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Appendix 14A 

The Commonwealth Grants Commission and its 
Methodologies, and Resultant Grant Levels 

 

 

This appendix has five sections.  The first section is a brief history of the Commonwealth Grants 

Commission (CGC) since its establishment in 1933, with an emphasis on its developing 

methodologies.  The second section describes the CGC's central role in determining the per 

capita revenue sharing relativities (or just relativities for short) that are used to establish the 

levels of Commonwealth grants to the eight States and Territories.  The third section then 

describes the administrative scale disability factors which significantly influence grant levels.  

These scale factors are based largely on the distinction between fixed and overhead costs or 

expenditures on the one hand, and variable or marginal costs or expenditures on the other, and 

therefore proximately relate to the linear regression technique employed herein, as explained in 

chapter 10.  The fourth section demonstrates how GST and HCG grants are determined.  The 

fifth section then briefly describes the Commission's use of economic, demographic and 

geographic data to determine expenditure disability factors and relativities. 

 
 
Brief History of the Grants Commission 
 
The Commonwealth Grants Commission (CGC) was established in May 1933 through the 

Commonwealth Grants Commission Act 1933 (CGC 1995: xiii, 17), and the three appointed 

members of the newly formed Commission met for the first time in June 1933 (CGC 1995: 19).  

The Commission was established as an independent body that would conduct inquiries, prepare 

reports and generally provide impartial advice to the Commonwealth Government on the 

principles under which grants should be paid to the States pursuant to Section 96 of the 

Commonwealth Constitution (CGC 1995: 12-17; Prest 1980: 249).  Section 96 of Australia's 

Constitution states that: 

During a period of ten years after the establishment of the Commonwealth and thereafter until 
the Parliament otherwise provides, the Parliament may grant financial assistance to any State on 
such terms and conditions as the Parliament thinks fit. 
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Prior to 1933 
 
Prior to the Commission's establishment, Commonwealth grants to the States were paid in 

accordance with the Surplus Revenue Act 1910 and the Financial Agreement Act 1928, but 

under such earlier arrangements, according to the CGC (1995: xiii): 

payment of special grants had been characterised by disputes between the claimant States and the 
Commonwealth.  The Commonwealth sometimes made the grants conditional upon concessions 
by the States, and although the question of special grants was investigated by a variety of Royal 
Commissions, parliamentary committees and other inquiries, the recommendations of these 
bodies were frequently ignored. 

 

According to Mathews (1989: 82), the arrangements in place prior to the establishment of the 

Commission involved "horse-trading between governments" which: 

inevitably led to arbitrary decisions and political deals between Commonwealth and State 
governments of the same party, the results of which I would defy anyone to claim were fairer 
than the assessments made by the Commission, after exhaustive inquiries in which all parties 
have an opportunity to present their cases to an impartial adjudicator. 

 

 
Impetus for the Establishment of the Commission 
 
The Commission's establishment in 1933 was influenced and hastened by factors including the 

following, according to the CGC (1995: 19-20): 

• The surrender to the Commonwealth of the States' customs and excise duties deprived them of a 
major source of revenue and obliged the Commonwealth to find some way to replace it.  With the 
passage of time and changing circumstances, it became increasingly unsatisfactory to attempt to 
calculate the notional loss of revenue on a State-by-State basis.  The substitution of equal per capita 
payments served to focus attention on the unequal fiscal positions of the different States. 

• The Commonwealth's tariff policy clearly favoured New South Wales and Victoria and strengthened 
the case of the less populous States for some form of compensation for its effects and their finances. 

• The Commonwealth's Navigation Act and the conciliation and arbitration systems impinged with 
greater severity on the finances of the less populous States. 

• The many complaints by the financially weaker States, the many and varied forms of inquiries and 
responses and their ad hoc character, together with the spread of the view that the financial weakness 
of those States was more than temporary, led to pressure for the application of some consistent set of 
principles and methods to assess their need for extra financial assistance. 

• A considerable body of independent and academic opinion favoured establishment of an independent 
and impartial body to inquire into and report on the financial needs of the weaker States. 

• The severe depression of the 1930's produced financial difficulties for all governments, but threw 
into sharp focus the fiscal imbalance between the States. 

 
 
Principles Established in First Three Reports of 1934 to 1936 
 
Between 1934 and 1936, the Commission held inquiries and prepared three reports which 

established the needs principles which the Commission followed in determining grant levels for 

much of the next four decades until the 1970s (CGC 1995: 26, 38, 39; Prest 1980: 249-250). 
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The Commission's Second Report (CGC 1935: 37, as cited in CGC 1995: 41) established that 

Grants should be payable to the States to enable them to carry out their functions at a minimum 

standard of efficiency so as to enable their survival as viable units within the Australian 

federation: 

the only ground for ... assistance is the inability to carry on without it ... the fundamental law for 
all Governments is self-preservation.  It is on this basic principle ... that we put special grants.  
The Federation must preserve itself [and] cannot allow any of its constituents to fail.  Some 
States are certainly in serious financial difficulties.  It must be made possible for them to 
function as States of the Commonwealth at some minimum standard of efficiency. 

 

The Third Report, of 1936, extended beyond the minimum standard principle established in the 

Second Report, and for the first time clearly defines "the principle of financial need which the 

Commission had adopted" (CGC 1995: 39, 42), as follows (CGC 1936: 75): 

... special grants are justified when a State through financial stress from any cause is unable 
efficiently to discharge its functions as a member of the federation and should be determined by 
the amount of help found necessary to make it possible for that State by reasonable effort to 
function at a standard not appreciably below that of other States. 

 

The CGC (1995: 42) notes further that this "definitive statement of the principle governing the 

allocation of special grants", as above, "has been used, in varying forms, by the Commission 

ever since 1936, and in 1973 part of the statement was incorporated into the legislation under 

which the Commission operates as a definition of the term 'special financial assistance'." 

 
The Grants Commission Act 1973, which is still in force after it replaced the original 1933 Act 

under which the Commission was formed (CGC 1995: 107; CGC 2005c: 33), states as follows 

in Section 5(1): 

References in this Act to the grant of special assistance to a State shall be read as references to 
the grant of financial assistance to a State for the purpose of making it possible for the State, by 
reasonable effort, to function at a standard not appreciably below the standards of other States.  

 
 
Guiding Principle Evolves from Minimum Financial Need to Fiscal Equalisation  
 
By 1967, however, "the Commission had begun to interpret its principle as one of fiscal 

equalisation rather than financial need" (CGC 1995: 83).  The less advantaged  States – 

especially Tasmania, South Australia and Western Australia – had for many years sought a 

system of grants based on relative need and designed to achieve more complete horizontal fiscal 

equalisation across all States, rather than one based on minimum need and designed merely to 

prevent any State from falling appreciably below the financial standard of the others.  And they 

eventually achieved success in 1974 when "the Commission adopted a new approach, based on 
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the direct assessment of revenue and expenditure needs, which implied full equalisation" (CGC 

1995: 94). 

 

Introduction of the Disability Factor Assessment Method in 1977 
 
Following four decades of gradual evolution and refinement of methodologies (CGC: 1995: 

106), and specific proposals raised in 1976, the Commission in 1977 adopted "a new method of 

calculating expenditure needs" (CGC 1995: 101) to assist in the pursuit of the newly established 

objective to achieve horizontal fiscal equalisation across all States.  This new technique "came 

to be known as the factor assessment method" (CGC 1995: 101).  According to the 

Commission's 44th Report (CGC 1977: 83, as cited in CGC 1995: 101): 

... under this procedure, the commission would calculate (or would use broad judgement to 
estimate) the claimant State's percentage disabilities relative to the Standard States (for each 
category) and would relate the result to the average per capita net expenditure on that item in the 
standard States.  This would produce an estimate of the claimant State's per capita need for that 
category, which would then be multiplied by that State's population in order to derive the net 
expenditure need.  The disability factors to be considered for this purpose would be those which 
result from differences in eligible population (or units of use), scale, dispersion of population, 
and the physical and economic environment. 

 

Disabilities, according to the CGC (2005b: 5): 

are influences beyond the control of individual States that require a State to spend more (or allow 
it to spend less) per capita than other States to provide the average standard of service.  
Disabilities can be broadly classified into two types – use disabilities and cost disabilities – 
according to whether they affect the rate of use or the cost of each unit of service. 

 

The CGC (2005a: 22-23) describes and distinguishes disability factors as follows: 

Disabilities generally reflected differences in the socio-demographic, physical and economic 
structure of the States.  They also reflected differences in the price of inputs used in providing 
general government services, excluding any effect of State government policies on these 
prices.  ... Disabilities reflected both use and cost influences.  The socio-demographic 
composition, urbanisation and economic environment disability factors mainly captured the level 
of use of services.  Others, especially input costs, administrative scale, service delivery scale, 
dispersion and isolation factors mainly captured the extra cost of each unit of service. 

 

In its 2005 update of State Revenue Sharing Relativities, the Commission employed the 

following disability factors across some 39 expenditure categories (CGC 2005a: 22-27): 

• Socio-demographic composition 
• Urban influences 
• Administrative scale 
• Input costs 
• Dispersion 
• Service delivery scale 
• Economic environment 
• Physical environment 
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• Isolation 
• Land rights and Native title 
• Cross-border 
• National capital  
• Other (varies across different expenditure categories)] 

 

Of the 39 expenditure assessment categories considered by the Commission in its 2005 

relativities update, eight of these came under the heading of Education, nine under Health and 

Community Services, four under Law, Order and Public Safety, two under Culture and 

Recreation, eleven under Economic Activities (including transport, tourism, environmental 

protection and industry assistance), and five under General Public Services (CGC 2005a: 25-27). 

 

Combining Disability Factors to Obtain Relativities 
 
The relativities derived by the Commission are an overall aggregated combination of the 

disability factors established across all public service expenditure categories considered by the 

Commission.  For each individual expenditure category, overall disability factors are determined 

by combining individual disability factors considered relevant to the given service area, among 

those listed above.  Disability factors are generally combined through simple multiplication – or 

compounding, but sometimes through additions to achieve weighted averages (CGC 1995: 3-4; 

2005a: 19, 23-24).  The relativities established for the eight STUs can be viewed as an 

aggregated total measure of the disability components determined across all expenditure 

categories in all areas of public service considered by the Commission (CGC 2005b: 5-7). 

 

Reviews and Updates of State Revenue Sharing Relativities 
 
The Commission's first Review of State revenue sharing relativities commenced in 1979, and in 

June 1981 the report of this review was tabled in the Commonwealth Parliament (CGC 1995: 

140-142, 147).  Further reviews have been carried out and reported on in 1982, 1985, 1988, 

1993, 1999 and 2004, and relativities have also been updated in years when reviews are not 

carried out (CGC 2004b: 1; 2005b: 1).  Reviews and updates alike assess the impact of changing 

circumstances among the States, and the most recently available data, but reviews also revise 

methodologies used in the determination of relativities, whereas updates merely apply updated 

data to methodologies established in the most recent review (CGC 1995: 176; 2004b: 1; 2005b: 

xi, 1). 
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Admission of the Northern Territory in 1988 and the Australian Capital Territory in 1993 
 
The Northern Territory gained self government on 1 July 1978, and became fully subject to 

Grants Commission procedures, alongside the six States, in 1988-89, following transitional 

arrangements (CGC 1995: 210, 221). 

 
The Grants Commission included the ACT in its data analysis procedures both prior to and after 

the ACT gained self government on 11 May 1989, and in 1993-94, following transitional 

arrangements in place since 1989 (CGC 1995: 236), "the ACT was included with the States and 

the Northern Territory in the pool of general revenue funds" so the "six States and both 

Territories were at least included in one system for distributing general revenue funds".(CGC 

1995: 237). 

 
 
Central Role to Determine Relativities Used to Establish Grant Levels 
 
The Grants Commission's central role is to establish a set of numbers referred to as Per Capita 

State Revenue Sharing Relativities, or just per capita relativities or relativities, for short.  These 

relativities guide the Commonwealth government's distribution of "Goods and Services Tax 

(GST) revenue and Health Care Grants (HCGs) among the States and Territories" (CGC 2005b: 

xi), in accordance with Section 96 of the Australian Constitution, the Commonwealth Grants 

Commission Act 1973, and other agreements in place between the Government and the States 

and Territories.  Current arrangements, according to the Commission (CGC 2005b: 1-2): 

reflect the provisions of the A New Tax System (Commonwealth-State Financial Arrangements) 
Act 1999 and the associated Intergovernmental Agreement on the Reform of Commonwealth–
State Financial Relations (IGA), signed by the Australian and State Governments in June 1999. 

 
 
Determination of Grants 
 
The total funding pool to be distributed in grants among the States and Territories is beyond the 

control of the Grants Commission itself, and is determined, rather, by the amount of GST 

revenues received in the given financial year and the level of Health Care grants as negotiated 

among Commonwealth, State and Territory leaders.  The grants awarded to the States and 

Territories each year are ultimately determined by (1) the total GST and HCG pool available for 

distribution, (2) the relativities as recommended by the Grants Commission, (3) the populations 

of the States and Territories, (4) intergovernmental agreements in place among the 

Commonwealth, State and Territory governments, and (5) final determinations by 

Commonwealth, State and Territory leaders – specifically, the Ministerial Council for 



 14A-7

Commonwealth–State Financial Relations and the Commonwealth Treasurer (CGC 2004b: x, 20; 

2005b: xi, 1-2).  The grants awarded through these processes have a very significant impact 

upon State and Territory budgets.  In 2003-04, for example (CGC 2005b: 1), "GST revenue and 

HCGs were $40.4 billion, which was 70 per cent of the total funds provided to the States by the 

Australian Government and 43 per cent of total State budget revenues". 

 

Relativities Defined 
 
The Commission defines relativities as follows (CGC 2005b: 7): 

A relativity is calculated for each State for each assessment year by expressing its per capita 
requirement for GST revenue and HCGs as a proportion of the national average per capita 
amount distributed in the year. 

 
 
The Equalisation Principle and the Commission's Approach 
 
The Commission follows a "specific principle of fiscal equalisation" (CGC 2004b: x), according 

to which (CGC 2004b: x; 2005b: 4): 

State governments should receive funding from the pool of goods and services tax [GST] 
revenue and health care grants [HCGs] such that, if each made the same effort to raise revenue 
from its own sources and operated at the same level of efficiency, each would have the capacity 
to provide services at the same standard. 

 

Further, according to the Commission (CGC 2004b: x): 

Application of this principle is intended to give all States the financial capacity to provide the 
same level of services while maintaining their flexibility to vary the service levels and standards 
to best meet the needs of their citizens. Our implementation of the equalisation principle reflects 
three pillars of equalisation: 

(i) The financial capacities of States, not their performance or outcomes, are equalised. 
(ii) States are equalised to standards that reflect what they all do on average. 
(iii) A State's own policies or choices should not directly influence its grant. 

 

This third objective, as directly above, is especially significant in relation to the autonomy and 

accountability of the States and Territories (CGC 2005b: 4): 

States can and do make different efforts to raise revenue.  But decisions to make below average 
efforts to raise revenue do not lead to increases in the share of GST revenue and HCGs.  If a 
State makes a below average effort, it bears the resulting budgetary implications.  Similarly, a 
State's decision to provide above average services does not lead to an increase in its share of the 
GST revenue and HCGs pool. 

 

Per capita relativities would be exactly 1.000 for all States and Territories if they all faced 

identical circumstances in respect of their revenue raising capacities, public service and 

expenditure burdens, and generally (CGC 2004b: 24-26, 341-358).  But States and Territories 

"have different per capita capacities to raise revenue and different per capita expense 
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requirements" (CGC 2004b: x), for reasons beyond their control to a large extent (CGC 2004b: 4; 

2005b: 4), so the Commission's process of equalisation generates relativities which deviate from 

1.000 and vary among the STUs, and, as a result, a distribution among STUs of GST revenues 

and HCGs which is "uneven, in per capita terms" (CGC 2004b: x). 

 
The CGC (2005b: 5) assesses STU expenditures and revenues using the same ABS Government 

Finance Statistics that are used in this current study to determine relative benefit estimates, as 

follows: 

The figures for expenses are mainly derived from State accounting records using data provided 
by State Treasuries through the Government Finance Statistics (GFS) collection prepared by the 
ABS.  Data on State tax revenues and some supplementary detail on expenses are collected 
directly from the States.  All State financial transactions are classified on a functional or head-of-
tax basis.  The financial standard for each expense and revenue category is then derived by 
dividing the Australian total of State general government sector expenses or revenues by the 
Australian mean resident population. 

 
 
The Administrative Scale Disability Factor 
 
The administrative scale factor is singled out for particular attention here because of its close 

conceptual alignment with the population invariant expenditure components which arise in 

various relative benefit estimates established in Chapters 13 and 14, which in turn align with 

fixed or overhead cost components for public sector expenditure categories.  And as the Grants 

Commission itself points out (CGC 2002: 1), "because an administrative scale factor is applied 

in many expenditure categories (nearly thirty at present), it is important in shaping State grant 

outcomes". 

 

Rationale for the Administrative Scale Disability Factor 
 
The Grant Commission's Second Report of 1935 included (CGC 1995: 43) "an adjustment to the 

grants to take account of the differences between the States in the costs of administration (based 

on the costs per capita of a number of selected departments, an index of public service salaries, 

and the number of public servants per capita)". 

 
Following the introduction of the factor assessment method in 1977 and the first relativities 

review which completed in 1981, the administrative scale disability factor has been formally 

employed by the Commission in the determination of STU relativities, "to recognise that in 

providing a full range of State-type services to their populations, each State [and Territory] 

needs to establish a basic administrative structure" (CGC 2002: 1), or "minimum administrative 
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structure" (CGC 2003: 1), "the costs of which are inevitably greater in per capita terms to less 

populous" States and Territories (CGC 2002: 1).  Such minimum structures comprise the "core 

head office functions of departments and services that must be provided for the whole of the 

State" (CGC 2002: 1) which provide "corporate services, policy and planning functions and 

some whole of State services (such as those provided by Treasuries and State museums)" (CGC 

2003: 1).  Further, according to the CGC (2004b: 44): 

Administrative scale factors recognise the fixed costs that all States incur in providing basic 
administrative structures for service delivery. These costs are greater in per capita terms for less 
populous States. Scale factors therefore result in higher relativities for the less populous States 
and lower relativities for New South Wales, Victoria and Queensland.  

 
 
Fixed Costs, Variable Costs and Scale-Affected Variable Costs 
 
The Commission has employed several different methods to determine administrative scale 

factors, and in the 1999 Review of Relativities defined such factors in terms of two components: 

a conventional minimum fixed costs component and a second component designed to capture 

what the Commission called scale-affected variable costs (CGC 2002: 1; 2004b: 44).  The 

Commission distinguishes scale-affected variable costs from fixed and variable costs as follows 

(CGC 2001: 1-2): 

In the assessment of the costs associated with the incapacity of the smaller 
States to achieve full economies of scale, a distinction is made between fixed and variable costs. 
Three types of costs are defined in the central office functions of departments: 

(i) fixed costs on corporate services and policy and planning, or whole of State services; 
(ii) expenses on corporate services and policy and planning in excess of the fixed costs 
but which are still affected by some diseconomies of small scale (variable scale-affected 
costs); and 
(iii) expenses which vary according to the size and complexity of the department's 
service delivery task (variable costs). 

 

A 2002 discussion paper on administrative scale contains an extremely informative diagram to 

explain the various fixed and variable cost components of a given area of public service 

expenditure, as reproduced below here as Figure 14A-1 (CGC 2002: 10): 

 
Figure 14A-1:  SIMPLIFIED MODEL OF SERVICE DELIVERY COSTS 
 

CENTRAL OFFICE REGIONAL OFFICES SERVICE DELIVERY 
UNITS 

Fixed Special Variable Fixed Variable Fixed Variable 
Source: CGC (2002: 10) 

 

Figure 14A-1 reflects the fact that fixed and variable costs can accrue at the whole of STU level, 

but also at the level of regional administrative units within STUs, and at individual service 
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delivery units such as schools, hospitals and police stations.  The Special component of central 

office costs, in Figure 14A-1 above, covers special central costs which several States believed 

they incur in addition to fixed costs, as follows (CGC 2002: 13): 

Queensland suggested its greater physical area was relevant to the level of fixed costs; Western 
Australia suggested that additional administrative costs arose from the impact on central offices 
of Indigenous education and dispersion disabilities, while the Northern Territory raised the 
impact on administration  of the need for special Indigenous policies.  The Northern Territory 
suggested that these sorts of problems might be specific to particular jurisdictions. 

 

The Commission acknowledges that the administrative scale factor does not address the issues 

raised by QLD, WA and NT as above, but notes that other disability factors take account of the 

special cost component shown in Figure 14A-1 above (CGC 2002: 9-10): 

The administrative scale disability concentrates on central office fixed costs; there is a service 
delivery scale disability to take account of the disability of scale as it affects regional units and 
service delivery units.  Disability factors for other influences on service delivery costs – socio-
demographic composition, dispersion, and so on – take into account influences on all other 
expenses excluding fixed costs, whether such expenses are in the central, regional or service 
delivery units.  There is no need to recognise special costs in assessing fixed cost administrative 
scale disabilities because the disabilities that cause them are assessed within another component 
of a category. 

 
 
The Decision in 2004 to No Longer Use the Scale-Affected Variable Cost Factor 
 
The Grants Commission acknowledges that whilst "the concept of economies of scale is 

universally accepted" (CGC 2002: 1) and "well supported by economic theory" (CGC 2004b: 

45), and that "the existence of an underlying minimum level of fixed costs is [also] supported by 

economic theory" (CGC 2002: 10), the administrative scale factor has been one of the most 

problematic and contentious of the disability factors, as it is "difficult to apply to the provision 

of government services" and is "difficult to quantify" (CGC 2002: 1). 

 
The Commission has carefully examined the administrative scale disability factor in all of its 

reviews – in 1981, 1982, 1985, 1988, 1993, 1999 and 2004, and in research projects reported on 

in 1995, 1996, 2001, 2002 and 2003 (CGC 2002: 9; 2003; 2004b: 44-46)  In recent years, a 2002 

discussion paper summarises STU responses to an earlier 2001 discussion paper, and a 2003 

draft assessment paper (DAP) sets out decisions that guided the 2004 review of relativities. 

 
Following the discussion papers of 2001 and 2002 and the 2003 DAP, as above, the 

Commission decided to remove the scale-affected variable cost component from the 

administrative scale factor, hence reducing the factor to one which solely addresses the 

minimum fixed costs associated with STU governments (CGC 2004b: 45).  The Commission 
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cited several reasons favouring the exclusion of the scale-affected variable cost component, as 

follows: 

• the absence of a plausible rationale for this scale-affected variable component and the fact that other 
disability factors captured the effects – especially the service delivery factor (CGC 2004b: 45): 

 

We are not convinced there is a conceptual case for continuing to assess what were 
previously called scale-affected variable costs. We consider that some of these costs – which 
we estimate on the basis of judgment to be 10 per cent – are in effect fixed costs. The rest we 
are treating as service delivery costs, to be assessed using the relevant service delivery 
factors, such as the size and composition of the user groups and differences in unit costs. 
 

• support from the most populous States of NSW, VIC, QLD and WA (CGC 2002: 8; 2003: 15); and 
 

• a review of literature, including the works of Craw (1997), Buker (1995), the World Bank (2000) and 
KPMG (1998), as cited in CGC (2001: 11-12), which suggests that the administrative scale disability 
factor can be formulated in terms of fixed costs alone.  

 

The Commission was almost certainly correct in its decision to abandon the scale-affected 

variable cost component of the administrative scale disability factor.  For all States and 

Territories it is possible to establish fixed and variable (or marginal per capita) cost components 

as illustrated in Figure 14A-1 and listed as items (i) and (iii) as above, but in the final analysis, if 

such cost functions display linearity to a full or substantial extent, then it would always be 

possible to distil out a total fixed cost component, as is shown in Appendix 10E, so as to leave 

the remaining cost as a purely variable component that could be dealt with by the commission 

through its delivery scale and other disability factors. 

 
 
Illustration of the Determination of STU GST and HCG Grants 
 
As noted previously, Commonwealth grants to the STUs are currently subject to the combined 

provisions of the New Tax System ACT 1999 and the IGA signed by the Commonwealth, State 

and Territory governments in June 1999 (CGC 2005b: 1-2).  Under the resulting transitional 

arrangements, grant levels are calculated using two methods.  Grants are first calculated on the 

basis of the size of the combined Goods and Services Tax (GST) and  Health Care Grants 

(HCGs) funding pool, the populations of the eight STUs, and the GST relativities.  An 

alternative set of grant levels are then calculated again on the basis of the size of the combined 

GST and HCG funding pool and the populations of the eight STUs, but this time using a second 

set of relativities called Financial Assistance Grant (FAG) relativities.  These FAG relativities 

(CGC 2005b: 19-20): 

are used to derive the Guaranteed Minimum Amounts (GMAs) States would receive under the 
transitional provisions of the IGA.  They differ from the GST relativities because they reflect the 
revenue capacities and expense responsibilities the States would have if the reforms to 
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Commonwealth–State relations that accompanied the introduction of the new tax system on 1 
July 2000 had not occurred. 

 

The precise relationship among these grant components is as follows (CGC 2004b: 93): 
 

 

Grant 
based on 

GST 
Relativities 

+
Budget 

Balancing 
Assistance 

= GMA =
Grant based 

on FAG 
Relativities

+
Estimated 

STU Budget 
Impact 

... [14A.1]

 

The Estimated STU Budget Impact term in [14A.1] above is an amount agreed in the current 

IGA to compensate the STUs "for the net effect of its loss of revenue and the increase in 

expenditure responsibilities" (CGC 2004b: 93), following the introduction of the GST through 

the New Tax System Act 1999 and other changes in circumstances among the STUs.  The GMA 

is the sum of the FAG based grant level and this budget impact amount.  The budget balancing 

assistance amount is then determined as the difference between the GST relativities based grant 

and the GMA.  Following below is a Table B-1 as shown on page 93 of the Grant Commission's 

report on its 2004 review of relativities.  This Table shows how STU grant levels were 

calculated in 2003-04 using result [14A.1] above. 

 
Table B-1  APPLYING THE COMMISSION'S RELATIVITIES, 2003-04 

 NSW Vic Qld WA SA Tas ACT NT Aust 

Projected populations(a)  6 736.0 4 963.3 3 828.1 1 968.4 1 532.8 474.9 326.0 198.6 20 028.1

Per capita relativities(b) 0.89117 0.87010 1.01902 0.96946 1.21215 1.59948 1.14979 4.38638 na 

Weighted populations(c) 6 002.9 4 318.5 3 900.9 1 908.3 1 858.0 759.6 374.9 871.0 19 994.1

Share of weighted 
population(d)          (%) 30.0 21.6 19.5 9.5 9.3 3.8 1.9 4.4 100.0 

Distribution of GST/HCG 
pool(e) $m 11 656.6 8 385.9 7 574.9 3 705.6 3 607.9 1 475.1 727.9 1 691.3 38 825.2

Plus:  Budget balancing  
assistance              $m  563.3 209.2 0.0 0.0 47.6 0.0 0.0 0.0 820.1 

Total GMA plus HCG 12 219.9 8 595.1 7 574.9 3 705.6 3 655.5 1 475.1 727.9 1 691.3 39 645.3
Source: CGC (2004b: 93) employing data from page 14 of the Australian Government Budget Paper No 3, Federal 
Financial Relations 2003-04 
(a) Projected populations in thousands as at 31 December 2003, prepared by ABS. 
(b) The per capita relativities for 2003-04 as adopted by the Ministerial Council for Commonwealth-State 

Financial Relations. 
(c) The product of the first and second rows. 
(d) State weighted population in thousands as a percentage of total Australian weighted population.  Although 

shown to one decimal place, unrounded percentages are used in the ensuing calculation. 
(e) The application of each State's unrounded share of weighted populations to the GST revenue and HCG pool 

of $38.825 billion. 
 

The STUs with zero entries in the Budget balancing assistance rows are those whose grant 

levels based on GST relativities exceed the amount they'd have received under the IGA. 
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Use of Economic, Demographic and Geographic Data 
 
For each public service and expenditure category assessed, the Commission identifies and 

measures "the effects of influences beyond the control of individual States that result in its 

demand for services or its cost of providing each unit of the standard service being above or 

below the Australian average level", including (CGC 2001: 11-12): 

• population and demographic characteristics (including the age and sex composition of the population, 
the proportion of the population that are of Aboriginal or Torres Strait Islander background and the 
income levels  the population); 

• where people live in the State; 
• the scale of State operations and service provision; 
• the price of the main inputs to government services (labour, accommodation, electricity and 

construction costs); 
• the proximity of the State to the east coast centres that are the source of many goods and services 

used in providing services; and 
• the physical and economic environment. 

 

The emphasis on economy, demography and geography is further emphasised in the following 

descriptions: 

• The needs we assess vary from State to State because they reflect what States do and changes in 
States' circumstances. States impose taxes on particular types of transactions and provide a range of 
services that are used by different groups in the population. The assessed needs therefore depend on 
specific features of each State's economy and its population, and these differ between States. (CGC 
2004b: 26) 

• The Commission's revenue and expenditure assessments aim to identify and measure the effects of 
those aspects of State economies, populations and physical environment that affect their capacity to 
raise revenue or the expenses they must incur to provide the standard range and level of services. 

 

The 'Supporting Information' volume, accompanying the report of the 2005 update on State 

Revenue Sharing Relativities, includes 42 separate tables containing economic and demographic 

indicators employed by the CGC in its determination of per capita revenue sharing relativities, 

as follows (CGC 2005d: 323-343): 



 14A-14

Table C–1 MEAN RESIDENT POPULATION, 1998–99 TO 2003–04 
Table C–2 STATE POPULATIONS AS A PROPORTION OF AUSTRALIAN POPULATION, 1998–99 TO 2003–04 
Table C–3 ESTIMATED RESIDENT POPULATIONS, 31 DECEMBER 2003, 2004 AND 2005 
Table C–4 ESTIMATED RESIDENT ABORIGINAL AND TORRES STRAIT ISLANDER POPULATION, 30 JUNE 1996 

AND 30 JUNE 2001 
Table C–5 PERSONS WITH LOW FLUENCY IN ENGLISH(a), 1996 AND 2001 CENSUSES 
Table C–6 PERSONS WITH LOW INCOMES, 1996 AND 2001 CENSUSES 
Table C–7 PERSONS BORN IN NON-ENGLISH SPEAKING COUNTRIES, 2001 CENSUS 
Table C–8 POPULATION BY AGE GROUP, 1996 AND 2001 CENSUSES 
Table C–9 ABORIGINAL AND TORRES STRAIT ISLANDER POPULATION BY AGE GROUP, 1996 AND 2001 

CENSUSES 
Table C–10 LOW ENGLISH FLUENCY POPULATION(a) BY AGE GROUP, 1996 AND 2001 CENSUSES 
Table C–11 POPULATION IN URBAN AREAS, 1996 AND 2001 CENSUSES 
Table C–12 POPULATION BY SARIA REGION, 2001 CENSUS 
Table C–13 PROPORTION OF POPULATION BY SARIA REGION, 2001 CENSUS 
Table C–14 PROPORTION OF POPULATION BY RRMA REGION, 1996 CENSUS 
Table C–15 ABORIGINAL AND TORRES STRAIT ISLANDER POPULATION BY SARIA REGION, 2001 CENSUS 

ADJUSTED 
Table C–16 PROPORTION OF ABORIGINAL AND TORRES STRAIT ISLANDER POPULATION BY SARIA REGION, 

2001 CENSUS 
Table C–17 GROSS STATE PRODUCT AT CURRENT PRICES 
Table C–18 GROSS STATE PRODUCT, CHAIN VOLUME MEASURES 
Table C–19 STATE FINAL DEMAND, CHAIN VOLUME MEASURES 
Table C–20 TURNOVER OF RETAIL ESTABLISHMENTS, CHAIN VOLUME MEASURES 
Table C–21 VALUE OF COMMERCIAL/INDUSTRIAL LAND, 1 JULY 
Table C–22 ESTIMATED VALUE OF SHARES AND MARKETABLE SECURITIES TURNOVER 
Table C–23 GENERAL AND LIFE INSURANCE PREMIUMS 
Table C–24 NUMBER OF NEW VEHICLE SALES 
Table C–25 CONVEYANCES (VALUE OF TRANSACTIONS) 
Table C–26 MINING VALUE OF PRODUCTION 
Table C–27 TOTAL FACTOR INCOME, AGRICULTURE, FORESTRY AND FISHING, CURRENT PRICES 
Table C–28 COMPENSATION OF EMPLOYEES, CURRENT PRICES 
Table C–29 EMPLOYEE MEAN WEEKLY EARNINGS 
Table C–30 GROSS HOUSEHOLD INCOME, CURRENT PRICES 
Table C–31 HOUSEHOLD FINAL CONSUMPTION EXPENDITURE, CHAIN VOLUME MEASURES 
Table C–32 ESTABLISHED HOUSE PRICE INDEX, CAPITAL CITIES 
Table C–33 PROJECT HOME PRICE INDEX, CAPITAL CITIES 
Table C–34 PRIVATE HOUSING INVESTMENT, CHAIN VOLUME MEASURES 
Table C–35 EMPLOYED PERSONS 
Table C–36 UNEMPLOYMENT RATES 
Table C–37 PENSIONER CONCESSION AND HEALTH CARE CARDHOLDERS PER 1000 POPULATION 
Table C–38 GOVERNMENT SCHOOL STUDENTS PER 1000 POPULATION 
Table C–39 STATE NET BORROWINGS 
Table C–40 EXPENDITURE ON NATURAL DISASTER RELIEF 
Table C–41 ARTERIAL ROAD LENGTH 
Table C–42 ROAD USE – ANNUAL VEHICLE METRES TRAVELLED 
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