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Abstract 
A decade after its introduction the Goods and Services Tax (GST) and its role in funding the States and Territories in the 
Australian federation is once again on centre stage of the national political debate.  As a precursor to the forthcoming review 
of the Australian federation, this paper focuses on a technical yet significant aspect of intergovernmental financial reform, 
namely enhancing the transparency and accuracy of the methods State Governments use to forecast GST revenues.  Without 
a consistent and credible national framework for forecasting GST revenues, State forecasts will continue to deviate 
significantly from projections published by the Commonwealth.  We argue that while the States are justified in abandoning 
Commonwealth projections, the GST Distribution Reviewôs recommendations to address the problem do not go far enough.  
There is need to develop a transparent national approach to forecasting GST distributions administered by the 
Commonwealth Grants Commission as part of the broader debate about reforming the governance of the Australian 
Federation.  Such an approach would yield credible forecasts and is less dependent on State cooperation and information 
sharing than the model recommended by the GST Distribution Review. 
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1. INTRODUCTION 

Australia is on the verge of a national debate concerning the nature and financial 
foundations of its federation.  As the Commonwealthôs Commission of Audit makes 
clear, a central plank of this agenda will be establishing a simpler and more efficient 
model of intergovernmental financial relations which will promote State sovereignty 
and financial accountability within the federation (NCA 2014, 142��150).  It is 
inevitable that part of the broader debate will consider whether the Goods and 
Services Tax (GST) is likely to provide the States and Territories with sufficient 
revenue to meet their future expenditure needs, and whether the current GST ópoolô is 
being distributed to the States in an equitable and sustainable manner.  One of the 
persistent criticisms concerning the process used to distribute the GST is the lack of 
transparency and predictability in the methods State Governments use to forecast 
future GST revenues.  As there is no nationally accepted framework for forecasting 
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Tasmania where their GST allocation represented 58.9 per cent and 35.5 per cent 
respectively of total revenue for 2012��2013 (GST Distribution Review 2012, 77).  

Table 1. Commonwealth Projected Relativities 2012��16  

 NSW VIC QLD WA SA TAS ACT NT Average 
(per 
capita) 

2012-13 0.95312 0.92106 0.98477 0.55105 1.28472 1.58088 1.19757 5.52818 1.0000 

2013-14 0.96576 0.90398 1.05624 0.44581 1.26167 1.61454 1.22083 5.31414 1.0000 

2014-15 0.97500 0.88282 1.07876 0.37627 1.28803 1.63485 
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The problem arises because under the current regime the CGC only produces an 
accurate forecast for the current financial year.  Given this limitation estimated GST 
collections are reported in the Commonwealth budget papers as forecasts for the first 
year, and óprojectionsô for the remaining three years of the forward estimates period.  
The distinction is that forecasts are attempts to estimate future relativities as 
accurately as possible using all available data, whereas projections apply to current 
year relativities to predict future GST distributions.  Projections ultimately exclude 
predictable factors that may change the future relativities across the forward estimates 
and therefore are not as accurate as forecasts (GST Distribution Review 2012, 78).  
While the use of such projections may have been defensible during the period of 
relative economic stability prior to the Financial Crisis, this clearly is no longer the 
case. 

As the 
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Table 3. Variations between Commonwealth Projections and State and Territory Forecasts of GST Revenues 2012��13 to 2015��16 

(AUD Millions) 

State or 

Territory 

Method to 

determine 

Relativity 

(Own or 

Cth) 

Cth 

2012��2013 

(forecast) 

States 

2012�� 
2013 

Difference 

2012��2013 

Cth 

2013��2014 

(projection) 

States 

2013�� 
2014 

Difference 

2013�� 
2014 

Cth 

2014�� 
2015 

(projection) 

States 

2014�� 
2015 

Difference 

2014��2015 

Cth 

2015��2016 

(projection) 

States 

2015�� 
2016 

Difference 

2015�� 
2016 

Total 

difference 

NSW Own 14,796 14,796 0 15,816 15,685 131 16,680 16,399 281 17,452 17,023 430 842 

VIC Own 11,073 11,041 31.6 11,376 11,592 -216 11,812 12,144 -332 12,435 12,997 -562 -1,078 

QLD Own 9,667 9,667 0 11,194 10,951 243 12,274 11,782 491.7 12,872 12,105 766.8 1501.5 

WA Own 2,797 2,792 5.3 2,109 2,139 -30.3 1,667 1,663 3.9 1,843 1,520 323.5 302.4 

SA Own 4,512 4,512 0 4,782 4,642 140.40 5,104 5,126 -21.70 5,306 5,579 -273 -155 

TAS Own 1,704 1,700 4.4 1,720 1,849 -128.5 1,771 2,059 -287.8 1,832 2,147 -315 -727 
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States should encourage the provision of relevant information to a ócentral point of 
contactô either being the Commonwealth or a ónominated Stateô to calculate a joint 
forecast of the relativities.  Interestingly The Review argued that it would be 
inappropriate for the CGC to assume this coordinating function because of a perceived 
risk of confusing current year óactual relativitiesô and forecasts across the forward 
estimates (GST Distribution Review 2012, 81).    

While establishing a regime where State Treasuries share relevant budget data to 
produce relativity forecasts is administratively feasible we argue that it does not 
address the political realities of intergovernmental conflict within the Australian 
federation.  Such an approach is impractical given growing evidence of declining 
intergovernmental financial and fiscal cooperation within the Australian federation.  
For example, Menzies (2012, 418��419) argues that despite the apparent 
intergovernmental cooperation of the States in non-financial policy arenas, there is an 
increasing need for the Commonwealth to invest in strategic mechanisms that focus on 
a long-term intergovernmental agenda.  Intergovernmental cooperation within the 
federation in relation to State funding is especially problematic due to the ózero-sumô 
nature of States finances, particularly without effective Commonwealth leadership for 
reform (Eccleston, Warren and Woolley 2013, 27��28).  For example, the 
Intergovernmental Agreement on Federal Financial Relations setting, extending and 
defining Special Partnership Payments established by the Rudd Government is now 
regarded as being dysfunctional and ineffective amid increasing intergovernmental 
tensions and conflict (Menzies 2012, 418).  There is little historical evidence from 
Australia or abroad to suggest that States who are each vying for an increased share of 
a limited pool of revenue would openly divulge potential revenue streams to each 
other (Rodden 2000; 2002).  

Despite the abovementioned concerns outlined in the 
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The current system for calculating GST relativities is based on historical data and it is 
possible to accurately forecast relativities for the first two years in the forward 
estimates.  Indeed this is exactly what State Treasuries have been doing in recent years 
by using their own methods. For the third and fourth years in the forward estimates it 
should be possible to provide reasonably accurate forecasts based on data presented in 
State and Territory budgets.  There would then be a process established whereby 
States provide bi-annual updates concerning óout yearsô to the CGC so it can prepare 
relativities for the four forecast years ahead of the annual preparation of State budgets.  
This will involve a regular meeting between the CGC and the Standing Council on 
Federal Financial Relations.  States will then have an opportunity to comment on draft 
relativity forecasts beyond those for the current year as the case is now.  Likewise, all 
States, Territories and the Commonwealth should give an undertaking to use CGC 
published forecasts in their respective budgets which in turn adds to certainty and 
legitimacy of the process.  

6. CONCLUSION 

This paper has argued that there is a clear need to reform the current system for 
forecasting GST relativities in Australia.  This may appear to be a relatively small and 
technical element within Australiaôs broad system of federal governance, but we argue 
that unless the current regime is replaced with a more transparent, consistent and 
accurate approach to preparing relativity forecasts then the credibility of State budgets 
and the quality of State budget management will be undermined.  This issue was 
rightly identified by the 2012 GST Distribution Review, but we believe that The 
�5�H�Y�L�H�Z�¶�V��recommendation to improve relativity forecasts by establishing a regime 
whereby States and territories exchange budget information on a biannual basis is 
unlikely to succeed based on historical precedent and the parochial tensions which 
define contemporary Australian federalism.  
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