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7 Intergovernmental financial relations 

Features 
• The 2016–17 Commonwealth Budget provided additional interim short–term funding for 

health and education. However, this does not fully address funding cuts made to health 
(around $11.8 billion) and education (around $6 billion) in the 2014–15 Commonwealth 
Budget. In addition, uncertainty of funding for the critical areas of early childhood education, 
skills reform, homelessness, remote Indigenous housing and mental health is posing a 
considerable fiscal risk to Queensland’s capacity to manage future service delivery 
responsibilities. 

• The 2016–17 Commonwealth Budget deferred around $1.1 billion in Natural Disaster Relief 
and Recovery Arrangements (NDRRA) funding to Queensland from 2015–16 to 2016–17 and 
2017–18. The decision of the Australian Government to defer the reimbursement of funds for 
reconstruction work already undertaken by Queensland was made without prior consultation 
with the State. 

• Estimated Australian Government funding in 2016–17 for Queensland (excluding NDRRA 
and payments for Commonwealth own–purpose expenditure) is $25.270 billion. Queensland 
is estimated to receive $10.973 billion in payments for specific purposes, with $864 million as 
National Specific Purpose Payments, $3.630 billion as National Health Reform funding, 
$3.868 billion as Students First funding and $2.611 billion as National Partnership payments. 
NDRRA funding of $746 million is expected in 2016–17. 

• The Commonwealth Grants Commission (CGC) 2016 Update Report recommended that 
Queensland’s share of goods and services tax (GST) increase in 2016–17. This recognises 
the impact of factors beyond the State’s control, such as high NDRRA expenditure relating to 
2011 and 2012 disaster events and weaker mining revenue owing to declining coal prices. 

• Queensland is estimated to receive $14.297 billion of GST revenue in 2016–17, $2.125 billion 
more than its population share. Total GST revenue to all states is expected to be  
$60.660 billion in 2016–17, an increase of $3.210 billion or 5.6% on 2015–16. 
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7.1 Federal financial arrangements 
Federal financial relations in Australia are characterised by vertical fiscal imbalance (VFI). This is 
where the Australian Government’s own spending responsibilities are less than its revenue, and 
state and territory governments’ spending responsibilities are greater than their revenue. The 
Australian Government collected the majority of taxation revenues (80.0%) in 2014–15, whilst the 
states collected 16.5% and local governments collected the remaining 3.5%.1 The states and 
territories (states)2 require grants from the Australian Government to meet their spending 
responsibilities. These grants represent 46.7% of all states’ revenues in 2016–17, based on the 
Australian Government’s budget estimates.3 

VFI in Australia arises from a number of factors including: 

• The Australian Constitution, which precludes states from levying customs duty or excise duty, 
or introducing taxes based on the value of goods produced, for example, a consumption or 
retail tax. 

• Restrictions imposed by the Australian Government, particularly on the states’ levying of 
income tax. While the Constitution permits states to levy income tax, High Court decisions 
effectively allow the Australian Government to obstruct the states’ application of this power 
through its ability to reduce other grants to offset any revenue benefits to a state that chooses 
to raise its own income tax. 

• Agreements with the Australian Government, which prevent reinstatement of taxes that were 
abolished under the arrangements associated with the introduction of the GST. These include 
a number of duties and financial taxes, such as debits tax. 

In Australia, governments look to address VFI through a system of intergovernmental grants from 
the Australian Government to the states. Just over half these grants are untied ‘general revenue 
assistance’, mainly the proceeds from the GST. Most other grants are payments for specific 
purposes, provided to fund particular activities. 

National tax reform and other changes since 2000 have led to an increase in VFI. Chart 7.1 
shows that while all states received 35.0% of their revenues from the Australian Government in 
1999–2000, this is forecast to increase to 46.7% in 2016–17. In contrast, the proportion of all 
states’ General Government Sector revenues from state taxes4 has declined from 39.8% in  
1999–2000 to 32.2% in 2016–17.  

 

1  ABS Government Finance Statistics Cat No. 5506.0. 
2 States refers to states and territories unless otherwise specified.  
3 National aggregates and interstate comparisons in this chapter will use Australian Government estimates for consistency. Queensland specific figures 
are consistent with Queensland Budget estimates.  
4 State taxes include transfer duty, land tax, payroll tax, gambling tax, insurance tax and motor vehicle tax.   
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Chart 7.1 General Government revenue sources, all states, 1999–2000 and 2016–171 

 
Note: 
1. 2016–17 are estimates.  
Sources: ABS Government Finance Statistics Cat No. 5512.0 and state and Australian Government Budget papers. 

 

One of the outcomes of VFI has been overlap and duplication in roles and responsibilities relating 
to service delivery and infrastructure provision, particularly in the areas of health and education. 
This can result in excessive administration, unnecessary additional costs, blurred accountability 
and a misallocation of resources to areas of lower priority. Receiving a significant proportion of 
their revenue through Australian Government grants leaves states subject to unilateral decisions 
by the Australian Government affecting the stability and predictability of their finances.  

Another important element of Australian federal financial arrangements is the process of 
horizontal fiscal equalisation (HFE). Like many federations, different Australian states have 
different capacities to raise revenue or deliver services owing to factors largely beyond their 
control, such as demography, socio–economic status, geography and natural resources. The 
HFE process is designed to equalise the states’ fiscal capacities. Under the process, GST 
revenue is distributed amongst state governments so they have the capacity to provide similar 
levels of services to their communities. 

The Commonwealth Grants Commission provides advice to the Treasurer of Australia on the 
distribution of GST revenue. 
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7.1.1 2016–17 Commonwealth Budget 

The Australian Government released its 2016–17 Budget on 3 May 2016. The 2016–17 
Commonwealth Budget provided additional interim short–term funding for health and education 
from 2017–18. 

Despite the additional funding for some agreements, the 2016–17 Commonwealth Budget does 
not provide any ongoing funding certainty for the critical areas of early childhood education, skills 
reform, homelessness, remote Indigenous housing and mental health, where existing agreements 
will expire in the coming years. This poses a considerable risk for Queensland’s capacity to 
manage future service delivery responsibilities when faced with uncertainty around the Australian 
Government’s commitment to longer–term agreements. 

The 2016–17 Commonwealth Budget deferred the payment to Queensland of around $1.1 billion 
in NDRRA funding, which was expected in 2015–16. 

The fiscal and service delivery challenges for Queensland arising from funding cuts made to 
health (around $11.8 billion) and education (around $6 billion) in the 2014–15 Commonwealth 
Budget remain. 

Details of the key impacts of the 2016–17 Commonwealth Budget is provided in Box 7.1. 

 

Box 7.1 Key impacts of the 2016–17 Commonwealth 
Budget 

Deferral of NDRRA payments 

Under the NDRRA, the Australian Government provides up to 75% of funding to assist states with 
relief and recovery assistance after eligible natural disasters. 

NDRRA funding was expected in 2015–16 as published in the 2015–16 Commonwealth  
Mid–Year Economic and Fiscal Outlook (MYEFO) in December 2015. Prior to the 2016–17 
Commonwealth Budget, there was no advice from the Australian Government to suggest it would 
defer funding to the State. 

Nonetheless, in the 2016–17 Commonwealth Budget, the Australian Government deferred the 
payment of around $1.1 billion in NDRRA funding to Queensland for up to two years. 

The decision of the Australian Government to defer the reimbursement of funds for reconstruction 
work already undertaken by the State following natural disaster events will impact on the State’s 
revenue and the net operating position. While Queensland recognises that the Australian 
Government undertakes assurance processes on NDRRA claims, this process was already well 
progressed with Emergency Management Australia. Uncertainty around the timing of NDRRA 
reimbursements and arbitrary Commonwealth decisions to withhold payment, despite due 
processes being followed, make it challenging for the State to plan its Budget.  
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Expiring agreements 

The 2016–17 Commonwealth Budget did not provide for an extension of funding for several 
agreements due to expire over the current and next two financial years. The most significant of 
these agreements are: 

• Mental Health Reform, with the current agreement providing $51.5 million in funding to 
Queensland over five years, and expiring in 2015–16. 

• Universal Access to Early Childhood, with the current agreement providing $175.9 million in 
funding to Queensland over two calendar years, and expiring in 2017–18. There have been 
four Early Childhood Education agreements since 2009 worth $651 million to Queensland. 

• Skills Reform, with the current agreement providing $356.9 million in funding to Queensland 
over five years, and expiring in 2016–17. 

• Homelessness, with the current agreement providing $57.4 million in funding to Queensland 
over two years, and expiring in 2016–17. There have been four homelessness agreements 
since 2008 worth $258 million to Queensland. 

• Remote Indigenous Housing, with total funding of $1.126 billion to Queensland over 10 years, 
expiring in 2017–18. 

The Homelessness and Early Childhood Education and Care National Partnerships have both 
been renewed a number of times, often for short extensions only. This uncertainty impacts on 
Queensland’s capacity to undertake effective service delivery and budgetary planning in these 
sectors.  
The Adult Public Dental Services agreement is to be replaced by a new Child and Adult Public 
Dental Health Scheme; however, the Australian Government is yet to provide details of the new 
scheme. 

When the Australian Government decides to cease funding for expiring agreements, this presents 
a significant ongoing fiscal risk, with impacts on the quality and continuity of much needed 
services delivered to vulnerable members of the community by state governments. 
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7.1.2 Opportunities for reform 

The Queensland Government participated in the economic and fiscal reform agenda being 
undertaken by the Australian Government through the Tax and Federation White Papers. 
Queensland worked productively with other jurisdictions to seek to address the key fiscal 
challenge of ensuring government finances are on a sustainable footing, especially in core areas 
of state service delivery responsibility such as hospitals and schools. The sustainability of funding 
arrangements in these areas has been significantly tested by the funding cuts to Queensland of 
around $18 billion in the 2014–15 Commonwealth Budget. 

In early 2016, the Australian Government confirmed that the tax and federation reform processes 
would no longer be culminating in White Papers, but funding and competition reforms would be 
progressed through the Council of Australian Governments (COAG).  

Funding reforms 

On 1 April 2016, COAG agreed to an interim funding arrangement for hospitals and health reform, 
worth around $2.9 billion nationally over three years. This funding was reflected in the recent 
Commonwealth Budget. Its interim and insufficient nature underlines the importance of continuing 
to work towards a sustainable long–term funding agreement with the Australian Government. 

COAG also agreed that discussions on new funding arrangements for schools should be 
concluded in early 2017. While the 2016–17 Commonwealth Budget subsequently included some 
additional funding for schools over the interim period, the Australian Government and the states 
will still continue working towards a long–term funding model. 

These additional funds for hospitals and schools improve Queensland’s capacity to delivery high 
quality services to the community. But they are both short–term approaches, and they represent 
only partial solutions to the funding challenge as they do not reverse the funding cuts of the 
2014–15 Commonwealth Budget. Work remains to be done to build stable, sustainable and 
certain funding models for health and education over the longer–term. 

Competition reform 

The final report of the Australian Government’s Competition Policy Review, released in 
March 2015, presents further opportunities for reform. The Queensland Government provided its 
response to the Review to the Australian Government in mid–2015, expressing general support 
for proposals which increase competition and which lead to real and meaningful benefits to 
people and the economy. The Australian Government subsequently responded to the Review on 
24 November 2015, indicating it would accept a majority of its recommendations. 

Because many of the Competition Policy Review’s recommendations concern policies of joint 
federal–state responsibility, Queensland is working with other jurisdictions to consider proposals 
that will benefit Queenslanders. At its April 2016 meeting, COAG agreed to the development of a 
new intergovernmental agreement on productivity–enhancing competition reforms. The new 
agreement will incorporate: 
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• an updated set of federal–state competition principles drawing from, and expanding on, those 
recommended by the Competition Policy Review; 

• shared national and state–specific competition and productivity reforms; 
• independent evaluation and assessment mechanisms; and 
• innovation payments, based on performance, including consideration of recent reforms. 

A draft agreement is expected to be considered by COAG later in 2016. The Queensland 
Government’s approach to these discussions will be to ensure the agreed reforms will help grow 
the Queensland economy and provide real benefits to Queenslanders. 

7.2 Australian Government funding to the states 
The framework for federal financial relations is set out in the Intergovernmental Agreement on 
Federal Financial Relations (IGA). The IGA outlines the Australian Government’s commitment to 
provide ongoing financial support to the states through two types of grants – general revenue 
assistance and payments for specific purposes.  

General revenue assistance grants are able to be used by the states for any purpose (untied 
funding). Payments for specific purposes are considered tied funding, where the state is restricted 
in how the funding can be spent (either by sector or for specific projects or reforms). Chart 7.2 
outlines Australian Government grants to states.  
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Chart 7.2 Breakdown of Australian Government grants to states, 2016–171 

 
Note: 

1. NHR is funding under the National Health Reform. NPs is funding for National Partnership payments. 
Source: 2016–17 Commonwealth Budget Paper No. 3. 

 

Table 7.1 shows total Australian Government payments to the states in 2016–17 are expected to 
be $116.545 billion, an increase of $8.350 billion, or 7.7%, when compared with 2015–16. This 
growth is primarily driven by increases to the payments for specific purposes.   

GST revenue from the Australian Government to all states is expected to be $60.660 billion in 
2016–17, an increase of 5.6% in nominal terms. In real per capita terms, GST is expected to 
increase by 2.0% in 2016–17.  

Total payments for specific purposes in 2016–17 are expected to be $55.280 billion, a 10.7% 
increase in nominal terms and a 6.9% increase in real per capita terms compared with 2015–16. 
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Table 7.1 Estimated Australian Government payments to the states, 2015–16  
and 2016–171 

 
 2014–15 
Actual 

$ million 

2015–16 
Est. Act. 
$ million 

2016–17 
Budget 

$ million 
GST revenue 54,342 57,450 60,660 
Payments for specific purposes 
National Partnership payments 13,681 12,908 16,068 
National Specific Purpose Payments 4,143 4,220 4,306 
National Health Reform Funding 15,466 17,196 17,912 
Students First – Education Reform Funding 14,707 15,636 16,996 
Total payments for specific purposes 47,997 49,958 55,280 
Other general revenue2 1,083 786 605 
Total payments 103,423 108,195 116,545 
Notes: 
1. Numbers may not add due to rounding. 
2. Include payments to the Australian Capital Territory for municipal services, compensation for reduced 

royalties, royalties and Snowy Hydro Limited tax compensation. 
Source: 2016–17 Commonwealth Budget Paper No. 3. 

 

Table 7.2 shows the expected shares of total Australian Government payments to each state for 
2016–17 compared with each state’s population share.  

Queensland is expected to receive payments above its population share, with above–population 
shares of payments for both general and specific purposes, for reasons explained in Sections 7.4 
and 7.5.  
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Table 7.2  Relative shares of Australian Government payments to the states, 2016–171 

 
Share of 

payments2 
% 

Share of 
population 

% 

Relative  
share3 

% 
New South Wales 30.5% 32.0% 95.3% 
Victoria 22.4% 25.1% 89.4% 
Queensland 22.5% 20.1% 112.3% 
Western Australia 7.0% 10.9% 63.6% 
South Australia 8.8% 7.1% 123.8% 
Tasmania 3.1% 2.1% 145.0% 
Australian Capital Territory 1.8% 1.6% 110.1% 
Northern Territory 3.9% 1.0% 383.6% 
Notes:    
1. Numbers may not add due to rounding.  
2. Excludes payments unallocated among the states and territories in the Commonwealth Budget papers, and 

royalties paid by the Australian Government to Western Australia and the Northern Territory. 
3. A state’s relative share is measured as its funding share as a percentage of its population share (may not 

divide due to rounding). 

Source: 2016–17 Commonwealth Budget Paper No.3. 

 

7.3 Australian Government funding to 
Queensland 

Queensland’s reliance on Australian Government funding is expected to increase from 34.8% in 
1999–2000 to an estimated 48.7% in 2016–17 (see Chart 7.3). This is consistent with the national 
trend (shown in Chart 7.1).  
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Chart 7.3 General Government Sector revenue sources, Queensland, 2016–171 

 
Note: 
1. Percentages may not add to 100% due to rounding. 
Sources:  2016–17 Commonwealth Budget Paper No. 3 and Queensland Treasury estimates. 

 

Estimated Australian Government funding in 2016–17 for Queensland, included in the 2016–17 
Queensland Budget, is $25.270 billion1, an increase of $2.462 billion, or 10.8%, compared with 
2015–16 (as shown in Table 7.3). This amount excludes payments for NDRRA of around  
$746 million in 2016–17. 

 

1 This figure differs to Chapter 4 Australian Government grants estimates, owing to the exclusion of direct Australian Government payments to Queensland 
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Table 7.3 Estimated Australian Government payments to Queensland1, 2 

 
2014–15 
Actual 

$ million 

2015–16 
Est. Act. 
$ million 

2016–17 
Budget 

$ million 
GST revenue 11,746 13,044 14,297 

GST balancing item3 69 78 .. 

Total payments for general purposes 11,816 13,122 14,297 
Payments for specific purposes    

National Partnership payments (excluding NDRRA)4 1,853 1,919 2,611 

National Specific Purpose Payments 839 856 864 

National Health Reform Funding 3,060 3,409 3,630 

Students First – Education Reform Funding 3,254 3,502 3,868 
Total payments for specific purposes (excluding 
NDRRA)4 9,005 9,686 10,973 

Total payments (excluding NDRRA)4 20,821 22,808 25,270 

Notes: 
1. Numbers may not add due to rounding. 
2. Does not include Australian Government funding direct to Local Governments. 
3. The balancing adjustment accounts for differences between the GST paid to states and the final GST pool 

size and population outcomes in the prior year (2013–14 and 2014–15). 
4. NDRRA funding is excluded from total payments because this funding will only arise following a 

reimbursement claim for expenditure on eligible natural disasters. Differs from Chapter 4 due to the 
exclusion of direct Australian Government payments to Queensland agencies and Local Government for 
Commonwealth own purpose expenditure. 

Sources: 2016–17 Commonwealth Budget Paper No. 3 and Queensland Treasury estimates. 

 

Queensland expects to receive $14.297 billion of GST revenue in 2016–17, $2.125 billion greater 
than its population share. In the same year, total payments for specific purposes are forecast to 
be $10.973 billion, with $3.630 billion as National Health Reform funding, $3.868 billion as 
Students First funding, $864 million as National Specific Purpose Payments and $2.611 billion as 
National Partnership payments.  

7.4 GST revenue payments 
Under the terms of the IGA, states receive the revenue collected by the Australian Government’s 
GST. The IGA also requires GST revenue to be distributed on the basis of horizontal fiscal 
equalisation (HFE) principles. The application of HFE principles aims to give all states the same 
fiscal capacity to deliver services to their populations after the distribution of the GST, taking into 
account states’ capacities to raise revenue from their own sources, as well as their different 
expenditure needs. 
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The Commonwealth Grants Commission (CGC) is tasked with recommending state shares of 
GST funding to the Australian Government. The amount of GST revenue received by an 
individual state is determined by the national pool of revenue collected through the GST and the 
Australian Government’s determination of the distribution of that revenue amongst the states. 

In April 2016, the Australian Government released the results of the CGC’s Report on GST 
Revenue Sharing Relativities – 2016 Update (the 2016 CGC Update Report) which considered 
changes in state circumstances to determine the distribution of GST. More information on the 
2016 CGC Update Report is provided in Box 7.2. 

7.4.1 Queensland’s share of GST revenue 

The Australian Government has accepted the CGC’s recommendations of GST revenue sharing 
relativities as the basis for the distribution of the GST revenue to the states in 2016–17. 

In the 2016 CGC Update Report, the CGC recommended an underlying increase in Queensland’s 
share of GST revenue. The CGC’s recommended relativity for Queensland increased to 1.17109 
for 2016–17, up from 1.12753 in 2015–16. Table 7.4 shows the relativities and resulting GST 
distributions for each state and territory. Relativities are discussed in more detail in Box 7.2. 

 

Table 7.4 Recommended relativities and estimated GST shares, 2016–17 

 NSW Vic. Qld WA SA Tas. ACT NT 
CGC recommended 
relativity 

0.90464 0.90967 1.17109 0.30330 1.41695 1.77693 1.15648 5.28450 

GST share ($ million) 17,634 13,886 14,297 2,019 6,101  2,307 1,154 3,262 

GST per capita ($) 2,265 2,278 2,932 759 3,548 4,449 2,896 13,231 

Sources: 2016–17 Commonwealth Budget Paper No. 3, Commonwealth Grants Commission Report on GST 
Revenue Sharing Relativities – 2016 Update. 

 

Queensland’s share of GST for 2016–17 has increased because of: 

• A higher level of natural disaster relief and recovery arrangements (NDRRA) expenses, 
owing to the high level of disaster spending in 2013–14 relating to 2011 and 2012 disaster 
events. NDRRA expenses are shared between the Australian Government and states, with 
the Australian Government providing reimbursement for a proportion of state expenses 
resulting from a natural disaster. The GST distribution takes into account the proportion of 
NDRRA expenses that are not reimbursed by the Australian Government, as these arise from 
circumstances beyond states’ control. 

• Declining prices for coal. Queensland receives less GST because of its higher capacity to 
collect royalties on coal. Lower prices reduced the royalties Queensland received, which in 
turn reduces the GST redistributed away from Queensland. 
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These gains were partially offset by slower population growth. Queensland’s GST share is 
normally increased because our above–average population growth rate implies a greater need for 
infrastructure investment. However, because Queensland’s population growth has slowed, we 
have benefited less from this than in recent years. 

More detail on the outcomes of the 2016 CGC Update Report is in Box 7.2. 

7.4.2 Queensland’s GST relativity 

A GST relativity is a measure of a state’s fiscal capacity to deliver services to its community, 
taking into account factors such as the relative strength of the state’s tax base, its unique service 
delivery costs, and so on. To determine the GST share of each state, the CGC uses a three–year 
average of single–year relativities (with a two–year lag). The three–year average relativities, 
combined with updated data on the expected size of the total GST pool and the populations of the 
states, are used to determine the GST distributions for the states. This means that the 
recommended GST distribution for 2016–17 has been determined using data for 2012–13,  
2013–14, and 2014–15. This methodology smooths the impact of single–year relativity changes, 
so that states’ GST shares are more predictable and less volatile. 

For the last few years, Queensland’s single–year relativity has been above 1.0 meaning 
Queensland has been assessed as having a lower than average fiscal capacity, requiring a 
greater than population share of GST. This reflects the relatively higher cost of service provision 
in the State. 

Queensland will continue to be impacted by the recommendations in the 2015 Review Final 
Report, in which Queensland received its highest single–year relativity since the introduction of 
the GST. This result was driven primarily by short–term factors outside of the State’s control, such 
as the significant rebuilding following natural disasters in Queensland. 

As shown in Chart 7.4, Queensland’s three–year average relativity has risen for the fourth 
consecutive year. While the single–year relativity has fallen in 2014–15, the historically high 
2013–14 single–year relativity will continue to impact Queensland’s GST share until 2017–18. 

However, the factors driving the 2013–14 result are short–term. Net expenses for NDRRA are 
expected to remain low, and Western Australia’s mining revenue has been adversely affected by 
a fall in iron ore prices. Queensland’s share of GST can be expected to move closer to 1.0 once 
the short–term impacts of 2013–14 factors are removed from the averaging process. 
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Chart 7.4 Queensland’s GST relativity, 2000–01 to 2016–171 

 
Note: 
1. GST shares have used a three–year average of single–year relativities since 2010–11. Previous average 

relativities were based on a five–year average of single–year relativities. Average relativities are calculated 
with a two–year lag. 

Sources: Commonwealth Grants Commission Report on GST Revenue Sharing Relativities – 2016 Update, 
Queensland Treasury. 

 

In general, the CGC assesses Queensland as having higher than average expenditure needs, 
owing to the State’s higher proportions of remote and Indigenous populations. Other factors, such 
as a higher capacity to raise revenue from mining royalties and lower assessed public sector 
wage costs, offset these additional needs. 

In the longer–term, Queensland’s fiscal capacity can be expected to be nearer to the average of 
states (that is, a relativity of 1.0). However, many of the factors impacting Queensland’s relativity 
are volatile, such as transfer duty, mining revenue, natural disaster relief and other Australian 
Government payments. 

Mining revenue is heavily influenced by volatile commodity prices, while Queensland’s relative 
capacity to raise revenue from transfer duty is driven by differences in the timing of property 
cycles between states, and NDRRA expenses are driven by the incidence of large disasters. 

The significant impact of volatile factors means that while Queensland’s relativity may be nearer 
to the average of all states in the longer–term, on an annual basis it will continue to fluctuate, and 
be above 1.0 in some years and below in others. 
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Chart 7.5 shows the impact of the volatile assessments.  

Chart 7.5 Contribution of volatile assessments to Queensland’s difference from an 
equal per capita share of GST (three year average)1, 2 

 
Notes:   
1. NDRRA data for earlier years are not available. 
2. Contributions are scaled to the growth in the pool size from 2004–05 to 2016–17 to improve comparability.  
Sources: Commonwealth Grants Commission and Queensland Treasury. 
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Box 7.2 2016 CGC Update Report 
In April 2016, the CGC released its Report on GST Revenue Sharing Relativities – 2016 Update, 
which is used to determine the distribution of GST among the states. The 2016 CGC Update 
Report recommended that Queensland’s share of GST revenue be increased, with an underlying 
impact of $520 million in 2016–17. The ‘underlying impact’ reflects the effect of the change in 
assessed fiscal capacities on the GST distribution compared to the previous year, distinct from 
the effects of changes in pool size and population. The 2016 CGC Update Report takes account 
of changes to states’ circumstances and revisions to the data used in the CGC’s assessments. 
Table 7.5 shows the contribution of these factors to the underlying impact for each state and 
territory. 

Table 7.5      Underlying changes in GST allocations 2016–17 ($ million)1, 2 
 NSW Vic. Qld WA SA Tas. ACT NT 

         
Data revisions (42) 34 30 (44) (22) (9) 50 2 
States’ circumstances (808) 213 491 63 267 (48) 6 (183) 
Total change (850) 248 520 20 245 (57) 55 (182) 
Notes:  
1. Bracketed numbers represent negative amounts.  
2. Numbers may not add due to rounding. 
Sources:  Commonwealth Grants Commission Report on GST Revenue Sharing Relativities – 2016 Update. 

Updates to the CGC’s recommended relativities are designed to capture changes in factors 
beyond the states’ control that impact their fiscal capacities. Queensland’s GST share reflects the 
cost of providing services across our State, offset by the revenues we are able to collect. The 
increases in Queensland’s GST share was mainly driven by the weakening in Queensland’s 
circumstances in 2014–15 relative to in 2011–12.  

For Queensland, high NDRRA expenditure (net of contributions from the Australian Government) 
as well as a fall in the value of mining production (notably coal) has led to the increased GST 
share in 2016–17. This increase is not a windfall; rather, it recognises that Queensland’s 
circumstances have resulted in higher Government expenses and weaker revenues than other 
states.  
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7.5 Payments to Queensland for specific 
purposes 

7.5.1 Structure of payments for specific purposes 

Payments for specific purposes comprise National Specific Purpose Payments (SPPs), National 
Health Reform funding, Students First funding and National Partnership (NP) payments. These 
payments represent a significant source of revenue to Queensland, comprising 21.9% of total 
expected revenue in 2016–17 and 45.0% of Australian Government funding to Queensland. 

Projections of specific purpose funding to Queensland 

Funding for National SPPs is relatively stable across the forward estimates, with growth of around 
2.2% in 2017–18 and 2018–19 before decreasing in 2019–20. This decrease reflects the full 
implementation of the NDIS in 2019–20, which will redirect the National Disability SPP to the 
NDIS. The underlying growth of National SPPs across the forward estimates without the National 
Disability SPP is around 1.5%.  

Growth in National Health Reform (NHR) funding is stable at around 6.1% each year from  
2017–18 to 2019–20. Growth in Students First funding is 5.0% in 2017–18, declining to 3.6% in 
2018–19, and then increasing to 6.0% in 2019–20. The increase in 2017–18 is mainly driven by 
additional funding provided nationally over four years (from 2017–18) for government and  
non–government schools. Total payments for specific purposes decrease in 2018–19 mainly 
because of time–limited NP agreements ceasing in 2017–18. 

The level of NP payments varies from year to year, depending on the nature and duration of 
agreements, and the value of new agreements. Chart 7.6 outlines how NP funding, including 
NDRRA, is expected to rise to $3.367 billion in 2017–18, before declining to $1.498 billion in 
2019–20. This variability is primarily due to fluctuations in the timing of funding for NDRRA and 
infrastructure payments, and expiring NP agreements. 
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Chart 7.6 Payments for specific purposes to Queensland1 

 
Note: 
1. Excludes Australian Government direct funding to local government. 
Sources: 2016–17 Commonwealth Budget Paper No. 3 and Queensland Treasury estimates. 
 

7.5.2 National Specific Purpose Payments 

National SPPs are an ongoing financial payment to the states for service delivery in a particular 
sector. National SPPs are considered to be ‘tied’ payments since they must be spent in the 
relevant sector. Apart from this condition, states have total budget flexibility to allocate SPP 
funding within the relevant sector according to their priorities. In turn, states are accountable to 
their communities on SPP expenditure and the achievement of outcomes, as set out in the 
associated National Agreements. 

In addition to funding for health and education, there are three National SPPs to the states for 
skills and workforce development; disability services and affordable housing. Chart 7.7 shows the 
breakdown of Australian Government funding across these sectors for SPPs, National Health 
Reform funding and Students First funding. 
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Chart 7.7 National Specific Purpose Payments by sector, 2016–171 

 
Note: 
1. Percentages may not add to 100% due to rounding. 
Sources: 2016–17 Commonwealth Budget Paper No. 3 and Queensland Treasury estimates. 

 

National Health Reform funding  

The National Health Reform Agreement (NHRA) commenced on 1 July 2012. Under this 
arrangement, growth in funding from the Australian Government was based on 45.0% of the 
efficient costs of additional hospital activity, increasing to 50.0% in 2017–18. In the 2014–15 
Commonwealth Budget, the Australian Government revised the indexation arrangement, with 
funding from 2017–18 to be tied to a combination of the CPI and population growth. 

At the April 2016 Council of Australian Governments meeting, the Australian Government and the 
states signed a Heads of Agreement for interim funding for public hospitals from 1 July 2017 to  
30 June 2020, ahead of consideration of longer–term arrangements. This will see the continuation 
of the link between Australian Government funding and activity levels. Under the terms of the 
agreement, the Australian Government will fund 45.0% of the efficient growth, up to a contribution 
growth cap of 6.5% per annum. For block funded services, the Australian Government will fund 
45.0% of the efficient growth. 
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Funding for this agreement was confirmed in the 2016–17 Commonwealth Budget. It estimated 
an additional $2.9 billion nationally will be available to public hospital services between 2017–18 
and 2019–20. In 2016–17, Queensland is expecting to receive total Commonwealth funding of 
$3.630 billion for public hospitals ($15.909 billion over four years to 2019–20).  

Students First – A fairer funding agreement for schools 

In the 2014–15 Commonwealth Budget, the Australian Government announced that from the 
2018 school year onwards, the Students First funding will be indexed to CPI with an allowance for 
school enrolment numbers. This will result in a reduction to education funding for Queensland 
schools from the Australian Government compared to previous indexation arrangements. 

In the 2016–17 Commonwealth Budget, the Australian Government announced additional funding 
of $1.2 billion nationally over four financial years from 2017–18, to provide further funding support 
for government and non–government schools for the 2018 to 2020 school calendar years. 
Schools funding, which will grow by 3.56% each year with an allowance for changes in 
enrolments, will be contingent on reform efforts by the states and the non–government schools 
sector to improve education outcomes. 

The Students First funding in the 2016–17 Commonwealth Budget also included additional 
funding over two years (from 2016–17) for school students with disability. 

Australian Government funding under Students First for Queensland Government schools will be 
$1.480 billion in 2016–17 ($6.359 billion over four years to 2019–20). Non–government schools 
funding will be $2.171 billion in 2016–17 ($9.304 billion over four years to 2019–20). 

National Disability funding  

The National Disability Insurance Scheme (NDIS) is Australia’s largest social reform in more than 
40 years and will almost double the number of Queenslanders currently accessing disability 
services. In Queensland, the NDIS will assist more than 90,000 people with disability and 
contribute to expenditure of about $4 billion each year. By mid–2019, with the NDIS fully 
implemented, the National Disability Insurance Agency estimates an additional 15,900 to 19,400 
full–time equivalent jobs will be created in Queensland’s disability sector. 

In January 2016, early launch of the NDIS commenced in Townsville and Charters Towers for 
children aged under 18 years and on Palm Island for people with disability aged under 65 years. 
From 1 July 2016, the state–wide, progressive roll out will commence, with full implementation by 
1 July 2019. 

This significant reform to disability services will impact the National Disability SPP to Queensland 
in future years. When the NDIS reaches full roll–out in Queensland, the National Disability SPP 
will be redirected to the National Disability Insurance Agency, which will be responsible for 
administering the Scheme. 

From 2019–20, the Australian and Queensland Government contributions to the NDIS will be 
around $2.140 billion and $2.035 billion respectively. 
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The Queensland Government has consistently argued the State should receive its full and fair 
share of the Medicare Levy Surcharge introduced in 2014. However, the Australian Government’s 
position is to ration the State’s access to these funds unless all jurisdictions hand over greater 
control of the NDIS to the Australian Government or share cost overrun risk. This is not 
acceptable to Queensland. The Australian Government’s stance effectively slows the pace of 
rollout of the NDIS in Queensland and results in the majority of participants waiting until 2018–19 
to transition into the Scheme. 

7.5.3 National Partnership payments 

NP payments are paid to states to implement specific NP agreements. These agreements are 
usually time–limited and support the delivery of projects, facilitate reforms or reward states that 
deliver on national reforms or achieve service delivery improvements. 

NP payments are an important source of revenue for Queensland. In 2016–17, proposed NP 
payments to Queensland, including NDRRA, will be 12.9% ($3.357 billion) of total Australian 
Government funding to Queensland. 

NP funding by sector 

Excluding payments for NDRRA, NP payments for infrastructure, housing, community services 
and education represent the major components of NP funding in 2016–17 (refer Chart 7.8), 
representing 89.7% of non–NDRRA NP funding. NDRRA payments are excluded as these 
payments only arise following a reimbursement claim for actual expenditure on eligible natural 
disasters. 
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Chart 7.8 National Partnership Payments by sector (excluding NDRRA), 2016–171 

 
Note: 
1. Excludes Australian Government direct funding to local government.  
Sources: 2016–17 Commonwealth Budget Paper No. 3 and Queensland Treasury estimates. 

Major funding agreements 

The original intent of the Intergovernmental Agreement on Federal Financial Relations was for the 
number of NPs to be limited, allowing for funding to flow to states for efficient service delivery with 
a reduced reporting burden. Over time, the number of time–limited and low–value NPs has 
increased, reducing budget certainty and raising community expectations for ongoing services. 

As of 31 May 2016, there were 48 active agreements between the Queensland Government and 
the Australian Government, with a further 14 agreements under development. 

When agreements expire, states are left with limited opportunities to deal with the expiring NP as 
the final decision on continued funding is made through the Australian Government’s budget 
process. The expiry of a number of large NPs over the last few years in a tight fiscal environment 
has brought the risks posed by the number of fixed–term funding arrangements into sharp focus. 
States have had limited capacity to influence the continuation of expiring agreements and often 
there is little warning on whether funding will be continued. An early indication as to the 
continuation, lapse or other treatment of funding under expiring agreements is necessary, to 
enable states to undertake effective service delivery and budgetary planning. 
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In 2016–17, there are several agreements expiring, with minimal advice from the Australian 
Government about the future of these programs, which will have impacts on service delivery. 
Box 7.1 lists the key agreements expiring in 2015–16, 2016–17 and 2017–18 still facing 
uncertainty from the Australian Government. 
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