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Abstract 
The past decade has seen major reforms to the design of Australia’s tax system. This paper outlines these reforms and 
examines their distributional impact across the household income spectrum. 

While the authors estimated tax incidence in Australia prior to the July 2000 (ANTS) reforms (which included the 
introduction of a 10% GST), no comprehensive estimates of the impact of these tax reforms have been made since that date. 
This paper addresses this deficiency.  

It finds that the personal income tax has become more income redistributive and more progressive over the period 1994-95 to 
2001-02. However, the broad-based indirect tax reforms implemented over this period have become marginally more 
regressive and, because they have become more important as a revenue source, they now impact more adversely on post-tax 
income distribution. In the case of taxes other than the personal income tax and the reformed indirect taxes, they have 
become less regressive and have increased in importance. Overall, the progressivity of the Australian tax system and the 
distribution of post-tax income appears to have remained remarkably stable over the period.  
 
 
INTRODUCTION 

The past decade has been characterised by major changes to the Australian tax system. jor cha
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Ultimately, in order to obtain a complete picture of the impact of government on its 
citizenry over a period of time, the impact of all aspects of government on the 
community would need to be considered. 

It is to this end, that the authors are undertaking a series of studies into those elements 
that contribute to changes in fiscal incidence in Australia over the past decade. 
Harding, Lloyd and Warren (2004, 2005) examine the incidence in 2001-02 of the 
personal income tax, a limited range of Commonwealth indirect taxes, social welfare 
payments and a range of government social expenditures.  

The purpose of this paper is to extend the tax component of the above studies and 
estimate changes in the incidence of almost all tax revenue raised in Australia between 
1994-95 and 2001-02 for which we have sufficient data to simulate incidence. Initial 
attention is given to outlining the broad reforms introduced over this period (which are 
more fully outlined in Warren (2004)). No study of changing tax incidence can be 
undertaken without consideration of how these changes are impacted by economic, 
social and demographic changes over the period of study - and it will be to this issue 
that we turn in third section. The fourth section provides an overview of the 
methodology adopted. The fifth section examines the change in gross income 
distribution over the period studied. The sixth section presentturn in tdist660 0 10.98 261.36078 5d8 494.39227 562w98 232.31iTm
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Since 1998, the pace of tax reform in Australia has been frenetic. The tax reform 
timeline below provides a brief overview of the sequencing of actual reforms 
implemented but does not include the many other reform proposals which did not find 
implementation.281 With the GST revenue being assigned to general purpose 
Commonwealth grants to the States, the opportunity was also taken to use the GST 
revenue to fund the repeal of a number of inefficient State taxes. 

The strategy mapped out in ANTS did not find easy nor comprehensive 
implementation. The chal-9e 10.98 220.1469 647.7247m
(m)Tj
10.98 0 d e-9e 99gE.198 0 0 10.98 199.83an to use the
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TABLE 2 TAX REVENUE: 1994-95 AND 2001-02 
1994–95 2001–02 Change Reformed Indirect Taxes (as separately 

identified in this study) 
$m $m

Type of tax 
Taxes on income 
 Income taxes levied on individuals 54,635 87,250 60%
 Income taxes levied on enterprises(a) 17,351 31,782 83%
 Income taxes levied on non-residents 777 -
 Total 72,763 119,032 64%
Employers payroll taxes 
 General taxes (payroll tax) 6,394 9,415 47%
 Selective payroll taxes (stevedoring industry 

charges) 
64 -

 Other employers labour force taxes 2,687 3,760 40%
 Total  9,145 13,175 44%
Taxes on property 
 Taxes on immovable property  6,744 9,510 41%
 Taxes on financial and capital transactions 
 Financial institu 
/P <53.72227l and capital tr1931233 590.5385907.98 106.13986 553.13904 Tm
(s)Tj
0052 Tw 7.98 123867w 7.98 123867w 7.98 1238>BD>>BDC 
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Changes were also made to the method of calculating the excise on tobacco in July 
1999 – moving from a weight-based system to one where the excise was determined 
on a per stick basis. 

Business income tax reforms emanating from the RBT had an even bumpier ride than 
the GST with many reform proposals not finding their way through to implementation, 
especially the proposed entity taxation and Tax Value Method283 (TVM) of calculating 
business income. 

For States, tax reforms have been more limited and centre on those precipitated by the 
introduction of the GST such as the repeal of accommodation taxes, the Financial 
Institutions Duty (FID) and stamp duties on share transactions. 

Personal Income Tax 
The ANTS package of reforms was introduced in July 2000. The personal income tax 
changes over the period of study are detailed in Table 3. More significant cuts in the 
rates for those on high incomes were originally proposed in ANTS for introduction on 
1 July 2000 but were substantially reduced when basic food was removed from the 
base of the GST (partly to fund this measure). 

Lump sum compensation for the inflation induced wealth effects of the introduction of 
the GST for those in retirement was also provided284 but these changes have not been 
modelled in this study. 

TABLE 3 RECENT PERSONAL INCOME TAX REFORMS AND LOW INCOME REBATE285

1 November 1993 - 1 July 2000 1 July 2000 to 30 June 2003 
Personal Income Tax 

Taxable Income Range: 
Current Values 

Upper 
Threshold 

Indexed: 
June 2005 

values Rate
Taxable Income Range: 

Current Values

Upper 
Threshold 

Indexed: June 
2005 values Rate 

$0-$5,400 $7,234 0 $0-$6,000 $7,006 0 
$5,401-$20,700 $27,732 20% $6,001-$20,000 $23,355 17% 

$20,701-$38,000 $50,909 34% $20,001-$50,000 $58,387 70
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assets held by individuals for more than one year286 - with the debate on this reform 
focussing on the level of the discount.287 This meant that the effective maximum rate 
of taxation on capital gains became 24.25% (or 50% of the top marginal tax rate of 
48.5%).  

Goods and Services Tax 
The economic incidence of any GST is ultimately designed to fall on domestic 
household consumers (and possibly overseas visitors). It is not intended to be borne 
either by foreign households or by domestic industry. Through its method of 
administration (via the invoice method288 and the destinations principle289), the tax is 
ultimately borne by final domestic househol
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TABLE 7 HOUSEHOLD FINAL CONSUMPTION EXPENDITURE  

$m $m %
average 
change

Food 31,805         11.3% 44,955         10.6% 41.3% -9.4%
Alcoholic beverages and tobacco 10,694         3.8% 18,006         4.2% 68.4% 17.6%
Clothing and footwear 12,394         4.4% 16,472         3.9% 32.9% -17.9%
Rent and other dwelling services 51,819         18.4% 77,092         18.1% 48.8% -2.0%
Electricity, gas and other fuel 5,961           2.1% 8,632           2.0% 44.8% -5.9%
Furnishings and household equipmen 17,270         6.1% 23,721          Tm
( )Tj
8.39439 0 0 8.3344.23163 612.8.1899439P492

   62130 T7 Tm
7.70444 61177 Tm
(2)Tj
8.99m
776524 ( )Tj
8.39439 0 B19B0298.99m
776524 ( )T0136eTj
8.39439 0 5 62d2d2d2d2d2d2d2d2d2d2d2d2d23948.39439 0 0 8.328.39439 0 0 8.39439 245.8809439 0 0 Tj
8.39433 T91ho   621968.39439 208.469j
831.35368002 0 8.38n   17,d Tm 11s5.3912.0  623.83917 Tm
7.dd  2m17,  m  1.38.3943Tj
8.39433.883.81933B9 Tm/3.883.819 Td2d23948.394390391hS5193270
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02..88.3 9



eJournal of Tax Research GST and the changing incidence of Australian taxes 

Data source 
The core data sources used in the simulation of the 1994-95 world is the 1993-94 
Household Expenditure Survey (HES) confidentialised unit record file released by the 
Australian Bureau of Statistics and for the 2001-02 world, the 1998-99 HES 
confidentialised unit record file. Ideally, access to post ANTS HES survey data would 
have been preferable, providing a more current insight into income and expenditure by 
Australian households in the post-ANTS tax environment. However, 1998-99 HES 
data are the latest data available.  

These HES confidentialised unit record files contain a snapshot of the demographic, 
labour force, income and other characteristics of the Australian population in 1993-94 
and 1998-99. It is important to note that the scope of the survey is restricted to those 
living in private dwellings and excludes those living in remote and sparsely settled 
areas. We made some adjustments to this file to update the private incomes and 
housing costs of households to estimated 1994-95 and 2001-02 levels, using such 
inflators as average weekly earnings and housing consumer price indexes. We also 
adjusted the population weights from 1993-94 to 1994-95, and from 1998-99 to 2001-
02 levels, to allow for the aggregate growth in the population that occurs each year. 
We did not reweight the entire 1993-94 and 1998-99 surveys to account for possible 
changes in, for example, labour force and demographic status.  

Taxes and cash transfers 
In July 2000 Australia introduced a complex tax-mix shift towards indirect taxes, 
accompanied by extensive social security reforms. As a result, the declared values of 
these items in the 1998-99 Household Expenditure Survey were redundant. 
Accordingly, we had to impute the rules of the income tax and social security systems 
to estimate the income t es of  e,i of 

. es of  t
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(Harding, Lloyd and Greenwell, 2001, and Saunders, 2001). The ABS has also used 
this income concept for ranking Australians in its latest Income Distribution Survey 
(ABS 2003).  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

BOX 1:  INCOME CONCEPTS AND STAGES OF REDISTRIBUTION 

PRIVATE INCOME 
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Equivalent incomes 
When attempting to compare the economic well-being of households of differing size 
and composition, it is important to use equivalence scales. For example, it would be 
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The impact of the substantial reforms to the method of imposing and collecting 
indirect taxes has seen the incidence of this tax fall slightly more on those in the lower 
deciles, with it impacting less on those at the top of the income distribution. This is in 
large part due to the broadening of the base of the GST which has meant a slight 
redistribution of the burden of broad based goods and services taxes more towards 
those on middle and lower incomes. Overall, however, the distribution of the tax 
burden appears to have remained remarkably stable over the seven years as shown by 
the marginal differences in the final two right hand column in the share of all taxes 
paid by each decile in 1994-95 and 2001-02. 

TABLE 11 ESTIMATED AMOUNT AND SHARE OF AUSTRALIAN TAXES PAID BY 
DOMESTIC HOUSEHOLDS, BY DECILE OF EQUIVALENT GROSS INCOME:  1994-95 AND 
2001-02 

Decile of 
equivalent 
gross income

1994-95 2001-02 1994-95 2001-02 1994-95 2001-02 1994-95 2001-02
$ per week

1 $1.30 $1.60 $36.20 $52.70 $51.40 $67.60 $88.90 $121.90
2 $1.80 $3.40 $38.90 $55.70 $50.60 $67.40 $91.20 $126.50
3 $11.40 $19.90 $49.90 $70.20 $74.00 $96.40 $135.40 $186.60
4 $50.70 $69.30 $62.30 $88.70 $102.10 $125.80 $215.10 $283.80
5 $84.70 $119.20 $69.40 $100.10 $109.90 $150.00 $264.00 $369.40
6 $115.90 $159.20 $75.50 $107.60 $123.50 $170.00 $315.00 $436.70
7 $159.10 $219.00 $80.90 $119.60 $131.10 $186.40 $371.20 $525.10
8 $197.70 $283.10 $86.40 $119.90 $140.30 $197.90 $424.50 $600.90
9 $267.50 $365.20 $92.30 $134.90 $139.70 $229.00 $499.50 $729.10

10 $517.70 $760.20 $124.20 $166.20 $289.40 $379.10 $931.40 $1,305.40
All $141.30 $200.70 $70.70 $100.00 $120.20 $165.40 $332.20 $466.00

Share by Decile
1 0.1% 0.1% 6.9% 7.2% 5.7% 5.6% 3.6% 3.6%
2 0.1% 0.2% 6.2% 6.1% 4.7% 4.5% 3.1% 3.0%
3 0.8% 1.0% 7.0% 7.0% 6.1% 5.8% 4.0% 4.0%
4 2.9% 2.9% 7.2% 7.5% 6.9% 6.4% 5.3% 5.2%
5 5.1% 5.0% 8.4% 8.4% 7.9% 7.6% 6.8% 6.6%
6 7.3% 7.0% 9.6% 9.6% 9.2% 9.1% 8.5% 8.3%
7 10.0% 9.7% 10.2% 10.6% 9.7% 10.0% 9.9% 10.0%
8 13.3% 13.1% 11.6% 11.2% 11.1% 11.1% 12.1% 12.0%
9 19.4% 18.7% 13.4% 13.9% 11.9% 14.2% 15.4% 16.1%

10 40.9% 42.3% 19.6% 18.6% 26.9% 25.6% 31.3% 31.3%
All 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

All TaxesPersonal Income T
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TABLE 12 AVERAGE EQUIVALENT ADULTS PER HOUSEHOLD 

Decile of 
equivalent gross 

income 1994-95 2001-02
Percentage 

Change
1 1.39 1.38 -
2 1..
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This lack of any significant aggregate change in overall post-tax income inequality (as 
shown by G*-G in Table 13) masks a change in the impact of different taxes on 
income distribution. The reformed indirect taxes acted to worsen income distribution 
but this effect was overwhelmed by an improvement in the impact of the personal 
income tax and a fall in the adverse impact of “other taxes” on income inequality. The 
primary contributor to this change was unquestionably the personal income tax.  

Put more starkly, the impact of the progressive personal income tax and ‘other’ taxes 
has acted to offset the worsening distribution of the now much more important new 
reformed indirect taxes. This is despite the personal income tax cuts in July 2000. It her’ taxesupincome inequalim
(8 .985aa)Tj
10.98 0 0 10.984.4903Tm
( 79>m
(e personal incom)Tj
10.98 0o3062842 64su0es)Tj
g7bt26 6  1other’ taxes an imr447.06433 635. 0 0 647.7207 T0 aM8 0 0 10.98 35133 635. 0 0 60082 ..40082 T 44b4802 T 44b480.0 Tmfor(j 0 92 To22 0 097p8m0.98 0 0 10 1]9511Tj
10.98 0 0 100.90627 647.7207 Tm
(re8j
10.90.9raa TmT.06073 Tm
(c.98s)T2 098 0 0 10 1]9511T3 T7 inte th)Tj
10.98 02082 Tm0 0igTm
(r447.06433 692440.)Tj
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10.98 0.98 04T47.7f t n1p0 08ncome ta
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Table 13 details the impact of the tax changes over the period 1994-95 to 2001-02 on 
the progressivity of the different tax groups. 

As noted above, the changing impact of tax on the distribution of income arises from 
two sources, the height of the tax (as reflected in ai) and the distribution of the tax (as 
shown in P). Changes in either will cause changes in G*. Table 13 provides estimates 
of changes in the progressivity of Australian taxes over the period of study. In the case 
of the personal income tax, its progressivity has increased, as has its average tax rate, 
which has resulted the income tax being more redistributive. 

In the case of the reformed indirect taxes, they are both9948 Tm
(se o)Tj
11.0177 0 ta 
e1 0 31779486lta 
e1 0 31779486lta 
e1 0955 ..0177 0 0 11.01948 15 647.71954 Tm
(s averag4P1e6
(x (as )Tj
-0.008.0177 0 0 11.0177 359.41758re e1 0955 ..0 1 09le 13 4855 ...01aTj
11.01773 613.39948 Tm
(In th Tm0d3 4855 ...01aTj
11.01773 613.3T48  Tm
(re redistr5y)Tj
11.0177 0 0 es in)Tj
11.0177 0 0 11.01.63989 Tm
( )Tj
11.0177a15tes in)979e

 case  are se3are  the reforse47e4si 99541 634J 8 T66470 0 13tr5ywhich oT5>BD2A, th7a15oC 
BT
/TT1d.840t3688 673.040013.39915u.017(2 9tax0e)T9951.i1436870.i1.343T70.i1.34lTmo70  501.01R82nr
(w ...0159i1.0177 0 a0 0 11.07e4si 99541 634J nr
60.0118dnTm70.0506a55 ..77 77 6n)96765yse oe3n2 2a5G28re e2r 8a00o1t96765.0 0 ar943j1436409o81 e refor >BDC 979.4a915>BDC 
BT
/TT54n>d99t81S325
11.0177 0 0 11.017640.19S6ho. 4855 ...0111.54.93ov1bsoes 077.01615>de 



eJournal of Tax Research GST and the changing incidence of Australian taxes 

CONCLUSIONS 
This paper focuses on changes in the level and distribution of the tax burden over the 
period 1994-95 to 2001-02.  

What this paper has shown is that over a period of major economic and social change 
and significant tax reform - including the introduction of a 10% GST - the post-tax 
distribution of income in Australia has remained remarkably little changed. 

Our analysis suggests that the magnitude 
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APPENDIX A: METHODOLOGY 
Core data sources 
2001-02 
The core data source used in the simulation of the 2001-02 world was the 1998-99 
Household Expenditure Survey (HES) unit record file released by the Australian 
Bureau of Statistics. This file contains a snapshot of the demographic, labour force, 
income and other characteristics of the Australian population in 1998-99. It is 
important to note that the scope of the survey is restricted to those living in private 
dwellings and excludes those living in remote and sparsely settled areas. While it is 
likely that there were some minor demographic and labour market changes between 
1998-99 and the target year of 2001-02, such changes were considered likely to have a 
negligible effect on the results. However, over three years the size of the population 
increased subs
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In both years, no attempt was made to adjust recorded HES income or expenditure 
amounts for likely under-reporting (e.g. of dividend income and cigarette 
expenditure). 

Social security and family payments 
The original ABS values for social security and family payments shown on the HES 
were not used in the study. They were replaced by the imputed cash transfers received 
by each household, estimated using NATSEM’s STINMOD model.  

2001-02 
The social security and family payments systems simulated were those applying in 
2001-02. Accordingly, the study captures the many changes in the cash transfer 
system introduced as part of the GST tax reform package in July 2000. 

1994-95 
The social security and family payments systems simulated were those applying in 
1994-95. The benefits were scaled so that 92.4% of total spending on government cash 
payments (as given by FACS Annual Report) was allocated to households, in line with 
aggregate cash payments allocated in 2001-02. 

Income tax and rebates 
2001-02 
The estimated amount of income tax paid by each household in 2001-02 was also 
simulated, using NATSEM’s STINMOD model. Other major income tax provisions 
were also simulated, such as the Medicare levy, the low income tax offset and the 
pensioner and beneficiary rm
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Step 3 estimates how the 2001-02 taxes that are estimated to fall on Australian 
resident households in Step 2 ultimately impact on the individual households as 
reported in the HES unit record data. This is done by estimating the effective indirect 
tax rates on the 107 Input-Output commodity classification and linking this 
classification to the commodity classification adopted in HES.  

The ultimate output is a series of effective indirect tax rates that can be applied to the 
HES unit record data for 2001-02, enabling an estimation of the indirect tax burden for 
each household in the HES data. 

One issue warranting clarification is the indirect taxes modelled. This is important 
because in any compar
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TABLE B.1  TAX SHIFTING ASSUMPTIONS 
  PFCE DIVIDENDS BUSINESS 

INCOME
WAGES TOTAL

A.  Shifting of Taxes whose Statutory Incidence is on Producers 
TAXES ON INTERMEDIATE INPUTS 

1 COMPANY TAX 0.5 0.5 0 0 1
Commodity Taxes (taxes on commodity inputs) 

2 RST/GST 1.0 0 0 0 1
3 WHOLESALE SALES TAX 1.0 0 0 0 1
4 EXCISE-CRUDE OIL LEVY 1.0 0 0 0 1
5              -PETROL 1.0 0 0 0 1
6              -TOBACCO 1.0 0 0 0 1
7              -ALCOHOL - BEER 1.0 0 0 0 1
8                                  - OTHER 1.0 0 0 0 1
9 FRANCHISE- BEER 1.0 0 0 0 1

10                      - OTHER ALCOHOL 1.0 0 0 0 1
11                      - PETROL 1.0 0 0 0 1
12                      - TOBACCO 1.0 0 0 0 1
13 PRIMARY PRODUCTION 0.5 0 0.5 0 1
14 GAMBLING TAXES 1.0 0 0 0 1
15 MOTOR VEHCILE TAXES 1.0 0 0 0 1
16 STAMP DUTIES 1.0 0 0 0 1
17 OTHER COMMODITY TAXES 1.0 0 0 0 1
18 FID 1.0 0 0 0 1
19 --- 1.0 0 0 0 1
20 --- 1.0 0 0 0 1
21 SUBSIDIES 0 0 1.0 0 1

Indirect Taxes (taxes on the carrying on of business) 
22 PAYROLL TAX 1.0 0 0 0 1
23 RATES AND LAND TAX 1.0 0 0 0 1
24 PRIMARY PRODUCTION TAXES 0.5 0 0.5 0 1
25 GAMBLING TAXES 1.0 0 0 0 1
26 MOTOR VEHICLE TAXES 1.0 0 0 0 1
27 STAMP DUTIES 1.0 0 0 0 1
28 OTHER INDIRECT TAXES 1.0 0 0 0 1
29 FBT 1.0 0 0 0 1
30 LAND TAX 1.0 0 0

AL2



eJournal of Tax Research GST and the changing incidence of Australian taxes 

 
B. Treatment of Taxes by Final Consumers when Shifted to Forward  
FINAL DEMAND SECTOR SHIFTING OF TAXES  

  PCEDIS FOREIGN DIVIDENDS BUS INC WAGES TOTAL
1 Household Final Consumption 

Expenditure 
1.0 0 0 0 0 1

  TOTPCE TOTINC TOTINC  
2 Household Government 0 0.75 0 0 0 1

  PCEINV DIVIDENDS  WAGES
3 GFKE Private 0.5 0 0.5 0 0 1

  PCEPUB TOTINC TOTINC  WAGES
4 GFKE Govt Enterprises 1.0 0 0 0 0 1

  PCERAH TOTPCE TOTINC 
5 GFKE General Government 0.25 0 0 0.75 0 1

  PCEDIS FOREIGN DIVIDENDS BUS  609 j
8.01559 0 0 8.01559 43j
8.01559 0 0 8.01559 435.30801 618.2008.01559 0 0 8.01559 390.4064 6D 76 >>BDC 
BT
/TT1 1 602gH01984 Tm
(ver)Tj
8.01559 0 0 8.01559 179.8325 435.28702 5993F53.71559 350.87061 599.78033 Tm
(D)Tj
8.01559 j
8.01559 0 0 8.01559 106.61536 609.013 Tme 435G


