08/04/2021

Once we've spent big, structural reform is our next weapon

Money Super & retirement Superannuation
This was published 11 months ago

OPINION

Once we've spent big, structural reform
is our next weapon
Stephen Anthony
Contributor
May 3, 2020 — 11.32pm

The Morrison government’s economic policy response to the COVID-19 shock has so far been
about supporting businesses and workers affected by the downturn.

The number of people lining up at Centrelink ofﬁces around the country shocked government ofﬁcials.
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As the government begins to shift from medical emergency management and job stabilisation
to plan jobs recovery, it needs to consider the most effective ways to thaw the economy from
the deep freeze – the so-called "hiber-cession". It also faces some binding constraints.
Whatever approach the government takes, it cannot rely on further stimulus through either
arm of macroeconomic policy. This is because both monetary and ﬁscal policy levers have
effectively been “spent” in crisis management.
What remains? Essentially, structural reform. That is, improving the mix of taxes and spending
along with other market structures in a way that enhances competition and/or productivity.
Applied pragmatically and fairly, this can be a no-regrets outcome.
What is needed now are initiatives to shore up private capital expenditure. The idea is to help
the economy rebound and recover with vigour.
The backdrop to the COVID-19 shock was a decade-long weakness in business capital
expenditure in OECD economies, seemingly due to low expectations of future income growth
and over-reliance on unorthodox central bank stimuli. This caused a vicious downward cycle.
Low business expenditure reduced trend growth, which further lowered investment.
The superannuation sector is a willing partner to assist government in designing, funding and
implementing any economic recovery measures. The federal and state governments could
consider drawing upon long‑term equity investors such as super funds to help shape their
plans to pull the Australian economy out of the COVID-19 downturn.
There are structural reforms the government could announce with the prospect of cross-party
support to create jobs and generate wealth in the Australian economy for years to come.
First, infrastructure. Governments could reach out to institutional investors, presenting them
with a shopping list or league table of medium- to high-value project priorities and asking who
wants to be the long-term owner. The idea is to tender these out to equity participants and
leave them to contract out construction activities. This would leave governments to line up
planning approvals. Projects that didn't meet super funds' risk-return proﬁles could be
supported by the public in terms of sharing patronage risk until volumes were established.
Second, tax reform. Economists Ross Garnaut and Craig Emerson remind us of the prevalence
of "economic rents" in the Australian economy and the need to replace company taxes and
stamp duties with a cash-ﬂow tax and land taxes. Such tax reforms could be achieved on a
revenue-neutral basis.
A cash-ﬂow tax allows for the immediate write-off of capital expenditure by business. It forces
big foreign tech companies to pay their fair share of tax. It leaves most enterprises non-taxable
over time. It would also be a huge spur to institutional investors, such as super funds, to fund
greenﬁeld investment and so build the industries of the future.
Third, strategic supply chain investments in each major Australian export commodity would
help to target infrastructure and industry policy bottlenecks. These should include logistics,
processing and distribution channels with a view to enhancing domestic value-adding.
There are some obvious supply chains within the Australian economy that could and should
have been dedicated to high-growth markets in commodities (such as wheat, wool, milk and
beef).
https://www.smh.com.au/money/super-and-retirement/once-we-ve-spent-big-structural-reform-is-our-next-weapon-20200501-p54p0s.html

2/3

08/04/2021

Once we've spent big, structural reform is our next weapon

We should follow the example of many other smaller nations, such as New Zealand, and
purposefully fuse these operations into an internationally competitive conglomerate. Super
fund investment across supply chains can help to make this a reality.
Fourth, build to-rent and affordable housing. Governments surely realise that if they are not
prepared to deliver affordable housing directly via public balance sheets (i.e. public housing),
they must provide equivalent subsidy to private balance sheets, probably via not-for-proﬁt
community-housing providers. The simple way to fund this is to limit negative gearing to new
homes and provide a tradeable tax credit to long-term equity capital to build housing for the
community housing sector.
Fifth, small- and medium-size enterprise lending. It seems there is a genuine market failure
limiting capital provision (debt and equity) to SMEs. This is supported by RBA ﬁrm-level
research, which has quantiﬁed this funding gap at about 500 basis points, controlling for all
other factors including risk. Anthony Pratt has done much to publicise this matter.
Super funds want to work with banks (and possibly others) to provide longer term debt and
equity. Funds could outsource credit "assessment" activities to banks or non-banks and
specialist investment managers acting on their behalf or investing in other structures (such as
RMBS or ABS securitisation) that provide them with exposure to the small business sector.
Looking at the ﬁve proposals, they would barely affect federal or state budgets, but all could
signiﬁcantly and speedily affect business investment by way of the private sector. Also, the
cash-ﬂow tax would provide a signiﬁcant upfront stimulus to the economy when it is needed
most.
All these proposals could be implemented quickly with the backing of long‑term equity
investors such as super funds, which have deep experience in managing infrastructure and
property projects.
Stephen Anthony is Industry Super Australia’s chief economist.
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