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8. TAXATION OF GOODS AND SERVICES 

SUMMARY 

Over the past fifty years, OECD countries have generally become more reliant on taxes on 
general consumption as a proportion of total taxation revenue, but there has been a decline 
in revenue from taxes on specific goods and services. The key reason for this is the 
substitution of value added taxes (VATs) for other specific consumption taxes. 

Australia’s revenues from both general and specific goods and services taxes (9.4 per cent of 
GDP) are around the average of the OECD-10 (9.2 per cent) — Australia is fifth lowest in 
terms of tax burden. 

The mix of Australia’s goods and services taxes differs from the average OECD-10 mix, 
mainly through lesser reliance on value added and sales taxes. 

Australia’s revenues from value added and sales taxes are the fourth lowest of the OECD-10 
at 4.3 per cent of GDP and are below the unweighted average of OECD-10 (5.5 per cent). 

Australia has the equal fourth lowest statutory tax rate on general consumption of the 
OECD-30 and its 10 per cent goods and services tax (GST) rate is well below the unweighted 
OECD average of 17.6 per cent. 

Of the twenty-nine OECD countries which levy a value added tax (VAT), twenty-seven, 
including Australia, apply reduced rates and/or zero rates to certain goods and services. 
Thirteen OECD countries do not apply a zero rate to any domestic goods or services (as at 
1 January 2003). 

Australia’s reliance on excise and customs duties is 3.4 per cent of GDP. It is the third highest 
in the OECD-10 and is higher than the average of the OECD-10 countries (2.6 per cent). 

Australia’s rates of fuel excise duty are among the lowest in the OECD. As at 1 January 2005, 
Australia had the fourth lowest tax rate on unleaded petrol of both the OECD-30 and the 
OECD-10. 

For the last quarter of 2005, the average level of tax (both GST and excise duty) included in 
unleaded petrol prices in Australia was A$0.490 per litre — this was less than half the 
OECD-30 average (A$1.148 per litre). Australia had the third lowest level of tax included in 
unleaded petrol prices of both the OECD-30 and the OECD-10.  

The diversity across countries in the implementation of excise duties applied to alcohol and 
tobacco products makes it difficult to determine Australia’s relative ranking compared to 
other countries for these products. 

Disaggregation of recurrent indirect taxes into sub-components is problematic. Significant 
classification issues exist in the data. Subject to these caveats, Australia has the equal highest 
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tax burden of the OECD-10 countries from motor vehicles tax (0.6 per cent of GDP) — this is 
well above the average of the OECD-10 countries of 0.3 per cent of GDP. 

Based on 2001 data, for both the OECD-30 and the OECD-10, about half of countries do 
impose specific environmental taxes and half do not. 

8.1 INTRODUCTION 

This chapter provides an overview of goods and services taxes as a proportion of GDP. As in 
other chapters, the focus is generally on the OECD-10 comparator group, and supplements 
the information in Chapter 3. 

The chapter then examines the base and rates for different parts of the goods and services 
taxes classification. The primary division is between general taxes (such as a VAT or GST) 
and specific taxes on goods and services. The chapter draws out differences in the rate and 
base of general consumption taxes. 

Taxes on goods and services cover all taxes and duties levied on the production, extraction, 
sale, transfer, leasing or transfer of goods, and the provision of services, or taxes and duties 
levied in respect of the use of goods or permission to use goods or perform activities. 

This category covers taxes such as: 

• general sales taxes; 

• value added taxes (such as Australia’s goods and services tax — GST); 

• excise duties; 

• tax levied on the import and export of goods; and 

• taxes levied in respect of the use of goods and taxes on permission to use goods, or 
perform certain activities. 

Specific goods and services taxes are broken into several different classifications. As is the 
case throughout this report, when the aggregate information is broken down further, 
classification errors arise. Differences in tax structures in countries can also make 
international comparisons of the more detailed break-downs problematic. Several specific 
examples of this are outlined below. 

Analysis of specific goods and services taxes is complicated by their broad range and 
interactions. Comprehensive and comparable information could not be found for all 
OECD-10 countries. Additionally, as these types of taxes are often levied by sub-national and 
local governments, there are potentially hundreds or even thousands of combinations. The 
discipline of international comparisons across a consistent set of countries is a useful 
approach, and further study would be useful for further international tax analysis  
(whether by private bodies or by government). 

As most specific goods and services taxes are imposed at a flat, proportionate rate, tools of 
analysis such as average versus marginal analysis are less relevant to them. There are also 
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few tools equivalent to the effective average and marginal tax rate measures used in the 
corporate taxation chapter. As a consequence, most of the analysis in this chapter is based 
around descriptive measurements of variations in rates and tax bases. 

8.2 BROAD INTERNATIONAL COMPARISONS 

Australia’s revenues from both general and specific goods and services taxes (9.4 per cent of 
GDP) are around the average of the OECD-10 (9.2 per cent) — Australia ranks fifth lowest in 
terms of tax burden. 

New Zealand (12.3 per cent), the Netherlands (12.3 per cent), the United Kingdom 
(11.6 per cent) and Ireland (11.4 per cent) all have a relatively high reliance on goods and 
services taxes. 

Chart 8.1: Goods and services taxes burden 
OECD-10, taxation revenue as a proportion of GDP, ordered by tax burden, 2003 
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Source: OECD Revenue Statistics, 2005. 
 
The mix of Australia’s goods and services taxes has some marked differences from the 
average OECD-10 mix, mainly as a result of Australia’s lesser reliance on value added and 
sales taxes. 
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Chart 8.2: Australia’s goods and services tax mix 
OECD-10, 2003 
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Source: OECD Revenue Statistics, 2005. 
 
When compared with the OECD-30, Australia has a relatively low tax burden from value 
added and sales taxes (4.3 per cent of GDP) — of the OECD-10, Australia is fourth lowest in 
terms of tax burden. This is lower than the average of the OECD-10 of 5.5 per cent. 

Chart 8.3: Value added and sales tax burden 
OECD-10, taxation revenue as a proportion of GDP, ordered by tax burden, 2003 
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Source: OECD Revenue Statistics, 2005. 
Note: Australia levies two taxes which are classified as sales taxes — luxury car tax (LCT) and wine equalisation tax (WET). 
LCT was implemented on 1 July 2000 to prevent disproportionate falls in the price of luxury vehicles compared to standard 
model vehicles when the GST rate of 10 per cent replaced the previous wholesale sales tax (WST) rate of 45 per cent. LCT 
applies on vehicles at a rate of 25 per cent for every dollar over the luxury car threshold (currently A$57,009) and only applies to 
cars at the retail level. WET was also introduced on 1 July 2000 to offset the removal of the previous 41 per cent WST rate on 
wine and the introduction of the 10 per cent GST. WET is calculated at 29 per cent of the final wholesale price (that is, a smaller 
base than the LCT which is the retail price). In certain permitted circumstances for the WET, a nominal wholesale price is 
calculated as 50 per cent of the retail price, or alternatively at the average wholesale price for identical wine. 
 
Australia’s reliance on excise and customs duties at 3.4 per cent of GDP is the third highest in 
the OECD-10 and compares with the average of the OECD-10 countries of 2.6 per cent.  

Only the United Kingdom (3.5 per cent) and Ireland (3.5 per cent) have slightly higher tax 
burdens from excise and customs duties. 



Chapter 8: Taxation of goods and services 

Page 245 

As discussed in Chapter 3, there are classification issues with customs duty which means 
that care needs to be taken in drawing conclusions from the disaggregated excise and 
customs duty data. 

Chart 8.4: Excise and customs duty tax burden 
OECD-10, taxation revenue as a proportion of GDP, ordered by tax burden, 2003 
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Source: OECD Revenue Statistics, 2005. 
 
Disaggregation of recurrent indirect taxes into sub-components is problematic. Significant 
classification issues exist in the data. Subject to these caveats, Australia has the equal highest 
tax burden of the OECD-10 countries from motor vehicles tax (0.6 per cent of GDP) — this is 
well above the average of the OECD-10 countries of 0.3 per cent of GDP. The Netherlands 
also has a tax burden of 0.6 per cent. 

Chart 8.5: Motor vehicles tax burden 
OECD-10, taxation revenue as a proportion of GDP, ordered by tax burden, 2003 
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Source: OECD Revenue Statistics, 2005. 
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Motor vehicle taxes cover taxes levied on the use of motor vehicles — recurring charges 
levied on the right to drive on public roads, usually in the form of annual vehicle licence 
taxes/registration fees. 

Recurring taxes on motor vehicles can take many forms. These taxes are usually assessed 
with respect to weight, usage and vehicle type, or type of fuel used and engine size. 

8.3 VALUE ADDED AND SALES TAXES 

The two main forms of general consumption tax in use in OECD countries today are the 
value added tax (VAT) and the sales tax. 

Twenty-nine out of the thirty OECD countries levy a VAT. This includes Australia’s GST. 

The United States is the only OECD country that does not have a VAT. Most US states levy 
retail sales taxes. In addition, local municipalities also levy sales taxes in the majority of 
states. 

In Canada, the federal government levies a GST, while most Canadian provinces either levy 
additional sales taxes on certain goods and services or have integrated their sales taxes with 
the federal GST. 

Chart 8.6 shows the tax rates of these general consumption taxes for the OECD-30. The tax 
bases of VATs and sales taxes can vary significantly, as can their implementation and design. 
Combining VAT rates and sales tax rates only gives a broad comparison of the actual tax 
rates applying generally to consumption. 

Chart 8.6: Value added and sales tax rates 
OECD-30, 2005 
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Sources: OECD Tax Database; Federation of Tax Administrators website; PricewaterhouseCoopers (2005). 
Notes: The VAT rates shown are the standard VAT rates for 2005. As state and local sales tax rates for 2005 were not 
available, the rate shown for the United States is an average of the maximum combined state and local rates as at 1 July 2004 
(7.4 per cent). As at 1 July 2004, maximum combined rates varied across the US States from 4 per cent to 11.5 per cent. The 
sales tax rate for Canada is an average of the provincial sales tax rates (7.8 per cent). Provincial sales tax rates in Canada 
range from 7 per cent to 10 per cent. 
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Australia’s GST rate of 10 per cent is significantly below the unweighted OECD average of 
17.6 per cent and is the equal fourth lowest rate of the OECD-30. Australia’s GST rate is also 
the fourth lowest of the OECD-10. 

8.3.1 Value added taxes 

A VAT is a broad-based consumption tax, which is levied on the consumption of both goods 
and services. 

VAT systems differ around the world for a variety of reasons, but follow the basic principle 
of taxing a broad base of goods and services, and allowing businesses to offset the VAT paid 
on their inputs against their VAT liability. This results in VAT only being collected on the 
value added by each business in the production and distribution chain, with VAT being 
ultimately paid by the final consumer. Another central feature of VAT systems is a zero VAT 
rate1 applying to exported goods and services.  

In the past fifty years, over 130 countries have adopted a VAT to tax general consumption. 

Standard VAT rates 

There is a range of standard VAT rates applying in OECD countries as shown in Chart 8.6. 
The rates vary from 25 per cent in Denmark, Hungary, Norway and Sweden, to 5 per cent in 
Japan. For members of the European Union, a minimum standard rate of 15 per cent is 
prescribed. 

In Canada, the standard federal GST rate is 7 per cent. Three of the Canadian provinces — 
Newfoundland, Nova Scotia and New Brunswick — have fully integrated their sales taxes 
with the federal GST at an overall rate of 15 per cent. 

The VAT base 

Although VATs, in principle, have a broad tax base, not all consumption is taxed in practice. 
Goods and services are excluded from the base by having a zero VAT rate applied or by 
being input taxed2 (exempt). The tax base is also reduced in some countries with the 
implementation of reduced rates for specific goods and services. These approaches allow a 
variety of policy objectives to be met. 

Of the twenty-nine OECD countries which levy a VAT, twenty-seven apply reduced rates 
and/or zero rates to certain goods and services (Table 8.1). 

                                                      

1 VAT is not paid on the sale of the good or service, but the supplier of the good or service is entitled to a 
refund of the VAT paid on their inputs. In effect, this means that the net VAT paid on the good or service is 
zero. In Australia, this is referred to as a GST-free supply. 

2 VAT is not paid on the sale of the good or service and the supplier is not entitled to a refund of the VAT paid 
on their inputs. The input taxed approach can be used where it is technically difficult to impose GST on the 
sale of a particular good or service, but it is not appropriate to allow the sale to be VAT-free. Input taxation 
provides reduced taxation of supplies to final consumers as the supplier’s value add is not subject to tax. For 
business to business supplies, it imposes a higher effective tax rate because business purchasers cannot offset 
the VAT paid on the supplier’s inputs from their VAT liability. 
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Seven countries also apply different rates within specific regions (usually overseas 
municipalities). 

Australia does not have any reduced rates but does apply a rate of zero on the sale of 
particular goods and services.  

Table 8.1: Structure of VAT rates for OECD countries, 2005 
Domestic zero rate(a) Reduced rate

Australia Yes -
Austria No 10 and 12
Belgium Yes 6 and 12
Canada Yes -
Czech Republic No 5
Denmark Yes -
Finland Yes 8 and 17
France No 2 and 5.5
Germany No 7
Greece  No 4 and 8
Hungary No 5 and 15
Iceland Yes 14
Ireland Yes 4.8 and 13.5
Italy Yes 4 and 10
Japan No -
Korea Yes -
Luxembourg No 3, 6 and 12
Mexico Yes -
Netherlands No 6
New Zealand Yes -
Norway Yes 7 and 11
Poland Yes 7
Portugal No 5 and 12
Slovak Republic No -
Spain No 4 and 7
Sweden Yes 6 and 12
Switzerland Yes 2.4 and 3.6
Turkey No 1 and 8
United Kingdom Yes 5  
(a) Domestic zero rate means tax is applied at a rate of zero to certain domestic sales. It does not include zero rated exports. 
Source: OECD Tax Database. 
 
Table 8.2 provides a summary of certain goods and services that are GST-free in Australia 
and indicates the number of other OECD countries that also exclude these items from their 
VAT base or tax them at reduced rates. 

Table 8.2: Summary of certain goods and services with reduced rates, as at 
January 2003 

Lower rate
Australia Number of other Number of other 

OECD countries OECD countries
Certain food Yes 4 17
Water supplies Yes 2 10
Medicine Yes 6 12
Books/Newspapers No 6 17
Periodicals No 3 6
Religious services Yes - -
Education Yes - 1
Child care Yes - -
Children's clothing No 2 2
New housing (residential) No 1 2

VAT-free (zero-rated)

 
Source: OECD Consumption Tax Trends, 2004. 



Chapter 8: Taxation of goods and services 

Page 249 

Thirteen OECD countries do not apply a zero rate to any domestic goods or services. Of the 
OECD-10 (excluding the United States), only Japan, the Netherlands and Spain do not apply 
a zero rate. Appendix table 8.1.1 shows the zero-rated goods and services in all OECD 
countries as at January 2003. 

Australia is one of only five countries (the others being Canada, Mexico, Ireland, and the 
United Kingdom) that apply a zero rate to certain food items. Most European countries 
apply reduced rates to various food items or exempt (input tax) them. 

The United Kingdom is the only country to apply a zero VAT rate to new housing. In 
Australia, GST is not imposed on the sale of existing residential housing by private 
individuals, but is imposed on the construction and sale of new homes, and on additions and 
improvements. 

The OECD Consumption Tax Trends publication (2004 edition) lists common VAT exemptions 
(that is, input taxed goods and services) across OECD countries as the following: postal 
services; transport of sick/injured persons; hospital and medical care; human blood, tissues 
and organs; dental care; charitable work; education; non-commercial activities of non-profit 
making organisations; sporting services; cultural services (except radio and television 
broadcasting); insurance and reinsurance; letting of immovable property; financial services; 
betting, lotteries and gambling; supply of land and buildings; and certain fund-raising 
events. 

Appendix table 8.1.2 shows departures from these ‘standard exemptions’ for all OECD 
countries as at January 2003. The majority of countries exempt some goods and services not 
included on the list of ‘standard exemptions’. Similarly, the majority of countries apply VAT 
to one or more of the goods and services on the list. 

Reductions in the VAT base also take the form of registration and collection thresholds. 
Registration and collections thresholds relieve businesses (based on their size) from the 
requirement to register for VAT and/or the requirement to collect and charge VAT on 
supplies of goods and services made. This effectively makes supplies of goods and services 
by non-registered businesses input taxed. 

The implementation of thresholds varies across OECD countries, as shown in Table 8.3. 
Australia’s general registration threshold of A$50,000 is around the mid-range threshold 
level. Nine countries, however, do not have a general exemption threshold. 
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8.3.2 Sales taxes 

Like VATs, sales taxes are taxes levied on the general consumption of goods and services. 
They differ from VATs as they are only levied at one stage of the production/distribution 
process, whether it is at the manufacturing or production stage, or the wholesale or retail 
stage. 

In the United States, almost all states and municipalities impose retail sales taxes on goods 
and services. Taxing the supply of goods and services from retailers to final consumers is 
designed to minimise the cascading of tax through the production and distribution 
processes. A single stage retail sales tax can have very similar economic effects to a VAT as 
they both create price increases for final retail products and the incidence of both taxes 
would generally be expected to fall on consumers. A key difference with a retail sales tax is 
that some components of this tax are more likely to fall on exports and a single stage tax may 
be easier to avoid.  

The retail sales tax rates range from around 3 per cent to 7 per cent across the US states. In 
addition, municipalities apply their own sales tax rates in conjunction with the state rate. As 
at July 20043, the maximum combined state and local rates varied between 4 per cent in 
Hawaii (state rate only of 4 per cent) and 11.5 per cent in Arkansas (state rate of 6 per cent 
and maximum local rate of 5.5 per cent). The average maximum combined state and local 
rate was 7.4 per cent. 

Sales taxes are levied by six Canadian provinces — British Columbia, Manitoba, Ontario, 
Prince Edward Island, Quebec and Saskatchewan. The rates range from 7 per cent in 
British Columbia and Saskatchewan to 10 per cent on Prince Edward Island, and the average 
rate across these provinces is approximately 7.8 per cent. In general, the sales tax systems in 
Canada differ from a VAT-system as businesses pay sales taxes on their inputs and are 
unable to offset the tax paid on these inputs against their sales tax liabilities. 

The province of Quebec has harmonised its provincial sales tax with the federal GST and has 
a VAT-style system. However it is not fully integrated with the federal GST system, unlike 
the provinces of Newfoundland, Nova Scotia and New Brunswick. 

8.4 TAXES ON SPECIFIC GOODS AND SERVICES 

8.4.1 Excise duty 

Excise duties are levied on the consumption of specific goods and were the main form of 
taxation on consumption before the introduction of general consumption taxes such as sales 
taxes and value added taxes (VATs). 

Excise duties are levied on a limited range of goods and are usually assessed with respect to 
the weight, volume, strength or quantity of the product. They are also sometimes combined 
with ad valorem taxes — taxes calculated on the basis of the value of the product. Alcoholic 

                                                      

3 State and local sales tax rates — 1 July 2004. <http://www.taxadmin.org/fta/rate/sl_sales.html>. 
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beverages, fuels and tobacco products are the three main product groups that are still subject 
to excise duty in nearly all OECD countries. 

In general, excise duty must be paid before excisable goods can be entered into the market 
for consumption. Also, excise duties are normally part of the VAT tax base. That is, excise 
duty is first levied on the product and then the excise duty inclusive price is subject to VAT. 

Excise duties are levied on products for a variety of reasons but are primarily used to raise 
revenue. The price effects of the imposition of excise duty can also influence consumer 
behaviour. For example, excise duty increases prices and broadly reduces the levels of 
tobacco and alcohol consumption, which is consistent with health policy. 

Rates and the implementation of excise duties vary greatly across OECD countries, even 
though they all generally have the characteristics and objectives outlined above.  

Taxation of fuel 

The rate of excise duty on unleaded petrol in Australia is A$0.38143 per litre (that is, 
38.1 cents a litre). It has been at this level since the indexation of petrol rates to the consumer 
price index (CPI) ceased in March 2001. Chart 8.7 shows the nominal tax rates on unleaded 
petrol in OECD countries as at 1 January 2005. Where countries levy more than one specific 
tax on unleaded petrol, the total combined rate is shown. 

As Chart 8.7 indicates, Australia’s rate of 38.1 cents a litre is the fourth lowest specific tax rate 
on unleaded petrol of the OECD-30 countries shown and is less than half the unweighted 
average rate of A$0.839 per litre and below the weighted average rate of A$0.584 per litre.  

Chart 8.7: Unleaded petrol excise duty rates(a) 
OECD-30, as at 1 January 2005 
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(a) Rates have been converted to Australian dollars using OECD Purchasing Power Parities. Mexico levies excise duty on 

unleaded petrol at an ad valorem rate. Hence, the rate per litre varies according to international petrol prices and is not 
included in the comparison. 

(b) In Canada and the United States, both the federal governments and the state/provincial governments levy taxes on 
unleaded petrol. An average rate has been calculated for the States and Provinces by the OECD/European Environment 
Agency, and the combined rates are shown. 

Source: Australian Treasury estimates based on OECD and European Environment Agency data. 
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Chart 8.8 combines the impact of specific taxes with the impact of general consumption taxes 
(VAT/GST/sales taxes covered earlier in this chapter) on unleaded petrol prices. Under this 
combined measure, which illustrates the total tax impost on consumers, the average 
(unweighted) level of tax included in petrol prices for the OECD countries shown was 
A$1.148 per litre in the last quarter of 2005. In comparison, the level of tax included in 
unleaded petrol prices in Australia for this quarter was less than half this amount at 
A$0.490 per litre — the third lowest of both the OECD-10 countries and the OECD-30 
countries for which comparable data are available. 

Chart 8.8: Unleaded petrol prices(a) 
OECD-30, Fourth quarter 2005 
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(a) Converted to Australian dollars using OECD Purchasing Power Parities. Data is for the fourth quarter of 2005 or the latest 

available. Data for Iceland and Mexico was not available. 
Source: Australian Treasury estimates based on International Energy Agency data. 
 
The following section considers the impact of fuel excises on diesel fuel. Chart 8.9 shows the 
specific tax rates on diesel in the OECD-30 (except Mexico) as at 1 January 2005. Australia’s 
rate of diesel excise duty of A$0.38143 per litre is below the OECD-30 average of 
A$0.582 per litre, and is the fifth lowest of the OECD-10 and the seventh lowest of the 
OECD-30 countries for which comparable data are available.  
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Chart 8.9: Diesel excise duty rates(a)  
OECD-30, as at 1 January 2005 
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(a) Converted to Australian dollars using OECD Purchasing Power Parities. Mexico levies excise duty on diesel at an 

ad valorem rate. Hence, the rate per litre varies according to international diesel prices and is not included in the 
comparison. 

(b) In Canada and the United States, both the federal governments and the state/provincial governments levy taxes on diesel. 
An average rate has been calculated for the states and provinces by the OECD/European Environment Agency, and the 
combined rates are shown. 

Source: Australian Treasury estimates based on OECD and European Environment Agency data. 
 
Iceland and New Zealand do not levy specific taxes on diesel. However, both of these 
countries apply charges on the use of diesel vehicles. In New Zealand, users of untaxed fuels 
are required to purchase Road User Charge certificates, usually based on the distance 
travelled (except in certain off-road situations). Vehicles are charged on the basis of their 
loaded weight, for example, as at June 2005, a 2-tonne distance licence costs 
NZ$31.41 per 1,000 km. 

For the last quarter of 2005, the average level of tax (both GST and excise duty) included in 
the price of diesel (used for non-commercial purposes) in Australia was A$0.496 per litre 
(Chart 8.10). This was the fourth lowest average level of tax for both the OECD-10 and all of 
the OECD-30 countries for which comparable data are available. It was below the average of 
A$0.891 per litre. New Zealand is one of the countries that had a lower average level of tax, 
but this does not take into account its taxes on the use of diesel vehicles. 
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Chart 8.10: Diesel (non-commercial purposes) prices(a) 
OECD-30, Fourth quarter 2005 
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(a) Converted to Australian dollars using OECD Purchasing Power Parities. Data is for the fourth quarter of 2005 or the latest 

available. Data not available for Canada, Iceland, Korea and Mexico. 
Source: Australian Treasury estimates based on International Energy Agency data. 
 
In Australia, there is a federal government grant scheme that provides excise duty relief for 
diesel fuel used in certain eligible off-road activities, and for diesel fuel and prescribed 
alternative fuels used in eligible on-road transport. Eligibility for grants under this scheme is 
generally restricted to businesses. 

Some Australian States and Territories also administer fuel subsidy schemes. These subsidies 
are generally paid directly to the fuel retailer with the expectation that it will be passed on to 
consumers through reduced prices. 

Similarly, many countries provide exemption or refunds of the fuel taxes they impose for 
certain eligible users and/or activities. These are not generally as comprehensive as in 
Australia, often being largely restricted to agriculture. The United Kingdom also provides an 
excise duty rebate for diesel use other than in internal combustion engines. 

Taxation of alcoholic beverages 

Excise duties are generally applied to alcoholic beverages in two main ways: in relation to 
the alcoholic content of the product; on the basis of the value of the product; or sometimes 
both. 

In Australia, the rates of excise duty for alcohol (other than wine) are adjusted every August 
and February in line with half yearly CPI movements. Rates on beer, wine and spirits are 
indexed yearly in New Zealand and rates for excise duties are usually increased in the 
annual Budget in the United Kingdom. On the other hand, rates of excise duty seem to 
increase rarely in the United States (federal excise duties), Canada and Japan. 



International comparison of Australia’s taxes 

Page 256 

Generally, beer, wine and spirits are considered as separate products under the broad 
category of alcoholic beverages. Appendix tables 8.2.1, 8.3.1 and 8.4.1 show the excise duties 
on beer, wine and spirits for the OECD-10. 

These tables demonstrate the differing and complex calculation of excise duties on alcoholic 
beverages within these countries. It is difficult to draw an overall conclusion about the 
relative ranking of Australia’s excise duties applied to alcoholic beverages. 

Taxation of cigarettes 

Appendix table 8.5.1 shows the rates of excise duty for cigarettes in the OECD-10. Half of the 
countries shown use a combination of a specific rate per stick and a rate on the basis of the 
value of the cigarette. In Australia, there is only a specific rate of excise per stick for 
cigarettes with less than eight grams of tobacco and, for cigarettes with eight grams or more 
of tobacco, a per kilogram excise on the tobacco. 

Like rates of excise duty on alcoholic beverages (other than wine), rates on cigarettes are 
adjusted every August and February in line with half yearly CPI movements in Australia. 

It is difficult to draw an overall conclusion about the relative ranking of Australia’s excise 
duties applied to cigarettes because of the differing calculation of excise duties on cigarettes 
between countries. 

Box 8.1: Gambling taxes 
Gambling taxes are classified under the broad category of taxes on goods and services. 
Gambling taxes include taxes levied on gambling and betting stakes, and taxes on lottery 
tickets, electronic gaming machines, casinos, horse racing and football pools. These taxes 
are typically levied on either the value of investments (bets placed) or on the gross profit of 
the gambling operator (player loss). 

Identifying revenues from these types of taxes in Revenue Statistics is problematic. While 
some countries attribute revenues to specific gambling taxes, some do not and it is not 
possible to verify if all gambling taxes levied by a country are separately reported. As a 
result of these data classification issues, comparisons of revenue from gambling taxes to 
GDP are not included in the report. 

 

8.4.2 Customs duties 

In Australia, customs duty is imposed either as a percentage of the value of the imported 
good or on a volumetric basis (where duty is applied per unit of quantity) for excise 
equivalent products (that is, goods which would attract excise if domestically produced). 

Table 8.4 shows the rates of duty applying in Australia to passenger motor vehicles, textiles, 
clothing and footwear; and the general tariff rate applying to other dutiable goods. 
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Table 8.4: Tariff rates in Australia 
Applying before Applying from Applying from
1 January 2005 1 January 2005 11 May 2005

per cent per cent per cent
General tariff 5.0 5.0 5.0
Passenger motor vehicles 15.0 10.0 10.0
Textiles, clothing and footwear

Clothing and finished textiles 25.0 17.5 17.5
Cotton sheeting, fabric, carpet and footwear 15.0 10.0 10.0
Sleeping bags, table linen and footwear parts 10.0 7.5 7.5

Tariff concession order
Consumer goods 0.0 0.0 0.0
Other (business inputs) 3.0 3.0 0.0  

Source: Pocket Brief to the Australian Tax System, Australian Treasury. 
 
As discussed in Chapter 3, there are classification issues with customs duty revenue data. 
For the European Union countries, customs duty is treated as a supranational tax and is 
often excluded from the national tax burden. Where the customs impact is merely replicating 
a domestic excise duty, the OECD standard is to classify the customs duty revenue as excise 
duty. On the other hand, Australia is one country identified which does not transform its 
data in that way. 
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Box 8.2: Insurance taxes 
Specific taxes on contracts of insurance fall under the broad category of taxes on goods and 
services. Most of the OECD-10 countries levy specific insurance taxes. Typically, these 
taxes are calculated as fixed percentage on the amount of premiums an insurer receives. 
Rates generally vary depending on the type of insurance risk covered by the contract. 

Below are some examples of insurance tax rates for the OECD-10 countries. As comparable 
information on these taxes is not readily available for all OECD-10 countries, this is not a 
comprehensive list of insurance taxes and rates levied in these countries. 

Table 8.5: Examples of insurance taxes in the OECD-10 
 Insurance taxes levied Example of insurance taxes 
Australia Yes In Australia, the tax rates for premiums on general insurance range 

from 7.5 per cent (Queensland) to 11 per cent (South Australia). 

Canada Yes In British Columbia, the tax rate for premiums on property and 
automobile insurance is 4.4 per cent. 

Ireland Yes In Ireland, the tax rate on each insurer’s ‘assessable amount’ of 
premium income for non-life insurance is 2 per cent. 

Japan - - 

Netherlands Yes In the Netherlands, the tax rate for premiums on insurance subject 
to the basic regime is 7 per cent. 

New Zealand - - 

Spain Yes In Spain, the tax rate for premiums on insurance subject to the basic 
regime is 6 per cent. 

Switzerland Yes In Switzerland, the tax rate for premiums on insurance subject to the 
basic regime is 5 per cent. 

United Kingdom Yes In the United Kingdom, the tax rate for premiums on insurance 
subject to the basic regime is 5 per cent. 

United States Yes In California, the tax rate applied to insurers’ ‘gross premiums’ is 
2.35 per cent. (‘Gross premiums’ do not include premiums received 
for reinsurance and for ocean marine insurance.)  

Source: Various, see Chapter 1 (1.4.1). 
 
Of the OECD-10 countries, Australia, Japan and New Zealand apply VAT to certain 
insurance contracts. In Australia, GST applies to general insurance (not private health 
insurance or life insurance) and the ‘decreasing adjustment method’ ensures that only the 
insurer’s margin is taxed, not the entire premium. The remaining OECD-10 countries that 
levy a VAT input tax (exempt) insurance. For countries that input tax insurance, it is 
difficult to determine the amount of embedded tax that is included in the price of 
insurance premiums. 

The interactions between VAT, sales taxes and insurance taxes across the OECD-10 
countries have not been fully explored here. As a result, an attempt to calculate the total 
tax burden on insurance premiums has not been undertaken. 
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Box 8.3: Environment taxes 
The OECD defines environmentally related taxes as any compulsory, unrequited payment 
made to general government levied on tax bases deemed to be of particular environmental 
relevance.4 

Tax bases included in this definition are energy products, motor vehicles and transport, 
waste management, ozone depleting substances, as well as bases such as emissions to air 
and water, and certain non-point sources of water pollution. 

This definition includes taxes that were not necessarily introduced with an environmental 
purpose. 

Chart 8.11 shows total revenues from ‘environmentally related taxes’ for OECD countries 
in 2001. 

Chart 8.11: Environmentally related taxes 
OECD-30, taxation revenue as a proportion of GDP, ordered by tax burden, 2001 
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Source: OECD Environmental Data, 2004. 
 
In all OECD countries, the vast majority of the ‘environmentally related taxes’ are raised 
on energy products (mainly excises on motor fuels) and motor vehicle/transport tax bases. 

While these bases do have high environmental relevance, it is not clear as to whether taxes 
on these products are influencing or are used to influence environmental outcomes. In 
Australia, revenue raising is the key objective of excise duty on fuels. 

 

                                                      

4 OECD Environmental Data 2004. 
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Box 8.3: Environment taxes (continued) 
Taxes on the remaining bases, which could be argued to have a more direct influence on 
environmental issues/problems, are a small proportion of the ‘environmentally related 
taxes’ in all countries. Based on 2001 data, for both the OECD-30 and the OECD-10, about 
half of countries do impose specific environmental taxes and half do not, as indicated in 
Chart 8.12. It is known that many countries have introduced ‘environmentally related 
taxes’ since then. 

Chart 8.12: Specific environmentally related taxes  
OECD-30, taxation revenue as proportion of GDP, ordered by tax burden, 2001 
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Source: OECD Environmental Data, 2004. 
 
From 1 January 2001, an excise duty of A$0.05449 per litre has been levied on lubricants, 
oils and greases in Australia. While not formally hypothecated, the revenue raised from 
the excise duty (around A$20 million per annum) offsets payments made to promote oil 
recycling under the Product Stewardship (Oil) scheme. 
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