contained in the Treasury Laws Amendment (GST Low Value 
Goods) Act 2017151 and Tax and Superannuation Laws Amendment (2016 Measures No. 1) Act 
2016.152 

In his HFE Response, the (then) Treasurer referred to these amendments “to ensure that GST is 
being paid on all the goods and services it should be”:153 

This includes ensuring GST is paid on products sold online by large multinational companies 
[which] are estimated to contribute more than $2.0 billion to GST receipts in 2018-19 alone.  

                                                      

VAT (2001) IMF, Washington D.C, at p.98; Michael Evans, ‘The Value Added Tax Treatment of Real Property’ in Krever & 
White (eds) GST in Retrospect and Prospect (2007) Brookers, Wellington, pp 243-276 
150 Appendix H. 
151 For the former of the two. Taking effect on 1 July 2018. 
152 For the latter of the two. Taking effect on 1 July 2017. 
153 HFE Response, page 4. 
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4.2.1.1.3 Movements in patterns of consumption 
HFCE is measured under the ABS statistics across 18 main categories of expenditure. The amounts 
(measured in 2016/17 prices) for the year 1999/2000 and 2016/17 are shown in Table 37. 

Table 37: HFCE at 2016/17 prices 1999-2000 to 2016/17 

 

In 1999/2000 and 2016/17, the largest proportions of HFCE was spent on actual and imputed rent, 
transport, food, insurance and financial services and hotels, cafes and restaurants – being 56% of the 
total in both 1999/2000 and 2016/17. The proportion of health and education had moved upwards 
over the 17-year period. 

The PBO and HFE reports contend that, over the 2000-2017 period, household consumption patterns 
have shifted such that a greater proportion of household consumption expenditure relates to items 
that are concessionally treated. That is, the household expenditure on these items has increased from 
2000-2017. This pattern is clear from Table 38. 

Table 38: Change in proportion of HFCE 1999-2000 to 2016/17 

 

Source: ABS 5206 HFCE at current prices. 
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The PBO and HFE Reports focussed on the shift in the proportion of consumption away from taxable 
to items that do not contribute fully to the GST base.  

Does Table 38 support this view? 

Diminishing GST revenues 

The areas in which there has been an increase in the proportion of total HFCE in relation to goods 
and services to which GST does not apply (i.e., lower GST revenues) are: 

� Water and sewerage 

� Health 

� Education 

� Insurance and financial services 

The items in which there has been a decrease in the proportion of total HFCE in relation to items 
that would also result in lower GST revenues are: 

� Alcohol and beverages 

� Clothing and footwear 

� Furnishings 

� Transport 

� Communications 

� Recreation 

� Newspapers and books 

� Hotels, restaurants and cafes 

� Other goods 

Increasing GST revenues 

Decreases in the proportion of total HFCE in relation to GST-free items and increases in the 
proportion of total HFCE in relation to taxable items are: 

� Food 

� Electricity gas and other fuel 

� Goods for recreation 

� Other services 

Similar findings were contained in the PBO analysis.154 

The result is that, as stated in the HFE and PBO Reports, a greater proportion of HFCE is being spent 
on concessionally treated items of consumption with the result that the amount of HFCE upon which 
GST is paid is decreasing. 

 

                                                      
154 PBO Report figure 6. 
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The four areas of concessionally taxed items in Table 38 are: 

� Water and sewerage 

� Health 

� Education 

� Insurance and financial services 

Not only are these the areas in which the proportion of HFCE is growing but they also represent 65% 
of the total tax expenditures in the 2017 TES. 

But this is an historical measure. Is it likely that the trend will continue? 

4.2.1.1.4 Have we seen this before? 
If we reflect on the position prior to the introduction of GST, the proportion of household expenditure 
on goods that were subject to sales tax was decreasing as services became a more important part of 
the economy and GDP. But without an expansion of the sales tax base to incorporate services (and 
the retail price of taxable goods), the sales tax revenue as a proportion of GDP and total tax was 
decreasing. 

The ANTS White Paper heralded: 

The 1993-94 Budget measures increased indirect taxes as a proportion of GDP temporarily. 
However, the continued reliance on the existing narrow indirect tax base meant that they were 
never likely to succeed more than temporarily. The revenue erosion is once more evident, with 
the indirect tax to GDP ratio presently about one-and-a-half percentage points lower than its 
level of a decade ago. … The GST will ensure that the erosion of indirect tax revenue is 
halted permanently. 

The Treasurer’s HFE Response also presumes that GST revenues will grow (in the long term) at the 
nominal rate of around 5% p.a. but the trend does not support this assumption. And the top-up 
payments are only indexed according to GST growth rates.  

4.2.1.1.5 The remedy? 
If the proportion of HFCE that is spent on GST concessionally treated items continues, then GST 
collections are unlikely to grow at the same rate as GDP or HFCE. 

Once again, the narrowly based tax on housing consumption may fail to grow at a rate required to 
satisfy State and Territory spending needs. 

The four items of growing concessionally taxed items are: 

� Water and sewerage 

� Health 

� Education 

� Insurance and financial services 

It is likely that the trend on these categories will continue – resulting in the GST producing lower 
proportions of GDP into the future. 

For Australia’s GST, the proxies, exemptions, concessions and exclusions must be monitored to 
ensure that the chosen base can maintain the revenue flows required. 
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On present expenditure patters, the base from which GST is collected has narrowed. But, if we 
assume that current expenditure patterns will continue (history tells us we should not) there are four 
areas that require attention. 

� Water and sewerage 

� Health 

� Education 

� Insurance and financial services 

While the inclusion of food, on present trends, would not improve the revenue proportion, there is no 
technical limitation on its inclusion in the base. If the GST base is to be protected from future shifts in 
consumption, the GST-free treatment of food should cease.155 

4.2.1.1.5.1 Government provided or subsidised services 

The first three areas of expenditure identified in Table 38 are either government provided or 
government subsidised. To subject the expenditure (or inputs as is the case in the EU) may result in 
the increase in State and Commonwealth Government outlays (to cover GST on purchases) and an 
equal increase in GST revenues.  This could involve unproductive churning and, in the Australian 
situation where the GST revenue is shared amongst the States and Territories, contributions to the 
Revenue of some States by other Governments depending only upon their relative level of public 
expenditure. 

However, while the GST-free status of subsidised or government provided services can be justified on 
the grounds that increasing the price may lead to greater subsidies and churning, the accepted theory 
is that the efficiency of a tax on household expenditure is achieved if the GST system does not alter 
“relative prices”. 

Accordingly, the taxation of health and education – even at the subsidised price - should not be 
avoided simply on the grounds that the sectors that receive less subsidies will be disadvantaged.  The 
focus of a consumption tax is on the spending of households and not on the status of the provider or 
the meritorious character of the services.156 

But financial services are the outlier – unlike the other three it is not a “social service’. 

4.2.1.1.5.2 Financial services 

The argument for the under taxation of financial services is that it is technically to include it in an 
invoice-credit, transaction-based method employed by a value-added tax. 

the technical application of GST is difficult because a financial institution’s service charge is 
often an implicit fee, margin or spread arising from financial transactions entered into by the 
institution over a period of time with a number of customers.157  

                                                      
155 Prof Deutsche, B. Time to wean off the (GST-free) milk, Tax Institute Blog 19 July 2018. 
156 El Condor Pasa: is GST Change Inevitable? 2012 National GST Intensive, 6 – 7 September 2012 
157 Evans, M. GST equivalent taxation of financial services (supplementary financial tax) (the SFT Report) (2017) 17 AGSTJ 
121 



Michael Evans, CTA 20 years after ANTS - is there a hole in the bucket? 

© Michael Evans, CTA 2018 69 

Confronted with the prospect of the consumption of financial services increasing as a proportion of 
HFCE, and GST’s diminishing proportion of GDP, action to address this under taxation would be of 
benefit both economically and improve the security of the State and Territories’ revenue stream. 

The SFT Report discusses a number of approaches to impose a GST equivalent tax on financial 
intermediation services. In addition, Chris Murphy has modelled an economic rent tax to raise 
approximately equivalent revenue to the SFT suggested in the ST Report:158 

The economic assessment finds that, per dollar of revenue raised, the economic rents tax does 
no economic harm, with moderate harm from full taxation under the GST, … . 

4.2.1.2 Registration threshold 

The TES does not list a tax expenditure amount for the GST registration threshold. Under section 23-
5 of the law, an entity is only required to register, and thus remit GST on sales, if its GST turnover 
meets the registration turnover threshold of $75,000. 

One argument in favour of a registration threshold is that it allows small traders to avoid the 
compliance costs of a value-added tax and the responsible revenue authority from having to deal with 
them. 

But “taxpayers”159 that are not registered escape monitoring and are effectively invisible to the 
authorities. The result is a greater likelihood to participate in the black economy – often misusing or 
fraudulently quoting an ABN.160 

The argument against a threshold is that it creates a non-neutral competitive environment. The 
Explanatory Memorandum to the GST Bill explained the effect of this non-neutrality (in respect of taxi 
drivers) as follows: 

In other countries that introduced a GST there were problems with taxis. The problems arose 
because many taxi drivers only drove taxis some of the time and hence were below the 
registration threshold. This led to the situation where there were taxis that charged a GST 
inclusive price and taxis that were able to charge a lower fare because they did not have to 
charge GST. Unregistered taxi drivers could also charge a fare as if it included GST, but 
without the obligation to remit it.  

The “taxi problem” was first legislated in Canada almost 30 years ago but is useful to note that the 
unique aspect of taxis, at that time, is that the participated in the economy by “ranking” next to all 
other competitors for the customers. 

Other small business operators that were not required to be registered, were unlikely to offer 
undifferentiated goods and services in the same market place. As a consequence, it was thought that 
a low small trader threshold generally would not create competitive non-neutralities vis a vis GST-
registered traders. 

                                                      
158 Murphy, C GST and how to tax Australian banking (2017) 17 AGSTJ 84  
159 A somewhat euphemistic description in this instance. 
160 The BE Final Report states that: “Too many people have ABNs although they are not entitled, including tourist visa holders 
and apprentices, criminal groups hide behind them (when offering illegal labour hire services, for example) and too often they 
are misquoted. … We have heard many instances of tradesmen who intentionally include the Bunnings’ ABN when issuing 
invoices to customers for the work they complete.  
This allows these tradesmen to appear legitimate to the person procuring work from them, but ultimately the inability to identify 
the entity that has completed the work allows them to avoid their tax obligations.” Page 82. 
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Recalling that, at this point, it is the “policy gap” that is under examination, from a revenue 
perspective, the actual collection of GST is only diminished for unregistered traders if the trader sells 
at the retail level (or to other traders that are input taxed). 

The question for the ongoing revenue collection is whether there are changes in the economy or 
commercial practices that would lead to the conclusion that a greater part of household expenditure is 
incurred in acquiring goods or services from un-registered traders. 

As indicated above, if a trader is not GST-registered there is a likelihood that the trader will participate 
in the black economy. The Black Economy Taskforce estimated that the black economy could have 
doubled since 2012 to now represent up to $50billion in 2015-16 dollars.161  While this is part of the 
“compliance gap” discussed in the next Chapter, avoidance of the registration threshold is never far 
from the surface of losses in revenue from non-compliance. 

4.2.1.2.1 Peer-to-peer structures 
Rather than focussing on household expenditure, a value-added tax system collects tax from “GST 
registered entities” that make “supplies” in carrying on “enterprises”. 

This triple requirement in relation to the supplier – entity making the supply, in the course of an 
enterprise and registration – has the consequence that GST may not be collected depending on the 
status of the supplier. 

In particular, where the supply to the household is arranged by an intermediary, if the household 
expenditure can be divided between the intermediary and the supplier, GST may not be payable on 
the part of the price paid to the supplier. 

Arrangements can be put in place to achieve “disaggregation” of the arranging function from the 
underlying supply. For example, a quick search of the internet shows that, in the UK where the VAT 
rate is 20% and the registration threshold is 85,000 pounds, the practice of disaggregation is 
widespread – at least in the hairdressing sector. 

Hairdressers in a salon can be self-employed (rather than employed by the salon owner) and contract 
in their own right with customers. But, to run their business, it is necessary for them to rent the chairs 
in the salon from the salon owner. 

Each hairdresser’s turnover is likely to be beneath the turnover registration threshold and, depending 
on the number of chairs, the salon may also be beneath the threshold.162 It is merely a matter of 
dividing the gross takings between salon and hairdressers. 

The PBO Report opined: 

The peer-to-peer economy, by its nature, encourages the use of individual or small operators  
and suppliers who may fall under the GST registration threshold. 

Historically, these arrangements have been the norm in many sectors – primarily to avoid the 
consequences and costs of employment law. 

                                                      
161 Government Response to the Black Economy Taskforce Final Report, The Hon. Kelly O’Dwyer MP Minister for Revenue and 
Financial Services, May 2018, page 3 (BETF Response). 
162 The National Hairdressers' Federation has a standard "Independent Contractor Chair Renting Licence Agreement". 
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Platforms such as Amazon, Airtasker, eBay and the Uber structure provide an illustration of how 
modern technology can facilitate the historic disaggregation or “peer-to-peer” arrangements and 
diminish the GST collections. 

A reported example is Uber.163 

Put simply, Uber provides a software platform that provides drivers and passengers with the facility to 
book and obtain passenger transport. Passengers can utilise Uber transport by downloading an 
application on a smartphone or other mobile device. To access the services, passengers provide Uber 
with credit card details for the processing of payment for the travel. Passengers input their travel 
request through the smartphone - giving the Uber driver the opportunity to accept the job. The driver 
picks up a passenger from the nominated pick-up address and drives the passenger to the 
destination. Based on the pick-up address and the destination address, Uber calculates the cost of 
the travel that will be charged for the transportation and collects it using the credit card of the 
passenger. The arrangement is predicated on the basis that the driver contracts with and makes the 
supply of the services. Uber deducts an amount from the passenger’s payment for the use of the Uber 
app, and pays the driver the excess. 

In this structure, from a GST perspective, it is argued that the travel service is provided by the driver. 

If the amount earned by the driver is less than $75,000 (absent the special registration rule in Division 
144 of the GST law), the driver is not GST registered and no GST revenue is raised on the driver’s 
value-added. 

If the supplier of the travel was Uber and the driver was a subcontractor or employee of Uber, the 
aggregate of all fees earned for the Uber service would be subject to GST.  

4.2.1.2.2 Employee or subcontractor 
A structure that seeks to establish a peer-to-peer arrangement may not always be effective. It is 
possible for the relationship between service provider, intermediary and customer to be viewed as the 
supply of the services by the intermediary using the services of its own employees – the erstwhile 
independent contractors. 

There are a number of UK VAT decisions involving an intermediary “introducing” a service provider to 
a client and, on some occasions, successfully contending that the service provider supplies his or her 
services directly to the client – this is the hairdresser and Uber structure.  

For example, in the UK VAT cases of Reed Personnel164 and Reed Employment165 the taxpayers 
provided nurses to hospital clients for work on a temporary basis. The Tribunals found that Reed’s 
activities did not amount to a supply of staff because Reed did not exercise control over the temps at 
any stage, meaning that no control of the worker could pass from Reed to the client. Consequently, 
Reed made a more limited supply – an introductory service combined with a number of ancillary 
services (e.g. evaluating the worker’s skills, taking references and providing a payments service for 
the workers).  

On the other hand, in Adecco Uk Ltd v Revenue & Customs [2015] UKFTT 600, the Tribunal 
concluded that: 

                                                      
163 Uber B.V. v Commissioner of Taxation [2017] FCA 110.  
164 CCE v Reed Personnel Services [1995] STC 588. 
165 Reed Employment Ltd v HMRC [2011] SFTD 720. 
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the contractual position without doubt, in my view, was that the temp worked for payment from 
Adecco, and Adecco provided that work to its client in return for payment by the 
client.  Contractually, it is impossible to argue that what Adecco did was mere introduction, as 
that would make a nonsense of the legal position viz-a-viz the client and the temp, and the 
temp and Adecco.166  

The Australian Financial Review has reported167 that the Commissioner and Revenue NSW is seeking 
to recover substantial sums from Foodora168 in respect of unpaid pay-roll tax and superannuation as a 
result of the classification of the drivers or couriers as employees rather than independent contractors. 

The question of the status of couriers has been before the Australian Courts on two occasions – the 
Vabu cases169 in 1996 and 2001: 

� The 1996 Vabu # 1 case before the NSW Court of Appeal concerned the superannuation 
guarantee liability of Vabu and concluded that the bicycle couriers were independent 
contractors and not common law employees of Vabu;170  

� The 2001 Vabu # 2 case before the High Court concerned the vicarious liability of Vabu for the 
actions of its bicycle courier and concluded that: 

relationship between Vabu and the bicycle courier who struck down Mr Hollis was that of 
employer and employee. Vabu thus was vicariously liable for the consequences of the 
courier's negligent performance of his work.  

In both Vabu cases, the contractual relationship for the supply of the courier service was found to be 
between Vabu and the customer (as was found to be the case in Addecco) and not the customer and 
the rider/driver. If this relationship is present, the GST liability will fall on the price charged by Vabu. 

But the difficulty of tax administration and revenue collection is that, if the courier is not an employee, 
the courier is likely to become part of the invisible black economy. 

4.2.1.2.2.1 Labour hire arrangements 

The A new Tax System (Pay As You Go) Bill 1999 introduced new “withholding” provisions into the 
law as part of the ANTS reforms. One such inclusion was in respect of “labour hire arrangements”.171 

The provision states that: 

An entity that carries on an *enterprise must withhold an amount from a payment that it makes 
to an individual in the course or furtherance of the enterprise if:  

(a) the payment is made under an *arrangement the performance of which, in whole or in part, 
involves the performance of work or services by the individual for a client of the entity; or  

                                                      
166 Refer to Chris Sievers’ comments on these and other cases at https://chrissievers.com/case-analysis-adecco-uk-ltd-v-
revenue-customs-2015-ukftt-600/ 
167 David Marin-Guzman, Foodora investigated over unpaid taxes, AFR Wednesday 29 August 2018, page 3 
168  A Berlin-based online food delivery company. Using the company’s app, customers can browse local restaurants, place an 

order, and track it as it’s prepared and delivered by a bike courier or delivery driver. 
169 Vabu Pty Ltd v Federal Commissioner of Taxation, (1996) 33 ATR 537 (Vabu # 1) and Hollis v Vabu Pty Ltd [2001] HCA 44 
(Vabu # 2) 
170 The court in Vabu # 1 also held that the couriers were not employees under the extended definition in subsection 12(3) of the 
Superannuation Guarantee (Administration) Act 1992  
171 Section 12-60 of Schedule 1 of TAA. 
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(b) the payment is, in whole or in part, for work or services and is of a kind prescribed by the 
regulations.  

The EM to the Bill explained the scope of the new provision as follows: 

where an end user of labour engages an individual to perform work or services through an 
intermediary (a labour hire firm). In practice, the labour hire firm contracts with the individual 
and pays the individual to provide the end user with work or services.  

This new event, which only applies when the individual is not an employee of either the labour 
hire firm or the end user, will ensure that withholding specifically applies to these arrangements. 
The event will address the current uncertainty which exists in relation to applying the current 
withholding system to labour hire arrangements. 

Activities done by a person in connection with payments covered by this PAYG withholding event are 
excluded from the definition of enterprise.172 As such the person is not entitled to be registered under 
the GST law. 

The description of the labour hire arrangement, depending on its legal structure, may include the 
“payer” acting as an agent for the recipient of the labour hire services to arrange for the engagement 
of the individual concerned. 

In this regard, the exclusion of the services of the individual from enterprise, may have the 
consequence that the payment made (on account of the individuals’ services) by the client to the 
agent is not consideration for a taxable supply made by the agent.173 Again, while the payment to the 
individual by the agent may be subject to withholding, the legislative structure would seem to have the 
result that: 

� In Reed Personnel, only the agency or arranging fee would be subject to GST; and 

� In Adecco, the totality of the payment made by the client to Adecco would be subject to GST. 

� The payments made by Reed and Adecco would not be subject to GST. 

Section 12-60 of Schedule 1 of the TAA, provides for an entity that carries on the business of 
arranging for persons to perform work or services directly for clients is liable to withhold an amount 
from payments it makes to an individual in the course of the enterprise. For GST purposes, individuals 
in receipt of such payments are excluded from the meaning of enterprise. Arguably, the GST law 
should also provide the payer be deemed to be the supplier of the services of the individuals to the 
client. 

4.2.1.2.3 The remedy? 
The disaggregation of services between “intermediaries” and “service providers” involves broader 
policy and industrial policy issues than the GST impact. A London Employment Tribunal ruled that 
Uber drivers are employees and entitled to be paid a minimum wage.174 

                                                      
172 Paragraph 9-20(2)(a). 
173 GSTR 2006/9 refers to Reed Personnel with approval at paras 224 and 225. 
174 Mr Y Aslam, Mr J Farrar and Others v Uber B.V. and Others v Uber BV and Others. Employment Tribunals Case Nos: 
2202550/2015 & Others. An appeal by Uber was dismissed on 10 November 2017 by Her Honour Judge Eady QC, Appeal No. 
UKEAT/0056/17/DA. See also (a) O’Connor et al v. Uber Technologies, Inc., C.A. No. 13-03826-EMC (N.D. Cal.) whether Uber 
drivers are employee for the purposes of the California Labor Code and (b) Independent Workers' Union of Great Britain 
(IWGB) and RooFoods Limited T/A Deliveroo, Central Arbitration Committee, case number TUR1/985(2016) in which the 
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Nevertheless, there are other examples of the recharacterisation of the services of intermediaries 
(particularly ones effected by websites and platforms) so that the intermediary is treated as the 
supplier. For example: 

� The recent Netflix and low value goods amendments, provide that a supply to an Australian 
consumer through an electronic distribution platform is made by the operator of the platform 
(and not the actual supplier) for consideration and in the course or furtherance of the operator’s 
enterprise. This is the case notwithstanding that the actual supplier might not carry on an 
enterprise in its own right or might be beneath the turnover threshold.175 

� Subdivision 153 allows principals and intermediaries to agree that: 

A taxable supply that the principal makes to a third party through the intermediary is a 
supply that is [made] by the intermediary to the third part, and not by the principal.176 

As with many other of the examples that we have seen and will cover in the next Chapter, the 
recharacterisation of “intermediary” services is only given effect in limited circumstances and could be 
broadened for GST purposes so that supplies made through intermediaries are treated as supplies 
made to and by the intermediary. 

4.2.1.3 Offshore suppliers 

The last two items listed above as “policy gaps” are: 

� The extension of the GST base to include the supply of services and low value goods from 
offshore; 

� Extending GST to offshore sellers of hotel accommodation in Australia – also foreshadowed in 
the May 2018 Budget. 

4.2.1.3.1 Amendments to the GST law 
As indicated above, the former has been addressed by amendments to the GST law that took effect 
on 1 October 2016, 1 July 2017 and 1 July 2018.177 

The failure to include supplies from offshore within the tax base on commencement of the GST law 
was consistent with the design features of the international model of value-added tax. The traditional 
approach was said to give rise to the possibility of no taxation or double taxation of the same item of 
expenditure where the transaction involved more than one VAT jurisdiction. In Australia’s case, the 
GST law excluded supplies of low value goods and services from offshore that were not: 

� For services: 

� Done in Australia; 

� Done through an enterprise carried on in Australia;  

                                                      

drivers of motorbikes and riders of bicycles were held not to be “workers” within the meaning of s.296 Trade Union and Labour 
Relations (Consolidation) Act 1992. 
175 See sections 84-55 and 84-81 of the GST Act. 
176 Section 153-55. However, section 188-24 allows the intermediary to treat only its “commission” as contributing to its 
registration turnover. 
177 Treasury Laws Amendment (GST Low Value Goods) Act 2017 and Tax and Superannuation Laws Amendment (2016 
Measures No. 1) Act 2016. 
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� For low value goods: 

� Delivered or made available in Australia; or 

� Imported or installed or assembled by the supplier in Australia. 

The underlying design features of a VAT that gave rise to these complexities was:  

� Under the destination principle, VAT should be collected by the revenue authority in the 
jurisdiction in which the consumption takes place;  

� Generally, being an indirect tax, it is the ―supplier that is liable for VAT on supplies it makes; 
and  

� VAT is a ―self-assessed tax and depends on voluntary compliance.178  A self-assessed tax is 
one where taxpayers comply with their obligations without the intervention of the tax authorities.  

Consequently, it was the initial perception that there were practical difficulties in enforcing VAT 
obligations on suppliers that did not have a presence in the jurisdiction in which consumption took 
place (on whom the relevant revenue authority might impose and enforce those obligations). 

Following a series of reviews by the Board of Taxation and Treasury, Australia adopted the so-called 
vendor registration model for both intangibles and low value goods. In both cases, the regime is 
similar in design to the situation for intra-EU supplies of goods and the cross-border supplies of 
electronic services. 

The Australia law is comprehensive, so at least in theory, there ought to be no “policy gap”. The 
comprehensive approach sought to address the increase in the proportion of household consumption 
on goods and services from offshore year on year. As such, the revenue losses would have been 
significant. 

As indicated above, the combined tax expenditure for these items of consumption for 2017/18 was 
estimated to be approximately $1 billion and the Treasurer’s estimate of revenue gains in the 2018/19 
year was $2 billion. 

Even though the policy gap has been addressed, the compliance with the new rules will, no doubt, 
give rise to a compliance gap. 

4.2.1.3.2 Proposed amendments for offshore sellers of hotel accommodation 
Budget Paper No 2 foreshadowed that: 

The Government will extend the GST by ensuring that offshore sellers of hotel accommodation 
in Australia calculate their GST turnover in the same way as local sellers from 1 July 2019.179 

The explanation for the measure was: 

Currently, unlike GST-registered businesses in Australia, offshore sellers of Australian hotel 
accommodation are exempt from including sales of hotel accommodation in their GST turnover. 
This means they are often not required to register for and charge GST on their mark-up over 
the wholesale price of the accommodation. The exemption was introduced in 2005, when most 

                                                      
178 Ebrill, Keen, Bodin and Summers, The Modern VAT, IMF, 2001 Chapter 13 (Ebrill 2001) 
 
179 2018/19 Budget Paper No 2, page 29. 
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offshore sales of Australian hotel rooms were to foreigners booking through offshore tour 
operators, and the online booking market was small.  

Both Australian and foreign consumers are increasingly booking180 Australian hotel rooms 
through online services based offshore, which are taking advantage of the exemption designed 
for offshore tour operators. Removing the exemption will level the playing field by ensuring the 
same tax treatment of Australian hotel accommodation, whether booked through a domestic or 
offshore company.  

The “exemption” referred to above was introduced into the GST law at the time of the inclusion of 
paragraph 9-25(5)(c) into the GST law.181 That paragraph contains the following example: 

A holiday package for a trip to Queensland that is supplied by a travel operator in Japan will be 
connected with the indirect tax zone under paragraph (5)(c).  

The “exemption” is contained in paragraphs 188-15(3)(c) and 188-20(3)(c) and provides that a supply 
of a right or option to use commercial accommodation in Australia is disregarded if the supply of the 
right is not made in Australia nor though an enterprise carried on in Australia. 

The effect of the exemption was to allow offshore travel operators to avoid registration and therefore, 
exclude, from the tax base, their value-added in selling accommodation packages. 

But what is the mischief that is proposed to be addressed? 

4.2.1.3.2.1 The structure and the mischief 

Having used the services of Hotels.com a number of times, I have assumed that the hotel at which I 
have secured a booking would pay Hotels.com a fee for the “introduction” and/or booking service. If 
this is the case, the relevant supply by Hortels.com is to the hotel and not to me (the consumer).182  

The actual supply of accommodation, I had thought, would be by the hotel to the customer. The full 
amount of household consumption is subject to GST. 

But, what if the arrangement is, as characterised by the Full Federal Court in ATS (and inferred in the 
Budget papers), an acquisition of the right to accommodation supplied by the hotel to Hotels.com (the 
wholesale sale) and on-sold to me? 

The price paid by Hotels.com to the hotel for wholesale sale is of the right to accommodation and is a 
taxable supply for which Hotels.com would be entitled to a credit if it were GST registered. But, if 
registered, Hotels.com would have to remit GST on the price charged to me for the right to take up the 
accommodation (because it is a supply connected with Australia under subsection 9-25(4)). 

If not registered because of the concession in Division 188, Hotels.com has no Australian GST liability 
on the on-sale. 

If I was booking a business trip, I would claim an ITC, but reflecting on the ATS case and budget 
papers, it would appear that the supply to me by Hotels.com is not a taxable supply – oops! 

                                                      
180 Excuse the split infinitive. 
181 By Act No 7 of 2005. The mischief at which it was directed was the subject of Saga Holidays Limited v Commissioner of 
Taxation [2006] FCAFC 191. 
182 Under the new B2B offshore supplier rules, the hotel, being the recipient of hotels.com’s supply, would be required to 
reverse charge and would almost always be entitled to full ITC’s. 
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Clearly, with the change in policy whereby the tax base has been extended to include the supply to 
Australian consumers of intangibles and goods from offshore, the “exemption” from registration should 
have been repealed in 2016 and 2017. 

As result of the proposed amendments, the “policy gap” – and perhaps the compliance gap arising 
from business consumers unknowingly claiming ITCs - will be addressed. 

Draft amendments to enact this measure are contained in Exposure draft legislation Treasury Laws 
Amendment (2018 Measures No. 5) Bill 2018: Online hotel bookings. 

One wonders whether the offshore “arranger” will now claim ITCs and there will be a compliance 
issue on collection of GST on the on-charge. 

Having dealt with the policy gaps, Chapter 5 deals with the compliance gap and the relevance of the 
recent measures. 
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5 The compliance gap 

5.1 Measuring the gap 
The “gap” – the difference between 100% and the HFCE GST VRR calculation in shown in Table 36 
consists of both “policy” and “compliance” elements. For example, in 2017/18, the total gap is 
approximately 33%. 

How much of this difference is the compliance gap? 

The Australian Taxation Office (ATO) has published a “gap” analysis.183 In the overview to the 
analysis, the ATO state: 

The tax gap is an estimate of the difference between the amounts the ATO collects and what 
we would have collected if every taxpayer was fully compliant. Tax gaps exist in all countries to 
some extent. The gaps are driven by cultural and human factors, global forces, complexity in 
business and legal systems, those who take aggressive tax positions, and genuine errors. … 

Tax gap estimates and their trends over time provide useful insights into the longer-term 
operation of the tax and superannuation systems. Along with other performance measures, 
they tell a story about the performance and integrity of the system, including levels of willing 
participation and significant shifts in compliance.  

Because of rapid changes in the economy, society and technology, the issues driving tax gaps 
continue to evolve. No tax system can eliminate tax gaps; the cost of doing so would be 
excessive. 

In relation to GST, the analysis shows that the estimate of the “compliance gap” grew from 4.6% in 
2009/10 to 7.3% in 2015/16 (the last year for which estimates have been published to date). 

GST gap ($ millions) 2009–10 to 2015–16 

Gap 2009–10 2010–11 2011–12 2012–13 2013–14 2014–15 2015–16 

Net gap 
(%) 

4.6% 7.1% 7.0% 5.7% 6.1% 6.7% 7.3% 

ATO tax gaps, Goods and Services Tax gap Trends and latest findings 

Assuming for the moment that both the Table 36 and ATO estimates are accurate, the policy and 
compliance gaps for 2009-10 to 2015-16 are shown in Table 39. 

  

                                                      
183 Australian tax gaps. https://www.ato.gov.au/About-ATO/Research-and-statistics/In-detail/Tax-gap/Australian-tax-gaps-
overview/ 
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Table 39: Compliance and policy gaps 2009/10 to 2015/16 

 

Source: ABS 5206 HFCE and ATO estimates. 

Of the matters listed in 1.1 above, the changes to the taxation law in relation to the following might be 
said to relate to identified parts of the “compliance gap”: 

� The introduction of a withholding tax on the purchase of new residential property; 

� A reverse charge on taxable supplies of valuable metals, and limitations on relief for the 
second-hand acquisitions of these metals;   

� The extension of the taxable payments reporting system to include supplies made to couriers 
and cleaners and expansion of reporting foreshadowed in the 2018/19 Budget. 

What are the design features of the Australian GST system that renders it susceptible to these 
abuses? 

5.2 The Black economy 
In her response to the Black Economy Task Force Report,184 the then Minister for Revenue and 
Financial Services, explained that the term “black economy” generally refers to activities which take 
place outside the tax and regulatory systems. The Taskforce estimated that the black economy could 
have doubled since 2012 to now represent up to $50 billion in 2015-16 dollars.185   

Examples given included: 

� Illegal phoenixing – liquidating and re-forming a business to avoid obligations  

� Sham contracting – presenting an employment relationship as a contracting arrangement  

� Demanding or paying for work cash in hand to avoid obligations  

� Not reporting or under-reporting income  

� ABN, GST, and duty fraud  

                                                      
184 Black Economy Task Force, Final Report - October 2017 (BE Final Report). 
185 Government Response to the Black Economy Taskforce Final Report, The Hon. Kelly O’Dwyer MP Minister for Revenue and 
Financial Services, May 2018, page 3. (BETF Response). 
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The first and last of these categories includes the loss of revenue at which the residential premises 
withholding regime is directed.  

5.2.1 Withholding tax on new residential property 
The measures to address “phoenix” activities and the sale of new residential property came into effect 
on 1 July 2018 and are contained in Subdivision 14-E of Schedule 1 of the TAA. 

5.2.1.1 Mischief at which measure is directed 

Robyn Thomas’ contribution to the Australian GST Journal of March 2018,186 explains the mischief at 
which the measures are directed as follows: 

Following an ATO submission to the 2015 Senate Inquiry on “Insolvency in the Australian 
construction industry”, which reported that $1.8 billion in GST debt had been written off as a 
result of phoenix activity by property developers, the Australian Government announced drastic 
changes in the 2017–2018 Budget which attempts to stem the bleed.  

The challenge: preventing developer entities (which will have claimed input tax credits 
throughout the life of a project) from being placed into liquidation, whether by design or 
legitimate misfortune, prior to the remission of GST on sales. The Government’s solution: 
collecting GST on supplies of new residential premises directly from purchasers at settlement, 
before the money falls into the (potentially) slippery hands of developers.  

It is important to note that the revenue loss described by Robyn generally occurs at the “retail” level. 
That is, the GST revenue in question arises from household expenditure, the taxation of which GST is 
directed. 

Essentially, the measure seeks to address the failure of a taxpayer to account for a tax liability at the 
time it is due – in this case through the lodgement of a BAS and payment of the net amount for the 
period. 

5.2.1.2 Design features giving rise to the risk 

The design feature of GST which provides this particular opportunity of non-compliance or evasion is 
that payment of the GST to the Commissioner is not due until (in the case of a quarterly lodger) 28 
days after the end of the quarter in which the sale proceeds are received. 

The risk of revenue loss arises because of the large sums of GST involved and their receipt on an 
infrequent basis. In addition, the nature of the residential development sector often involves financial 
stress prompting the need for a liquidation sale to repay creditors. 

The designers of GST foresaw one circumstance in which this situation might occur and provided that 
a “creditor” (and not the vendor) is liable for GST on supplies of a debtor’s property where the supply 
is in satisfaction of a debt owed to the creditor.187 

But, where a financier of new residential premises requires the sale of the premises and repayment of 
its loan, it might require the owner to sell the premises (rather than taking possession and selling the 
premises itself) with the owner required to pay the proceeds to it in satisfaction of the debt. In doing 
so, the financier might frustrate the “priority” of the ATO under Division 105. 

                                                      
186 Thomas, R. Improving the integrity of GST on property transactions (2017) 17 AGSTJ 164. 
187 Section 105-1. 
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Of course, the situation also might arise in which the owner sells the premises (without being forced to 
do so) but the proceeds are only sufficient to extinguish the debt to the financier – thus leaving the 
owner to default of the GST liability. Or, as Robyn Thomas suggests, the failure to remit may arise by 
design – in pheonixing activity. 

The withholding regime in Subdivision 14-E of the TAA seeks to address this specific mischief by 
imposing a liability approximating the GST liability on “the recipient of the taxable supply”. 

The legislative mechanism limits the application of the Subdivision to, in general terms, the B2C sale 
of new residential premises.  

But pheonixing can apply to other high value sales and purchases of assets that are not ‘for 
household consumption”.  

This aspect of the design features of the credit-invoice VAT is discussed later in this paper. 

5.2.1.3 Have we seen this before?  

In the 1980’s, the “bottom of the harbour schemes” involved either: 

� stripping a company of its assets before tax became payable, or  

� using another company as the entity which became liable for tax but ensuring that it never had 
sufficient assets to pay the money owed. 

The Government’s response at the time was to enact the Crimes (Taxation Offences) Act 1980, under 
which the aiding or abetting an arrangement to make a company or trustee incapable of paying its 
taxation debts was a criminal offence. Penalties for a breach of the Act are currently ten years' 
imprisonment or a $100,000 fine. 

Those that engage in practice of “pheonixing” entities that have sold new residential premises may 
have overlooked the Crimes Taxation Offences Act.  Nevertheless, a “withholding regime” may prove 
to be more effective, given that it collects the tax from the payer before it can disappear to the bottom 
of the harbour. 

5.2.1.4 What else? 

5.2.1.4.1 Black economy measures 
It appears from the BE Final Report that these particular practices with new residential premises are 
part of a broader malaise.  

In the 2018/19 Budget188 the Government announced reforms to the corporations and tax laws to 
deter and disrupt phoenix activity. The package includes reforms to:  

� introduce new phoenix offences to target those who conduct or facilitate illegal phoenixing;  

� prevent directors improperly backdating resignations to avoid liability or prosecution;  

� limit the ability of directors to resign when this would leave the company with no directors;  

� restrict the ability of related creditors to vote on the appointment, removal or replacement of an 
external administrator;  

� extend the Director Penalty Regime to GST, luxury car tax and wine equalisation tax, making 

                                                      
188 Budget paper No 2. 
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directors personally liable for the company’s debts; and  

� expand the ATO’s power to retain refunds where there are outstanding tax lodgements.  

5.2.1.4.2 Drafting consistency 
There are subtle differences in the form of words used in the drafting of Subdivision 14-E, sections 
12-35 (dealing with payments to employees), 12-140 (dealing with investment income) and 12-190 
(dealing with “no-ABN withholding”) of Schedue1 of the TAA: 

� Section 12-35: 

� Identifies the entity upon whom the obligation to remit tax to the ATO is imposed as “the 
entity that pays the salary and wages to an individual (not necessarily the employer); 
and 

� obliges the payer to “withhold an amount” from the payment. 

� Section 12-140: 

� Identifies the entity upon whom the obligation to remit tax to the ATO is imposed as the 
financial institution that makes a payment of interest to another entity189 in respect of 
an interest-bearing account with the financial institution; and 

� obliges the payer to “withhold an amount” from the payment. 

� Section 12-190: 

� identifies the “entity” (the payer) upon whom the obligation to pay tax is imposed as “the 
entity that makes (or proposes to make) a payment for a supply that another entity 
(the payee) has made to the payer in the course or furtherance of an enterprise carried 
on in Australia by the payee; and 

� obliges the payer to “withhold an amount” from the payment. 

� Subdivision 14-E: 

� identifies the “entity” upon whom the obligation to pay tax is imposed as “the recipient” 
of the taxable supply; and  

� places a liability on that entity to pay an amount to the Commissioner; 

Subdivision 14-E, unlike the other two withholding provisions: 

� does not apply to the payer unless the payer is also the recipient of the supply; and  

� does not require a “withholding” to be made from the payment. 

Questions will arise, in the case of Subdivision 14-E, where: 

� The payment is made by an entity to whom the supply of the premises is not made – e.g., 
where the payer has directed that the title be conveyed to a third party; and/or 

� The payment to be made by the recipient of the supply under the contract cannot be reduced to 
the extent of the liability imposed on the recipient. 

                                                      
189 Using interest payments made by a financial institution as an example. 
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The Subdivision 14-E structure is unusual, given that the Commissioner’s insistence that there can be 
“third party consideration” for supplies190 and the general form of “withholding regimes” focus on 
payees and payers. 

There is a proliferation of “withholding” regimes throughout the taxation law. It is not clear why 
Subdivision 14-E and section 12-190 of Schedule 1 adopt GST terminology to identify the payer upon 
whom the obligation to withhold is imposed. Nor why, for Subdivision 14-E, the term “withhold” is not 
used. 

As subdivision 14-E is the first “withholding regime” in the GST system, it is unusual that a form of 
words used in other “withholding” regimes has not been favoured. 

In the 2008 NZ Discussion Paper,191 relating to phoenix activities and GST payable on real property 
supplies, the officials raised the question of identification of the proper “recipient” of the supply in 
“nominee transactions”. 

depending on the interpretation adopted, a transaction involving a nominee or an assignee 
may involve either one or two supplies for GST purposes. Where the nominee pays the 
purchase price under a contract between the supplier and contractual recipient, the two 
possible supplies for GST purposes are one from the vendor to the purchaser under the 
original contract, and one from the purchaser to the nominee under the nomination 
agreement. The same analysis potentially applies in connection with assignments.192  

Amendments were made to the NZ GST law to address this uncertainty.193  

5.2.2 A reverse charge on taxable supplies of valuable metals 
Amendments made to the GST law in 2017 impose a GST liability on the “recipient” of the taxable 
supply of valuable metals.194  

5.2.2.1 Mischief at which the measure is directed 

It is apparent that the arrangements at issue are a variation of “pheonixing” involving B2B 
transactions. 

The Explanatory Memorandum that accompanied the Bill into Parliament explained that: 

This Bill introduces a mandatory reverse charge for taxable supplies between suppliers and 
purchasers of gold, silver and platinum. This removes the opportunity for fraudulent input tax 
credit claims by the purchaser and for the supplier to avoid paying goods and services tax 
(GST) to the Commissioner by liquidating. … 

                                                      
190 See for example, TT Line Company Pty Ltd v FC of T, [2009] FCAFC 178, A.P. Group Limited and Commissioner of 
Taxation [2013] FCAFC 105 and GSTR 2006/9. 
191 Options for strengthening GST neutrality in business-to-business transactions An officials’ issues paper, the Policy Advice 
Division of Inland Revenue and the New Zealand Treasury (NZ 2008 Discussion Paper). 
192 For different opinions on the topic among practitioners, see G Bracken, GST, Nominations and Assignments New Zealand Tax 
Planning Report, No 1, May 2005 and G Olding, GST Issues with Nominations and Assignments – Another View New Zealand Tax 
Planning Report, No 2, August 2005.  
193 Section 60B of the NZ GST Act 1985. 
194 Treasury Laws Amendment (GST Integrity) Act 2017 inserted section 86-5 into the GST law. 
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1.5 The objective of the announced changes is to combat 'missing trader' …' schemes in the 
gold industry, which if left unaddressed would continue to present an integrity risk to the GST 
system. …  

1.6 The schemes identified have involved entities altering gold such that it no longer meets the 
definition of a 'precious metal' under the GST Act. To meet the definition of a 'precious metal' in 
section 195-1, gold, silver, platinum and any other precious metal prescribed by regulation must 
be of a requisite level of fineness and be in an 'investment form'. … 

1.11 The missing trader schemes identified have involved taxable supplies of altered metal, 
where the supplier liquidates or otherwise goes missing without remitting the GST to the 
Commissioner. The purchaser of the altered metal then claims an input tax credit on the supply.  

Under sections 38-385 and 40-100 of the GST law, the supply of “precious metal” is GST-free or input 
taxed, respectively. A precious metal (e.g., gold), amongst other things, must be of more than 99% 
purity and be in “investment form”. 

Sales and purchases of (say) gold, not being in pure or investment form, are taxable supplies and 
eligible for input tax relief if the other requirements of the GST law are satisfied. As indicated in the 
EM, the mischief at which the measure is directed is that significant GST liabilities arise, input tax 
credits are claimed, but the GST is not paid by the vendor. 

The “valuable metals” schemes exploit similar design features to the new residential premises 
withholding in Subdivision 14-E – albeit, in the case of the valuable metal schemes, refunds of input 
tax credits are claimed but no GST revenue is obtained. The revenue is not depleted by the non-
payment of GST, but by the payment of “refunds” out of government funds.  

5.2.2.2 Design feature 

The design feature that gives rise to the revenue loss, in the case of this type of “missing trader 
fraud”, is that payments are made out of government funds for amounts that were never collected as 
GST revenue. 

The value-added tax system does not, in general, require that the supplier remit the GST component 
of its sales to the Commissioner as a precondition to the purchaser becoming entitled to a refundable 
input tax credit for it. 

In the 2008 NZ Discussion Paper, observed that: 

One of the basic design principles of GST is that businesses should not be subject to the tax 
when producing goods and services. The credit-invoice mechanism, which ensures that the 
legal incidence of the tax is removed on most business purchases, prevents that happening. … 

The operation of GST in this manner is not, however, without its problems, particularly for 
transactions involving the supply of significant assets, such as the sale of businesses, land, or 
other high-value assets. … 

GST creates the unique situation whereby Inland Revenue regularly refunds GST-registered 
persons for excess input tax deductions. … Phoenix fraud … and the emergence of carousel” 
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or missing trader fraud (which has had a material effect on the revenue collections for some 
countries),195 should, in our view, also be considered in developing any legislative changes.  

5.2.2.3 Remedy to address the mischief 

The particular mischief arising from “trading” in valuable metals was addressed by the insertion of 
section 86-5 of the GST law to provide that the GST payable (under section 9-5 of the Act) on a 
taxable supply of goods196 is payable by a GST registered recipient of the supply and not the supplier. 

The NZ 2008 Discussion Paper opined: 

4.9  … a domestic reverse charging, involves shifting the obligation to charge GST from the 
GST- registered supplier to the GST-registered recipient. It would require the recipient of the 
goods and services, who would need to be registered for GST at the time of supply, to self-
assess GST on the purchase and deduct, if entitled to do so, input tax in the same taxable 
period.  

4.10 The advantage of domestic reverse charging is that GST neutrality is achieved in a 
manner consistent with the credit-invoice method. Businesses would benefit from a more 
certain rule and the carrying cost of GST would be reduced. For Inland Revenue, the risk of 
refunding an input tax deduction on a transaction when there is a risk that GST will not be paid 
would be similarly reduced.  

4.11 A similar system has recently been implemented in the United Kingdom to deal with 
fraudulent transactions involving the supply of mobile telephones, computer components and 
other electronic goods.  

The paper recommended that the reverse charge mechanism apply to a wide range of transactions – 
not merely phoenix or missing trader fraud.  

5.2.2.4 Have we seen this before?  

5.2.2.4.1 Supplies from offshore 
The reverse charge on B2B transactions has been adopted for the offshore supplies of low value 
goods and intangibles in the 2016 and 2017 amendments. 

The mischief addressed is similar to that of valuable metals – that is B2B transactions where there is 
no net GST revenue at stake. The solution to the risk of asymmetrical outcomes (ITCs on one side but 
no offsetting GST revenue) is to have the GST liability placed on the same entity that claims the 
credit. 

5.2.2.4.2 Other asymmetrical outcomes 
The risk of revenue loss arising from the credit-invoice design feature of a value-added tax are not 
limited to missing trader and phoenix activities. Since its inception, Australian GST has experienced 
asymmetrical treatment arising from B2B transactions resulting in permanent losses to the revenue.  
For example: 

� the treatment of supplies under the New Tax System (Goods and Services Tax Transition) Act 

                                                      
195 Michael Keen, VAT attacks!, International Monetary Fund Working Paper WP/07/142 June 2007; Michael Keen and Stephen 
Smith, VAT fraud and evasion: what do we know and what can be done?, National Tax Journal, Vol. LIX, No 4 December 2006  
196 Consisting wholly or partly of valuable metal. 
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1999 whereby the Commissioner argued certain supplies did not qualify for relief and was not 
successful in defending that position in court.  Consequentially, input tax relief was given to 
counterparties to the transaction without the ability to recover that tax from the vendor;197 

� the allowance of input tax credits to a purchaser of a going concern where the vendor argues 
that the transaction is GST-free;198 

� the initial taxation of holdback and other incentive payments and subsequent acceptance of the 
non-supply status, resulting in refunds of GST paid by suppliers but no clawback of credits to 
recipients.199 

The Government outlays of unfunded GST refunds are examples of the risk to the revenue of taxation 
of B2B transactions under the credit-invoice value-added tax model.   

In all likelihood, unfunded refunds will continue as a result of the current legislative structure.  Two 
examples are worthy of noting: 

� Business disposing of assets, either in a fire sale to close up business or in circumstances 
where assets must be liquidated under pressure from financiers.   

The assets in question may be trading stock, plant and equipment or the whole of the business.  

In the present state of the law, the sale of assets will be a taxable supply (unless it qualifies for 
GST-free treatment at the election of both parties).  If the vendor is under financial stress, it 
may not have the funds to remit the GST on sale (after satisfying claims from creditors).  In this 
situation, the purchaser will have an input tax credit but the vendor will not be able to remit the 
GST on sale. 

� Significant timing advantages through asymmetrical accounting bases are also evident and are 
dealt with in a series of Taxpayer Alerts.200 

To date, there has been limited legislative response to the difficulties posed by the credit-invoice 
design.201 But the risk is an inherent design feature whereby refund of ITCs can be made but GST on 
the supply is not recovered.  

In keeping with the theme of this paper, the abuse of the precious metal’s provisions should not be 
seen as an outlying example requiring a limited and targeted legislative response. 

There has been a consistent underlying risk arising from the credit-invoice design mechanism – a 
discussion of how the design risk might be addressed would be welcome. 

5.2.2.5 What else? 

The reverse charge approach is, as pointed out in the NZ 2008 Discussion Paper, adopted in the EU 
in circumstances where there is a potential for missing trader fraud. 

                                                      
197 E.g., FCT V DB Rreef Funds Management Ltd [2006] FCAFC 89 
198 Debonne Holdings Pty Ltd v Commissioner of Taxation, 2006 ATC 2467 
199 KAP Motors Pty Ltd v Commissioner of Taxation, [2008] FCA 159; AP Group Limited v Commissioner of Taxation [2013] 
FCAFC 105 
200 E.g., TPA 2009/4, TPA 2009/5, TPA 2005/4, TPA 2004/1,  
201 Although a number of amendments to the GST law and TAA have been made to prevent refunds of overpaid GST on 
supplies – see Division 142. 
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The criticism that might be levelled at the valuable metal changes is that it is a remedy to a very 
specific arrangement, but the problem with missing trader fraud is not limited to precious metals. 

The NZ Discussion Paper of 2008 suggested that the domestic reverse charge be implemented for: 

� going concerns;  

� extremely high-value transactions - for example, supplies of goods and services when the value 
of the transaction exceeds, say, $50 million (excluding GST); and  

� improved or unimproved land irrespective of value.  

It would be unfortunate if the Government lost revenue from other schemes where asymmetrical 
outcomes were involved and the loss could have been avoided if the range of domestic reverse 
charge arrangements was broader. 

The community could justifiably complain that “we have been here before!” 

But wait … 

Ali Noroozi, (at the time, Tax Counsel for the Institute of Chartered Accountants in Australia (as it then 
was)) made a submission to Treasury on 5 April 2007, in relation to the operation of the GST-free 
treatment of going concerns under section 38-325 of the Act. 

Mr Noroozi submitted that: 

In the Institute’s submission, the more appropriate and elegant mechanism to achieve the 
desired outcomes is to adopt a “voluntary reverse charge” to the sale, rather than grant GST-
free status and an input tax clawback. … the reverse charge preserves the tax status of 
supplies that come within its purview, … broader set of “business assets” can be 
contemplated, thus securing a greater integrity and certainty than the present regime.  

The risk of asymmetrical outcomes – inherent in a VAT system – might be limited (at least for high 
value B2B transactions) by the adoption of a broad reverse charge mechanism. 

5.2.3 ABN and TPRS 
Two of the issues mentioned in section 1.1 of this paper involve the place of “independent 
contractors” in the post-ANTS economy: 

� The emergence of peer to peer arrangements (such as Uber) and the consequential increase in 
the proportion of “businesses” falling under the GST registration threshold. The “policy gap” 
was addressed in Chapter 4. But there is much to concern us from a compliance perspective; 

� The extension of the taxable payments reporting system to include supplies made to couriers 
and cleaners and further expansion of taxable payments reporting foreshadowed in the 
2018/19 Budget; 

5.2.3.1 Role of the ABN 

On 1 July 2000, the ABN system replaced the PPS and RPS that had been in place since 1983 and 
1994, respectively. 

The ANTS White Paper stated that: 

The introduction of the ABN will make it much more difficult for those operating in the 
cash economy to avoid their tax responsibilities. It will also put a stop to people opting 



Michael Evans, CTA 20 years after ANTS - is there a hole in the bucket? 

© Michael Evans, CTA 2018 88 

out of employment relationships to avoid withholding taxes and thereby slipping into the 
cash economy.  

But the ABN Consultation Paper states: 

In 2017, the Black Economy Taskforce …found that the ABN system is being used by 
participants in the black economy to provide a false sense of legitimacy to their 
business. … It is therefore timely to consider whether the ABN system remains fit to support 
the expanded range of purposes that an ABN is used for today. … 

While the new tax system settled down smoothly, it has become apparent that the interaction of 
holding an ABN with other parts of the taxation system and with employment laws, confers 
advantages not available to others. Holding an ABN is seen by some as sanctioning claims for 
a wider range of tax deductions, and contracting with ABN holders as being a lower cost option 
than employees. …  

Moreover, the Black Economy Taskforce has found that free and easy access to ABNs is 
facilitating black economy behaviour in some circumstances by lending a false perception of 
legitimacy to fraudulent operations. This ultimately has impacts across the economy. … 

The Taskforce expressed concern that not everyone obtaining an ABN is entitled to one. Some 
of the examples provided to the Taskforce included:  

� Applications for multiple ABNs over time for what is essentially the same enterprise, to 
facilitate avoidance of employee, creditor, consumer and tax obligations (referred to as 
phoenixing);  

� Individuals working as employees (and not entitled to an ABN) but applying for ABNs 
ostensibly as independent contractors, often due to a demand from their employer 
(referred to as sham contracting).  

� This allows the employer to avoid responsibility for employee entitlements, thereby 
reducing their labour costs and potentially offering the employer an advantage over 
their competitors. Examples of employees driving the use of sham contracting were 
also provided to the Taskforce, such as visa holders seeking to circumvent their visa 
work conditions.  

� Individuals incorrectly obtaining an ABN when not entitled to avoid the ‘no ABN 
withholding’ rules.  

� Individuals not carrying on an enterprise and therefore not entitled to an ABN obtaining 
an ABN in order to register for GST and fraudulently claim GST input tax credits.  

5.2.3.1.1 The Mischief  
5.2.3.1.1.1 Evasion 

The holding of an ABN has become regarded as legitimate differentiator between employment and 
independent contracting. 

The BE Final Report observed: 

Many people think the ABN creates a business, rather than it simply registering a business.  

There is a widespread belief in the construction industry that having an ABN automatically 
confers the status of ‘independent contractor’, regardless of what the working arrangement is. 
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There is also a widespread belief that quoting an ABN, whether it belongs to a hardware store 
or petrol station, immunises the person doing so from tax consequences or means they cannot 
be tracked down. … 

A national cleaning company even refers job applicants to an accountant to obtain a trust 
package for a flat fee when incorporation wasn’t feasible. … 

We have observed misleading websites instructing visa holders to increase their chances of 
employment by applying for an ABN without consideration to the key requirement of carrying on 
a business.  

For the purposes of this paper, the widespread use of ABNs to avoid detection and employee status 
reduces GST revenue: 

� in some cases, because it allows business to assert that they are beneath the registration 
threshold and not liable to pay GST on takings – as is evidenced by the Uber case;202  

� in other cases, it allows suppliers to collect a GST component on their tax invoice when they 
are not liable (or do not intend) to remit the GST to the ATO. The acquirer claims an ITC for 
GST never paid. 

5.2.3.1.2 Extensions to the Reportable Payments System 
The Taxable Payments Annual Reporting system commenced on 1st July 2012 for businesses in the 
building and construction industry. Businesses in this industry are required to report, to the ATO 
annually, all payments to suppliers/subcontractors who provide building services. 

The system has its legal authority in section 405-5 of Schedule 1 of the TAA (see 3.1.3.2.2 above) 
and regulation 70 of the Taxation Administration Regulations.203 

Section 405-5 requires payers of supplies specified in the Regulations to report the relevant 
information to the Commissioner within 21 days of the end of a quarter. 

The 2011-12 Budget foreshadowed the specification of the building and construction industry for the 
purposes of section 405-5 – an initiative that arose as a result of the Australian Taxation Office (ATO) 
having identified significant levels of non- compliance by contractors in the building and construction 
industry.  

2011-12 Budget Paper No 2 stated: 

This measure is expected to result in an additional $513.0 million in revenue over the forward 
estimates period. This amount includes $41.6 million over four years in underlying cash GST 
collections that will be paid to the States and Territories.  

The Government will also consult publicly on options to introduce a similar reporting regime for 
payments to contractors in the commercial cleaning industry.  

Regulation 70 specifies a supply made by a supplier to a purchaser if all of the following 
circumstances apply: 

                                                      
202 Uber B.V. v Commissioner of Taxation [2017] FCA 110. 
203 Regulation 70 was previously regulation 64, inserted into the Regulations by Taxation Administration Amendment Regulation 
2012 (No. 1) on 21 March 2012. 
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(a) the purchaser is carrying on a business that is primarily in the building and construction 
industry; 

(b) the purchaser has an ABN; 

(c) the supplier supplies to the purchaser: 

(i) building and construction services; or 

(ii) a combination of goods and building and construction services, unless the supply 
of services is incidental to the supply of the goods. 

5.2.3.1.2.1 Addressing the mischief 

The EM that introduced the reporting requirement into the TAA stated that: 

The introduction of a targeted reporting and verification system is considered to be an 
appropriate response to address systematic tax evasion in high risk areas and improve 
compliance with the taxation laws. 

As indicated above, targeted reporting for the building and construction industry was not triggered 
until 1 July 2012.  

The BE Final Report provides a quantification of the success of the TPRS system instituted in the 
2012/13 financial year: 

When TPRS was introduced in the building and construction industry it raised an additional 
$2.3 billion in tax liabilities in its first year alone (the 2012-13 year). 

� $265 million from outstanding returns being lodged — 249,000 contractors were found to 
have outstanding returns 

� $506 million GST — a 6.1 per cent increase in net GST from the industry in a single year 

� $1,128 million PAYGW — demonstrates significant under-reporting of wages and 
concomitant underpayment of personal income tax 

�  $357 million pay as you go (PAYG) instalments — an additional 50,306 taxpayers were 
identified as payees 

This will not be the total increase as at the time the ATO report these results there were 76,000 
contractors who had not lodged returns for that year, 53,000 who had lodged but TPRS reports 
indicated they had underreported, and 84,000 contractors without an active GST registration 
that TPRS reports indicated had received payments likely subject to GST. 

The EM to the Black Economy Bill204  foreshadowed the extension of TPRS:  

In the 2017-18 Budget, the Government announced that it would adopt the initial 
recommendations of the Taskforce. One of the initial recommendations was to extend the 
operation of the TPRS to contractors in the courier and cleaning industries.  

The 2018/19 Budget announced the further extension of TPRS: 

The Government will further expand the taxable payments reporting system (TPRS) to the 
following industries:  

                                                      
204 Treasury Laws Amendment (Black Economy Taskforce Measures No. 1) Bill 2018 (Black Economy Bill) 
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� security providers and investigation services;  

� road freight transport; and  

� computer system design and related services. 

The measure will have effect from 1 July 2019 and is estimated to have a net gain to the 
budget of $605.8 million in fiscal balance terms over the forward estimates period. In underlying 
cash balance terms, this measure has a net gain of $545.8 million over the forward estimates 
period. 

The Black Economy Bill does not rely on section 405-5 to specify cleaners and couriers for the 
purposes of TPRS. Rather, the Bill adds two items to the table in section 396-55 of Schedule 1 of the 
TAA.205 Under that section, an entity that is listed in the table must give a report to the Commissioner 
about any transactions described in the table that occurred within a financial year. 

In introducing the Bill to insert section 396-55 into the TAA, the Minister said:  

[The Bill] creates a new reporting regime requiring third parties to report on the following four 
types of transactions: government grants and payments, transfers of real property, transfers of 
shares and units in unit trusts and business transactions made through payment systems.  

There was no indication that the Sub-division will be the preferred tool for expansion of the TPRS. 

The information required for cleaners and couriers for the 2018/19 financial year is: 

� the provision of consideration  

� by an entity that makes a supply of a cleaning (or courier) service and has an ABN; 

�  to another entity wholly or partly for the supply by the other entity of a cleaning (or courier) 
service. 

5.2.3.2 Lessons? 

5.2.3.2.1 Compliance and Administration 
The PPS system, in force between 1983 and July 2000, involved the deduction of tax by a person 
making a payment for contracted work or services and a remittance of amounts deducted to the 
Commissioner of Taxation on a monthly basis. It also required a householder who undertook a private 
or domestic building project, to register with the ATO and report (but not withhold) payments made in 
relation to that project. 

5.2.3.2.1.1 The PPS System 

The PPS was abandoned in July 2000, with the introduction of the ABN. 

The RATS Statement suggests that, under the initial deduction rate for PPS (10%), some payees 
were content to suffer the low rate of deduction and remain non-lodgers. 

Subdivision 14-E allows a withholding rate of 7% of the contract price of new residential premises if 
the margin scheme applies rather than 1/11th of the contract price. If the PPS experience is a guide, 

                                                      
205 Subdivision 396-B was inserted into Schedule 1 of the TAA by Tax and Superannuation Laws Amendment (2015 Measures 
No. 5) Act 2015 (the 396-B Act) 
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the optional lower rate of withholding tax may be seen as preferable to the full tax that would be 
payable if the law was to be complied with. 

A 1998 ANOA audit of the PPS system206 found that: 

� taxpayer compliance with PPS provisions would improve if the ATO made more effective use of 
the information currently collected from PPS payers and payees.  

the ATO had not effectively used the Payment Summary information provided, with less 
than ten per cent of it captured on ATO business systems in the past two years. The ATO 
has advised that the decision not to capture all Payment Summaries over the last two 
years has been taken on a risk management basis.  

� unreported PPS income represents a significant risk to revenue and the ATO would be in a 
better position to identify and rectify instances of unreported income if it made more effective 
use of available external data sources,  

� the ATO’s administration of PPS householder reporting had been ineffective.  

The ANTS reforms replaced the PPS system with ABNs – reporting of transactions for the “at risk” 
sectors under PPS ceased, notwithstanding that section 405-5 was inserted into the TAA to allow for 
at risk sectors to report. 

It took 12 years for a system of reporting similar to the PPS to be re-instated and the TPRS, when 
reinstated applied to the building and construction industry – one of the main sectors covered by PPS. 

5.2.3.2.2 Legislative mechanisms – have we been here before? 
One might question whether the legislative structure of the cleaner and courier extensions to TPRS 
will cover the type of “disaggregation” arrangements described in Chapter 4.  

The legislative specification of cleaners and couriers follows the manner in which a “GST supply” is 
defined in section 9-5 of the GST Act. The items require that the payer: 

� makes a supply of (say) cleaning or courier services; and  

� pays another entity for the supply of cleaning or courier services.  

In the Uber type structure, the payer may be a mere arranger or intermediary and would not, 
therefore, be making the relevant supply of cleaning or courier services. 

The Reed Personnel structure would not seem to be caught. 

5.2.3.3 Fraud and evasion under a value-added tax 

The three issues addressed in this Chapter are recent measures that highlight significant non-
compliance with the GST law: 

� The introduction of a withholding tax on the purchase of new residential property; 

� A reverse charge on taxable supplies of valuable metals, and limitations on relief for the 
second-hand acquisitions of these metals;   

� The extension of the taxable payments reporting system to include supplies made to couriers 

                                                      
206 Audit Report No.14 Performance Audit Prescribed Payments System Australian Taxation Office  
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and cleaners and expansion of reporting foreshadowed in the 2018/19 Budget. 

5.2.4 Addressing non-compliance 
It should be no surprise that a value-added tax is not a panacea to fraud and evasion in taxation 
systems. In fact, it opens up new opportunities – particularly the exploitation input tax credits where 
there is no GST payment received by the revenue. 

The first two of the above are not new, nor unique, to the Australian system of value-added tax.  

And, as has been discussed in this Chapter, the problems have been identified and remedies sought 
in other jurisdictions. “Missing trader fraud” is terminology that was common in the UK VAT well 
before Australia considered a value-added tax system. 

And fraud and evasion through simple non-declaration and non-payment – the so-called Black 
Economy - is common to all tax systems.  

Is it worse in Australia’s GST than elsewhere? The conservative answer is that it is more prevalent in 
Australia than it ought to be; given our advanced commercial and banking systems and our relative 
position in taxation administration and design when compared to other, less advanced jurisdictions. 

There seems to have been a slowness in identifying and implementing measures to address the 
potential revenue losses from simple non-compliance.  

� The PPS regime instituted in 1983 was abolished in 2000 and has only been reinstated in the 
TPRS in 2012.  

� The ABN system does not seem to have been closely controlled and monitored. 

Is there a better system?  Will the BE Final Report recommendations protect the GST base from 
further erosion?  

A list of the BE Reports high priority recommendations are attached as Appendix A. 
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6 Is there a better bucket? 

6.1 Is there a hole in the GST Bucket and can it be filled? 
Chapters 4 and 5 examined policy and compliance holes in the GST bucket. 

The PBO, HFE and BE Final Reports demonstrate that the holes in the bucket (the policy and 
compliance gaps) are becoming more significant. It is particularly relevant in the Australian taxation 
system because the GST bucket is a dominant source of State and Territory funds. 

The question posed in the title to this paper is: 

Is there a hole in the Bucket? 

Our conclusion, consistent with the PBO, HFE and Back Economy Reports is  

Yes! 

How can the holes be plugged? 

6.1.1 What are the gaps? 
Chapter 4 referred to the PBO and HFE’s findings. The PBO Report concluded that GST revenues 
have decreased since introduction of the tax in July 2000 from 3.8% to 3.4% of GDP.207 The HFE 
Report calculated that, in real terms, GST revenue growth has halved in the last half its 18 years to 
2016/17 to 2.1%.208 

… there is a likelihood that taxes on consumption will continue to trend downwards.209 

The matters on which the PBO and HFE Reports and Chapter 4 focussed were those that the OECD 
refer to “policy gaps”. In essence, if the ideal tax base is HFCE and there was 100% compliance with 
the law, what parts of HFCE do not suffer the full 10% GST? 

But Chapter 5 and BE Final Report would suggest that a concern of equal proportions arises from 
non-compliance, fraud and evasion.  

Addressing both the narrowness of the base and the compliance gaps is necessary to achieve the 
objective that the revenue base grows at the same rate as household consumption. In the absence of 
a growing and stable revenue flow – as observed in the PBO Report - the Commonwealth will have to 
take some action (as has been the case in the HFE Response) to “top up” the flow. 

Let’s look at the policy gaps first. 

6.1.1.1 Policy gaps 

Chapter 4 identified the matters listed in the 2017 TES as “policy gaps”. The tax expenditures that are 
estimated to be in excess of $1 billion each in the 2018/19 year are: 

� GST-free food - $7,300 million 

� GST-free health services, insurance, care, drugs and appliances - $6,520 million 

                                                      
207 PBO Report, page 4. 
208 HFE Report, page 79. 
209 PBO Report, page vii. 
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� GST-free education $4,900 million 

� Input taxation of and RITC for financial services - $4,500 million 

� GST-free child care - $1,600 million 

� GST-free water and sewerage - $1,010 million 

If these expenditures were removed, estimated GST revenue (assuming 100% compliance and 
collection) would increase to $95,550 million from the budgeted figure of $69,720 million in the 
2018/19 Budget Paper Number 3. An increase of 27%. 

Not included as tax expenditures in TES were the changes in household savings (which are inversely 
correlated to household expenditures) and actual rents which are undertaxed. These two items pose 
difficulties for a tax on consumption of the value-added tax type and contribute to fluctuations in 
revenue over time. 

The policy holes might be addressed by removal of the tax expenditures listed above. This process is 
evident over recent years. But to address the more sensitive areas would be “courageous”.210 

If the existing base were retained but the rate is increased to restore the proportion of revenue to 
GDP, our experience shows that the benefit is only temporary. The base must be changed to ensure 
that all household spending that will occur in the future is caught. 

The perception of the GST is that it is a tax “on” particular goods and services – one that distinguishes 
between necessities and luxuries. Perhaps a different way of taxing household consumption should 
be considered. 

6.1.1.2 Compliance gaps 

As indicated in the last Chapter, the BE Final Report divided the taxation compliance threats into: 

� Illegal phoenixing – liquidating and re-forming a business to avoid obligations  

� Sham contracting – presenting an employment relationship as a contracting arrangement  

� Demanding or paying for work cash in hand to avoid obligations  

� Not reporting or under-reporting income  

� ABN, GST, and duty fraud  

TES did not estimate a tax expenditure in relation to the GST registration threshold. But the BE Final 
Report states that operating under an ABN (while not registering for GST) renders the operator 
invisible to authorities. As such the exclusion of “small traders” under the threshold facilitates non-
compliance with the taxation laws. 

One of the strongest messages conveyed to us is that the current ABN system makes it too 
easy for those seeking to do the wrong thing to avoid their obligations yet still present as 
legitimate and compliant businesses. … 

OBSERVATION: ABNS AND LODGMENT  

                                                      
210 In fact, the tendency is to drill new holes – tampons and electricity being the most recent examples. 
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The ATO has cancelled over 2 million ABNs over the last three years because individuals either 
did not lodge a tax return or activity statements at any point over the last 2 years despite being 
required to do so; or they lodged but recorded no business or personal services income.  

The current system does not incentivise or require businesses to be compliant with their 
obligations and many holders view the ABN as something they are entitled to rather than 
something that carries both rights and responsibilities. As a key identifier of business 
legitimacy, the current disconnect between the perceptions of what an ABN allows and how it 
actually operates has created opportunities for fraudulent operators to prosper.  

The BE Final Report illustrates the far-reaching tools that might be brought to the table to address 
non-compliance – see Appendix A. But, as has been observed in the discussion in the previous 
Chapters, a value-added tax, with the credit-invoice mechanism is susceptible to fraud and evasion. 

In general terms, the fraud arises from the following activities: 

� Non-lodgement and non-payment of GST – simply staying out of the tax system;  

� Under payment of GST and/or over claiming ITCs; 

� Falsely claiming GST refunds. 

The Examples given in the BE Final Report included: 

� Illegal phoenixing – liquidating and re-forming a business to avoid obligations  

� Sham contracting – presenting an employment relationship as a contracting arrangement  

� Demanding or paying for work cash in hand to avoid obligations  

� Not reporting or under-reporting income  

� ABN, GST, and duty fraud  

Perhaps some modification to the design might diminish the risk. 

What alternatives are there? 

6.1.2 Alternatives to GST 
The discussion has brought us to a question of whether a different form of consumption tax might: 

� Facilitate the inclusion of a more complete measure of household consumption to be subject to 
tax; and 

� Be less susceptible to fraud and evasion. 

6.1.2.1 Retail Sales Tax (RST) vs Value-added Tax (VAT) 

There is debate in the literature about the superiority of a VAT over an RST. Much of it focusses on 
compliance costs and advantages. 

The reference to an RST in the discussion below relates to a tax on turnover (whether on a 
transaction by transaction basis or aggregated). The difference with a VAT is that: 

� Under an RST, a B2B sale is not taxed; but  

� Under a VAT it is taxed but the business purchaser is entitled to a credit for the VAT paid on 
the purchase. 
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The New Zealand paper on Goods and Services Tax of March 1985 stated: 

The main options which deserve consideration as a means of reforming present indirect taxes 
are broadly: 

Retail sales tax, which is used predominantly in North America … . 

Value-added tax, which operates at each stage of production and distribution, using a credit-
invoice system.  GST is a tax of this type.  The tax is comprehensive, well suited to taxing 
consumption expenditure without the economic disadvantages inherent in other tax systems.211 

6.1.2.1.1 Compliance and administration costs and integrity 
The discussion of the relative merits of an RST or VAT involves measures of integrity and compliance 
and administration costs. 

The breadth of the base – and hence the policy gap – is not altered. 

The NZ, RATS and ANTS discussion did not distinguish a value-added tax from an RST from the 
perspective of the breadth of the base – although Ebrill expressed the view that “in practice, it is hard 
to ensure that RST does not fall on business inputs”.  

In both RST and VAT, a system of “private use”212 adjustments is necessary for purchases for which 
quotation has been given. 

The preference (in 1985) in the New Zealand GST was for a value-added tax, predominantly because 
of the concern of the integrity of a single stage tax at the retail level.  However, the identical nature of 
the tax base – being private final domestic consumption expenditure - is evident from comments 
made in the 2008, NZ Discussion Paper: 

1.8 The ideal consumption tax system would ensure perfect neutrality for both businesses and 
the government in business-to-business transactions. Perfect neutrality would be achievable in 
practice if GST did not apply at every stage of production and distribution but applied only at 
the point of final consumption, as happens with retail sales taxes.213  However, retail sales taxes 
are more likely to be exposed to evasion than is GST because of the opportunity for goods and 
services to be untaxed if acquired by consumers from wholesalers, importers or other providers 
who are not identified as “retailers”. 

1.9 The trade-off associated with the government preferring GST over a retail sales tax is the 
challenge of ensuring that business neutrality is achieved to the greatest extent possible … . 

The conclusion in the NZ White paper is in keeping with the general view that a value added tax is 
superior because, in a retail sales tax, all the revenue is lost if the retailer does not account for the tax 
on sale. It is argued that, because tax on the value-added is collected at each step of the production 
and distribution chain, it is only tax on the retail margin that is lost. 

Both Tait214 and the RATS White Paper counter that a retailer might claim credits on all purchasers 
and not remit the tax on sale (as is the case with the phoenix arrangements). 

                                                      
211 GST, the key to lower income tax, March 1985. 
212 Including “input taxed use such as financial services and residential rent. 
213 GST and sales taxes are generally economically equivalent when they function perfectly. 
214 Tait, Alan A. Value-added tax. International Practice and Problems. International Monetary Fund Washington 1988, at page 
19. 
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The RATS White Paper215 preferred a broad-based consumption tax (BBCT) - a retail sales tax and 
not a value-added tax - essentially covering the same base as the value-added tax (GST) 
implemented 15 years later. 

The situation is more complicated than this. It is true that the net liability which the retailer faces 
under a VAT is significantly lower than his liability under an equal rate BBCT. However, the 
possible tax evaded at the retail stage could be the same under either tax. Under either a VAT 
or BBCT the evader is likely to obtain his purchases tax free (by refund under the former and 
quotation under the latter) and understate his sales. 

Under a VAT, business may be able to marginally overstate claims for credit for purchases and 
marginally understate tax liabilities without arousing suspicion; as this can be done at every link 
in the production and distribution chain, the overall effect could be significant. 

It is possible that the opportunities for tax evasion under a VAT are greater than under a BBCT 
simply because more taxpayers are involved. 

The authors of the Modern VAT216 are moderate in their assertions about the strength of the value-
added tax credit-invoice system. 

The alleged “self-enforcing” feature of the invoice-credit VAT – the notion that the purchasers 
will help enforce the VAT as a consequence of their interest in obtaining a proper invoice from 
their suppliers – is not as important in practice as sometimes has been argued: purchasers do 
not care, for instance, whether tax has been paid by their suppliers, only about the acceptability 
to the authorities of the invoices they hold. There is evidently a potential problem in the claiming 
on the basis of fraudulent invoices.217  

Nevertheless, Ebrill, having canvassed both opinions, concludes in favour of a value-added tax – at 
least at rates below 10%: 

The collection of revenue at many points under the VAT rather than simply at the final stage 
under the RST renders the RST much more vulnerable to evasion – while the RST may work at 
low rates (5-10%) at higher rates it proves too vulnerable. … There are of course those who 
argue for the superiority of the RST over the invoice-credit VAT … . On balance, however, the 
judgement appears to be that expressed by Zodrow:218 

… although … some of the advantages of the VAT have been exaggerated by its 
proponents, it seems difficult to argue that the VAT is not on balance superior to the 
standard RST. 

The ANTS White Paper preferred a value-added tax approach: 

In supporting an international preference for a value-added tax it is contended that the multi-
stage, credit offset approach of the value-added tax creates an audit trail by attaching the tax 
liability to each transaction, “making it legally and technically ... superior”.219  

                                                      
215 RATS White Paper at page 131. 
216 Ebrill, Keen, Bodin and Summers, The Modern VAT, IMF, 2001, page 23 (Ebrill). 
217 Lent, George E; Casangera, Milka: and Guerand, Michele (1973) The value-added tax in developing countries,” Staff Papers 
International Monetary Fund, Vol 20 pp 318-78 provide an early recognition of the limits to self-enforcement. 
218 Zodrow, George R, The Sales Tax, the VAT and Taxes in Between – Or, Is The Only Good NRST a ‘VAT in Drag’, National 
Tax Journal, Vol 52 pp 429-42. 
219 Tait, A., Value-added tax, International Practice and Problems, IMF 1998 at pages 18 and 19.  
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However, the virtues claimed in the White Paper and subsequent experience must give us reason to 
pause and reflect: 

The introduction of the ABN will make it much more difficult for those operating in the cash 
economy to avoid their tax responsibilities. It will also put a stop to people opting out of 
employment relationships to avoid withholding taxes and thereby slipping into the cash 
economy.  

The BE Final Report would suggest otherwise. 

Could modifications be made to the existing GST system to reduce compliance costs and revenue 
risk. 

6.1.2.2 Modifications of the GST mechanism? 

6.1.2.2.1 More like an RST? 
While GST was not within its terms of reference, the Henry Report found:220 

An alternative proposal would be to allow businesses to agree to reverse charge a greater 
number of transactions … . Making greater use of reverse charging would have cash flow 
benefits for the purchasing business. However, the reverse charge approach would not remove 
the compliance costs associated with identifying business-to-business transactions.  

Reverse charging would be similar in effect to a retail sales tax, as some transactions within the 
supply chain would be excluded from GST, provided that the recipient is registered for GST …  

This approach might reduce some compliance costs associated with the current GST system. It 
also reduces the risk to revenue of paying input tax credits where no GST has been paid. … 
This would be of particular benefit in relation to large, infrequent transactions.  

The Henry Report recommended:221 

The government should consider making greater use of GST-free business-to-business 
transactions or reverse charging, provided the potential compliance cost savings outweigh the 
additional complexity costs and risks to revenue.  

6.1.2.2.2 Broadening the base – addressing the Policy gap 
The Henry Report suggested an alternative method of taxing consumption – a direct subtraction 
tax.222 

Consumption is potentially an efficient and sustainable tax base.  

Consumption taxes can be levied directly on individuals by taxing only wages or allowing 
deductions under income tax for savings, or indirectly by taxing sales of goods and services 
that individuals buy.  

While Australia’s main consumption tax — the indirect invoice-credit GST — is an efficient tax 
relative to most other taxes levied in Australia, its design is complex.  

                                                      
220 Henry Report page 290. 
221 Henry Report page 291. 
222 Henry Report page 273. 
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Another means of taxing consumption would be to tax the difference between businesses’ cash 
inflows and outflows (excluding wages from outflows; that is, the value-add of labour would be 
taxed).  

6.1.2.3 Cash Flow Tax – the direct subtraction method  

The Henry Report suggested that an alternative to the credit-invoice value-added tax should be 
considered. 

The VAT system that has been adopted in 166223 countries calculates taxable consumption on the 
“invoice-credit” method, adopted by the European Community in the 1970’s. 

Alternatives are the “direct additive” and “direct subtraction” methods. The Henry Report recommends 
the ‘direct subtraction’ method:224 

so called because the tax applies to cash receipts after payments (excluding payments for the 
labour services of employees) are subtracted. …  

The direct subtraction method is the simplest and likely to be the most consistent with the 
needs of a modern economy, as it can run off standard business cash flow management 
practices. … 

Unlike the transaction-based GST that taxes goods and services, the CFT is based on 
accounts. … Rather than adding up tax payable or refundable for each individual sale or 
acquisition (as necessary for an invoice-credit GST), a taxpayer would apply a single rate of tax 
to their net cash flow position. The broader the cash flows included in the base, the simpler the 
tax is for those in the system.  

Some adjustments would be made in calculating the “net amount” for a period that is subject to tax. 
For example: 

�  Removing cash flows associated with financial services;225 

� Cash receipts from exports; 

Refunds would be paid where there was a negative cash flow in any period. 

6.1.2.3.1 The tax base 
The inference from the Henry Report, is that a cash flow tax could be adopted on a broader base than 
the GST because it “focuses on taxing entities, rather than outputs”. Accordingly, business and 
government operating in the “sensitive areas” could be brought within the same “cash flow tax” 
system without overtly placing a tax liability on the items produced. 

Removing the transaction by transaction reporting would simplify compliance and administration 
because the focus would shift to aggregates in the accounts – much the same as income tax. 

                                                      
223 OECD (2016), Consumption Tax Trends 2014, OECD Publishing, at page 19. 
224 Henry Report page 279. 
225 The consumption of financial services would be separately taxed under an additive method. 
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6.1.2.3.2 Limitations 
While not covered in the Henry Report, it is possible that sales from offshore would not be brought 
within the cash flow tax system. The existing regime instituted in July 2017 and 2018 might not be 
able to be utilised for suppliers that are not established in Australia. 

The “cash flow” approach would not calculate the appropriate “value-added” for financial services and 
rents – two of the “difficult to tax” areas in VAT or RST. 

In addition, while the “self-enforcing” character of a value-added tax may be exaggerated, the cash 
flow method, of itself, is a self-assessment and declaration regime. As such it is susceptible to fraud in 
both overstatement of outlays and receipts. 

The ANTS White Paper claimed that the ABN system would address the compliance and 
administration deficiencies in PAYE and PPS.  

The introduction of the ABN will make it much more difficult for those operating in the 
cash economy to avoid their tax responsibilities. It will also put a stop to people opting out 
of employment relationships to avoid withholding taxes and thereby slipping into the cash 
economy. 

But the BE Final Report suggests that, rather than remedy the deficiency: 

The ABN system is being used by participants in the black economy to provide a false 
sense of legitimacy to their business. 

A cash flow consumption tax has the potential to overcome the policy gap by focusing on “entities” 
rather than goods and services; but under the cash flow system the “soft underbelly” of GST is still 
exposed to: 

� Phoenix and missing trader fraud; 

� Refund schemes 

� Sham contracting – presenting an employment relationship as a contracting arrangement  

� Demanding or paying for work cash in hand to avoid obligations  

� Not reporting or under-reporting income  

Further, the cashflow system would seem to suffer fluctuations in savings rates, making it (perhaps) 
unsuitable as a tax base for the States and Territories. 
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7  Conclusions 

7.1 1975 – 1998 
In section1.3 and the following question was posed: 

What was the focus of the tax reform reviews from 1975 to 1998? What was achieved? 

The themes of Governments for the 23 years between Asprey and the ANTS White paper was: 

� Reducing high marginal and average rates on personal incomes; 

� Ensuring that corporate taxes were reformed to provide neutrality in taxation between 
alternative investment vehicles; 

� Addressing high levels of avoidance and evasion; 

� Broadening the base of direct and indirect taxes to achieve greater neutrality and maintain 
adequate revenue flows. 

7.1.1 1975 – 1985: Asprey to RATS 
At the time of the Asprey Review: 

� personal and corporate tax did not include a tax on capital gains; 

� the taxation of fringe benefits was ineffective; 

� corporate profits were taxed first at the company level and then the dividend was taxed again in 
the hands of individual shareholders (described as the classical system of company tax). 

The taxation system relied on personal income tax (54.4%), company income tax (17.3%) and 
taxation of goods and services (27.2%) for the majority of its revenue. Total taxes of goods and 
services in 1975 were 5.35% of GDP.  

Of the total taxes on goods and services, 70% were raised through customs and excise.  

Companies (both private and public) paid tax at the rate of 45% on taxable incomes and dividends 
paid to shareholders were taxed at the shareholders marginal rate. Private companies paid 
“undistributed profits tax” of 50% of the amount by which actual distribution of profits was less than a 
specified minimum distribution.  

Asprey noted the distortionary impact of the direct and indirect taxation system and recommended 
that: 

� The weight of taxation be shifted away from the taxation of income and towards the taxation of 
goods and services. 

� The direct taxation system be made more neutral and broader by levying a tax on capital gains 
and non-cash remuneration. 

� A broad-based value-added tax (initially at the rate of 5%) and the abolition of the wholesale 
sales tax.  

The Committee sees VAT as doing much more than helping to remedy the defects of the 
existing taxes on goods and services: its prime role lies in allowing, in turn, a major 
switch from existing direct taxation and a large-scale simplification of the whole 
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taxation system 

No significant action was taken during the Whitlam and Fraser Governments. Prior to the defeat of the 
Fraser Government, Treasurer Howard had announced the introduction of the “prescribed payments 
system” (PPS) which was introduced by the Hawke government in September 1983. 

Much of Prime Minister Fraser government’s final years in government was dedicated to addressing 
unprecedented levels of blatant, artificial and contrived tax avoidance. 

The focus of the PPS – as explained by the then Finance Minister on the introduction of the PPS Bill 
into Parliament – was the menace of evasion: 

Although there is no simple means by which the menace of tax evasion by the non-reporting of 
income, whether received in cash or otherwise, can be eliminated, the Government is confident 
that these measures will help in a most significant way to deal with the problem…. 

Very briefly, they involve the deduction of tax [at the rate pf 10%] by a person making a 
payment for contracted work or services and a remittance of amounts deducted to the 
Commissioner of Taxation on a monthly basis. … the system will [apply] to payments that are 
made and received by persons and firms operating within the Building and Construction, 
Architectural, Consultant Engineering, Surveying and other Technical Building Services, 
Joinery and Cabinet Making, Road Transport, Motor Vehicle Repair and Cleaning Industries. …  

… a householder who undertakes a private or domestic building project, the cost of which 
exceeds $10,000, will be required to … report … payments made in relation to that project. 

7.1.2 RATS to Fightback! 

7.1.2.1 RATS 

In June 1985, the RATS White Paper was released by Prime Minister Hawke’s Treasurer, Paul 
Keating.  

Very little headway had been made into broadening the base and lowering high rates on personal 
income tax, nor the Governments reliance on it. 

The majority of indirect tax revenues came from excises on alcohol, tobacco and petroleum. For the 
sales tax, 50% of taxes were collected on intermediate inputs and cascaded in to the prices of other 
goods and services. 

The RATS White Paper presented three options A, B and C. Only Option C followed the Asprey 
recommendation of a “tax mitch switch” – using the broader based consumption tax (in this instance 
12.5% - BBCT) to fund large reductions in personal income tax. 

But, the Tax Summit process saw the end of the BBCT proposal, leaving the base broadening and 
rationalisation of personal and company tax. 

In the RATS Statement in September 1985, Treasurer Keating announced (consistent with Asprey): 

� A company imputation system; 

� A fringe benefits tax; 

� Increase in the PPS deduction rate to 15%; 

� A capital gains tax on real capital gains realised on sale of assets acquired after 19 September 



Michael Evans, CTA 20 years after ANTS - is there a hole in the bucket? 

© Michael Evans, CTA 2018 104 

1985. 

� A rationalisation of the wholesale sales tax rate structure and expansion of the goods subject to 
the tax.  

7.1.2.2 Fightback! 

Prior to the 1993 general election, the leader of the Opposition Dr Hewson launched a tax reform 
manifesto called “Fightback!”. Its centrepiece was a 15% value-added tax (called GST) to replace 
sales tax and the excise on petroleum and large reductions in personal tax rates. 

Dr Hewson was defeated by (then) Prime Minister Keating. In the 1993/94 budget the then Treasurer 
John Dawkins. 

� increased WST rates by 2% across the board; 

� lifted excises on tobacco and alcohol; 

� increase in petrol excise; 

The rates were increased but the base remained narrowly focussed. 

There was no “tax mix switch” 

7.1.2.3 23 years to ANTS 

The aim of Asprey, Keating and Hewson during the 23 years up to ANTS was the desire to place 
more emphasis on the 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. 

The direct tax base and structure had been reformed significantly, extending income tax to capital 
gains and fringe benefits. The company imputation system heralded the neutrality in taxation of 
entities such that their profits, in general, would be taxed only at the marginal rates of individual 
owners, irrespective of whether income was derived through a company, trust or partnership.   

The proportion of total tax to GDP had varied from 22% - 23% for all the period between RATS and 
ANTS in 1998. In 1985 personal income tax collections as a proportion of GDP were 12.5% and, in 
1998, 13.1%. 

Essentially, while the mantra of “broaden the base and reduce the rate” had been chanted during the 
period, at the end of this turbulent political and economic period, the Australian taxation reliance on 
personal income tax and insignificance of the narrowly based sales tax had not altered. The sales tax 
revenues were decreasing and could not be increased, efficiently, from their narrow base and 
structure.  

7.2 Expectations and Performance of the ANTS Plan 
Our question in section 1.3 was: 

In 1998 - 20 years ago - what was expected from the ANTS reforms? 

What is the reality, 20 years later?  
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7.2.1 The objectives 
The ANTS White Paper described the overall objectives of the New Tax system Plan as: 

The tax reform plan set out in this document constitutes generational change in the Australian 
taxation system. The changes proposed in personal income tax rates and thresholds, in 
business tax, in assistance for families, in Commonwealth-State financial relations, in 
simplifying and streamlining the indirect tax system, in reducing business costs (including 
reducing fuel costs), in making private health insurance more affordable, and in many other 
areas constitute historic breakthroughs  

While the plan enunciated a broad ambition, in measuring the success of the GST part, this Chapter 
focuses on the following objectives of the New Tax System plan:  

1. A broad-based value-added tax to replace wholesale sales tax to providing a secure and robust 
growth tax to the States226 for the long term. 

The objective was to remove the reliance of the States on Commonwealth grants and 
distorting taxes. 

Under the 1999 Intergovernmental Agreement, the GST revenue would be shared between the 
States 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.  

2. To reform the indirect tax base so that “the erosion of indirect tax revenue is halted 
permanently”. 

3. The allocation of an ABN (the Australian Business Number) to identify a business for all 
Commonwealth purposes.  

The ABN will make it much more difficult for those operating in the cash economy to 
avoid their tax responsibilities. It will also put a stop to people opting out of employment 
relationships to avoid withholding taxes and thereby slipping into the cash economy.  

4. Rationalisation of the payment and reporting system into the pay as you go system (PAYG)  

The ABN and related new withholding rules were intended to “replace this repetition with a 
single set of common machinery rules to be shared by current and future withholding 
arrangements.” 

5. To reduce the current personal income tax system’s high marginal rates and low thresholds. 
The objectives might be measured against the following features of the 1998 personal income 
tax. 

� by the year 2000 a taxpayer will have to earn only 1.2 times average weekly earnings to 
pay the top marginal tax rate.  

� a taxpayer on average earnings, shortly after the turn of the century, will be paying 
almost one dollar in tax for each two in additional income.  

                                                      
226 In this part of the paper the reference to the States includes the Territories. 
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7.2.2 How did it go? 
1. Removing the States’ reliance on Commonwealth general purpose grants. 

The ANTS White Paper, while providing a “guaranteed minimum amount” to the States up until 
2002/03, envisaged that GST revenues would continue to grow thereafter such that “general 
purpose grants” would no longer be required. 

… introduction of the GST stabilised the process for determining the size of the pool. It 
also locked in the role of the CGC in determining the distribution of the pool among the 
States. At this point, the Commonwealth very clearly shed any responsibility for 
determining the distribution.227 

But, the HFE Report (supported by the PBO Report) found that 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. 

the growth rate of GST revenue (in real terms) approximately halved between 2000–08 
and 2009–17, from 4.5 per cent to 2.1 per cent.  

In the HFE Response the then Treasurer notes that additional top-up payments have had to be 
made to Western Australia and the Northern Territory “to minimise the effects of … extreme 
volatility in the HFE system”.  

In a formal sense, the Government maintains the position of GST as States’ revenue (and not 
Commonwealth) and that changes to the base must have agreement of all States and the 
Commonwealth Governments.228  

But, contrary to the ANTS view that GST revenues will remove the States’ reliance on general 
purpose grants, the proposed response to the HFE Report accepts that GST revenues will not 
be sufficient in future years to meet the requirements of the States.  

The Commonwealth, while maintaining GST as the State’s revenue source, commits the 
Commonwealth to top-up the GST pool on a permanent and indexed basis by making 
supplementary untied payments sourced from its other revenues. 

In the history of Federal State Financial relations, this should not be a surprise. Since 
Federation, the Commonwealth have had access to the highest yielding tax bases, leaving the 
States with little room to move. The Commonwealth have not been able to “set and forget” the 
sharing system. The flaw in the ANTS regime is in the over-reliance on the “stability, reliability 
and robustness” of taxation of “household expenditure” – at least on the Australian model. 

2. The erosion of indirect tax revenue is halted permanently 

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. 

                                                      
227 Gray, M. 2017, Accountability in the Australian Federation, Background Paper for the Productivity Commission inquiry into 
Horizontal Fiscal Equalisation, August, Analytic Outcomes. 
228 Clause 13 of the 1999 Intergovernmental Agreement on the Reform of Commonwealth-State Financial Relations. 
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This was the observation contained in the ANTS White paper of the limited success of Prime 
Minister Keating’s 1993/94 Budget. 

Was there a reason that ANTS should not be expected to suffer a similar fate? 

� The base was reasonably broad – at least compared to the narrowly based taxes of the 
past. 

� The base was similar to the ones suggested in Asprey, Option C and Fightback! and in 
the EU. 

� There was an awareness of the susceptibility of the system to fraud and evasion, but the 
use of the ABN was designed to ensure the “black economy” was brought into the light. 
And a value-added tax is superior to wholesale and retail taxes in that, it general, it is 
only exposed on the retail margin. 

What was the reality? 

� The savings ratio for the years until 2005/6 (within the forward estimates for FY 2000/01) 
was at artificially low rates – see Tables 25 and 35 – giving an artificially high estimate of 
household consumption. 

� The high rates of household consumption resulted in (or are consistent with) higher than 
normal expenditure on what might be described as “discretionary” (GST taxable) items. 

� The GFC reversed the trend of savings rate so that post 2007/08, the nation started 
saving – paying down debt – and consuming less (Table 35 shows an increase in 
savings after the GFC and, while not returning to the “dissavings” of the earlier period, 
the savings ratio has decreased in most recent periods) – see Table 40. 

Table 40:  HFCE % GDP 1984/85 to 2016/17 

 

 

The PBO and HFE Reports conclude that the decrease in household expenditure 
coincided with (or resulted in) changes in patterns of consumption with a greater 
proportion of household spending dedicated to items that are not fully taxed under the 
GST. The result in less GST revenue for the same level of expenditure. 

� GST revenue collections was at its highest of 79.45% of Australian household final 
consumption expenditure but had fallen to 66.67% by 2017/18. 
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The PBO Report contains an explanation for the fall in the VRR and HFCE measures over the 
life of GST in Australia. The report states: 229 

Another factor that has led to a decline in GST receipts as a share of GDP has been the 
change in the consumption mix over time. Since the GST was introduced, households 
have spent progressively more of their income on goods and services that are exempt 
from the GST. 

The decrease in the proportion of household consumption subject to GST has largely 
occurred as prices of goods and services exempt from the GST have grown faster than 
those goods and services subject to the GST. 

In addition to the increase in the savings ratio and changes in the pattern of consumption, the 
PBO Report opined that the emergence of the gig economy could have resulted in less GST 
being paid: 

The peer-to-peer economy, by its nature, encourages the use of individual or small 
operators and suppliers who may fall under the GST registration threshold. 

� The OECD divides shortfalls in revenue between policy gaps and compliance gaps. The matter 
discussed above represent policy gaps in the GST base.  

� According to the estimates contained in the 2017 TES, if the GST tax expenditures over 
$1 billion in 2018/19 were removed, estimated GST revenue (assuming 100% 
compliance and collection) would increase to $95,550 million from the budgeted figure of 
$69,720 million in the 2018/19 Budget Paper Number 3. An increase of 27%. 

Rather than halting the erosion of indirect tax revenue permanently, the GST system introduced as 
part of ANTS demonstrates that the limitations of the tax base must be appreciated and changes in 
behaviour anticipated to ensure that the design of the system and the base addresses changes. The 
changes to the indirect tax systems since Asprey recognised that the absence of services in the base 
was a severe limitation on the revenues keeping pace with GDP but the ANTS reforms did not 
anticipate the significant possibility of growth in offshore supplies, health, education and financial 
services.  

While the ANTS reforms addressed to a large extent the neutrality limitations of the existing indirect 
taxes, the capacity of the reformed GST has not fulfilled its role as an adequate revenue source for 
the States. 

3. The ABN will limit the effect of the black economy 

The discussion in 2 above concerns the policy gap in the GST revenue base. The other significant 
measure of the adequacy of a taxation system is the compliance gap. 

The ANTS White Paper made two claims for the ABN. It will: 

� Make it more difficult for the cash economy; 

� Stop the opting out of employment relationships, thereby slipping into the cash economy. 

The ABN Consultation Paper states that: 

                                                      
229 PBO Report, page 5. See also El Condor Pasa: is GST Change Inevitable? 2012 National GST Intensive, 6 – 7 September 
2012. 
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� the ABN system is being used by participants in the black economy to provide a false sense of 
legitimacy to their business. … It is therefore timely to consider whether the ABN system 
remains fit to support the expanded range of purposes that an ABN is used for today. 

� Individuals working as employees (and not entitled to an ABN) are being given ABNs ostensibly 
as independent contractors. 

The BE Final Report found that: 

The current system does not incentivise or require businesses to be compliant with their 
obligations and many holders view the ABN as something they are entitled to rather than 
something that carries both rights and responsibilities. As a key identifier of business 
legitimacy, the current disconnect between the perceptions of what an ABN allows and how it 
actually operates has created opportunities for fraudulent operators to prosper.  

Rather than limit the black economy it seems that the effect of ABN system – or the way it has been 
abused – has been the opposite. 

4. Rationalisation of the payment and reporting system into the pay as you go system 
(PAYG)  

With the introduction of the ABN, the PPS and RPS system were abolished. Mechanisms – referred to 
as the Reportable Payments System or TPRS - were introduced into the TAA allowing for reporting 
mechanism to apply to at risk sectors. 

The EM that introduced the reporting requirement into the TAA stated that: 

The introduction of a targeted reporting and verification system is considered to be an 
appropriate response to address systematic tax evasion in high risk areas and improve 
compliance with the taxation laws. 

The first TPRS initiative was announced in the 2011-12 Budget and applied to the building and 
construction. The BE Final reports that, when TPRS was introduced in the building and construction 
industry it raised an additional $2.3 billion in tax liabilities in its first year alone (the 2012-13 year). 

� $265 million from outstanding returns being lodged — 249,000 contractors were found to have 
outstanding returns 

� $506 million GST — a 6.1 per cent increase in net GST from the industry in a single year 

� $1,128 million PAYGW — demonstrates significant under-reporting of wages and concomitant 
underpayment of personal income tax 

�  $357 million pay as you go (PAYG) instalments — an additional 50,306 taxpayers were 
identified as payees 

In assessing the success of the ANTS System, the ABN and TPRS, it is significant to note that from 
1982/83 until 1999/2000 a similar regime was in place – the PPS system. 

On introducing the Bill containing the PPS regime in 1983, Finance Minister Dawkins said: 

Although there is no simple means by which the menace of tax evasion by the non-reporting of 
income, whether received in cash or otherwise, can be eliminated, the Government is confident 
that these measures will help in a most significant way to deal with the problem…. 

they involve the deduction of tax by a person making a payment for contracted work or services 
and a remittance of amounts deducted to the Commissioner of Taxation on a monthly basis. … 
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the system will [apply] to payments that are made and received by persons and firms operating 
within the Building and Construction, Architectural, Consultant Engineering, Surveying and 
other Technical Building Services, Joinery and Cabinet Making, Road Transport, Motor Vehicle 
Repair and Cleaning Industries. 

So, in reviewing what ANTS aimed to achieve and what it achieved, we must wonder why the 
reporting (and withholding) regime that existed for 17 years was abandoned, only to be reinstated 12 
years later – for the same industry sector that was assessed to be at risk in 1983. 

5. The top marginal rate  

The mischief at which the ANTS personal tax rate reforms were aimed were stated to be that, without 
reform: 

� by the year 2000 a taxpayer will have to earn only 1.2 times average weekly earnings to pay 
the top marginal tax rate.  

� a taxpayer on average earnings, shortly after the turn of the century, will be paying almost one 
dollar in tax for each two in additional income.  

How did that go? 

In 2000/2001, the marginal rate on average weekly earnings was 24.7% (including Medicare) and the 
top rate took effect at 1.3 times average weekly earnings. 

In 2018/19 the marginal rate on average weekly earnings was 24.2% (including Medicare) and the top 
rate takes effect at 2.29 times average weekly earnings. 

Table 41:  Average and marginal rates of PIT in 1994/95, 1999/2000 and 2018/19  

 

Table 41 shows the top marginal rate of tax, the average rate of tax at the top rate threshold, the 
average and marginal rates of tax at average weekly earnings and the proportion of average weekly 
earnings to the top rate threshold. 

There is a marked difference between the 1999/2000 and the 2018/19 positions in these measures 
but … as is indicated above, the more moderate impact of PIT rates was not achieved immediately – 
nor, perhaps, as a result of the ANTS reforms. 
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7.3 Is all of this new to us or have we been here before?  
The purpose of the laborious examination of Australia’s taxation reform over the 25 years from Asprey 
to ANTS was to examine the change in – and perhaps modernisation of - the Australian taxation 
system during the period. 

In general terms, during the period, PIT has remained the most important element of tax collections as 
a proportion of total tax and GDP. In fact, it has not varied significantly in that period. 

The 1985 RATS reforms achieved the three main “neutrality” recommendations of Asprey: 

� The reforms to the company tax arrangements. If anything, the neutrality of taxation of business 
income has been improved by refunds of imputation credits. 

� The inclusion of non-cash benefits of employees has been achieved but one might argue about 
its success compared to its complexity. 

� The taxation of capital gains but the principle of the taxation of “real” gains has been replaced 
by the taxation of a discounted gain. One might argue about the neutrality and efficiency of 
these latter arrangements. The distinction between capital and revenue gains has, again, 
become a hallmark of taxation disputes. 

The difficulty of the employee/independent contractor classification has not diminished. On the basis 
of the BE Final Report – and the emergence of the gig economy – the issue has become more 
pronounced. 

From 1983, the system has attempted to collect tax by deduction (as you go), whether or not the 
taxpayer is an employee or independent contractor. Significantly, the advent of compulsory 
superannuation has accentuated the problem and the burden placed on the employment relationship. 

The “tax deduction” system (which would become to be known as the PAYE system) was created in 
1941. It was the beginning of the practice of collection of tax at source to limit the practice that Senior 
Member PM Roach explained;230 

… [The problem of cash economy exists because] there are many in the community who are 
able to carry out their income-earning activities in such a way as to be able to easily conceal 
their earnings. … Because there are a large number of persons in the community who are 
willing to be dishonest in tax matters, various attempts have been made over a prolonged 
period to limit the opportunities of the dishonest to defraud the Commissioner to the 
detriment of the taxpaying community. … 

It is worth noting (particularly those of us more often engaged with indirect tax) that the PAYG system 
is the mechanism used in direct taxes to maximise the revenue’s chances of collection of what is due. 
It is not without its difficulties – as the BE Final Report shows. 

The withholding tax and reverse charge measures enacted into the GST law in recent times are 
recent approaches to the same problem – the integrity of the tax collection mechanism. 

It would seem to be a task that could occupy an administrator for a lifetime – and I am sure it has. 

                                                      
230 Case V158, 88 ATC 1030  
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My closing observation in this regard – relating to the compliance measures listed in section 1.1 of 
Chapter 1 is that the problem is not new, nor unique to GST (although the input tax credits are a 
variation of significance). 

Because the non-compliance is likely to be occurring in areas other than residential premises and 
valuable metals, broader measures should be implemented lest in later years we are asked, why 
didn’t you fix it at the time. 

Equally, the policy gap needs to be addressed. We have, it seems, reached the position where the 
GST being a State tax has outlived its usefulness. It will not satisfy future needs of the States unless 
the gap is closed. 

Once that is done, at least to a reasonable extent, the rate can be increased so that some progress 
might be made on achieving the aim of Asprey, Option C and Fightback! of a “tax mix switch” and a 
significant reduction in reliance on personal income tax. 
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Appendix A 
The Black Economy Task Force high priority recommendations are: 

6. A time-limited amnesty with a bias for people in the cash economy rather than those engaged 
in criminal conduct. This should be followed by an enforcement blitz.  

7. Australian Business Number (ABN) integrity reforms. The Government should adopt a number 
of measures to strengthen the ABN system, including: banning people on certain visas and 
apprentices from getting ABNs; requiring periodic renewal of ABNs (which would be conditional 
on meeting tax obligations); and providing for real-time verification of ABNs.  

8. Individual identity. To counter the risk of identity fraud, we recommend that the Government 
introduce a plan that allows individuals to use a digital credential, biometrically secured to an 
individual’s own smartphone or connected device, for people to use in all their interactions with 
public agencies. Individuals would ‘own’ this credential, which should not be used to create 
government databases or to collect individual biometric data.  

9. Taxable Payment Reporting System extension. Apply the Taxable Payments Reporting System 
to additional high-risk sectors, including security contractors, road freight transport, IT 
contractors, owner-builders and home improvements from 1 July 2018 (reporting to start 
1 July 2019).  

10. Sharing Economy. A reporting system for sharing or gig economy operators should be put in 
place.  

11. Tougher and more visible enforcement. New and strengthened penalties for phoenixing, ABN 
fraud, sham contracting and illegal tobacco, making more use of civil law provisions. There 
should be more high-profile prosecutions, more visible and efficient prosecutions and fewer 
confidential settlements.  

12. Small business incentive. In addition to the current instant asset write-off, small businesses that 
adopt (or have already adopted) entirely non-cash business models should receive tax instalment 
timing relief, benefitting their cash-flows. Further, small businesses that fulfil a set of core 
compliance activities should benefit from a regulatory safe-harbour, which means they will be 
treated as low-risk. We also recommend that further downward pressure be put on card 
interchange fees, which will benefit both small businesses and consumers.  

13. Moving to a near cash free economy. A $10,000 economy-wide cash limit should be introduced.  

14. Payment of wages into bank accounts to increase transparency.  

15. Non-deductibility of undocumented contractor payments and cash wages.  

16. Hardwiring government. Better sharing of data across agencies and the application of leading-
edge analytics to more effectively enforce existing laws. Further funding for the National Criminal 
Database.  

17. Changing social norms and education. An initial, focussed public awareness campaign designed 
to raise consumer awareness of the costs and risks associated with the black economy, including 
the reminder that this is not a victimless crime. Education must also play a role.  
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18. Commonwealth Procurement. We recommend that the Government limit procurement 
opportunities to firms with a good tax record. Bidders for contracts over a certain size would 
obtain a certificate of tax compliance from the ATO and issue a tax transparency report.  

19. Tackling illegal tobacco. An enforcement blitz following the passage of the Tobacco Control Act 
which consolidates offence provisions. Co-locating enforcement officers from a number of 
Commonwealth agencies and giving them new powers to provide a one-stop shop and single 
point of accountability with a stronger focus on the retail and distribution parts of the problem.  

20. Illegal gambling. Better use of existing enforcement tools and information exchange to disrupt 
illegal gambling and other actions including blocking offshore websites offering services to 
Australians and prosecuting providers and participants.  

21. Phoenixing. Tougher and better targeted promoter penalties, better early detection and asset 
clawbacks.  

 


