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The ‘good VAT’ 

1. Levied on a broad consumption base at a 
single rate 

2. Through the invoice credit method 

3. On a destination basis (ie tax domestic 
consumption – zero-rate exports, tax 
imports) 



Merits of the good VAT 

1. Broad consumption base & single rate = 
revenue-machine, efficiency, neutrality, 
simplicity  

2. Invoice-credit method = self-enforcing, 
superior resistance to fraud 

3. Destination basis = neutral 



Explaining the rise of the VAT/GST 

• Gillis et al conclude that, owing to the 
superior design of the VAT, ‘[the] reasons for 
the rapid spread of the VAT…are fairly 
straightforward.’ (2002) 

• Explanations confuse the good with the real 

• No one has a ‘good VAT’ 

• Explain how real VATs have risen 

• The Australian GST is a real VAT 

 



1. A broad consumption base at a 
single rate 

Economists like efficient taxes: ones that do not 
distort behaviour. Income taxes discourage work 
and encourage tax avoidance…Company taxes 
also encourage tax evasion and ultimately lead 
to lower wages for workers…But everyone buys 
bread. Taxes on consumption are efficient for the 
very reason they are reviled: it's hard to avoid 
paying them. 

 

 

 

 

Jessica Irvine, ‘Everyone buys bread, and here's a way to keep butter on it’, Sydney 
Morning Herald (20 July 2015), 6 



1. A broad consumption base at a 
single rate 

• Australia – the GST reaches 47 percent of 
domestic consumption: (OECD, 2014) 

• Most OECD economies reach less than 65 
percent of the potential consumption base (27 
of 33); Almost half of OECD countries tax less 
than half of domestic consumption: (OECD, 
2014) 

• No OECD country (except Japan) levies a single 
rate VAT 



2. Invoice credit method – ‘brutally 
efficient’? 

• ‘It's a brutally efficient tax, but it has no regard 
for a person's capacity to pay’ Daniel Andrews  

• Administrative costs of GST - $1.35 per $100 
of revenue raised (net of refunds): ATO (2013-
2014) 

• Contra 81c for other Commonwealth taxes 

• Administrative costs and revenue risks:  
– Fraud – GST gap 7 percent including debt (6% 

excluding debt): ATO (2013-2014) 



The importance of legal constraints 

• Economic concepts require legal translation 
• Eg consumption – taxable supplies and creditable 

acquisitions 
• Taxable supplies and the influence of judicial 

approaches to interpretation 
• Eg Denial of GST as a consumption tax: Reliance 

Carpet 
• Creditable acquisitions and the influence of 

previous taxes 
• Eg entitlement to input credits/entitlement to 

deductions: HP Mercantile  



Conclusion 

• Many of the GST’s traditional merits are being tested 
• Some of these issues can be addressed through base-

broadening - but there is a real need to address equity 
concerns 

• Many issues are inherent to the GST itself – eg 
weaknesses in the invoice credit method 

• Many issues arise from technological change 
• Many are endemic to the domestic institutions through 

which we implement policy – eg approaches to 
legislative drafting and judicial interpretation 

• We need to move the policy debate to one that reflects 
this reality so that we can have an honest discussion of 
the merits of reform 
 


