FEI Lunch  – Talking points
‘A new wealth creation agenda – and the role of rugulatory reform’
INTRODUCTORY REMARKS

Thanks Dieter (introduction)

Today I would like to talk about Labor’s ambitions for future.  Labor’s strategy for wealth creation – and in particular, the role regulatory reform can play.

First I would like to give a brief overview of where the Australian economy is and the challenges and opportunities that lie ahead.
Australian economy is travelling well.  I’m optimistic about the future.

· We in the ALP welcome this. 

· Reforms of 80s and early 90s by Labor have played a big part in this 14 year spurt of growth. 

· Fair share of good luck – most recently 50 year high in commodity prices.

But with intensifying international competition there are significant challenges ahead; Government has become complacent.

· Growth rates are slipping (2’s and 3’s), productivity is falling; 

· Exports of manufacturers and services have been struggling – we are simply not exporting enough;
· Household savings have been declining for some time; and 

· Foreign debt is continuing to spiral with no sign it will stabilise. 

Cost to our kids of paying for rising foreign liabilities could rival ageing of the population – will return to this later

Govt’s “she’ll be right” attitude, narrow and extreme obsession with IR, unwillingness to do hard yards leaves us unprepared.

We as a Nation are not as well paced as we should to take advantage of opportunities ahead.

Australia needs to get back on the high productivity, high export path.

This is the only way to deliver rising incomes without excessive and ultimately unsustainable reliance on debt.  

In the past Labor has been criticised for focusing too much on how to divide wealth rather than the things we can do to help business create it. 

Today I would like to outline Labor’s comprehensive long-term wealth creation strategy locks in growth for the future by 

· Easing the burden of regulation.

· Putting incentive back in the tax system; and 

· Investing in skills and education and rewarding innovation;

· Delivering world-class infrastructure;

It’s not just Federal Labor that’s saying this.  

· Victorian Government has been calling for a long-term strategy to lift productivity, exports and growth by reinvigorating competition policy.  

· The BCA has been strident in its criticism of the Government’s policy inertia and inaction in its recent report ‘Locking in or losing our prosperity. ‘
· Warns “Australia is heading for trouble” and “is reaching the limits of its productive capacity and further reform is required for the economy to grow at rates similar to the last decade”. 

· Shows real and lasting gains and higher living standards could be achieved if Government put in place an economic strategy that encompasses education, skills, infrastructure, tax and regulation.    

Labor doesn’t agree with everything the BCA proposes, but it’s striking just how much of Labor’s agenda parallels the BCA’s.   

Strategy for the Future
So I ask you, what is the Government’s plan for the future?  Where’s its map?  What’s its ambition for our country for the next twenty years?  

At the core of this Government there is what some in America refer to as an “ambition gap”.  

· An inability to think big.  A lack of confidence in what Australians can achieve on the world stage.   

· It’s the ambition gap that has saddled Australia a regulatory structure that stifles investment and a tax system that crushes incentive;

· That has led to the gap in skills and education, infrastructure and innovation. 

· That explains the Howard Government’s narrow focus on its extreme industrial relations agenda. 

It is unable to embrace fresh policy options despite hard evidence that they will yield far more substantial and sustainable gains in productivity.  

My message to the Government is simple.  It time to face reality and get on with it.           

The Economic Challenge
A strategy for wealth creation is not just to strive for higher incomes and living standards but it is also needed just to address building economic challenges.

We have heard plenty from the Government about the challenge of an ageing population – and rightly so.

But equal to this challenge is Australia’s increasing reliance on borrowing to spend rather than lifting our living standards by producing and exporting.     

· Despite cyclically high commodity prices in recent years our exports of goods and services have flat-lined but this has not diminished our appetite for imports.  

· In nine years, lost 22% of its export market share according to the OECD.  

· Yet we now spend more than one quarter of every dollar we earn on imports – more than 50% higher than in 1996.  

The result is the longest run of trade deficits in our history

And as the cost of servicing our liabilities mount – a steady rise in our income deficit – the structural component at the heart of our current account deficit.      

Even under an optimistic scenario of the current account deficit falling to 5% of GDP, foreign liabilities will continue to rise from 65% of GDP today to 75% of GDP by the end of the decade.  

· Foreign lenders will continue to be asked to fill the gap between our capacity to earn and our capacity to spend.

· The Government is now alone in its disregard for the risks.  The OECD, IMF and S&P have signalled their concern.  

Even if you are confident foreigners will continue to lend to us – albeit with an increasing interest rate premium – you cannot ignore rising external liabilities.

· As our liabilities continue to climb to pay for consumption and non-productive investment, so does the bill our kids have to pay in the future.  

· This is measured by the income deficit: interest payments on foreign debt and dividends and repatriated profits on foreign investment.  

Make no mistake the rise in the income deficit represents a tax on living standards that future generations will have to pay.    

This burden will continue to climb into the future to the point where it could rival the ageing of the population as a drag on growth.  

If they continue to grow at their current pace the cost of servicing these liabilities will grow by 5% of GDP – an amount equivalent to the fiscal gap of an ageing population.

This is an intergenerational issue on the scale of ageing of the population yet you hear nothing on it from the Treasurer.  

To avert this, Australia needs to turn our trade deficit of around 3 percent of GDP into a trade surplus.   

Labor’s Approach
That’s where Labor’s long-term agenda comes in. 

Recognises that as Asia continues to lift its game and we need to match and even exceed it.  

Industry by industry, product by product, business, workers and Government need to work together to offset Asia’s low-cost advantage.

This requires a Government that has confidence in Australia’s future.  A Government that is prepared to bridge the ambition gap.

· Australia will have to lift its competitive game in existing goods and services markets just to stand still.  

· Even at the high end of the scale, Australia is facing mounting competition – for example on education from Malaysia.  

But the rising incomes of countries like China and India present spectacular new opportunities.  

· As their incomes rise, their discretionary income will increase and the composition of spending will change.   

· And as “one-child policy” China ages before its time, still further opportunities will present.  

This will open up new markets in which Australia is well placed to compete, such as health services and retirement income products.    

There are four parts to Labor’s strategy that I want to talk to you about today that are all about improving our international competitiveness:  regulatory and tax reform,  education skills and innovation and finally infrastructure investment. 

Regulation

As financial officers you will all be acutely aware of the impost of creeping regulation. 

At a time of intensifying competition both at home and abroad, recent reforms will have no doubt added considerably to your workloads:

· Regulatory change has recently affected all large companies via the Financial Services Reforms, CLERP 9, International Financial Reporting Standards and the ASX Corporate Governance Guidelines. 
· Resources will have been diverted from strategic directions;
· And all of you will have questioned whether the costs outweigh the benefits;

· The enhanced corporate governance requirements will lead to better information regarding the companies you and we all invest in, while at the same time demanding more thorough disclosures of your own. 
· We hope more transparency enhance market function by facilitating the efficient allocation of capital and in turn the maximisation of shareholder wealth.
· What we would all agree on is the importance of allowing corporations to bed down these changes and focus on managing future growth. 

Easing the regulatory burden is a central component of Labor’s economic reform agenda.
We desperately need to reduce the drag on productivity from ineffective or unnecessary regulation.  

· Our competitors are adopting new and flexible regulatory models that maintain standards but at a lower cost to business – so too must we
The Government has recently made noises about reducing the burden.  

But words about reducing the regulatory burden are cheap.

The Government’s track record of tinkering rather than reform is becoming legendary.

And of course it introduced much of the regulation it is now talking about winding back. 

· Between 2000 and 2003, the Government presided over the passage of the same volume of legislation passed from Federation to 1969. 

Real change requires structural reform.  

The key lies on reform of the “Regulatory Impact Statements” process to ensure that regulation that fails the cost-benefit test does not get up.

As to existing regulation, industry-by-industry we need to review and where appropriate wind back the existing burden by   

· Specifying the objective of each regulation and quantify its benefit to business and consumers;

· Quantifying the cost of the regulation on the prices that firms charge and its impact on their capacity to remain innovative and competitive, and

· Removing or redesigning regulation that is expensive but offers little benefit to consumer or the markets.  

Percentage targets or rules such as “one regulation introduced, another abolished” are useful if they provide discipline and set out sights high.  

We should also explore greater use of ‘sunset clauses’ to ensure the regulatory burden is regularly assessed on a use it or lose it basis.

But the ultimate test is high standard at a lower cost to business. 
Taxation
A particular area of regulatory reform which I would like to discuss is the burden of tax compliance.

· After nine long years another area where the Howard Government has failed to lift the burden is in tax – both its levels and the red tape burden.

· I’m sure it won’t surprise you that the Income Tax Acts now run to more than 9000 pages – more than the Sydney, Melbourne, Brisbane, Adelaide and Perth Whitepages combined.
· But this is just the tip of the iceberg;

· Since becoming Shadow Treasurer I’ve experienced the complexity of the tax system first hand;

· Every day – almost without fail hard copies of the latest tax rulings and determinations are delivered to my office – dozens each day!

· In fact, last year there were over 15,000 separate rulings;

· That’s around 290 a week, 58 each business day, or one every 7.3 minutes;

· That means that 15,000 times a year, taxpayers and their agents find the tax law so unclear that they need a ruling from the Tax Office about how the law applies to their circumstances.  

· To me that is as clear an indication as you could get that our tax law is far too complex and needs serious reform

This complexity is a deadweight on the economy and something individuals and business can do without. 

None of this can be solved with tinkering – such as adjusting thresholds while leaving the current marginal rates largely in. 

We need to take an axe to Tax Act and think long and hard about the need for many of the transfer payments, concessions, exemptions and deductions which mean our marginal tax rates are higher than they need to be.
In recent days there has been a vigorous debate about tax.

I welcome it, even if much of it has been about headline grabbing rather than the hard task of real reform.
A superficial debate about what marginal tax rate structure we would like really doesn’t attack the problem we face.
· We need a more internationally competitive tax system that provides greater incentive and is simpler to administer

· Marginal rates are too high for just about everyone;

· There has been a lot of talk about the top marginal rate and we are quite prepared to look at it;

· But we need to remember among the highest marginal tax rates are faced by those on low and middle incomes;

· Sure the top rate is an important consideration, but sorting out the mess created by the transfer payment system and tax that places a significant limiting constraint on workforce participation should be the number one tax reform priority for the economy;

For some time now we have been arguing that punishingly high marginal tax rates are not only a barrier to increased workforce participation but also a ball and chain on productivity.
This strikes right at the heart of our international competitiveness.
· Reforms must be carefully assessed with an eye to the overall benefit to the economy rather than just what tax benefit flows to particular groups;

· What incentive is there for employees to upgrade their education and skills or adopt more efficient work practices if the reward of higher wages and bonuses never reach their pockets?
Education, Skills, Innovation 

This brings me to perhaps the most important aspect of Labor’s reform strategy – education, skills and innovation;

Australian-based firms simply aren’t winning enough international business opportunities.  

There is a major challenge to be faced - none more so than in knowledge intensive activities higher up the value added chain. 

Central to enhancing our competitiveness is addressing the skills crisis and fostering innovative new products and business processes.

The lack of trade and tertiary qualified workers is costing business and the economy dearly. 

· Many businesses, particularly in value added industries, are finding it difficult to attract skilled labour, and this is pushing up labour costs. 

· An example of this is shipbuilding, where the shortage of skilled labour is the single biggest threat to its growth and its ability to win big contracts

· The shortage of qualified science and engineering graduates is holding back projects in the resources sector and high tech industries.

The trends are nothing short of alarming: 

· Australia has seen one of the largest declines in investment in universities and TAFEs of any OECD country; 

· Investment has fallen 8.7 per cent while the majority of our competitors increased their investment;

· Last year the number of Australians at university fell – only the second time in the last fifty years;

· Between 1980 and 2002 the number of students taking chemistry or physics nearly halved; and

· Since 1997 there has been almost a ten per cent drop in the number of Australians commencing a bachelor’s degree in Engineering – that’s almost a thousand fewer Australians entering the degree each year.

These trends show that rather than smartening up we are dumbing down as a nation. 

We need to develop ambitious plans to reverse these trends and ensure there is enough highly skilled labour to meet the needs of the market. 

Infrastructure Investment 

If you’re serious about lifting productivity growth and competing on the world stage, Australia must have world-class infrastructure.    

· Dealing with the backlog of economic infrastructure projects alone could add an extra 1 per cent to long run GDP growth and 2 per cent to export growth, according to recent modelling.

The Future Fund has a role to play here if used in the right way. 

· The Finance Minister, Nick Minchin, recently contended the Future Fund would represent a drag on economic growth.  

· It will if it is used as a place to hoard cash to meet super liabilities of public servants, which are already declining as a % of GDP.   

· It will lock us into higher average taxation, and  

· It will also constrain the ability of the Government to invest in productivity raising reforms.

Telstra debate shows how confused Government policy is. 

In its rush to get the Telstra sale away the Government 

· Plundered the assets of the fund to appease the Nationals; and 

· Sacrificed its independence by forcing it to stockpile unsold Telstra shares.  

Labor believes that the Future Fund – managed at arms length by independent experts - can play an active role in lifting productivity.  

· Unlike the Government, Labor will maintain all assets of the Future Fund in our Building Australia Fund, and add to it the proceeds of any asset sales.   

· But it will ask the Board to consider the full range of investment opportunities suitable to the return and risk objectives of such a Fund – including commercially attractive infrastructure investments.   

· Labor believes the that the best way such a fund can help meet the challenges of an ageing population by allowing the income stream to be used to enhance the productive capacity of our economy.  
But a lack of capital is not the main obstacle to infrastructure. 
· Superannuation funds have a healthy appetite for infrastructure as an asset class as it offers scope to both boost returns and reduce portfolio risk due to its low correlation with more traditional investments.   

The issue are

· A lack of leadership from the Federal Government

· A lack of co-operation between different tiers of Government;

· A lack of Federal dialogue with the private sector; and 

· The absence of any national strategy for the delivery of essential infrastructure projects.  

That’s why Labor in Government will establish Infrastructure Australia. 

Infrastructure Australia  with work in partnership with the three tiers of Government and the private sector to:

· Audit our infrastructure assets and prioritise investment needs;

· Identify non-financial obstacles to private sector delivery; and

· Develop proposals for delivery and financing of projects.  

Under a Federal Labor Government, infrastructure will be a top priority.  

The delay in presenting workable reforms of Section 51AD and Division 16D is indicative of the low priority this complacent Government places on filling the infrastructure gap.  The Government should get on with it.    

Conclusion 

Labor is determined to pursue a wealth creation agenda that delivers prosperity and security. 

These two principles combined are the best way to create a stronger economy and a stronger nation. 

Simply reducing people’s workplace and financial security will actually lower productivity – which is bad for business, employees and the nation.

A real wealth creation agenda must be underpinned by economy wide reforms that help make our businesses more competitive and innovative.

We must decide what future we want for our export industry – are we prepared to let our manufacturing and service exports markets be eaten away - and what practical role can Government in partnership with business play in lifting our export performance.  

In an international economy governed by survival of the fittest we cannot afford to be anything other than world’s best.

We need world-class infrastructure and regulatory frameworks, a highly skilled workforce, and a simpler tax system that delivers more incentive.

Australia’s fortunes lie in out-innovating our competitors – developing new and better products and services. This is the only way we can sustain higher wages and a higher standard of living.

We have many challenges and opportunities ahead – we can’t afford to be unprepared. 
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