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	Overview
Record low unemployment, a pickup in wage growth and strong commodity prices have seen tax receipts recover strongly after the COVID‑19 pandemic. Tax receipts are projected to grow to 24.4 per cent of GDP over the medium term to 2033–34, consistent with the projections in the 2023–24 Budget. Tax‑to‑GDP is then assumed to remain at this level over the remainder of the 2023 Intergenerational Report (IGR) projection period to 2062–63.
Structural changes to the economy are projected to put pressure on the revenue base over the coming decades. Indirect sources of revenue are expected to decline as the decarbonisation of the transport industry and changing consumer preferences erode fuel and tobacco excise bases. 
Changes to the structure of the economy over coming decades could also see other shifts in the composition of the tax base. Governments will need to make choices about how they respond to these shifts in the economy and tax bases while maintaining sustainable public finances and funding essential services.
Non‑tax receipts are projected to decline as a share of the economy over the long‑term projection period. This reflects lower earnings from the Australian Government Future Fund (Future Fund) as assets are anticipated to be drawn down to fund public superannuation liabilities.
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Ensuring a sustainable tax system
An efficient, fair and sustainable tax system is vital to ensuring Australia can pay for the essential public services that will need to be delivered over the decades ahead. 
Australian Government revenue is made up of tax receipts and non‑tax receipts. Tax receipts are the largest source of revenue and were expected to make up 92.5 per cent of total receipts in 2022–23. This share is projected to rise to 93.9 per cent by 2062–63. Tax receipts are comprised of:
income taxes, such as personal income tax and company income tax, and
indirect taxes, including the goods and services tax (GST), excise and customs duties. 
Tax projections in the 2023 IGR reflect the assumption that tax as a share of the economy remains constant at 24.4 per cent of GDP from the end of the medium‑term projection period. This does not take into account policy decisions that may be taken by governments into the future. Technical assumptions that limit tax‑to‑GDP over long‑term projection periods have been a feature of every intergenerational report. Without this assumption, taxes would rise significantly as a share of GDP over the projection period due to ongoing income and wages growth in the context of a progressive personal income tax system, which would not be realistic. 
To ensure the tax system remains efficient, fair and sustainable, governments will need to respond to emerging issues and changes in the structure of the economy and the tax system over time. This may include tax reform, limiting growth in expenditure, and policies to support stronger economic growth, in order to fund Australia’s essential services. 
Structural changes in the economy will narrow the tax base
[bookmark: _Hlk129595880]Tax receipts directly impact the underlying cash balance position and the sustainable level of goods and services the Government can fund.
Changing consumer preferences, rapid technological advances, global efforts to decarbonise and a more complex global strategic outlook are projected to reshape the economic environment over the next 40 years. These broader economic trends will directly impact the tax system. For example, tax receipts from traditional sources such as fuel excise and tobacco excise are expected to decline over time (Box 8.1). Global demand for bulk commodities, and therefore reliance on them as a source of company tax revenue, is also expected to fall (Chapter 5). Personal income tax receipts are projected to increase due to income and wages growth and continued population growth consistent with the 2021 IGR. 
Governments will need to make choices about the structure of the tax system to adapt in the face of this evolving landscape in order to pay for essential public services.
	[bookmark: _Ref139364643]Declining excise taxes leave a gap in the tax base
Indirect taxes (excluding GST) as a share of GDP are projected to decrease from 2.2 per cent in 2022–23 to 1.4 per cent in 2062–63, further extending the decline observed over the past 20 years. The decline reflects projected increases in the uptake of electric vehicles and a decline in per capita smoking rates (Chart 8.9).[footnoteRef:2] [footnoteRef:3] However, the rate at which these indirect tax bases erode is highly uncertain. [2:  	Under the 2023 IGR scenario, electric vehicles are projected to increase from less than one per cent of the entire motor vehicle fleet in 2022–23 to 85 per cent by 2062–63 (Chart A5.1).]  [3:  	Tobacco consumption is assumed to be flat in aggregate terms.] 

To highlight the impact of this uncertainty on the outlook for the indirect tax base, Chart 8.1 illustrates potential further declines in fuel and tobacco excise. The steeper decline reflects the accelerated electric vehicle adoption scenario presented in Box 8.2, and smoking rates declining at an accelerated pace.[footnoteRef:4] Under this scenario, the indirect tax share of GDP (excluding GST) is projected to decrease from 2.2 per cent in 2022–23 to 0.8 per cent in 2062–63. [4:  	Smoking initiation and cessation rates are projected to continue their trajectory downwards and upwards, respectively, in line with trends from the 2011–12 to 2020–21 ABS National Health Survey.] 


0. [bookmark: _Ref139375971]Indirect tax receipts (excluding GST)
[bookmark: _1753078697][image: The chart shows indirect tax receipts as a percentage of GDP decline over the IGR period, with lines demonstrating both baseline and scenario assumptions. The scenario declines more than the baseline. 
]
Source: Treasury.





Total tax projections
Total tax receipts increase in the medium term
Total tax receipts as a share of the economy have recovered since the COVID‑19 pandemic. After falling to a recent low of 21.8 per cent in 2019–20, the tax‑to‑GDP ratio is now forecast to reach 23.9 per cent in 2023–24, before declining to 23.3 per cent by 2026–27 at the end of the 2023–24 Budget forward estimates period (Chart 8.2). This decline is driven by lower personal income tax and company tax receipts as a share of GDP, in part due to lower assumed commodity prices.

[bookmark: _Ref138086749]Composition of Australian Government receipts
[image: The stacked area chart shows various Government receipts as a proportion of GDP.
]
Source: Treasury.

The recent change in tax receipts as a share of GDP is consistent with the historical experience of tax receipts fluctuating with economic conditions. The tax‑to‑GDP ratio averaged around 23.9 per cent of GDP over the eight years to 2007–08 (the period following the introduction of the GST and prior to the global financial crisis) reaching 24.2 per cent of GDP in 2004–05 and 2005–06. Since 2007–08 the economy has been impacted by significant external shocks, including the global financial crisis and COVID‑19 pandemic. This contributed to large volatility in tax receipts over that period. Since the recovery from the pandemic, elevated commodity prices and ongoing strength in the domestic labour market have resulted in higher tax receipts. By the end of the medium term in 2033–34, the tax‑to‑GDP ratio is projected to reach 24.4 per cent. These projections are consistent with the 2023–24 Budget estimates. 
The level of taxation in Australia remains below the Organisation for Economic Co‑operation and Development (OECD) average (Chart 8.3). A significant difference between Australia and most other OECD countries is that Australia’s tax mix does not include Social Security Contributions (SSC). While compulsory superannuation contributions are similar in many respects to SSCs levied in other OECD countries, they are excluded from the definition of SSC as the benefits are owned and managed on behalf of the individual.

[bookmark: _Ref131075271]International comparison of total tax revenue – all levels of government
[image: A line chart compares tax revene from all levels of Australian government to the OECD average from 1984-85 to 2020-21. The Australian tax revenue as a proportion of GDP is relatively low compared to the OECD average.
]
Note: State and local government taxes account for around 20 per cent of total Australian tax revenue on average, or around 5 to 6 per cent as a share of GDP. 
Source: Treasury; OECD Revenue Statistics 2022.

Under the technical assumption of maintaining a long‑run tax‑to‑GDP ratio of 24.4 per cent of GDP from 2033–34, increases in personal income tax, supported by income, wages and population growth, is limited to only offset the decline in indirect tax receipts. The assumption results in personal income tax increasing from 13.5 per cent of GDP in 2033–34 to 14.3 per cent of GDP in 2062–63. This is a technical assumption that does not take into account policy decisions that may be taken by governments into the future in response to the evolving economic circumstances.
The composition of taxes is projected to change
Longer‑run trends in the economy will influence the composition of tax receipts. This includes increased take up of electric vehicles and reduced smoking rates, contributing to a decline of indirect taxes as a share of GDP. Governments will need to understand the potential implications of these trends on the efficiency, equity and sustainability of the tax system when considering what policy responses would be most appropriate. 
In the absence of policy change, personal income tax receipts are projected to grow from 50.5 per cent of total tax receipts in 2022–23 to 58.4 per cent in 2062–63. Company tax receipts are projected to fall from 23.5 per cent of total tax receipts in 2022–23 to 18.0 per cent by 2033–34, and remain at that share until 2062–63. GST receipts are expected to stay broadly level, moving from 13.9 per cent in 2022–23 to 14.0 per cent in 2062–63. 
The share of total tax receipts from other indirect taxes (including excise) is projected to decline from 8.6 per cent in 2033–34 to 5.6 per cent in 2062–63 (Chart 8.4).

[bookmark: _Ref138087486]Composition of tax receipts
[image: A stacked area chart shows the composition of tax receipts as a proportion of total tax revenue from 2002-03 onwards across the IGR period.
]
Source: Treasury.

0. Personal income tax
Personal income tax receipts were forecast to be 11.7 per cent of GDP in 2022–23. This is projected to increase to 13.5 per cent by 2033–34 (Chart 8.5).
Consistent with the 2021 IGR, personal income taxes are projected to grow as a share of GDP due to the progressive nature of personal income taxes and ongoing income and wages growth to be 14.3 per cent of GDP at the end of the projection period in 2062–63.
Increases in nominal wages result in increasing average personal tax rates over time as a higher proportion of an individual taxpayer’s income is paid at the highest marginal tax bracket applicable to them. This phenomenon is often referred to as ‘bracket creep’. Average personal tax rates fall when governments reduce personal income taxes.

[bookmark: _Ref131075336]Personal income tax receipts
[image: A line chart shows personal income tax receipts as a percentage of GDP from 1982-83 onwards across the IGR period
]
Source: Treasury.



In the absence of policy change, projections show increasing reliance on personal income tax. However, taxpayers have declined as a share of the total population since peaking in 2005–06 despite a similar employment‑to‑population ratio (Chart 8.6). This is the result of an increase in the effective tax‑free threshold, driven by policy decisions to raise the threshold itself and associated increases to low income and age‑related tax offsets, coupled with population ageing over the period. 
As the population ages, the personal income tax base is projected to continue to narrow in line with the projected decline in workforce participation. Only 12 per cent of Australians aged 70 and over pay income tax and this age group now makes up 12.2 per cent of the total population. This age group is expected to increase to 18.1 per cent of the total population in 2062–63.

[bookmark: _Ref131075429]Taxable individuals as a share of total population
[image: This line chart shows taxable individuals as a share of the total population from 1990-91 to 2020-21.]
Source: Treasury; ATO Taxation Statistics; ABS.

Goods and services tax 
GST receipts were expected to be 3.2 per cent of GDP in 2022–23. GST receipts increase slightly to 3.4 per cent of GDP over the forward estimates period and are projected to remain stable as a share of the economy over the projection period (Chart 8.7).

[bookmark: _Ref131075458]Goods and services tax receipts
[image: This line chart shows goods and services tax receipts as a percentage of GDP from 2002-03 onwards across the IGR period.]
Source: Treasury.

Although GST receipts as a share of GDP initially declined in 2019–20 due to COVID‑19, GST rebounded strongly in 2020–21 and reached its highest level since 2007–08. This was due to the significant rebound in household consumption. The lower GDP share in 2021–‍22 and 2022–23 is partly driven by a lower consumption share of GDP as commodity export values increased significantly.
Over the projection period, consumption patterns are likely to change, with possible implications for GST. For instance, as the population ages and demand for care and support services rises, the share of consumption subject to GST could fall. However, there is significant uncertainty around the magnitude of the effect on GST and any offsetting impacts. These include changes in private spending on GST‑exempt education, and the broader impacts of climate change and technological transformation on consumption patterns.
Indirect tax (excluding GST)
Indirect taxes (excluding GST) were forecast to be 2.2 per cent of GDP in 2022–23. This share is expected to gradually decline over the medium and long term reflecting changing consumption patterns and structural change in the economy. By 2062–63 indirect taxes (excluding GST) are projected to be 1.4 per cent of GDP (Chart 8.8).

[bookmark: _Ref131075487][bookmark: _Ref139376070]Indirect tax receipts (excluding GST)
[image: A line chart shows indirect tax receipts (excluding GST) as a percentage of GDP from 2002-03 onwards across the IGR period
]
Source: Treasury.



Indirect taxes include excise and customs duties (1.7 per cent of GDP in 2022–23), visa application charges, the wine equalisation tax, the luxury car tax (LCT) and the major bank levy. The decline in indirect taxes over the projection period is the continuation of a long‑term trend of declining excise and customs duty receipts since 2000–01 (Chart 8.9). 
The decline in excise and customs duties as a share of GDP has been driven by a combination of changing consumption trends and policy decisions. These include changes in fuel excise rates and free trade agreements with key trading partners.

[bookmark: _Ref131075512][bookmark: _Ref138157004]Change in excise and customs duty receipts since 2000–01
[image: A stacked bar chart shows excise and customs duty receipts as a percentage of GDP from 2001-02 onwards across the IGR period
]
Source: Treasury.

Over the longer term, tobacco excise as a share of GDP is projected to fall further due to lower per capita consumption. Similarly, fuel excise as a share of GDP is expected to fall due to the impact of increased electric vehicle penetration (Box 8.2). Alcohol excise as a share of GDP is expected to remain constant, consistent with alcohol receipts maintaining a broadly constant share of GDP in recent years.

	[bookmark: _Ref131075558][bookmark: _Ref139365112]Electric vehicle uptake and fuel excise receipts
The net zero transformation is expected to result in a shift from internal combustion engine vehicles to electric vehicles over the coming decades. The transition to electric vehicles will have many benefits – lower emissions, improved air quality, and lower running costs for drivers. However, there will also be a fiscal impact from a loss of fuel excise receipts unless there is a change of policy. 
The analysis below examines the outlook for fuel excise and the potential impact on fuel excise receipts from electric vehicle uptake. It does not consider broader economic impacts from increased electric vehicle uptake, for example the macroeconomic impacts of lower fuel imports.
A range of critical factors will affect how quickly Australia transitions to electric vehicles. These include the supply of vehicles and inputs to the manufacture of batteries, how fast the affordability of electric vehicles improves, the availability of charging stations and government policies to encourage electric vehicle take‑up.
Governments are acting to expedite the transition to electric vehicles. This includes incentivising the purchase of electric vehicles through exemptions from fringe benefits tax (FBT) and import tariffs.[footnoteRef:5] To support supply, the Government has committed to implement a Fuel Efficiency Standard.  [5:  	Battery, hydrogen fuel cell electric and plug‑in hybrid electric cars (the latter until 1 April 2025) are exempt from FBT and import tariffs if they have a first retail price below the LCT threshold for fuel‑efficient cars.] 

Given there is uncertainty about the speed of Australia’s transition to electric vehicles and the impact on revenue, three scenarios of electric vehicle take‑up rates are used to illustrate the differential impacts on fuel excise. This includes a baseline (2023 IGR scenario) and higher and accelerated scenarios which assume more rapid uptake of electric vehicles (Chart 8.10). Further details on these scenarios are provided in Appendix A5.
Under the 2023 IGR scenario, fuel excise receipts are expected to be 0.88 per cent of GDP by 2033–34, before falling to 0.25 per cent by 2062–63. The Higher scenario results in projected fuel excise receipts of 0.79 per cent of GDP by 2033–34 and 0.01 per cent by 2062–63. The Accelerated scenario results in projected fuel excise receipts of 0.65 per cent of GDP by 2033–34 and below 0.01 per cent by 2057–‍58. 




	
Chart 0.1 [bookmark: _Ref143159220]Fuel excise receipts over the scenarios
[image: A line chart shows fuel excise receipts as a percentage of GDP from 2002-03 onwards across the IGR period, under three different climate change scenarios including keeping climate change to a sub 3 degrees scenario, a sub 2 degrees scenario and a sub 1.5 degree scenario.
]
Source: Treasury.

The 2023 IGR and Higher scenarios suggest that across the medium term to 2033–34, take‑up of electric vehicles is expected to have a relatively minor impact on fuel excise receipts. The Accelerated scenario is expected to have a greater impact on fuel excise receipts across the medium term as the transport sector is assumed to rapidly embrace electric and hydrogen‑fuelled options to decarbonise light and heavy vehicle fleets. This leads to a faster decline in the diesel excise, which is the largest component of fuel excise. Over the longer term, these scenarios result in a significant decline in fuel excise receipts. The impacts diverge based on the differences in the assumed speed of Australia’s transition to electric vehicles.
Decreasing fuel excise collections over the rest of the century represents a challenge and an opportunity for policymakers around the globe. Jurisdictions are investigating alternatives to charging a fuel excise to stabilise public revenue and maintain road infrastructure. For example, in the United States, Oregon and Utah are trialling opt‑in, pay‑per‑mile road user charge systems, which provide reduced registration fees.[endnoteRef:2] [endnoteRef:3]  [2:  	State of Oregon, ‘OReGO: Oregon’s Road Usage Charge Program’ Oregon (n.d)
https://www.oregon.gov/odot/programs/pages/orego.aspx, accessed 9 Aug. 2023.]  [3:  	Utah Department of Transportation, ‘The future of Utah Transportation’ Road Usage Charge (n.d) https://roadusagecharge.utah.gov/index.php, accessed 9 Aug. 2023.] 

LCT receipts have not been modelled in this analysis but will also likely be materially affected by the uptake of electric vehicles. Cars with an LCT value over the threshold attract an LCT rate of 33 per cent with a higher threshold for fuel‑efficient vehicles compared to other vehicles.[footnoteRef:6] [6:  	The price of a vehicle excluding any LCT, and any other Australian tax or Australian fee or charge other than GST and customs duty.] 



Company and other income taxes
Company tax
Company tax receipts were forecast to be 5.4 per cent of GDP in 2022–23. Due to features of the tax system, as well as the composition of Australia’s economy, company tax receipts are particularly exposed to volatility, with many factors having an influence on how much tax is collected for the same amount of profit.
In recent years and over the near term, temporary business support measures and significantly elevated commodity prices have increased volatility in company tax receipts. Commodity prices are assumed to return to long‑run levels by 2024–25 resulting in a projected decline in company tax receipts to 4.4 per cent of GDP in 2033–34. 
Company tax receipts then remain at this level over the remainder of the projections period to 2062–63, consistent with company profits maintaining a constant share of GDP (Chart 8.11). 

[bookmark: _Ref131075631][bookmark: _Ref139376106]Company tax receipts
[image: A line chart shows company tax receipts as a percentage of GDP from 1982-83 onwards across the IGR period
]
Source: Treasury.



Nonetheless, fluctuations in global commodity prices and company tax receipts will likely continue to be a major source of volatility in total taxes and history shows the distribution of profits across different companies and industry sectors can significantly impact how much and when profit translates to company tax (Chart 8.12).
Company tax may be affected by structural or compositional changes in the economy which are not captured by the assumed steady profit share of GDP. For example, company tax will be exposed to any changes in the value or composition of Australia’s resources exports due to the global energy transition. Coal, oil and gas companies accounted for around 4 per cent of company tax payable in 2019–20. This share is likely to increase in the near term, following recent high commodity prices and decline over time as prices are assumed to return to long‑run levels.

[bookmark: _Ref140764959]Tax payable by sector as a share of sector’s gross operating surplus
[image: This line chart shows compares the tax payable by the mining sector to the non-mining non-finance sector as a share of each sector’s respective gross operating surplus from 2006-07 to 2020-21.]
Source: Treasury.

Other income taxes
Other income taxes, which include fringe benefits tax, petroleum resource rent tax (PRRT) and superannuation fund taxes, are projected to stabilise at 1.0 per cent of GDP beyond the forward estimates, remaining at this level until 2062–63 (Chart 8.13). These projections assume PRRT receipts remain at a constant share of GDP at their 2033–34 level. There are risks that this varies in the shorter term with the uncertain timing of expected receipts from newly paying projects. Conversely, longer term risks include decommissioning expenses and any decline in sales of offshore petroleum due to the global energy transition.

[bookmark: _Ref131075656][bookmark: _Ref139376123]Other income tax receipts
[image: A line chart shows other income tax receipts as a percentage of GDP from 1982-83 onwards across the IGR period
]
Source: Treasury.



Non‑tax receipts
Non‑tax revenue includes interest received on government loans, interest and dividends from investments like the Future Fund and user charges for some government services.
Over the next 40 years, non‑tax receipts are projected to fall as a share of the economy from 1.9 per cent of GDP in 2022–23 to 1.6 per cent in 2062–63 (Chart 8.14). The projected fall in non‑tax receipts will reduce total receipts as a share of GDP over time. 
The fall in non‑tax receipts as a share of GDP is primarily driven by the Future Fund and state contributions to the NDIS. 
Future Fund earnings will decline over time as the fund is anticipated to be drawn down. Future Fund earnings are expected to fall from over 0.2 per cent of GDP in 2022–23 to less than 0.1 per cent of GDP by 2062–63.
In line with bilateral agreements, contributions from states and territories towards the NDIS are capped at 4 per cent growth per year. Since this is lower than nominal GDP growth, this means that state contributions will increase in nominal terms but decrease as a share of GDP over time.
Other non‑tax receipts, such as interest earnings on smaller investment funds, are assumed to grow with nominal GDP and remain relatively stable over the long run.

[bookmark: _Ref139366502]Non‑tax receipts
[image: This chart shows non-tax receipts as a share of GDP declining from 1.9 per cent of GDP in 2022-23 to 1.6 per cent of GDP in 2062-63. The decline is driven by drawndowns from Future Fund earnings and declining contributions to the NDIS as a share of GDP by state and territory governments. 
]
Source: Treasury.
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