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Letter of transmittal

Australian Government

Commonwealth Grants Commission

17 March 2022

The Hon Josh Frydenberg
Treasurer

Parliament House
CANBERRA ACT 2600

Dear Treasurer

Chairperson

Second Floor, Phoenix House
86-88 Northbourne Avenue
BRADDON ACT 2612

Telephone: 02 6218 5716
Mike.Callaghan@cgc.gov.au
https://www.cgc.gov.au

As members of the Commonwealth Grants Commission appointed under the
Commonwealth Grants Commission Act 1973, and in response to the terms of reference from you,
we have updated GST relativities for use in distributing GST revenue among the states and territories

in 2022-23.

In accordance with those terms of reference, we are also providing the update to the states and

territories on 17 March 2022, under embargo.

Yours sincerely

A. 5. (Gl AL

Mike Callaghan AM PSM

Chairperson
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THE HON JOSH FRYDENBERG MP
TREASURER

Ref: MS822-000498

Mr Michael Callaghan AM PSM
Chairperson

Commonwealth Grants Commission
Second Floor, Phoenix House

86-38 Northbourne Ave
BRADDON ACT 2612

Dear Mr Callaghan

Please find attached the terms of reference for the Commonwealth Grants Commission’s 2022
Update of GST Revenue Sharing Relativities.

The Commission should provide its report to the Government and the states and territories by
17 March 2022. The terms of reference also direct that the report be released publicly on
25 March 2022.

Yours sincerely

S

THE HON JOSH FRYDENBERG MP
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Terms of Reference for the 2022 Update of GST Revenue Sharing Relativities

COMMONWEALTH GRANTS COMMISSION ACT 1973

1) I, Josh Frydenberg, Treasurer, pursuant to sections 16, 16A, 16 AA and 16AB of the
Commonivealth Grants Commission Act 1973 (the Act) refer to the Commission for inquiry
into and report upon the recommended GST revenue sharing relativities to be used to
distribute GST revenue among the states, the Northern Territory and the Australian
Capital Territory (the states) in 2022-23.

GST Relativities for 2022-23

2) The Commission should undertake an assessment of the GST revenue sharing relativities
recommended to be used to distribute GST revenue among the states in 2022-23, consistent
with the objective in subsection 16 AB(2) of the Act, the transitional proportions in
subsection 16 AB(3) of the Act, the GST revenue sharing relativity factor in subsection 8(2A)
of the Federal Financial Relations Act 2009 and the pool top-ups for a payment year as
outlined in section 8A of the Federal Financial Relations Act 2009.

(2) The Commission’s assessment should be based on the assessment years 2018-19 to
2020-21 inclusive.

(b) To assist in ensuring that each state and territory will get the better of the current or the
former GST distribution, the Commission should also provide relativities that would
have applied if the Treasury Laws Amendment (Making Sure Every State and Territory Gets
Their Fair Share of the GST) Act 2018 had not been enacted.

3) The Commission’s assessment should take into account the Intergovernmental Agreement as
defined under the Federal Financial Relations Act 2009, which provides that GST revenue
will be distributed among the states in accordance with the principle of horizontal fiscal
equalisation (HFE).

4) Subject to paragraphs 5 - 6, the Commission’s assessment should be based on the
application of the same principles, categories and methods of assessment that the
Commission used to calculate the GST revenue sharing relativities in its Report on GST
Revenue Sharing Relativities — 2021 Update.

5) The Commission’s assessment should treat Commonwealth payments to the states as
follows:

(a) National Specific Purpose Payments (NSPPs), National Health Reform (NHR) funding,
Quality Schools funding (for government schools) and National Partnership project
payments should affect the relativities, recognising that these payments provide the
states with budget support for providing standard state services.

i. NHR funding and corresponding expenditure relating to the provision of
cross-border services to the residents of other states should be allocated to states on
the basis of residence.



(b) National Partnership facilitation and reward payments should not affect the relativities,
so that any benefit to a state from achieving specified outputs sought by the
Commonwealth, or through implementing reforms, will not be redistributed to other
states through the horizontal fiscal equalisation process.

(c) General revenue assistance, excluding GST payments, will affect the relativities,
recognising that these payments are available to provide untied general budget support
to a state.

(d) Notwithstanding subparagraphs 5(a) - (c), the Commission may determine that it is
appropriate for particular payments to be treated differently, reflecting the nature of
the particular payment and the role of state governments in providing particular
services.

(e) Those payments which the Commission has previously been directed to treat as having
no direct influence on the relativities, including payments for which the Commission
has been directed to apply a 50 per cent discount, should continue to be treated in that
way. Where those payments are replaced, the treatment of the new payment should be
guided by subparagraphs 5(a) - (d), unless otherwise directed.

GST Relativities for 2022-23 - Consultation and Data
6) Where possible, the Commission should:

(a) aim to have assessments that are simple and consistent with the quality and fitness for
purpose of the available data;

(b) use the latest available data consistent with this; and
(c) ensure robust quality assurance processes.

7) If data problems arise, subject to consultation with the states, the Commission should
proceed on the basis that:

(a) new, more reliable data that was not previously considered would be used in the first
possible update, if method changes were not required; or

(b) if overcoming the data problems necessitated method changes, revised methods would
be used in the first possible update, subject to consultation with the states during that
update.

ST Relativities for 2022-23 - The Report

8) The Commission should provide a copy of its report on GST Relativities for 2022-23, under
embargo, to the Commonwealth and the states on or before 17 March 2022. The
Commission should release the report publicly on 25 March 2022,

9) The Commission should consult the Commonwealth and the states before deciding on any
changes in methods that arise as a result of a significant change in arrangements which
govern Commonwealth-state relations and which are considered appropriate for the
Commission to fulfil its obligations in respect of these terms of reference.



10) To the extent possible, the Commission should, upon reporting, provide all parties with
details underpinning its calculations and assessments, and endeavour to meet requests for
supplementary calculations.

JOSH FRYDENBERG

(6/ ﬁ /2022
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Executive Summary

The 2022 Update presents the recommended GST relativities for 2022-23.

Recommended GST relativities

The table below sets out the distribution of the estimated GST pool in
2022-23 based on the Commission’s recommendations. Comparing this
update with last year, it shows each state’s GST relativity and share of
the GST pool, and its estimated amount of GST. The table does not
include no worse off payments by the Commonwealth.

Change in distribution of GST from 2021-22 to 2022-23, excluding no worse off payments

GST relativities GST shares GST distribution
2021-22 2022-23 2021-22 2022-23 2021-22 2022-23

% % $m $m
New South Wales 0.95617 0.95065 30.3 30.0 22,107 23,218
Victoria 0.92335 0.85861 23.8 222 17,411 17,167
Queensland 1.05918 1.03377 215 21.2 15,739 16,384
Western Australia 0.41967 0.70000 4.4 7.3 3,199 5,682
South Australia 1.34719 1.28411 9.3 8.9 6,785 6,865
Tasmania 1.96067 1.85360 4.1 3.9 3,024 3,035
Australian Capital Territory 1.16266 1.09250 2.0 1.8 1,426 1,421
Northern Territory 4.79985 4.86988 4.6 47 3,379 3,644
Total 1.00000 1.00000 100.0 100.0 73,070 77,416

Overview

COVID-19, and Commonwealth and state government responses, continue
to affect Australia’s economy and society. The 2022 Update assesses
state circumstances for the 36 months from July 2018 to June 2021, of
which 16 months were affected by the pandemic. The Omicron variant
emerged in 2021-22, so its impacts are not reflected in this update.

The Treasurer’s terms of reference required the Commission to use the
same methods it used in its 2021 Update. The 2021 Update used the
methods from the Commission’s 2020 Review. Therefore, while the
pandemic has influenced data used in the calculations, methods for
assessing state fiscal capacities have not changed.

To smooth the effects of volatility, the Commission averages three years
of data in its assessments, so changes in state circumstances take three
years to flow fully through calculations. Hence while the pandemic
affected state data, the consequential impact will flow into GST
distribution over time.



While the pandemic had an impact, other changes were the main
influence on GST distribution. Blending of relativities as part of the
transition to the GST distribution arrangements legislated in 2018
continued, and, for the first time, the GST relativity floor of 0.7 operated
within the GST pool. These combined impacts increased the relativity of
Western Australia and reduced the relativities of the other seven states.
The impact on the other states would be ameliorated by the
Commonwealth’s top-up to the GST pool and no worse off guarantee.

Other important drivers of change over the assessment period include: an
increase in the value of iron ore production; shifting patterns of
population growth; wage growth and the value of properties transferred;
and changes in states’ shares of Commonwealth payments.

The GST pool (which includes top-ups but excludes no worse off
payments) is estimated to grow by more than $4 billion. Consequently,
most states would receive more GST in 2022-23, despite having a smaller
relativity. Victoria is expected to receive less revenue from the GST pool
than it received in 2021-22 and the ACT around the same. However, like
the other states, they would receive higher overall payments because the
2018 legislated arrangements include no worse off payments by the
Commonwealth during the transition period.

COVID-19

The Commission explored whether its methods capture the impact of the
pandemic on state revenue raising capacity and drivers of spending.

It also considered whether states’ responses to the pandemic resulted
from different policy choices. States had differing views on these issues.

On balance, the Commission concluded that state responses to the
pandemic largely reflected circumstances rather than state-specific
policy choices. Consistent with the 2021 Update, it also concluded that
the Commission’s revenue assessments largely capture the effects of the
pandemic on states’ revenue raising capacities.

The potential implications for expense assessments were more complex,
although the terms of reference for the update required the application
of the 2020 Review assessment methods. The Commission focused on
health spending, which was directly affected. Consistent with the
approach in the 2021 Update, and the terms of reference, it excluded
Commonwealth payments under the National Partnership on COVID-19
Response on the basis that needs for expenditure supported by these
payments had not been specifically assessed. This means these
payments did not affect relativities. Consistent with the terms of



reference, the Commission applied the 2020 Review health assessment
methods to the state funded spending under the National Partnership on
COVID-19 Response.

The economic impact of the pandemic resulted in higher spending on
business support. This included significant Commonwealth spending
(such as JobKeeper Payments), which did not impact the Commission’s
assessment of GST relativities. While the nature of state spending on
business support changed as a result of the pandemic, consistent with
the terms of reference, 2020 Review assessment methods have been
applied.

The Commission, in consultation with the states, gave detailed
consideration to the implications of the pandemic for this update.
Further analysis is in New issues in the 2022 Update. The Commission will
continue to monitor potential impacts of the pandemic and its ongoing
consequences as part of its work for future updates.

Drivers of changes in GST distribution

As well as the GST floor and blended relativities, several other
developments affected states’ GST distribution.

Strong growth in the value of iron ore production in Western Australia
increased its revenue raising capacity. In turn, the GST needs of the other
states increased because their relative capacities to raise mining revenue
declined.

A high share of national population growth increases a state’s relative
need to invest in infrastructure, and therefore increases its need for GST.
In this update, significant shifts in population growth patterns over the
assessment years changed states’ relative needs for investment. This
change reduced the GST needs of Victoria and increased the needs of
most other states, especially Western Australia, the Northern Territory
and South Australia.

Lower growth in private sector wages results in less pressure on public
sector wage costs and associated delivery of services. This reduced GST
needs for Victoria, Queensland, the ACT and the Northern Territory.
Higher wage growth increased the GST needs of New South Wales,
Western Australia and South Australia.

Victoria’s relative capacity to raise stamp duty on conveyances declined,
increasing its GST needs, while decreasing the needs of the other states.

Nationally, spending on urban transport infrastructure increased. This
increased the relative needs of New South Wales and Victoria, which have
higher than average needs in this area. It reduced the relative GST needs
of other states, particularly Tasmania and the Northern Territory.

Xi
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Victoria and Queensland’s shares of Commonwealth payments increased,
reducing their need for GST compared with 2021-22.

Major drivers of change in GST distribution, 2021-22 to 2022-23, excluding no worse off payments

NSW Vic Qld WA
$m $m $m $m

Changes in fiscal capacities
Changes in Mining production 644 253 956  -1,941
Changes in Population growth -29 -672 250 289
Changes in Wage costs 103 -88  -322 321
Changes in Property sales -72 429  -139 -130
Changes in Capital improvements 173 122 112 -58
Changes in Commonwealth payments 68 -40  -140 -12
Other revenue effects (a) 131 -151 88 8
Other expense effects (a) 176 59 121 137
Total change in fiscal capacities 1,195 -206 459 -1,387
Effect of GST floor and blended relativities ~ -1,298  -1,063  -839 3,667
Change in population -95 -10 83 12
Change in pool (b) 1,309 1,035 941 191
Total change in GST 1,111 -244 645 2,483

(a)
(b)

Includes other changes in state circumstances and revisions to data.
Total increase in GST and top-up payment pool.

SA

$m

35
123

Tas ACT
$m  $m
21 16
8 14
-2 -18
-17 13
-32 =7
10 10
-13 2
-63  -25
-87 -2
-84 -69
2 -1
180 85
1 -5

NT  Redist
$m $m
16 1,941
17 701
-27 456
-8 429
-15 295
14 192
45 275
49 361
92 1,747
-35 3,667
6 106
201 4,346
265 4,346
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Introduction

The Commission has been asked to advise how Goods and Services Tax
(GST) revenue should be distributed among the states and territories
(states) in 2022-23, in accordance with terms of reference provided by the
Treasurer.

The distribution of GST revenue seeks to reduce disparities in the fiscal
capacities of states. It takes account of states’ different abilities to raise
revenue and their different costs in providing services.

Drivers of differences in revenue capacity include the value of mining
production, land values and the value of property transactions, and taxable
payrolls. States also receive different levels of Commonwealth payments.
Costs can vary by state for a range of reasons, including socio-demographic
characteristics, wage pressures, population dispersion or density, and rates
of population growth.

Changes in states’ relative GST needs can be driven by changes in their
circumstances (such as increased value of iron ore production, increased
value of property transfers, and growth in a state’s share of Commonwealth
payments), or data revisions (such as updated data on the value of taxable
payrolls).

Under the 2018 legislated changes to GST distribution arrangements,
2022-23 is the second year in a 6-year transition away from distributing the
GST pool based solely on the Commission’s assessment of states’ relative
fiscal capacities. At the end of these six years, the Commission’s
assessment will be adjusted so that no state will have a per capita GST
share lower than the fiscally stronger of New South Wales or Victoria

(the standard state). In the 2022 Update, Victoria is the standard state.

For 2022-23, the GST relativities are a weighted average of the previous
approach (two-thirds) and the new approach (one-third). The transition will
be completed in 2026-27.

The 2018 legislated arrangements also formalised a GST relativity floor of
0.70, rising to 0.75 in 2024-25. For the first time, in 2022-23 this floor is
drawn from the GST pool. However, the impact on the payments distributed
to the states in 2022-23 will be ameliorated by the annual top-up to the
GST pool by the Commonwealth and the no worse off guarantee.

The transition to the legislated arrangements includes a guarantee that no
state will be worse off compared to the previous arrangements, which did
not include GST pool top-up payments. The guarantee, legislated to apply
from 2021-22, will continue until 2026-27. Any no worse off amounts are

calculated in accordance with the legislation and provided directly by the

Commonwealth.



Chapter 1 sets out the Commission’s recommended GST revenue
distribution for 2022-23. Chapter 2 explains how the Commission’s
assessment of each state’s GST needs has changed since the 2021 Update.
Chapter 3 provides a snapshot of each state’s circumstances. Attachment A
provides relativities for the Commonwealth Treasurer to use in calculating
payments under the no worse off guarantee, and explains how these are
calculated. Attachment B explains the Commission’s quality assurance
process. The Commission consulted with states on new issues arising in
this update. State views and Commission responses are outlined in

New issues in the 2022 Update.
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1. Recommended GST relativities

Key points

e The GST relativity floor of 0.7 under the 2018 legislated
arrangements is operating within the GST pool in 2022-23 for the
first time. This has a significant effect on the relativities and shares
of the GST pool for all states in 2022-23. However, this effect on
payments to the states is ameliorated by the annual top-up to the
GST pool by the Commonwealth and the no worse off guarantee
that applies from 2021-22 under the 2018 legislated GST
arrangements.

e Western Australia and the Northern Territory would receive an
increased share of the GST pool in 2022-23 compared to 2021-22.

e The GST pool (which includes pool top-up payments but excludes
no worse off payments) is estimated to grow by more than
$4 billion. Consequently, several states would receive more GST in
2022-23, despite having a smaller GST relativity. Victoria is
expected to receive less revenue from the GST pool in 2022-23
than it received in 2021-22 and the ACT around the same.
However, like the other states, they will receive higher overall
payments under the 2018 legislated arrangements, which include
no worse off payments by the Commonwealth during the transition
period.

Recommended GST relativities and estimated GST
pool distribution

The Commission’s recommended GST relativities for 2022-23 are presented
in Table 1-1. The table also includes the state shares of the GST pool and
the estimated' GST pool distribution implied by those relativities, and
comparisons with 2021-22. It does not include no worse off payments.

Western Australia would have the largest increase in GST relativities and
increased share of the GST pool in 2022-23 compared to 2021-22.

The Northern Territory’s GST relativity and share of the pool would also
increase. All other states would receive a smaller share of the GST pool in
2022-23 compared to 2021-22 (excluding no worse off payments).

1 The GST pool distribution is only an estimate because the final distribution is dependent on actual state populations and GST
revenue. These are not known until the Treasurer makes a final determination. Usually there is not a large difference between
estimated and actual GST pool distribution. However, large revisions to the estimate for the amount of GST revenue raised in
2021-22 mean that the GST pool distribution for 2021-22 shown in Table 1-1 varies significantly from what was presented in the
2021 Report on GST Revenue Sharing Relativities.



Table 1-1  GST relativities, shares and estimated GST distribution, 2021-22 and 2022-23
(excludes no worse off payments(a))

GST relativities GST shares GST distribution

2021-22 2022-23 2021-22 2022-23 2021-22 2022-23

% % $m $m
New South Wales 0.95617 0.95065 30.3 30.0 22,107 23,218
Victoria 0.92335 0.85861 23.8 22.2 17,411 17,167
Queensland 1.05918 1.03377 21.5 21.2 15,739 16,384
Western Australia 0.41967 0.70000 4.4 7.3 3,199 5,682
South Australia 1.34719 1.28411 9.3 8.9 6,785 6,865
Tasmania 1.96067 1.85360 41 3.9 3,024 3,035
Australian Capital Territory 1.16266 1.09250 2.0 1.8 1,426 1,421
Northern Territory 4.79985 4.86988 4.6 4.7 3,379 3,644
Total 1.00000 1.00000 100.0 100.0 73,070 77,416
Note: The estimated GST pool distribution for 2022-23 was calculated by applying 2022 Update relativities to estimated state
populations (at December 2022) and the estimated GST pool for 2022-23.
(a) Since 2019-20, the Commonwealth has also made supplementary payments to deliver an outcome at least equivalent

to a relativity of 0.7 to Western Australia. This no longer applies in 2022-23.
Source: Commission calculation.

The Commonwealth is anticipating an increase in the GST pool from around
$73 billion in 2021-22 to more than $77 billion in 2022-232. Therefore, most
states would receive a larger payment from the GST pool in 2022-23 than
in the previous year. The exceptions are Victoria and, to a lesser extent,

the ACT. For these states, the decline in their GST relativities would more
than offset their share of the increase in the GST pool. However, like the
other states, they would receive higher overall payments under the

2018 legislated arrangements, which include the no worse off payments
during the transition period.

The Commonwealth has supplemented the GST revenue that is distributed
to the states with other forms of general revenue assistance.

e Since 2019-20, the Commonwealth has made supplementary
payments to Western Australia so that it achieves an outcome at
least equivalent to a GST relativity of 0.73. This no longer applies in
2022-23 and the impact of the 0.7 relativity floor is drawn from the
GST pool.

e Since 2021-22, the Commonwealth has provided a no worse off
guarantee to ensure that, over the transition period, no state receives
a lower cumulative amount of financial assistance under the GST
arrangements than it would have received prior to the 2018 legislated
arrangements taking effect. Details of how no worse off payments are
calculated are in Attachment A.

2 The GST pool consists of revenue from the GST plus a top-up payment from the Commonwealth. See Mid-Year Economic and
Fiscal Outlook (Budget 2021-22), Appendix C, Table C.7.

3 In 2019-20 a payment was also made to the Northern Territory to deliver an outcome equivalent to a relativity of 4.66.


https://budget.gov.au/2021-22/content/myefo/index.htm
https://budget.gov.au/2021-22/content/myefo/index.htm

e Since 2021-22, the Commonwealth has topped-up the pool of GST
revenue available for distribution to the states. The top-up payment
was $600 million in 2021-22 and is estimated, after indexation, to be
$636 million in 2022-23.

Assessed state budgets

Figure 1-1 illustrates the assessed state budgets per capita for 2022-23.
The blue bar on the left shows the total assessed expenditure (expenses
and investment) for each state. The bar on the right shows the sum of:
assessed own-source revenue; assessed net borrowing; Commonwealth
payments; and revenue from the GST pool.*

Figure 1-1 Assessed budgets per capita (excludes no worse off payments(a))

m Expenditure (b) Own source revenue mNet borrowing B Commonwealth payments mGST
25,000
20,000
©
B
& 15,000
] ,
1
[
Q
R4
10,000 I I
5000
0
NSW Vic Qld WA SA Tas ACT NT Total
(a) Since 2019-20, the Commonwealth has also made supplementary payments to deliver an outcome at least equivalent
to a relativity of 0.7 to Western Australia. This no longer applies in 2022-23.
(b) Includes expenses and investment.

Source: Commission calculation.

Under the previous GST distribution arrangements, each state’s GST share
was calculated so that its assessed revenue (including GST) equalled its
assessed expenditure.

After blending assessed and standard state relativities and applying the GST
relativity floor of 0.7, Western Australia is now assessed to have revenue
per capita greater than its assessed expenditure per capita. This can be
seen by noting that, for Western Australia, the revenue bar on the right is
taller than the expenditure bar on the left. All other states are assessed to
have slightly less assessed revenue than assessed expenditure.

4 The terms used in the paragraph are defined in the glossary.



Assessed, standard state, blended and GST
relativities

Table 1-2 shows how GST relativities were derived from assessed
relativities® and Table 1-3 shows the estimated distribution of the GST pool
for each stage of the process. See box below for an explanation.

Table 1-2 Assessed relativities to GST relativities, 2022-23

Assessed Standard state Blended GST

relativities relativities relativities relativities

New South Wales 1.01373 0.93448 0.98742 0.95065
Victoria 0.92170 0.84245 0.89538 0.85861
Queensland 1.09684 1.01758 1.07053 1.03377
Western Australia 0.15784 0.84245 0.38608 0.70000
South Australia 1.34715 1.26790 1.32087 1.28411
Tasmania 1.91658 1.83733 1.89037 1.85360
Australian Capital Territory 1.15556 1.07631 1.12927 1.09250
Northern Territory 493255 4.85329 4.90665 4.86988
Total 1.00000 1.00000 1.00000 1.00000

Source: Commission calculation.

Table 1-3 Contribution of new GST relativities to change in GST distribution 2021-22 to
2022-23 (excludes no worse off payments(a))

NSW Vic (e][¢] WA SA Tas ACT NT Redist
$m $m $m $m $m $m $m $m $m
Assessed relativities (b) 1,195 -206 459  -1,387 -47 -87 -21 92 1,747
Blended relativities (c) -400 -328 -256 1,119 -84 -24 -21 -7 1,119
Implement GST floor (d) -898 -735 -583 2,548 -197 -60 -48 -28 2,548
Change due to new GST
relativities (e) -102 -1,269 -379 2,280 -327 -171 -89 57 2,337
(a) Since 2019-20, the Commonwealth has also made supplementary payments to deliver an outcome at least equivalent
to a relativity of 0.7 to Western Australia. This no longer applies in 2022-23.
(b) Effects on the distribution of the 2022-23 GST pool of using 2022 Update assessed relativities instead of 2021 Update
assessed relativities.
(c) Effects on the distribution of the 2022-23 GST pool of using 2022 Update blended relativities in place of 2021 Update
assessed relativities.
(d) In this update, the floor of 0.7 is drawn from the GST pool.
(e) Sum of (b), (¢) and (d).

Source: Commission calculation.

Assessed relativities

Changes in assessed capacity to raise revenue, driven mainly by a large
increase in iron ore prices, had a significant impact on assessed relativities
for all states. The increase in Western Australia’s revenue raising capacity
from mining reduced its assessed relativity and increased the assessed
relativities of the other states.

5 These were referred to as relative fiscal capacities in the 2021 Update.



An uneven property boom also changed states’ relative capacities to raise
stamp duty. Victoria was assessed to have a reduced capacity, increasing its
assessed relativity. All other states were assessed to have an increased
capacity, reducing their assessed relativities.

Differences between states in relative wage growth were another important
influence on assessed relativities for some states. Relatively high wage
growth in New South Wales, Western Australia and South Australia
increased their assessed relativities. Relatively slow growth in Victoria,
Queensland, the ACT and the Northern Territory reduced their assessed
relativities.

Victoria’s assessed relativity was significantly impacted by changes in
relative state population growth. Victoria’s population growth in 2017-18
(2.28%) was much higher than the national average (1.57%). Therefore,
Victoria was assessed to have well above average investment needs and
was allocated a greater share of the GST pool when 2017-18 was included
in the assessment years. For the 2022 Update, 2017-18 dropped out of the
assessment period and was replaced by 2020-21. For 2020-21, Victoria’s
population declined (-0.04%) and was below the national average (growth
of 0.49%). The reduction in Victoria’s population growth over the
assessment period reduced its assessed need to invest in infrastructure,
and in turn reduced its share of the GST pool.

Chapter 2 explains the key drivers of changes in assessed relativities in
more detail. Chapter 3 explains the implications for each state.

Standard state relativities

The equalisation arrangements legislated in 2018 ensure that, from 2026-27,
each state’s GST relativity will be at least as high as the relativity of the
fiscally stronger of New South Wales or Victoria (referred to as the
‘standard state’). This means no state will receive less GST per capita than
the standard state. Should any state be fiscally stronger than the standard
state, its GST relativity will be increased to the relativity of the standard
state. Given the GST is distributed from a fixed funding pool, other states’
relativities will fall to accommodate this increase.

Victoria has been assessed as the standard state in each of the three
assessment years used for the 2022 Update. Western Australia is the only
state with an assessed relativity below the standard state. Hence,
Western Australia’s standard state relativity has been brought up to
Victoria’s standard state relativity of 0.84245 (see box below). The

2018 legislated arrangements are being introduced over a 6-year period, by
blending standard state relativities with assessed relativities.



Blended relativities and the GST relativity floor

The blending of assessed relativities with standard state relativities results
in an increased distribution in the GST pool to Western Australia and a
reduced distribution to all other states.

Western Australia’s blended relativity (0.38608) is below the GST relativity
floor of 0.7. Consequently, the blended relativities of all other states are
further reduced to give Western Australia a GST relativity of 0.7. The GST
pool impact associated with this step is undertaken on a state population
basis, so the per capita impact is the same for each state.



Calculation of GST relativities

The Commission’s recommendations on GST relativities are consistent
with Commonwealth legislation® and the terms of reference issued by the
Commonwealth Treasurer. The Commission undertakes several steps to
produce GST relativities.

Assessed relativities

Assessed relativities are calculated by comparing each state’s relative
ability to raise revenue with its relative cost of providing services.

Drivers of differences in revenue capacity include mineral endowments,
land values, property transactions, and taxable payrolls. States also
receive different levels of Commonwealth payments.

Service costs can vary by state for a range of reasons, including
socio-demographic characteristics of the population, wage pressures,
population dispersion or density, and rates of population growth.

Standard state relativities

Standard state relativities are calculated in each assessment year by
adjusting the assessed relativities so that no state has a relativity that is
below the lower of New South Wales or Victoria (the standard state).

Blended relativities

Over the transition period defined in the 2018 legislated GST distribution
arrangements, assessed relativities are blended with standard state
relativities. The weighting that each receives is specified in the legislation.
In the 2022 Update, assessed relativities have a weighting of two-thirds
and standard state relativities one-third.

GST relativity floor

The GST floor sets a relativity below which a state’s per capita share of
the GST pool cannot fall. In 2022-23, the floor is 0.70. If a state’s blended
relativity is below the floor, its GST relativity is adjusted up to the floor.
To accommodate this, the relativities of other states are adjusted down
on a population-share basis.

GST relativities

The final numbers are called GST relativities and are used to calculate
the share of revenue that each state receives from the GST pool.

6 The Commonwealth Grants Commission Act 1973 and the Federal Financial Relations Act 2009.



Movements in the GST distribution

Table 1-4 sets out the estimated change in distribution of the GST pool for
each state from 2021-22 to 2022-23. It identifies how changes in
population shares, the GST pool and GST relativities contribute to the
estimated change in GST distribution.

Table 1-4 Change in GST distribution from 2021-22 to 2022-23 (excluding no worse off

payments(a))
NSW Vic Qld WA SA Tas ACT NT Total
$m $m $m $m $m $m $m $m $m
Estimated 2021-22 distribution 22,107 17411 15739 3,199 6,785 3,024 1426 3,379 73,070
Estimated 2022-23 distribution 23218 17,167 16,384 5682 6,865 3,035 1,421 3,644 77416
Change 1,111 -244 645 2,483 80 11 -5 265 4,346
Change caused by new:
Population (b) -95 -10 83 12 3 2 -1 6 0
Pool (c) 1,309 1,035 941 191 404 180 85 201 4,346
GST relativities (d) -102 -1,269 -379 2,280 -327 -171 -89 57 0
Change ($m) (e) 1,111 -244 645 2,483 80 1 -5 265 4,346
Change ($pc) 136 -36 121 912 45 20 -12 1,055 167
(a) Since 2019-20, the Commonwealth has also made supplementary payments to deliver an outcome at least equivalent
to a relativity of 0.7 to Western Australia. This no longer applies in 2022-23.
(b) Effects on the distribution of 2021-22 GST pool of using estimated state populations as at December 2022 instead of
December 2021, with 2021 Update relativities.
(c) Effects of applying the 2021 Update relativities to the estimated 2022-23 GST pool.
(d) Effects on the distribution of the 2022-23 GST pool of using the 2022 Update relativities instead of 2021 Update
relativities.
(e) Sum of (b), (¢) and (d).

Sources: 2021-22 and 2022-23 GST pool estimates were taken from the Commonwealth Budget, Mid-Year Economic and Fiscal
Outlook 2021-22. December 2021 and 2022 population estimates were provided by the Australian Treasury from the
same source.

The distributions in 2022-23 differ from 2021-22 for the following reasons.

e State populations differ. The estimated 2022-23 distribution is based
on the 2021-22 Mid-Year Economic and Fiscal Outlook estimates of
state populations for 2022-23. The 2021-22 distribution is based on
the 2021-22 Mid-Year Economic and Fiscal Outlook estimate of
populations for 2021-22.

- Slower population growth between these dates in
New South Wales, Victoria and the ACT means they are
estimated to receive less revenue from the GST pool than
states with faster population growth, such as Queensland,
Western Australia and the Northern Territory.

e The size of the GST pool available for distribution is different.
Any growth in the pool is distributed to each state using its
population share weighted by its GST relativity.

10



- All states benefit from the anticipated growth in the GST pool
in 2022-23. States with a higher relativity, in particular the
Northern Territory, but also Tasmania and South Australia,
benefit more (on a per capita basis) than states with a lower
relativity.

e The relativities used to distribute the GST are different.
The estimated 2022-23 distribution is based on the relativities
recommended in the 2022 Update, whereas the 2021-22 distribution
is based on the 2021 Update relativities.

- The contribution from updating GST relativities increases the
amount of the GST pool distributed to Western Australia and
the Northern Territory in 2022-23 compared to 2021-22.

Overall, Western Australia would receive the largest increase in revenue
from the GST pool in dollar terms and the Northern Territory the largest in
per capita terms. In the absence of no worse off payments, Victoria would
receive the largest decline in revenue from the GST pool, in dollar and

per capita terms.

Size of the equalisation task

Since the introduction of the GST in 2000-01, South Australia, Tasmania,
the ACT and the Northern Territory have had relatively stable GST pool
distribution (see Figure 1-2). Queensland has had above-average GST pool
distribution in 18 out of 23 years. Its high needs in the mid-2010s were
mainly due to significant natural disaster relief expenses. Western Australia
had above average needs for a 3-year period in the mid-2000s.

11



Figure 1-2 Proportion of the GST pool in excess of a state’s population share, 2000-01 to
2022-23 (excludes no worse off payments(a))

14
Legislated GST arrangements commence

Qld

mENT mACT mTas mSA = WA mQld

(a) Since 2019-20, the Commonwealth has also made supplementary payments to deliver an outcome at least equivalent
to a relativity of 0.7 to Western Australia. This no longer applies in 2022-23.

Source: Commission calculation.

The GST needs of New South Wales, Victoria and Western Australia have
varied since the introduction of the GST (see Figure 1-3).

Figure 1-3 Proportion of the GST pool less than a state’s population share, 2000-01 to
2022-23 (excludes no worse off payments(a))

Legislated GST arrangements commence
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(a) Since 2019-20, the Commonwealth has also made supplementary payments to deliver an outcome at least equivalent
to a relativity of 0.7 to Western Australia. This no longer applies in 2022-23.

Source: Commission calculation.

Growing royalties from iron ore have resulted in Western Australia needing
significantly less revenue from the GST pool. The high concentration of iron
ore in Western Australia has meant that changes in its GST needs largely
follow changes in its iron ore royalties. While iron ore royalties have
increased rapidly over the past two decades, they have fluctuated due to
the combined effect of price volatility and an expansion in the volumes
produced. Iron ore prices peaked at around A$186 per metric tonne in
2010-11, before falling to A$58 in 2015-16, and then rising to reach record
levels of A$234 in 2020-21.
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The growing fiscal strength of Western Australia has meant that
New South Wales and Victoria have become fiscally weaker in relative
terms. Taken together, the proportion of the GST pool received by these
states has increased since 2004-05.

13



2. Drivers of GST distribution

Key points

The largest factor influencing change in the distribution of GST in
the 2022 Update came from the phased implementation of the 2018
legislated arrangements. The GST relativity floor of 0.7 under the
legislated arrangements is operating within the GST pool for the
first time. In 2021-22, the Commonwealth made payments outside
the GST pool to Western Australia to give it an outcome equivalent
to a 0.7 relativity. Independent of changes in state circumstances
and data revisions, the impact of the relativity floor, along with
blended relativities, is estimated to increase Western Australia’s
GST distribution by $3.7 billion more than it did in the 2021 Update.
In turn, this reduces the GST distribution of all other states.

The impact on the other states would be ameliorated by the
Commonwealth’s transitional no worse off guarantee payments
under the 2018 legislated arrangements.

Changes in states’ relative abilities to raise revenue also changed
the GST distribution from 2021-22. Higher iron ore prices decreased
the assessed needs for Western Australia and increased them for
all other states. The fall in the value of coal production increased
assessed needs for Queensland and decreased them for all other
states. An uneven property boom changed states’ relative capacities
to raise stamp duty.

States’ relative spending needs also changed. Slower population
growth in Victoria over the assessment period reduced its assessed
capital needs by $672 million (reduced GST needs for investment
and a smaller increase in needs for net borrowing). Differences
between states in relative wage growth were also important.

This, along with its growing share of Commonwealth payments,
reduced the ACT’s GST needs.

Newly available data also led to a small change in the distribution
of GST.

Why GST shares differ

States’ economic, social and demographic characteristics affect their
expenditures and revenues. The Commission takes these into account when
assessing how much GST each state needs.

14



Table 2-1 shows how these characteristics have contributed to differences
between the recommended GST pool distribution and an equal per person
allocation. This comparison is useful as it shows whether a state has been
assessed by the Commission to have above-average or below-average
needs for GST revenue.

Assessed relativities reflect the Commission’s assessment of how much
GST each state needs to have the same fiscal capacity to provide services
and associated infrastructure, after allowing for advantages and
disadvantages affecting revenues and expenditures. The 2022 Update’s
assessed relativities include two ‘firsts’.

e For the first time since the introduction of the GST, New South Wales
has an assessed relativity above one (1.01373, see Table 1-2 in the
previous chapter). This means that it would need $345 million more
GST than an equal per capita distribution in order to have the same
capacity to provide services as the other states.

e Also for the first time, the Commission assessed that
Western Australia had the capacity to raise more in revenue in
2020-21 than it required to meet its assessed expenditure needs (by
$663 million). This is reflected in its negative annual assessed
relativity of 0.08724 in that assessment year. Its average assessed
relativity, based on the average of three years (2018-19, 2019-20,
2020-21), remains positive. As discussed in New issues in the 2022
Update, no adjustments were considered necessary to deal with a
negative annual relativity.

Table 2-1 shows that New South Wales and Victoria had above-average
capacities to raise revenue from property sales and taxable land values, yet
lower mining revenue raising capacities. When combined with
below-average expenditure needs, and the effect of blended relativities and
the GST floor, these states required less than an equal per capita share of
GST. While high mining revenue raising capacity in Western Australia
lowered its GST needs, this was offset by the effect of blended relativities,
the GST floor and relatively high expense needs.

In contrast to Western Australia, the overall revenue raising capacity of the
other states was below-average, which increased their GST needs.
Queensland, Tasmania and the Northern Territory have above-average
expense needs, mainly arising from their higher cost socio-demographic
composition. This increases their GST distributions. The ACT’s
below-average spending needs lower its GST needs. South Australia has a
socio-demographic composition that leads to above-average expense
needs, but its high expense needs are more than offset by its low
investment needs. The GST needs of these states are reduced by the effect
of blended relativities and the GST floor; although across the transition
period, this impact would be ameliorated by the Commonwealth’s

no worse off payments.
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Table 2-1 Drivers of difference from an equal per capita distribution of GST, 2022-23

NSW Vic Qld WA SA Tas ACT NT Redist
$m $m $m $m $m $m $m $m $m

REVENUE RAISING CAPACITY
Mining 3,963 4,738 -757  -9,419 910 316 326 -76 10,252
Property sales -1,826 -638 768 837 589 172 -4 102 2,468
Taxable land values -1,316 -721 1,002 251 469 172 114 28 2,037
Taxable payrolls -400 54 634 -939 403 216 48 -16 1,356
Other revenue effects 143 137 -64 -113 -138 -16 40 11 331
TOTAL REVENUE 563 3,570 1,583 -9,383 2,233 861 523 49 9,383
COMMONWEALTH PAYMENTS 601 1,342 -1,264 -88 -144 -91 104 -460 2,047

EXPENSE NEEDS

Socio-demographic composition (SDC)

Population dispersion -1,815  -1,591 1,005 593 104 588 -256 1,373 3,663
Indigenous status 92 -2,296 986 277  -202 164 91 1,070 2,589
Socio-economic status 66 -276 258 -176 499 92 -306 -156 915
Age 198 -98 -158 -61 197 -8 -20 -50 395
Other SDC -99 -246 180 41 25 29 -21 90 366
Total SDC -1,559  -4,508 2,271 674 623 866 -694 2,328 6,761
Urban centre characteristics 1,385 575 -887 -343  -320 -235 -72 -103 1,960
Wage costs 632 -345 -583 712 -422 -193 118 81 1,543
Administrative scale -663 -463 -268 75 194 361 362 403 1,395
Student populations -237 -425 439 170 -29 11 25 45 691
Non-state health sector -190 172 -213 181 -4 18 98 -62 469
Other expenses -495 -808 407 640 111 89 -98 153 1,401
TOTAL EXPENSES -1,128  -5,803 1,166 2,111 153 917 -261 2,845 7,192
INVESTMENT
Capital improvements 319 -403 -75 142 131 -88 -161 398 858
Cost of construction 238 -625 -128 413 -25 -50 16 161 827
Population growth -371 399 420 -23  -278 -57 -18 -72 819
TOTAL INVESTMENT 186 -628 218 531 -435 -194 -164 486 1,421
NET BORROWING 123 -39 -163 -5 52 8 0 24 207
Total effect of assessed
relativities (a) 345  -1,558 1,541 -6,835 1,859 1,502 203 2,944 8,393
Blended relativities & GST floor -1,550 -1,269 -1,006 4,400  -340 -104 -83 -48 4,400
TOTAL -1,205  -2,827 535 -2,435 1,519 1,397 120 2,895 6,467
Note: This table shows the drivers that lead to each state receiving more or less than an equal per capita share of GST in
(a) i::js:e?; relativities reflect the GST each state needs to have the same capacity to provide services as the other states.

Legislation specifies how these are adjusted to derive GST relativities, which determine GST distribution.
Source  Commission calculation.
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Why GST shares have changed

In this update, the Commission has used the latest available data to reflect
the latest circumstances of states. It has applied the methods developed in

the 2020 Review and continued the phased implementation of the

2018 legislated arrangements. Changes in assessed needs mainly relate to
changes in revenue raising capacity, which tends to be more volatile than

expenditure needs.

Table 2-2 Composition of estimated changes in GST distribution, 2021-22 to 2022-23

Expense needs

Investment needs

Net borrowing

Revenue raising capacity
Commonwealth payments
Change in assessed relativities
Blended relativities and GST floor

Change in GST relativities
Source: Commission calculation.

Changes in states’ GST shares occurred for three reasons.

NSW
$m
169
259

704
68
1,195

-1,298

-102

Vic

$m

231
-707

241
530
-38

-206
-1,063
-1,269

Qld

$m

-301

99

-103

906

-141

459
-839
-379

WA
$m
422
343
-77
-2,064
-12

-1,387

3,667
2,280

NT  Redist
$m $m
32 624
2 750
-10 241
54 2,199
14 191
92 1,747
-35 3,667
57 2,337

e Some data used in the 2021 Update were revised when more recent

data became available.”

e States’ economic and socio-demographic circumstances change over
time. The 2022 Update assessed states’ needs using an average of
data for the three years 2018-19 to 2020-21. The 2021 Update used
data for 2017-18 to 2019-20. Differences between the year brought
into the 3-year average (2020-21) and the year removed (2017-18)

changed states’ relative needs.

e Legislated arrangements for GST distribution are also being phased in.
For the 2022 Update, each state’s GST relativity must be at least 0.7.8
This, along with blended relativities, affects each state’s GST share.

Table 2-3 shows the impacts of data revisions and changes in state

circumstances. The main drivers are discussed below.

7 Revisions can also occur because data providers identify errors in their data, or because of errors made by the Commission in

previous inquiries.

8 In 2021—22, the Commonwealth provided a payment to Western Australia equivalent to a relativity floor of 0.7. In this inquiry,

the floor is calculated within the GST distribution system and drawn from the GST pool.

17



Table 2-3 Change in the estimated GST distribution by source of change, 2021-22 to

2022-23
NSW Vic Qld WA SA Tas ACT NT Redist
$m $m $m $m $m $m $m $m $m
Data revisions 135 46 -73 -1 -74 -54 -18 50 230
Changes in state circumstances (a) 1,061 -251 533 -1,376 27 -33 -3 42 1,663
Total 1,195 -206 459  -1,387 -47 -87 -21 92 1,747
(a) Includes both the changes in relative state circumstances and changes in how much states collectively spend or raise.

Source  Commission calculation.

Data revisions

This section describes the impact of replacing data used in the 2021 Update
with the latest available data. Since the 2021 Update, data providers have
released updated data about circumstances in 2017-18, 2018-19 and
2019-20. The Commission has revised some of its assessments using the
latest available data.

Table 2-4 Major effects of data revisions, 2021-22 to 2022-23

NSW Vic Qld WA SA Tas ACT NT Redist

$m $m $m $m $m $m $m $m $m

Investment 45 43 -49 28 -39 -24 -5 1 117
Payroll tax 76 0 -21 -26 -22 -5 -6 4 80
Net borrowing -35 49 15 -4 -14 -2 -2 -7 64
Health 29 -18 -6 -4 -7 -13 1 18 48
Other revisions 19 -29 -13 -3 7 -9 -5 33 60
Total 135 46 -73 -1 -74 -54 -18 50 230

Source  Commission calculation.

Revisions to investment data

Data provided by states for the 2021 Update estimated investment in urban
transport for 2019-20 at $7.5 billion. In this update, these state data were
replaced with an ABS estimate of $8.9 billion. These revisions increased the
assessed need for urban transport investment in New South Wales and
Victoria, reducing it in other states.

The latest data from the Survey of Motor Vehicle Use on the mix of urban
and rural traffic and heavy vehicle use have been incorporated into the
assessments of investment in urban and rural roads, increasing the
assessed investment needs of Victoria, Queensland and Western Australia.

Revisions to payroll tax

The ABS revised its Compensation of Employees (CoE) data, which are used
by the Commission to estimate states’ payroll tax capacities.
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The largest revisions were to the data for New South Wales. Revisions
reduced the revenue raising capacities of New South Wales and the
Northern Territory, increasing their GST shares. Revisions increased the
revenue raising capacities of all other states except Victoria, and reduced
their GST shares.

Revisions affecting net borrowing

The net financial liabilities that states collectively held at 30 June 2020
were revised down from $306 billion to $230 billion. When it assesses
needs for net borrowing, the Commission reduces the needs of states with
faster growing populations because they have more people to service their
liabilities. Victoria and Queensland had above-average population growth in
2019-20, the year affected by net financial assets held at 30 June 2020.
This revision increased their GST needs.

Health

In health, there were two important data revisions. Because of an ongoing
lag in the release of hospital activity data, 2018-19 data were used in the
2021 Update to represent 2018-19 and 2019-20. For this update, 2019-20
data have been released. The data for the 2019-20 assessment year have
been revised for the 2022 Update to reflect the new data. The newly
available 2019-20 data are now used to reflect 2019-20 and 2020-21
assessment year circumstances. Also, as foreshadowed in the 2020 Review
and discussed in New issues in the 2022 Update, hospital separations data
were replaced with national weighted activity unit data as the measure of
activity in the non-admitted patient component assessment. These
revisions increased the GST needs of New South Wales, the ACT and the
Northern Territory.

Changes in state circumstances

This section describes the main changes in state circumstances since the
2021 Update — that is, the changes that occurred when revised 2017-18
data were replaced with 2020-21 data. Table 2-5 shows the impacts across
assessment areas.

Table 2-5 Composition of changes in state circumstances 2021-22 to 2022-23

NSW Vic Qld WA SA Tas ACT NT Redist

$m $m $m $m $m $m $m $m $m

Expense needs 123 -185 -274 418 -18 -19 -35 -9 540
Investment needs 215 -750 148 315 8