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Government finances
Government expenditures — which are concentrated on government administration, defence and the provision of services such as transport, education, health, defence and social assistance — account for over a third of GDP. Accordingly, government taxation and expenditure activities can substantially affect the level and distribution of activity in the Australian economy. Assumptions about the broad direction of revenue and expenditure decisions of governments over time are therefore an important consideration in developing a reference case. 

This chapter sets out some past trends in government revenue raising and expenditures and outlines the assumptions about longer-term trends in the relationship between government revenues, expenditures and balances. Because of the longer-term focus of the study, the modelling reference case abstracts from adjustments in fiscal parameters that might be associated with addressing short to medium-term issues and macro-economic management of the business cycle and associated matters. 
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Historical perspective
Government revenue
Governments in Australia raise revenues primarily through the taxation of incomes and economic activity, with the Australian Government holding the majority of the government revenue raising responsibilities.

The tax take of the Australian Government has varied from 17 per cent in the 1970s to 24 per cent of GDP now (figure 14.1). Since the introduction of the GST in 1999‑00 (vertical line in figure 14.1), the total tax take of the Australian Government has been relatively high by historical standards, although it has tapered off with the recent downturn in economic activity.
Figure 14.1
Australian Government tax take as a share of GDP,
1970‑71 to 2010‑11a
Per cent
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a The vertical line denotes the introduction of the GST in July 2000.
Source: Australian Government (2011, p. 363).
Since the introduction of the GST in 1999‑00, the total Australian, State and Territory (including local) government tax take (as a share of GDP) has been relatively stable at close to 29 per cent of GDP over the period, although it has decreased since 2007‑08 (figure 14.2).
Income taxes (personal and company) account for the greatest share of revenue —averaging 58 per cent of the total tax take since 1999‑00. Other trends in Australia’s taxation revenues include:

· GST revenue has accounted for, on average, 13 per cent of the total tax take since the GST was introduced;

· other indirect taxes have accounted for, on average, 13 per cent; and

· State and Territory governments’ tax revenues are dominated by payroll tax, property taxes and stamp duties.

Figure 14.2
Australian, State and Territory government tax take,
1999‑00 to 2010‑11
Per cent of GDP (LHS), $ billion (RHS)
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Sources: ABS (Taxation Revenue, Australia, 2008‑09, 2010‑11, Cat. no. 5506.0); ABS (Australian System of National Accounts, 2010‑11, Cat. no. 5204.0).
Tax collection is not the only source of government funds. Governments also collect revenue from receipts from the sale of goods and services, interest, dividends, royalties and seigniorage from circulating note and coin production. For the Australian Government, non-taxation receipts have averaged 1.5 per cent of GDP since 2000‑01 (figure 14.3). Across all levels of government, non-taxation receipts have accounted for close to 18 per cent of all government revenue since 1999‑00.
In total, government revenue (tax and non-tax) since 1999‑00 has averaged 35 per cent of GDP (ABS Government Finance Statistics, Australia, 2008‑09, 2010‑11, Cat. no. 5512.0; Australian System of National Accounts, 2010‑11, Cat. no. 5204.0).
Figure 14.3
Australian Government non-tax revenue as a share of GDP, 1970‑71 to 2010‑11a
Per cent
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a The vertical line denotes the introduction of the GST in July 2000.
Source: Australian Government (2011, p. 363).
Government expenditure
Government expenditures have generally matched government revenues. Although different data sources yield different results for both revenues and expenditures, on average since 1999‑00, government expenditures have been generally less than revenues raised — by about 1 per cent of GDP (ABS, Government Finance Statistics, Australia, 2008-09 and 2010‑11, Cat. no. 5512.0).
The share of total government expenditure made by each level of government has remained stable over the past 10 years (figure 14.4). On average, the Australian Government has accounted for 53 per cent of total expenditures, with State and Territory and local governments accounting for 40 and 7 per cent, respectively.
Figure 14.4
Share of total government expenditure by level of government, 1999‑00 to 2010‑11
Per cent
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Source: ABS (Government Finance Statistics, 2009‑10 and 2010‑11, Cat. no. 5512.0).
Over the last half century, the importance of government expenditure items has changed in relative terms (figure 14.5). The largest relative increase in expenditures by government has been in the areas of health, and social security, welfare and housing. Both these expenditure items have increased in relative importance by 10 percentage points over the period. Conversely, expenditures on the general public service and defence have fallen, as a share of total expenditure, by 12 percentage points each.

Figure 14.5
Share of government expenditure by sector,
1959‑60 to 2010‑11a
Per cent
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a(Based on general government final consumption expenditures from the National Accounts. Total expenditures do not sum to total expenditures from other ABS publications.

Source: ABS (Australian System of National Accounts, 2010‑11, Cat. no. 5204.0).
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Projections used in other studies
The Australian and State and Territory government treasuries produce a number of projections relating to government revenue raising and expenditure. Most of these are for the short to medium term as part of budget and mid-year economic forecasts; however, The Treasury also produces projections over longer timeframes in the Intergenerational Reports. Both sets of projections are detailed in this section.
Budget and mid-year economic forecasts
Medium-term forecasts by the Australian and State and Territory government treasuries show the continuation of current revenue raising and expenditure patterns. Revenues and expenditures are expected to remain around 30 per cent of GDP over the medium term (table 14.1).
 No large changes are forecast in the composition of government expenditure.

Table 14.1
Medium-term estimates of government revenues and expenditures, 2010‑11 to 2014‑15
2010‑11 budget and mid-year estimates
	Government
	
	2010‑11
	2011‑12
	2012‑13
	2013‑14
	2014‑15

	Australian
	Revenue ($ million)
	319 682
	344 110
	382 764
	407 542
	428 151

	
	Expenses ($ million)
	354 348
	371 637
	379 935
	400 623
	418 863

	NSW
	Revenue ($ million)
	55 059
	59 351
	60 712
	63 712
	65 331

	
	Expenses ($ million)
	55 795
	59 536
	61 033
	63 329
	65 566

	VIC
	Revenue ($ million)
	46 026
	47 415
	48 917
	51 067
	53 079

	
	Expenses ($ million)
	45 509
	47 267
	48 697
	50 158
	51 806

	Qld
	Revenue ($ million)
	41 957
	44 416
	43 631
	48 150
	50 257

	
	Expenses ($ million)
	43 473
	47 269
	47 844
	49 410
	50 197

	SA
	Revenue ($ million)
	15 138
	15 749
	15 685
	16 028
	17 122

	
	Expenses ($ million)
	15 631
	16 116
	16 138
	16 375
	16 788

	WA
	Revenue ($ million)
	23 764
	25 233
	26 232
	27 209
	28 202

	
	Expenses ($ million)
	22 980
	24 791
	25 464
	26 422
	27 732

	TAS
	Revenue ($ million)
	4 745
	4 617
	4 767
	4 748
	4 783

	
	Expenses ($ million)
	4 777
	4 731
	4 719
	4 763
	4 781

	NT
	Revenue ($ million)
	4 722
	4 622
	4 476
	4 515
	4 671

	
	Expenses ($ million)
	4 388
	4 527
	4 487
	4 542
	4 708

	ACT
	Revenue ($ million)
	3 873
	3 982
	4 117
	4 286
	4 513

	
	Expenses ($ million)
	3 862
	4 098
	4 229
	4 379
	4 556

	Total
	Revenue ($ million)
	514 966
	549 485
	591 337
	627 215
	627 984

	
	Expenses ($ million)
	550 763
	580 035
	632 898
	619 978
	645 034

	
	
	2010‑11
	2011‑12
	2012‑13
	2013‑14
	2014‑15

	Grants to states
	($ million)
	94 277
	96 320
	95 129
	100 269
	101 053

	Share of GDP 
	Revenue (per cent)
	30
	31
	32
	32
	31

	
	Expenses (per cent)
	33
	33
	34
	32
	31


Sources: Australian Government (2011); Government of South Australia (2011); Government of Western Australia (2011); Northern Territory Government (2011); NSW Government (2011); Parliament of Tasmania (2011); Queensland Government (2011); State Government of Victoria (2011).
Intergenerational Report 2010
The Intergenerational Report 2010 (Australian Government 2010) contains a number of longer-term projections of government revenue raising and expenditures. The key projections and assumptions include:
· the Australian Government maintains a tax-to-GDP ratio of 23.5 per cent out to 2049‑50; and

· Australian Government expenditures rise from around 26 per cent of GDP (inclusive of transfers to State and Territory governments) in 2009‑10 to 27.1 per cent in 2049‑50.
The increase in expenditures relative to revenue raising implies that the Australian Government will run a series of budget deficits over this period.

The main factor driving the change in expenditure relative to revenue is the ageing of the population. This is expected to further shift the composition of government expenditure over time, predominately towards the areas of health care and aged pensions (table 14.2).
Table 14.2
Expenditure projections to 2050 in the Intergenerational Report 2010
Per cent of GDP

	
	2009‑10
	2014‑15
	2019‑20
	2029‑30
	2039‑40
	2049‑50

	Health
	4.0
	3.9
	4.1
	4.8
	5.9
	7.1

	Aged care
	0.8
	0.8
	0.9
	1.2
	1.6
	1.8

	Payments to individuals
	6.9
	6.5
	6.6
	6.8
	6.9
	6.9

	Education
	2.6
	1.7
	1.8
	1.9
	1.9
	1.9

	Public sector superannuation
	0.4
	0.4
	0.4
	0.3
	0.2
	0.2

	Other
	11.3
	9.3
	9.2
	9.2
	9.1
	9.2

	Total
	26.0
	22.6
	23.0
	24.2
	25.6
	27.1


Source: Australian Government (2010).
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Towards a modelling reference case

Formulating a reference case for use within MMRF requires assumptions about the level and composition of Australian, State, Territory and local government revenue and expenditure over the projection period.

The longer-term approach adopted in this study abstracts from adjustments that might be associated with the achievement of short to medium-term fiscal policy objectives or spending priorities. Within this broad stylised framework, the modelling reference case makes the simplifying assumptions that all tax rates remain fixed (at their initial levels) and that government expenditures move in line with changes in the underlying drivers contained in MMRF (such as changes in real economic activity, unemployment and population growth).
 It is also assumed that the net real budget balance remains fixed as a share of real GDP (for the Australian Government) and as a share of real GSP (for the State, Territory and local governments) through the use of lump-sum transfers to, or from, households.

As recognised in the Intergenerational Report 2010 (and mentioned in chapter 13), expenditure on health care and health-related commodities is expected to increase as the population progressively ages. However, the scale of any increases in health service output, the balance between public and private outlays, and the means of funding of those outlays is uncertain at this stage.

In the absence of other information, the MMRF model was modified so that real government expenditure on health increases proportionately with the share of the population aged 65 years and over. The reference case also adopts the Intergenerational Report 2010 assumption that increased health care costs associated with an ageing population are, in the first instance, funded through Australian and State government expenditure rather than household expenditure. The fiscal closure used assumes that this additional government expenditure is funded through lump-sum transfers from households. 

�	However, the Australian Government’s expenditure responsibilities are much lower as the State and Territory governments (and local governments incorporated in each state) account for around half the expenditure responsibilities. This creates a vertical fiscal imbalance between the two levels of government. For instance, the Australian Government accounted for approximately 68 per cent of total government revenues raised in 2009-10, but only around 51 per cent of total expenditure.


� 	The analysis is based on the latest year for which comparable data exists across jurisdictions and does not take into account any subsequent revisions or updates in those jurisdictions that have handed down their budget for 2012�13 financial year.


�	The annex at the end of chapter 2 contains a full listing of the government revenue and expenditure items included in the model and the economic drivers associated with each one.
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