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1. Executive summary

Our economy on the global stage

The defining challenge of the upcoming federal budget is whether it

reduces or strengthens our long-term competitiveness as a nation,

and thereby makes us more productive. The Business Council of

Australia (BCA) welcomes the opportunity to provide this budget

submission and to recommend a range of practical measures that

can help Australia keep its competitive edge.

Australia has long been an enviable place to

do business and has attracted a wide variety of
investment. While we are facing ongoing inflation
pressures, our budget is in surplus for now. This
is in no small part thanks to our inherent national
advantages, including an abundance of

natural resources.

However, growth in both the world economy

and Australia’s economy is likely to be slower

in 2024. Our debt burden will grow heavier, as
highlighted by the Australian Government’s 2023
Intergenerational Report (IGR), and government
spending growth is set to exceed economic growth
in the near term. This necessitates a focus on fiscal
sustainability through spending discipline, as does
continuing to manage inflation.

Australians are feeling the impact of slower
economic growth and rising inflation keenly, with a
deep-set sense of bleakness in how they view the
economy and their personal circumstances. Many
households are struggling to make ends meet, and
a growing sense of intergenerational injustice is

fuelling anger and frustration. It is in this context
that the next budget will be delivered.

How we fix our growth and confidence challenge,
and deliver increased productivity, is not simple. Many
other countries are vying for growth opportunities.

“Australians are feeling the impact
of slower economic growth

and rising inflation keenly, with a
deep-set sense of bleakness in
how they view the economy and
their personal circumstances.”

Some are actively working to attract investment that
may otherwise flow to Australia, including through
initiatives such as the US Inflation Reduction Act
(IRA). At the same time, Australia has become a more
difficult and expensive place to do business.

Business Council of Australia
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Productivity, and therefore quality of life,
is at stake

Being productive as a nation means getting more
out of every dollar invested and hour worked. It's
what improves our quality of life. Australia needs an
increased focus on productivity improvement. With
increased productivity in our economy the benefits
can be shared with all Australians through lower
prices, higher wages, higher profits and better
shareholder returns. To be more productive, we
need to compete harder. As things stand, Australia
is at risk of losing out to global competitors and
limiting homegrown entrepreneurship. Unusually,
we have been a net exporter of capital since 2019 -
previously Australia typically attracted more capital
than it exported. We cannot afford for this gap to
widen, and this budget, alongside other legislation
before parliament, will make a difference.

The rest of the world is on the hunt for people
and capital, including by improving their investment
and hiring fundamentals, which is making them
more attractive. If we can't stay competitive,
investment and jobs will go elsewhere and we will
be less productive. This lost opportunity will also
involve skills and capabilities, most concerningly
those sovereign capabilities such as critical
minerals production which are key to our future.
The result will be an erosion of both Australian
security and real wage growth, and therefore
quality of life. An Australia which is not actively
competing with other nations for innovation,
growth and investment is a poorer Australia, with
poorer Australians.

It is no coincidence that Australian business
confidence is in negative territory and well below
the long-run average according to the December
2023 NAB Monthly Business Survey.
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The IMD World Competitiveness Ranking measures
the competitiveness of countries around the globe.
Australia was ranked fourth in 2004, but we are
languishing at 19th in 2023. We must reverse

this decline.

Not only must we step up and compete, we must
do so in the context of the overarching future
pressures bearing down on us. These pressures
come from shifting geopolitical power centres, the
advent of new technologies and manufacturing
opportunities, the shift to clean energy, the rise of
the Asian middle class, and an ageing population.
We risk being left behind while other countries take
decisive action to evolve their economies. We too
must lay the foundations of an economy that is at
the edge of change, not chasing it.

What the Business Council of Australia
is arguing for

Our competitiveness challenge requires

many parties working from many angles, and
Australian business is eager to be a positive and
helpful contributor. We must invest in forward-
looking policy to enhance productivity. Equally, we
must stop creating policy which takes us backwards.

Our intent with this submission is to provide
actionable ideas that can be incorporated into
the upcoming budget process and other policy-
making considerations.

We have identified seven areas of practical action
to help our nation stay competitive on the global
stage, and therefore be more productive so all
Australians can continue to enjoy the fruits of our
success now and into the future. We welcome all
engagement on these actions.
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PRACTICAL STEPS TO TAKE NOW

Setting clear fiscal rules to ensure sustainability

Our budget process would benefit significantly from more clarity and discipline to prevent long-term
fiscal drift and increase accountability.

Key actions

Give Australians, particularly younger ones, greater confidence in our economic future
with clear fiscal rules including a tax-to-GDP cap and real expenditure growth cap.
Doing otherwise will continue to perpetuate intergenerational injustice.

See page 28 for further details.
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Keeping regulatory and planning settings competitive

Inefficient and burdensome regulation is making it harder to do business, employ people, access
goods and services, invest and export. Our approach must be to dispense with outdated and
unnecessary regulation wherever we possibly can. Regulation should be consistently assessed
for utility, not set and forget.

Key actions
Ensure that all new regulatory initiatives are assessed with a productivity enhancing lens
by including productivity analysis in regulatory impact statements.

Provide incentives to states for productivity enhancing reforms, tied to a benefit-cost ratio
that helps us work smarter not harder.

Explore how incentives to enhance productivity for states could encourage reforms which
increase housing supply.

Create a body with the express remit of monitoring the regulatory burden on business.

Ensure workplace relations legislation is taken back to the drawing board with a focus on
business and investment and assess its impact on global competitiveness.

Streamline and incentivise project approval processes so we can create jobs faster and
build the infrastructure Australians need.

See page 36 for further details.
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Winning investment, the energy transition and responding to the US Inflation
Reduction Act

We must aspire to achieve greater growth through investment in the context of fierce global
competition. The investment we seek should address our great challenges and opportunities—one of
the most pressing is the need to become a global leader in the climate transition.

Key actions
Do not engage in a direct subsidy war we cannot win.

Coordinate Australia’s policy response to the decarbonisation challenge through the
Net Zero Authority.

Address acute skilled worker shortages in industries required for the net zero transition.

Target any tax incentive support to Australia’s natural advantages (and impediments), and
encourage business to invest in innovation in these areas through an investment allowance.

Continue to strengthen Australia’s critical minerals list, including by listing nickel.

Review foreign investment facilitation, modelled on the United Kingdom'’s
Harrington Review'.

Enhance investment and collaboration within the existing Climate Compact between
Australia and the United States, and continue to use our large reserves of critical mineral
resources to position us as a crucial ally to the world’s largest economies.

See page 46 for further details.

1 https:.//www.gov.uk/government/publications/the-harrington-review-of-foreign-direct-investment
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Keeping our competitive edge in skills through education and
strategic migration

Our long-term prosperity will depend on better developing the skills and capabilities our future
needs. Our education should be a crown jewel for the nation. Where we can’t develop skills in the
quantities we need, our migration policy should support the productive potential of

our economy.

Key actions

Implement an early childhood education guarantee based on universal access to early
childhood education and care across all states and territories.

Set ambitious proficiency standards and improve careers advice.
Implement the Tertiary Guarantee, which locks in access to lifelong learning.
Encourage and facilitate industry and education sector collaboration.

Implement the Government’s Migration Strategy, which brings a strong focus on skilled
migration and long-term planning for population growth that aligns with infrastructure and
housing construction.

See page 57 for further details.
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Making investments that support
Australians to be their best

Our people are our best investment. Effective
spending unlocks their talents, facilitates their working
arrangements and prepares them for the future.

Key actions

Explore further parental support options to
incentivise greater female workforce participation.

Implement productivity generating but
sustainable transformation of the care
economy, including health.

Strengthen the Indigenous supply chain with
support at all levels of government.

Take advantage of new opportunities in Al and

continue the good work already started to
make Australians more cyber-secure.

Continue the Government’s commitment to
long-term investment in infrastructure that is
supported by robust business cases.

See page 68 for further details.

W R Starting a national discussion on our

%"- | K tax system

| 1 fio= The simple fact is, as last year's Intergenerational

> % - Report made clear, Australia cannot afford to pay
for its future. There are a variety of ways in which

our tax system could be better geared towards
competitiveness and productivity—however, few of
these are without controversy and debate is stifled.

Key actions

Create a nationwide discussion on meaningful
whole-of-system tax reform, with bipartisan
political representation alongside business
and diverse policy organisations.

Productivity generating tax changes must be
considered, and incremental reform will not
go far enough in making the tax system fit for
purpose. Only then can we start to address
the growing intergenerational injustice which
is built into the fabric of our tax system—
younger Australians deserve better.

See page 80 for further details.
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Investing in long-term solutions to social disadvantage

To be truly competitive Australia needs as many of our people on the employment playing field
as possible. That means breaking down social disadvantages which prevent contribution, thereby
increasing economic inclusion and reducing barriers to work.

Key actions

Invest in productivity enhancing programs to benefit the long-term unemployed, including by
partnering with employers on targeted programs which address the needs of specific cohorts
- this recognises that employers are best placed to drive the change we all seek.

Prioritise jobseekers who face significant barriers with wraparound support.

Offer flexibility and personalised support with Government employment services payments
to recognise the different needs of the long-term unemployed.

Remove the 30-hour per week limit for Disability Support Payment recipients.
Develop and support procurement programs for the disabilities sector.

Allow specialised job marketplaces like SEEK and LinkedIn to do the heavy lifting in
employment services.

See page 88 for further details.

Back 0
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Further softening in the Australian economy

The BCA'’s pre-budget submission last year said the economic

backdrop was becoming less supportive of growth in Australia’s

economy and for fiscal sustainability. A year on, economic

conditions have softened further. Australia’s rate of economic

growth is slowing and the unemployment rate is now rising,

albeit from near-50-year lows.

Official interest rates have probably peaked or are
close to peaking, but persistent inflation pressure
(particularly for services) means cuts to official
interest rates remain some way off.

Headwinds from overseas

The global economic backdrop has softened.
Both the International Monetary Fund (IMF) and
the Organisation for Economic Cooperation

and Development (OECD) predict slower rates

of global economic growth in 2024 relative to
2023. The slowdown reflects the drag from the
steepest interest rate hiking cycle in a generation
by the world’s major central banks. There are

also headwinds from the wars in Ukraine and the
Middle East, alongside China’s economic, industrial
and property sector challenges. As is the case in
Australia, inflation in many countries is higher than
desired, although it has peaked.

Australia’s growth challenge

Domestically, the main driver of slower growth in
Australia’s economy is the understandable caution
of the consumer. Many households have plunged
over the so-called mortgage rate cliff from low fixed
interest rates to much higher variable rates. Many
have had to adjust their discretionary spending to
account for higher interest costs.

Meanwhile, business investment remains weak,
although it is improving, and home construction is
at its lowest level in a decade. The recent National
Accounts showed growth in Australia’s economy
remains narrowly supported by higher government
spending and rapid population growth. Adjusting
for the surge in new migrants, though, shows the
economy contracting in per capita terms.

There are many risks to the economic outlook, not
least of which is a further slowing in China, by far
Australia’s largest export destination, and more
challenging geopolitical tensions. There is a risk
that central banks in the world’s major economies
may need to push interest rates even higher,

Business Council of Australia
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particularly if service price inflation persists.
That said, there are also opportunities in the
outlook, including in decarbonisation.

Global economic outlook

Two major geopolitical developments continue to
dominate the outlook for the world economy. The
first is the ongoing conflict in Ukraine following
Russia’s invasion in early 2022, and the second is
the conflict between Israel and Hamas in Gaza,
which has added to uncertainty.

The economic and market effects of the Middle
East conflict so far have been moderate. There is

a not insignificant risk, however, that this conflict
escalates into a broader regional one, worsening
the economic impacts along with the human cost.
Such an escalation could interrupt supplies of
crude oil from the region, adding to global inflation
and limiting global growth prospects. The current
Red Sea shipping disruption is of great concern and
may have broader economic impacts if continued.
The earlier stages of the war in Ukraine caused
major disruption to supply chains and caused
spikes in energy prices, but these impacts

have eased.
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Advanced economies

2022 2023 2024

United States China

All the while, China’s rate of expansion has
moderated, partly due to the global forces
mentioned above but also because of domestic
challenges. China’s property sector has undergone
significant dislocation in recent years, caused partly
by chronic oversupply. This probably has further

to run and poses a risk to financial stability. Youth
unemployment in China is high and rising, reflecting
the parallel adjustment in China’s industrial sector.
Domestic activity seems to have bottomed out
recently, but the rate of economic growth remains
significantly weaker than pre-pandemic.

The slowdown in China has reverberated globally,
mainly through volatile commodity prices and
weaker demand. This has added to the weakness
in growth of the world’s major economies, most
notably Europe. Germany’s economy slipped

into recession last year, while growth in the US
economy has also slowed. A common feature,
though, is that labour markets have held up better
than had been feared. The unemployment rate in
the US, for example, remains close to the decade
lows reached in January 2023.



Global inflation more persistent
than hoped

Inflation has been one of the major global
economic forces to contend with. The resulting
higher interest rates have slowed growth and
created ongoing pain for Australians and other
nations around the globe. Some prices have
fallen with the easing of COVID-related supply
chain disruptions, but the persistence of inflation
in services continues to bite, contributing to the
‘stickiness’ of inflation.

Measured rates of inflation have peaked in most
parts of the world, albeit at multi-decade highs.
Despite this, the knock to consumer confidence
it has caused is unrelenting. Confidence sits at
recessionary levels in Australia. Inflation in the UK
and the US peaked in 2022 at nearly 10 per cent
and above nine per cent, respectively, and has
since fallen significantly. Higher energy prices were
a key driver of increased prices and so too has
been the earlier disruption of supply chains.

The recent rise in crude oil prices, however,

risks further inflation.

The outlook is for slower global economic growth in
the near term as the impact of the spike in energy
prices and sustained increase in interest rates play
out. The IMF forecasts are for global economic
growth of just 3.0 per cent in 2024, down from the
expected 3.3 per cent in 2023. Similarly, the OECD
forecasts growth in the global economy of 2.7 per
cent in 2024.

Economic growth slowing in Australia

Growth in economic activity in Australia has
continued to moderate, with forecasts from both
the Treasury and the Reserve Bank of Australia
(RBA) anticipating a further slowdown. Their
forecasts have the national economy growing
below two per cent in the period ahead, and the
jobless rate rising, albeit slowly.

Similarly, the IMF’s latest forecast predicted growth
in Australia of just 1.2 per cent in 2024, down

from a forecast of 1.7 per cent previously. Both

the Treasury and the RBA, though, expect GDP
growth to recover in the subsequent period, partly
on the assumption that the RBA will have ceased
tightening monetary policy and perhaps even
started cutting interest rates.

2. Economic clouds darkening globally and domestically

The recent Australian National Accounts revealed
that real GDP growth in the year to September
remained at just over two per cent. Spending

by consumers was flat. Many are suffering the
consequences of the rapid rise in official interest
rates since May 2022. The International Monetary
Fund (IMF) estimated in its latest global report that
the share of mortgage interest paid by Australian
mortgage holders is the highest in the world.

“Inflation in the UK and the

US peaked in 2022 at nearly

10 per cent and above nine per cent,
respectively, and has since

fallen significantly.”

In aggregate, to make ends meet, many households
have started dipping into their savings for the first
time since the global financial crisis 15 years ago.
Retail turnover is very weak, particularly in per
capita terms and in the more discretionary areas

of spending.

Business investment has turned around from its
decade-long decline, although it remains close to a
three-decade low as a share of GDP. Australia’s high
corporate tax rate, the increasing regulatory burden
and the investment drag in favour of the US from
the impact of the Inflation Reduction Act (IRA), are
key reasons for this. Investment in dwellings also
continues to fall, although house prices are rising
steadily again as high demand for housing exceeds
inadequate supply.

The improvement in external demand for Australia’s
resource exports means export growth has
improved as growth in imports has weakened on
the back of the adjustment in household demand.
That said, exports fell in the most recent quarter.
Australia’s service exports are likely to rise from here
- overseas students and tourists have flocked back
to Australia now that the worst of the pandemic

is over.

Wages contributing to inflation risks

A lingering concern for the economy is that inflation
has not declined to the extent hoped, although it

is falling. Inflation in the price of services remains
especially elevated, partly because a large proportion

Business Council of Australia
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of the costs of businesses in the service sector comes
from wages. Wage growth has bounced partly in
response to Government-mandated pay increases for
many thousands of lower-paid workers, including for
those receiving the minimum wage.

The fact that inflation is taking longer than expected
to return to target means official interest rates

may have to stay higher for longer under current
projections. Futures market pricing implies a decent
chance of only one rate cut by August 2024.

Fiscal policy is expansionary

Rapid population growth and high and rising
public spending remain key supporters of growth
in the national economy, as do rising net exports.
But record government spending risks adding to
inflationary pressures. The Australian Government
has rightly saved the bulk of the tax revenue
windfall by building up a record nominal budget
surplus (not as a share of GDP) in 2022-23.

But the budget turns expansionary from 2023-24,
even with a close to balanced budget, and grows
larger through to 2025-26. A smaller deficit as a
share of GDP is then expected by the Treasury

in 2026-27.

There is also additional Government spending
coming through off-budget channels such as
infrastructure funds, much of which is debt funded
(that is, paid for by future generations).

Reclaiming our competitiveness: Pre-budget submission 2024-25
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This spending is at record levels and will rise
from here, although the Government recently
announced re-ordering and delays for many
projects. A tighter fiscal stance than currently
projected would aid the Reserve Bank's inflation
fight by taking more money out of circulation in
the economy.

The Reserve Bank recently indicated that while
officials have downgraded growth forecasts,
inflation will be more persistent than had been
hoped. Government provision of rebates and
subsidies to help with the cost of living is a mirage
in terms of fighting inflation. The subsidies and
rebates may lower measured inflation at the margin
by reducing prices actually paid for petrol and
childcare, among other household costs, but more
cash in the economy adds to inflation elsewhere.

On this basis, the BCA recommends that any
further cost of living relief for households is modest
and very carefully targeted. While many Australians
are hurting and many need support, adding more
fiscal stimulus via rebates and subsidies at a time
when inflation remains elevated risks making the
underlying inflation problem worse. It follows

that any relief for affected households should be
temporary. With every 25 basis point interest rate
hike for the average mortgage holder comes a

$96 per month hit to their budget. The best cost of
living relief for middle Australia is lower inflation.



Key risks
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Recent financial market volatility highlights an unusually heightened degree of uncertainty over the

outlook. Key risks include:

The Middle East and Ukraine cause more
global disruption to supply chains and add to
inflation. For now, the economic and financial
market fallout from the conflict in the Middle
East has been modest. However, some noted
economists?estimate as high as a one in three
probability of a wider regional conflagration
involving Iran that would limit supplies of crude
oil, damage growth prospects and lift inflation.
Signs of expanding disruption are already visible
in the current Red Sea shipping disruption.

China'’s authorities have so far managed to
contain the economic and financial damage
from the ongoing property market downturn.
The issue risks being inflamed by the rise in the
cost of borrowing, although the central bank
has been cutting interest rates.

There may be a harder, more prolonged
consumer adjustment in Australia. This is
particularly so among those who have passed
over the steep mortgage cliff. Affected
households are adjusting their discretionary
spending to account for higher interest
costs, but there may come a point where the
adjustment becomes more abrupt.

This adjustment for households will be even more
acute if there is a faster rise in unemployment
than predicted by the Treasury and the RBA. Both
expect higher unemployment from here, with a
near term peak of 4.5 per cent later in 2024. But a
faster increase would accelerate the adjustment.

Inflation could be more persistent than
expected, meaning more interest rate pain for
households and businesses. This risk stems not
only from the recent rise in global energy prices,
but also the fact that service price inflation is yet
to peak. The obvious extension of higher and
more persistent inflation is that interest rates
would have to stay higher for longer. Recent
RBA commentary shows that officials still have
‘significant concerns’ about inflation.

2 Nouriel Roubini analysis

The recent unhelpful workplace relations
changes add investment headwinds for
businesses. So, a key risk to the outlook is that
business investment softens again, particularly
if commodity prices fall.

Australia’s longer-term challenges will persist
if productivity growth remains weak. Soft
business investment means the challenge

of turning around our dismal productivity
performance is already considerable. The lack
of a long-term reform agenda by governments
acts as a significant headwind. Productivity

is the key driver of both wages and living
standards over the long-term.

Longer-term, economic and fiscal drags from
Australia’s ageing population will continue to
cruel Australia’s fiscal sustainability. According
to the Government’s own Intergenerational
Report (IGR), the number of working
Australians per retiree will fall from the current
four to just 2.7 within 40 years. Older citizens
need more health services and there will be
fewer taxpayers per retired person to fund the
additional costs. Migration helps mitigate this
risk, as it focuses on attracting younger people
to live and work here. Skilled migrants, in
particular, deliver a net positive economic and
fiscal dividend.

Energy supply challenges also pose medium
and longer-term risks to Australia’s prosperity.
The BCA supports the Government’s push
towards the 2030 emissions reduction and
net zero by 2050 targets. But pushing too
hard on renewable energy sources before
there is sufficient base load power generation
risks disruption. This carries obvious costs to
business and household activities. Regulators
recently warned about power shortages during
the current Australian summer.

Back to
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Clarity and discipline are needed to prevent long-term fiscal drift

Even with our obvious advantages, Australia is living well beyond

its fiscal means. Spending by all levels of government is

two per cent of GDP higher than pre-pandemic. This amounts

to an additional $50 billion in the economy when inflation

already is at generational highs.

Underlying cash balance
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Our public debt burden is becoming heavier,
particularly among the states. The same is true

of the Commonwealth, albeit to a lesser extent.
Over time, a growing debt burden could put at risk
our coveted AAA credit rating, an accreditation
few comparable countries can boast and which
minimises the cost of our debt.

The federal budget returned to surplus in 2022-23
for the first time since 2007-08. The first budget
surplus in 15 years was driven by a mix of record
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high commodity prices flowing from significant
company taxes and the strongest labour market

in almost 50 years. These gains are unlikely to be
sustained beyond the near term as the budget will
be overwhelmed by rapidly rising spending related
to long-term structural forces and short-term
government funding decisions. For now,

the temporary, cyclical bounce in company tax
receipts masks this underlying loosening

of fiscal policy.

Business Council of Australia
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Our budget process would benefit significantly from
additional clarity and discipline to prevent long-term
fiscal drift, increase accountability, and improve
sustainability. A proven way to do this is to set fiscal
rules to provide guardrails on decision-making.

Median-term budget projection, per cent GDP
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The budget faces several long-term challenges,
and this level of discipline will be critical. As the
Parliamentary Budget Office (PBO) has noted,
‘medium-term fiscal strategies are a key tool in
building fiscal buffers and managing fiscal policy
expectations.’

2006-07 2015-16 2024-25 2033-34

Revenue Spending

3 Parliamentary Budget Office, Beyond the Budget: 2023-24: Fiscal Outlook and Sustainability, 2023
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The argument for fiscal rules

The Australian Government lacks a rules-based
fiscal strategy to prevent long-term fiscal drift and
provide accountability for fiscal performance. The
BCA strongly recommends that a more coherent
strategy be developed and announced in the
budget. So far, the budget approach has lacked
discipline, with measures announced having a
short-term focus.

The budget faces several long-term challenges
that will require a high level of discipline in fiscal
decision-making and tough choices in addressing
competing spending priorities. These challenges
include upside risks to structural spending
programs related to demographic trends such

as an ageing population, the need to address
climate change and the energy transition and a
rising defence budget as Australia’s geopolitical
environment becomes more complex.

For example, spending on defence alone is
expected by the Treasury to increase by about

72 per cent between 2023-24 and 2033-34, to 2.2
per cent of GDP. The Treasury forecasts that gross
interest payments will rise from 0.8 per cent to

1.2 per cent of GDP in a world of higher borrowing
costs.* On the revenue side, the Government needs
to contend with a growing reliance on personal
income tax as the main source of revenue.

These challenges need to be addressed in
the context of lower rates of productivity and

3. Setting clear fiscal rules to ensure sustainability

economic growth than have been seen historically.
The rate of economic growth will need to exceed
the Government'’s long-run borrowing costs to
contain growth in net debt and avoid painful

fiscal adjustments in future. This highlights the
importance of budget decisions that support
productivity and economic growth.

Total expenses are projected by the Treasury to be
26.6 per cent of GDP by 2033-34. This is a modest
reduction on the 26.5 per cent share in the 2023-
24 budget, reflecting an improved starting point
thanks to revenue gains from higher commodity
prices in the wake of the conflict in Ukraine.

However, this medium-term projection assumes
the Government is successful in containing growth
in the NDIS to no more than eight per cent per
year by 1 July 2026. As the Parliamentary Budget
Office notes, if total NDIS costs turn out to be two
percentage points higher by 2033-34, this would
amount to more than $14 billion in additional
expenditure and put the budget further in deficit
over the medium-term.®

This illustrates how small variations in big ticket
expenditure programs can have large medium-
term effects on the budget position. While the
Government has released the NDIS Review and
there is agreement through National Cabinet with
the states and territories, there is still significant
work to be done to deliver the improved outcomes.

Interest payments
on government
debt

Median-term budget projection, total spending, compounded annual growth rate to 2031

%

I

N

Aged Medical Defence

Care Benefits

Source: Treasury

N

Hospitals NDIS Interest

4 Parliamentary Budget Office, ‘Beyond the Budget 2023-24: Fiscal Outlook and Sustainability’, 2023, p. 22
5 Parliamentary Budget Office, Beyond the Budget 2023-24 Fiscal Outlook and Sustainability, 2023, p. 24
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Unless the Government addresses these long-term
structural challenges in a disciplined way, it may
lead to more painful decisions in future, particularly
if there are adverse shocks to the economy.

The moral quandary—intergenerational
injustice

There is a significant moral quandary to be
considered as today’s spending is placing an
extraordinary burden on a relatively smaller and
smaller group of people, as outlined in the IGR data
on our declining tax base. We need to properly
address the fact that we are leaving more debt to a
smaller group of future workers with less capacity
to service it.

A tax-to-GDP cap

Re-instating the former tax-to-GDP ratio of

23.9 per cent should be considered an essential
element underpinning the Government's fiscal
strategy. The 2008-09 budget capped the tax-to-
GDP ratio at its 2007-08 level. This was specified
numerically in the 2011-12 budget as a ratio of
23.5 per cent and later revised to 23.9 per cent
in line with revisions to GDP data. The 2017-18
budget adopted an updated tax-to-GDP ratio

of 23.9 per cent as a technical assumption,
reflecting historical averages and was adopted
as a fiscal rule from 2018-19.

The 2023-24 budget estimates the tax-to-GDP
ratio at 23.9 per cent, rising to 24.4 per cent in
2033-34, highlighting the risk of medium-term
fiscal drift. Even with the implementation of the
currently legislated but to be changed stage 3

tax cuts, this would see the personal income tax
share of revenue rise to over 50 per cent in 2033-
34. Bracket creep will see the average tax rate for
individuals rise from a historical high of 25 per cent
in 2026-27 to 27 per cent by 2033-34. This rising tax
burden will weigh on incentives to work at a time
when participation rates will face headwinds from
an ageing population.

A cap on the tax-to-GDP ratio effectively hands
back bracket creep, disciplines governments

and stops spending increasing more rapidly than
economic growth. Some have argued the tax cap

is unrealistic in the context of increasing spending
pressures. But in the absence of broader tax reform,
allowing bracket creep to continue unabated is
both politically and economically unrealistic

and damaging.

Reclaiming our competitiveness: Pre-budget submission 2024-25

Capping real expenditure growth at an annual
rate of two per cent

This would discipline the budget decision-making
process while allowing for growth in real spending
per person given long-run averages for population
growth. There are significant funding pressures

in areas such as health, aged care, the NDIS, and
defence, but they must be funded in a sustainable
and efficient way. It is critical that governments
improve performance in major areas of service
delivery to improve community outcomes in a
cost-effective way.

Real spending is forecast to grow about

three per cent a year beyond the forward estimates.
If, instead, real spending growth is limited to two
per cent a year beyond the forward estimates
period it would keep the budget in balance over
the medium-term.

Our spending context

Ensuring the sustainability of our public finances
is key to our long-term economic health and

to protecting us from future shocks via the
accumulation of fiscal buffers.

As things stand, however, Australia’s public finances
are on an unsustainable trajectory, primarily due to
ever increasing demands for higher government
spending. Over the longer term, the IGR predicts
that growth in Commonwealth spending will far
exceed growth in revenue. The outcome will be an
ever-widening budget deficit and rising public debt.
This will mean an even heavier fiscal burden on
future generations.

Comprehensive, broad-based tax reform is an
important part of the solution, but so too is control
of government spending, which is predicted in the
IGR to be rising steadily over time as a share of GDP.

Australians rightly expect their money will be spent
well, but this should be done within a framework

of discipline and restraint. The BCA recommends a
comprehensive review of all government spending
- the right reforms will help deliver higher living
standards over the longer term alongside the ability
for vulnerable Australians to receive the support
they expect and deserve.



The long-run fiscal outlook
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More realistic economic and commodity
price forecasting

The most recent budget notes that nominal
GDP and tax collection forecast errors have
largely reflected volatility in commodity prices.
Commodity prices are inherently volatile and
difficult to forecast. They are also critical to the
forecasting process because Australia is heavily
dependent on trading commodities.

“Ensuring the sustainability of our
public finances is key to our long-
term economic health and to

protecting us from future shocks!

’

Recent updates in the 2023-24 budget are a
welcome improvement to the forecasting process
around key commodities (iron ore, metallurgical
coal, thermal coal and LNG). They include:

m Extending the short-term period over which
spot prices return to long-term levels from
six to 12 months.

- This reflects a mix of factors, including the
consequences of Russia’s invasion of Ukraine,
major weather disruptions and the recent
period of cost inflation.

3. Setting clear fiscal rules to ensure sustainability
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m Modestly increasing the long-term prices at
which commodity prices settle.

- This reflects a mix of recent cost inflation
and an updated assessment of the broader
fundamentals around long-run supply
and demand.

This updated approach reflects extensive
consultation and the broad consensus that

many of the supply shocks will take some time

to resolve. Despite this, the short-term forecast

is acknowledged to be ‘highly conservative

relative to market views." Moreover, the underlying
fundamentals suggest this does not best reflect the
most likely outlook for prices.

In addition, there are different estimates of
commodity prices produced in state budgets, as
well as by the Department of Industry, Science
and Resources. The federal budget is the most
conservative on the outlook for commodity
prices. All, however, should reflect the same
available information (different judgements may
reasonably be applied) so there is clearly room for
improvement and consistency.
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Comparison of relative changes in commodity price forecasts

Iron ore Metallurgical coal Thermal coal
1.2 1.2 1.2
Price at time of Budget =1 Price at time of Budget =1 Price at time of Budget =1

1.0 1.0 1.0
0.8 0.8 0.8
0.6 0.6 0.6
0.4 0.4 0.4
0.2 0.2 0.2

0 0
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e— Budget 2023-24 DISER Mar-23

Source: Treasury and Department of Industry, Science and Resources

“The Government should commit
to an overhaul of the Charter

of Budget Honesty Act 1998

with a view to strengthening
accountability and transparency
in the budget process.”
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The BCA recommends that the Treasury’s
forecasting process include more analysis and
comparison of recent forecast performance
to market consensus or futures pricing for key
commodities and other variables.

Enhance long-term fiscal transparency

Creating a national Intergenerational
Report (IGR)

An assessment of Australia’s long-term fiscal
sustainability should include all levels of
government to give a full picture of the fiscal
outlook, as some do, and highlight any cost-shifting
between tiers of government. State parliamentary
budget offices (PBOs) or treasuries should produce
independent IGRs guided by international best-
practice. This will support all governments in long-
term planning and enable a complete picture of
long-term fiscal pressures across the Federation.
All recommendations to improve the federal IGR
should also be considered by state governments.

On the advice of PBOs and relevant state and
territory experts, first ministers should agree to a
national framework to form the basis of all IGRs in
Australia. This framework would then underpin each
jurisdiction’s independent IGR so that the long-term
budget position of the whole nation can be
brought together.

“An assessment of Australia’s
long-term fiscal sustainability
should include all levels

of government.”

Given the complexity of federal financial relations
and the political and policy tensions that can
emerge among governments, understanding and
assessing the fiscal state of the Federation as a
whole is essential. Delivering better services for
Australians ultimately will require federal and state
governments to work together to prepare long-term
national reforms.

Alternatively, another option would be to coordinate
the production and regular update of a national IGR
via National Cabinet.

3. Setting clear fiscal rules to ensure sustainability

Overhaul the Charter of Budget Honesty

The Government should commit to an overhaul of
the Charter of Budget Honesty Act 1998 with a view
to strengthening accountability and transparency
in the budget process. The revised Charter should
include a requirement for a well-specified fiscal
strategy based on quantitative rules for the main
budget aggregates and debt projections. There
should be tighter rules around timing and content
of fiscal statements. This would not preclude
ad-hoc fiscal statements as required but ensure
greater predictability around regular statements
that form part of the budget cycle, such as the
Mid-Year Economic and Fiscal Outlook (MYEFO).

The fiscal strategy mandated by an updated Charter of
Budget Honesty and as proposed in this submission
should be monitored by an independent authority,
such as the Parliamentary Budget Office, and
include reporting to parliament to assure the public
that best practice is followed. Integrity of government
processes is important to building trust in government.
There must be transparency around the Government’s
finances and how tax dollars are spent.

The Parliamentary Budget Office has recently
produced a National Fiscal Outlook, which
consolidates federal and state and territory budgets
and forecasts to provide an aggregated outlook

for the national fiscal position. This could provide a
basis not only for regular national fiscal reporting,
but also a foundation for an integrated national
intergenerational report, consolidating the federal
IGR with state counterparts on a regular and
coordinated reporting cycle.

Improve our data to make better decisions

The BCA strongly supports evidence-based
decision making, including on government policy
deliberations. This means members of government,
business, unions and civil society having access to the
best available economic and social data in a timely
fashion. Unfortunately, in recent years, the Australian
Bureau of Statistics (ABS) has suffered a declining
funding appropriation in real terms, albeit alongside
new funding and modest increases for specific
projects. Meanwhile, the cost of delivery of statistical
services has been rising. The BCA recommends that
funding at least be maintained for the ABS in real
terms, so that decision making can be enhanced to
the benefit of all Australians. The alternative is that
the ABS may be forced to curtail its work program,
to the detriment of policy analysis and assessment.
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» Actions we should take

Fiscal rules Changes to forecasting
m Reinstate the tax-to-GDP ratio cap of m Treasury’s forecasting process should
23.9 per cent. include more analysis and comparison of
» Cap real expenditure growth at an annual recent forecast performance to market
rate of two per cent. consensus and futures pricing for key

commodities and other variables.

Enhancing long-term fiscal transparency
m Create a national IGR:

- All state PBOs or treasuries should produce independent IGRs guided by international
best-practice.

- All recommendations to improve the federal IGR should also be considered by
state governments.

- On the advice of PBOs and relevant state and territory experts, first ministers should agree
to a national framework to form the basis of all IGRs in Australia.

- This framework would then underpin each jurisdiction’s independent IGR so that the long-
term budget position of the whole nation can be brought together.

- Alternatively, coordinate the production and regular update of a national IGR via
National Cabinet.

m Overhaul the Charter of Budget Honesty:

- Commit to an overhaul of the Charter of Budget Honesty Act 1998 with a view to
strengthening accountability and transparency in the budget process.

- The revised Charter should include a requirement for a well-specified fiscal strategy based
on quantitative rules for the main budget aggregates and debt projections.

- Implement tighter rules around timing and content of fiscal statements, monitored by an
independent authority, such as the Parliamentary Budget Office.

® |mprove our data to make better decisions:
- At least maintain funding for the Australian Bureau of Statistics.
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Making it easier to do business here by fixing our regulatory landscape

Australia is an open economy that depends on commerce with the

rest of the world to generate higher living standards. This openness

and willingness to trade and engage has served us well and helped

us become one of the highest per capita income countries

in the OECD.

One of the most common themes in consultations
with BCA members is the deterioration in
competitive business conditions in Australia. This is
particularly the case for overseas companies with
local operations—they see that our competitiveness
as a market is declining as regulatory burdens
increase, and they find it harder and harder to argue
that investment should flow to Australia rather

than overseas. A lack of competitiveness has a real
impact on all Australians, with reduced wealth and
opportunity as capital and investment dries up.

Recent years have also seen the introduction

and expansion of reporting requirements across
several policy areas, with more to come. It is critical
that the information provided through reporting

is meaningful and better informs stakeholders,
minimises compliance costs, and is consistent
with international reporting obligations.

We are competing for funds in an increasingly
contested global market, where investors are
making choices based on the ease of doing
business. Unnecessary, heavy handed and

inefficient regulation is making it harder to

do business here, hampering local business
owners and pushing global investors elsewhere.

It is imperative that we arrest this self-inflicted
economic harm by putting all new regulatory
initiatives through a productivity lens, which asks if
it helps us become more productive and if not how
we will offset it.

“On an increasing range of
metrics, Australia is now a more
difficult place to do business than
our competitors, many of whom
have policies that make it easier to
invest, hire, and innovate.”

This situation has worsened over time, with a
downwards trend in our global competitiveness
ranking. The IMD World Competitiveness Ranking
measures the competitiveness of countries around
the globe. Australia was ranked fourth in 2004, but
we are languishing at 19th in 2023.
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Australia’s IMD World Competitiveness Ranking
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On an increasing range of metrics, Australia is
now a more difficult place to do business than our
competitors, many of whom have policies that
make it easier to invest, hire and innovate. Some
examples of the regulatory challenges being
placed on businesses include:

® The latest round of planned workplace relations
changes (the 'Closing Loopholes’ Bill), which
reduce flexibility and responsiveness to
changing business demands. Higher wages
are a positive goal, but they must be based on
improving productivity.

m Duplicative regulation, with 120,000 clauses
regulating behaviour and incentives in
commonwealth legislative instruments. This is a
key deterrent for investment, particularly when
other countries such as the US and Canada are
looking to attract investment.

m Australia’s planning system, with many years of
waiting on even routine investment proposals.
This burden varies state by state, with the largest
states performing worst.

m Recent changes to the Foreign Investment
Review Board (FIRB) have made it more difficult
and expensive for foreign entities to invest in
Australia when it should be the opposite.

The system was already complex, and now
the disincentives to invest in Australia are
even stronger.

Reclaiming our competitiveness: Pre-budget submission 2024-25
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There is a risk to growth and productivity if
potential changes to merger review processes
impede desirable mergers due to cost, delay, or
unduly conservative competition assessments.
Mergers are a critical aspect of competitive
capital markets and economic dynamism.

Our competitors are reducing these sorts of
barriers, and we risk being left behind if we don’t do
likewise. Some indicators of this shift include:

Restrictions on foreign investment see Australia
rank fifth out of 38 countries in the OECD's

FDI Regulatory Restrictiveness Index.

The latest ranking data pre-date recent
reforms which significantly expanded the FIRB
screening regime.

On innovation, Australia ranks 25th out of 132
countries in the WIPO Global Innovation Index.

Australia’s digital readiness fell to 16th in 2022
compared with 12th in 2019. That said, we ranked
14th in the world for digital competitiveness, up
six places since 2021.

On digital trade, Australia ranks 38th out of
65 countries in the Digital Trade
Restrictiveness Index.



Global race for capital

The work of the Simplified Trade System
Implementation Taskforce is critical for making
cross border trade cheaper, faster, and easier. There
is, however, much more work to do. A symptom of
Australia’s waning attractiveness as an investment
destination is that we have been a net exporter of
capital since the middle of 2019. Also, US direct
investment in Australia has averaged only $1

billion per year since the passage of the US Tax
Cuts and Jobs Act (TCJA) at the end of 2017, in
which the US corporate tax rate was lowered. This
compares to nearly $10 billion per year in US direct
investment on average before 2018. Over the year
to September 2023, Australia saw net foreign direct
investment (FDI) outflow of 0.6 per cent of GDP.

There also is a need to focus on harmonising
arrangements across state borders (e.g. payroll

tax regimes) and to minimise duplication. Too
often, there are cascading regulation and taxation
regimes that businesses operating nationally have
to navigate. This increases complexity and cost. The
BCA has long advocated for reform of the Australian
Federation to alleviate this unnecessary burden.

The BCA's Releasing the handbrakes on growth
paper discusses a range of reforms that can

help clear bottlenecks and blockages, improve
economic growth, and help ease cost of living
pressures without putting pressure on the budget.

Productivity payments through a National
Reform Fund

National Cabinet recently agreed to significant
additional payments to the states around health
and disability services, as well as an extension of
the GST 'no worse off’ guarantee. There is also an
opportunity to support the states with funding
while addressing the patchwork of regulation
across Australia. This can be achieved through the
establishment of a National Reform Fund to provide
ongoing payments for states and territories that
implement beneficial reforms, including tax and
regulatory changes.

This approach has been used successfully in the
past. For example, for the decade following the
1995 Hilmer report® the Australian Government

6 https://www.pc.gov.au/research/supporting/hilmer-reform-implications
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made some $5 billion of payments to the states
and territories for following through on the
implementation of the National Competition Policy
reforms. These reforms benefitted the economy
to the tune of at least $60 billion in today’s dollars,
lifted productivity and delivered higher wages and
living standards for all Australians. The purpose

of the payments was to encourage a continued
commitment to reform, and to ensure that the
states and territories shared the benefits.

The need for payments reflects the design of
Australia’s tax system, which means a greater
share of revenue flows to the Commonwealth
Government. For example, for every $1 of revenue
raised from a growth-enhancing measure, about
80 cents will go to the Commonwealth and about
20 cents will go to the states and territories. The
National Reform Fund encourages a continued
commitment to reform and ensures that the states
and territories share in the benefits of reforms.

The patchwork of regulation that exists across the
Federation has a chilling effect on investment and
creates costs on the economy. Inconsistency and
duplication impact businesses operating across the
states and territories due to differences in quality,
cost and timeliness of delivering positive outcomes
for society. For example, a national business must
comply with eight different payroll tax regimes

and systems, therefore this represents an ideal
opportunity for reform.

The first step would be to establish a five-year ‘Ease
of Doing Business’ agenda through National Cabinet
guided by a Productivity Commission review of
regulations across the Federation. A permanent
structure should be established to drive this work,
such as the Council on Federal Financial Relations.

Reforms can be prioritised by:

®» The potential competitiveness and productivity
benefits, including the number of businesses
affected, direct costs and benefits, and the overall
impact of reforms.

®= The complexity and ease of implementation,
including the degree of coordination required
across government (departments, regulators
and levels of government) and the nature of the
change (legislative, regulatory or a change in
administrative process).
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Payments from the National Reform Fund would be
available only to jurisdictions that fully meet their
reform commitments. Funding should be ongoing
and indexed by inflation and population growth,
reflecting the ongoing benefits of reforms. The

size of these payments would need to be sufficient
incentive for all governments to implement reforms
but proportionate to the fiscal dividend.

The Productivity Commission could perform an
annual public assessment of each jurisdiction’s
progress in implementing reforms, including
recommendations to the Commonwealth
Treasurer regarding withholding payments from
any jurisdiction that does not fully meet

its commitments.

Making ourselves a global outsider
with damaging workplace
relations changes

There needs to be greater recognition of the
impact on our global competitiveness and local
economy from how Australia regulates workplace
relations. No detailed modelling or Treasury
advice has been published on the impact of the
Government’s changes to the Fair Work Act (the
‘Closing Loopholes’ Bill) on Australia’s economic
performance, productivity, jobs, investment,
confidence and other economic indicators, as well
as on the budget.

Any amendments to workplace laws need to be
appropriate to Australia’'s economic circumstances
and global competition, and the impact must be
properly understood. Policies and priorities need
to be critically re-examined against the current and
forecast economy and circumstances they would
be introduced into, including levels of uncertainty
and risk.

Particular care must be taken to ensure the
changes to workplace relations laws do not
compromise or detract from the capacity to
create jobs, to retain jobs in adverse economic
circumstances, to operate flexibly during a period
of uncertainty, or for small businesses in particular
to be resilient in an increasingly difficult, uncertain,
and variable operating environment.

Reclaiming our competitiveness: Pre-budget submission 2024-25

The first of the workplace relations reforms which
have passed parliament as part of the Bill will have
a significant cost to business, add complexity and
reduce productivity. Higher costs of living and job
losses will be a likely consequence of the rushed
workplace relations changes which are already
damaging business confidence and investment at a
time of economic uncertainty. Simply put, it makes
Australia a far less attractive place to do business
and makes us far less competitive on the

global stage.

“Higher costs of living and job
losses will be a likely consequence
of the rushed workplace relations
changes which are already
damaging business confidence
and investment at a time of
economic uncertainty.”

As a budgetary measure, in furtherance of sound
economic policy in 2024, the Government should
commence genuine consultations with both the
business community and unions on the residual
components of the Bill. These cover casual
employment, independent contracting and
self-employment, road transport and logistics,
and increased power for unions. In addition,
Government should also publish detailed modelling
on the impact of any proposed changes to our
workplace relations system.

The objective must be to have a workplace

system which encourages growth, employment,
innovation, and investment. This will help make
fiscal settings more sustainable. Care needs to be
taken to ensure that any changes to workplace
relations laws do not make it harder for young
people to enter and remain in work. Narrowing
options for Australians to get their first jobs through
casual work and reducing take home pay is a risk
which must be avoided in 2024.



4B. PLANNING

Planning that helps solve our
housing crisis

One area of reform which will be critical to
incentivise is housing supply reform initiatives.

The Government's efforts are welcome in this area,
including the Housing Accord and recent funding
commitments, however more can be done to make
building homes simpler and faster.

With planning systems holding back supply,
governments must work to make them faster and
more efficient. Much of this occurs at a state-based
level, and so the role of the Federal Government
can be one of providing incentives. Productivity
payments through a national reform fund may also
target housing-related productivity improvements.
Areas that could be incentivised include speeding
up the time it takes to rezone land and provide new
housing project approvals.

Other incentive or direct funding areas may

include rejuvenation of areas close to transport
connections, adopting more innovation in housing
products such as build-to-rent and ensuring greater
alignment between planning housing stock and
major infrastructure activity. In the latter case

“Productivity enhancing
process improvements
can also help get large
commercial projects off
the ground faster.”

7 https:.//www.bca.com.au/requlation_rumble 2023
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federal infrastructure project funding should be
tied to housing delivery. Not only would states
have to commit to building an agreed amount of
housing commensurate with the infrastructure to
be constructed, but they would need to deliver
on these promises within agreed timeframes.
Infrastructure funding payments from the
Commonwealth could be structured accordingly,
much as they are across the Federation in health
and hospital arrangements. Sequencing of

the construction of housing and associated
infrastructure also needs to be improved.

Productivity enhancing process improvements

can also help get large commercial projects off the
ground faster. Currently, delayed project approval is
a significant drag on business activity, particularly
at state level. Some potential avenues for
simplification include accreditation processes so
states can make decisions for both themselves and
the Commonwealth, and clear mapping to highlight
suitable areas for commercial development without
challenging environmental approval hurdles.

The BCA's recent Regulation Rumble report found
that the two largest states - NSW and Victoria - are
the worst offenders in terms of planning

system complications.”
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» Actions we should take

Productivity payments

Establish the National Reform Fund, with
incentives tied to the benefit-cost ratio

of reforms, to encourage a continued
commitment to reform and ensure that the
states and territories share in the benefits
of reforms.

- Reform priorities should be determined
by potential competitiveness and
productivity benefits, complexity, and
ease of implementation.

- These incentives would be tied to reforms
which meet a benefit-cost ratio well
above one.

Easing the burden of regulation

Ensure that all new regulatory initiatives are
assessed with a productivity enhancing
lens by including productivity analysis in
regulatory impact statements.

Create a body with the express remit to
monitor the burden of regulations on
business in comparison to global peers and
provide annual recommendations to the
Treasury on the reduction of regulation.

- There should be a genuine commitment
to best-practice analysis for every new
policy introduced to ensure efficient and
effective regulation.

- Undertake regular stocktakes of the
cumulative cost of regulation and work
to reduce costs over time.

Focus National Cabinet on reducing the
burden of regulation to make it easier to:
invest in Australia; export; approve projects
and products; hire people; and use
infrastructure more efficiently.

Continue and expedite the work of the
Simplified Trade System Implementation
Taskforce to improve the efficiency of
the cross-border trading system by
streamlining and modernising customs
and biosecurity IT systems, regulations
and controls.

Reclaiming our competitiveness: Pre-budget submission 2024-25

Workplace relations

Ensure further proposed workplace
relations amendments are taken back to
the drawing board for genuine engagement
and consultation.

Publish detailed Treasury modelling of,
and advice on, the economic impact of
proposed workplace relations amendments.

Conduct a review of competitive dynamics
in workplace relations globally, to ensure
we fully understand the impact proposed
changes may have on jobs and our

global competitiveness.

BCA
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» Actions we should take

Breaking down planning and
project barriers

® Productivity reform payments could also
be applied to state-based efforts to make

planning systems faster and more efficient,

reducing the overall planning bottleneck.
This would allow the Federal Government
to play a significant role in addressing the
housing supply crisis.

m Streamline and incentivise project
approvals processes:

- Strengthen ‘accreditation processes’
so that states/territories are
decision makers on behalf of the
Commonwealth (as well as for their
own state-based planning laws).

- Avoid concurrences to other agencies
— the state planning authority should
be the single point of contact for
a proponent (and input from other
agencies should be sought internally).

- Enforce timelines with a mandated
decision approach, removing stop-the-
clock provisions.

- Create clear mapping that highlights
areas suitable for development which
do not require environmental approval.

- Ensure that new Nature Positive
legislation is based on industry
consultation and that changes are
practical and workable for all parties
and reduce duplication of processes
across levels of government.

4. Keeping regulatory and planning settings competitive
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5. Winning investment, the energy
transition and responding to the
US Inflation Reduction Act

Achieving our ambitions means seeking more investment

Australia has an enormous revenue shortfall on the horizon

if we are to meet the coming challenges and opportunities before
us. From the energy transition, to modernising our economy,
there are myriad calls for urgent investment.

Net FDI flows, four quarter rolling sum, share of GDP (%)
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It is clear that Australia has a looming investment affordable housing, the five-year pipeline of major
challenge. For example, between $7 and $9 trillion infrastructure projects will require $237 billion and
is required for Australia’s transition to net zero, $410 billion is needed for smaller projects like
almost 380,000 people are in need of social and road maintenance.®

8 2022_IA_Market-Capacity-Report_2.0_HR.pdf (infrastructureaustralia.gov.au) https://www.housingaustralia.gov.au/sites/default/files/2023-03/state_of _the_nations.
housing_report 2022-23.pdf Net Zero Australia, The University of Melbourne, The University of Queensland, Princeton University and Nous Group, April 2023.
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New private business investment, current prices, per cent of GDP
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What is clear is that we will not meet this funding
challenge through domestic revenue. As the IGR
shows, our ageing populating and declining tax
base mean that we must rationalise our existing
spending, let alone assign it for future growth.

The most logical solution is to attract greater direct
investment into our economy. Unfortunately, as
things stand we have gone backwards in this
regard, with less foreign investment flowing

into Australia.

Similarly, new private business investment has
declined in recent years as a share of GDP. Our next
budget must look at a range of ways to arrest this
decline, despite the growing challenges brought by
subsidies from other nations.

We should target investment that
addresses our great challenges
and opportunities

While the case for seeking greater investment in
Australia is clear, pure investment as a goal is not
the answer. With great emerging requirements to
spend on the challenges and opportunities of our
future, we must ensure that the investment we seek
responds to these specific areas of need first

and foremost.

Sep-93

Sep-03 Sep-13 Sep-23

Non-Mining Mining

Our greatest challenge and our
greatest opportunity is the
climate transition

Between 2009 and 2022 Australia’s emissions
reduced by an average of 11.6 million tonnes a year.
To achieve our net zero goal, we must increase this
average to 17.4 million tonnes a year to 2050.°

In June 2022, the Australian Government
committed to reducing Australia’s emissions by

43 per cent below 2005 levels by 2030. This
means reducing our economy’s annual emissions
from 498 million tonnes today to 354 million tonnes
in 2030. Total electricity sector emissions per year
need to drop by about 100 million tonnes to

two million tonnes in 2030.

The challenge is vast, and interim targets must
play a role in achieving it. So too is the opportunity.
A smooth, well-funded transition could increase
GDP by a cumulative $890 billion and create more
than 195,000 new jobs by 2070.

The climate transition is, therefore, one of the
clearest examples of where the investment we seek
to stimulate must align with our strongest needs.

9 ‘Seize the moment’ 2023 report, BCA. https://www.bca.com.au/seize_the_moment
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Other governments are chasing investment
in the climate transition

Every major nation is currently vying for capital.
One instance of this competition is in the context of
the climate transition occurring globally. The most
notable case is the United States Inflation Reduction
Act, which has a focus on building investment in
renewable energy and climate change projects.

The US is not alone in these efforts. Governments in
many of our key trading partners are implementing
ambitious policies to support their domestic and
export renewable industries.

Saudi Arabia

National Clean Energy Plan

US$266 billion
(A$400 billion)
to develop renewable
hydrogen for domestic
industries and

exports
India
Production Linked
Incentives Scheme
US$2 billion |
(A$3 billion)
in grants to support
plans to build 5GWh+
gigafactories
/
Canada
New investment
tax credits
Plans to introduce
30% tax credits
for new clean
technology
investments

Source: ‘Seize the moment’ 2023 report, BCA

United States
Inflation Reduction Act

US$369 billion
(A$550 billion)
to support investment in
renewable energy and climate
change projects, with a focus
on local clean energy
manufacturing

Given the scale of our respective economies, we
cannot match the subsidies being offered to draw
in investment through the US Inflation Reduction
Act (IRA) and other major investment stimulating
programs overseas.

The IRA is already having a material impact on
global investment flows and the relative economic
merits of resource projects. Anecdotally, the US has
become a more attractive investment destination
under the IRA, particularly in green industries

such as hydrogen. The huge scope and open-
ended financial commitment of the IRA means

the program will continue to have a significant

European Union
Green Deal Industrial Plan

EU Net Zero Industry Act

€250 billion
(A$390 billion)

to improve EU energy
security while accelerating
the EU’s transition to
renewable energy

South Korea
Green New Deal

US$135 billion
(A$201 billion)
for investment in
green and digital
technologies

Japan
Green Transition Bonds
GX Roadmap

US$150 billion
(A$220 billion)
bond issue from the
Ministry of Finance
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influence on investment into the US. It follows
that there is a material risk the IRA could cruel
investment that otherwise would have flowed into
Australia, despite our underlying advantages.

How we can respond to the IRA

The most pertinent question for this budget
process regarding the stimulation of investment
through programs such as the IRA is not how we
can duplicate it—we cannot. It is how we must
respond in a cohesive manner as a nation. The
answer is not short-term fiscal stimulus but kick-
starting a credible productivity agenda (of which
attracting business investment and establishing
better regulatory settings are key elements) as the
means to sustained, faster economic growth.

In the case of the chase for climate transition
investment, targeted tax incentives can play a role.
Valuable groundwork has also been laid in the work
of the Net Zero Authority—this body can play a key
coordination role in tapping into the vast global
investment in the transition, and the policy required
locally. It is a crucial step towards a managed
transition that brings communities on this journey.
Australia’s transition has been held up in part
because communities can lose confidence in our
ability to make this monumental change.

Advanced technology and critical minerals
are similar areas of opportunity

There are various other areas of national
opportunity and challenge, both connected to and
separate from the climate transition, which must be
linked to new sources of investment.

Enhancing collaboration and fostering increased
investment within the existing Climate Compact
between Australia and the United States represents
a pivotal opportunity. Australia’s strategic position
with large reserves of critical mineral resources
positions us as a crucial ally to the world’s largest
economies. To maximise this potential, concerted
efforts with international partners are imperative to
help address supply chain risks, align our critical
minerals lists, advance research, and foster greater
investment in Australian projects. While some
progress has been achieved, notable gaps persist,
exemplified by the absence of nickel from our
current critical minerals list. These minerals, vital for
technologies such as electric cars, wind turbines,

Reclaiming our competitiveness: Pre-budget submission 2024-25

d responding to the US Inflation Reduction Act

smartphones, and satellites, are susceptible to
supply disruptions, underscoring the sovereign
imperative in this undertaking.

Simultaneously, our focus on attracting investments
must extend to bolstering our supply chains

and overall sovereign capabilities, including
semiconductors, advanced manufacturing,

and quantum technologies. We must also offer
investment incentives for innovation to ensure we
remain competitive in the mining and utilisation

of critical minerals. By establishing the necessary
foundations to prepare our economy for the future,
we can not only weather the transformative shifts
but also position ourselves to thrive amid the
evolving landscape.

One common sense change we can make locally
is to create a targeted investment allowance
which helps boost the investments our businesses
make in key areas—this has been pursued in small
business, and should be explored more widely.

A broad-based, permanent investment allowance
could apply to all investment depreciable under
current tax law. Modelling suggests a 20 per cent
investment allowance would lift GDP by around
$17 billion in a decade and see wages grow.

Encouraging investment:
Foreign Investment Review Board
(FIRB) balance

The regulatory settings are a critical consideration
in how we bring investment into Australia. The
FIRB’s powers and regulatory reach have been
significantly expanded in recent years, first through
a temporary lowering of monetary thresholds at
the onset of the pandemic, and then through major
national-security related legislative reforms.

These changes have been important to
support public confidence in the investment
screening regime, particularly to keep pace
with emerging technologies and the changing
strategic environment. However, while the FIRB is
empowered to identify and address these risks,
much more can be done to address regulatory
frictions and modernise the FIRB process.

This is particularly around processing times,
the introduction of a customer service focus
and streamlining of non-sensitive and

routine transactions.
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Both national security and economic prosperity are
critical, and the BCA is not arguing for the latter as a
sole lens on modernising the FIRB process. Rather, it
is critical that we strike a sensible balance between
protecting our interests and encouraging investment
that has great long-term benefits to our nation.

Encouraging investment:
Lessons from the Harrington Review (UK)

Australia’s openness to foreign investment has
helped sustain levels of business investment that
would not have been possible relying only on
domestic capital. Foreign investment has brought
foreign innovation, talent and know-how to the
Australian market, enhancing productivity growth.
Australian business has also increasingly invested
abroad, capitalising on opportunities in world
markets, benefitting Australian shareholders and
retirement incomes via superannuation.

Openness to trade has been a fundamental
element of Australia’s prosperity throughout its
history. The reform era in the 1980s and 1990s led
to an increase in the trade share of the economy,
giving Australians greater access to goods and
services at better prices and enabling our exporters
to tap new markets. It's time to reassess how we
maintain the benefits of that openness.

~ “The regulatory settings are
- acritical consideration in
how we bring investment
into Australia.”

The United Kingdom’s Harrington Review (published
in November 2023)'° explored how the UK might
better attract foreign direct investment into key
growth sectors to ensure the UK is the most attractive
destination in Europe for internationally mobile
investment. Australia has a similar need. This report
was significant in that it directly addressed the risk
of losing out to international investment competition
and provided practical steps to win that investment.

“_itis critical that we strike a sensible
balance between protecting

our interests and encouraging
investment that has great long-term
benefits to our nation.”

The Review engaged with over 200 companies,
financial institutions, and sovereign wealth funds
to identify how the UK government can build on its
strengths and address key barriers to foreign
direct investment.

10 https://www.housingaustralia.gov.au/sites/default/files/2023-03/state_of the nations housing_report 2022-23.pdf
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» Actions we should take

Get the fundamentals right

® Do not engage in a direct subsidy war we cannot win—focus on our own fundamentals.

Net zero transition

m The Net Zero Authority should coordinate
Australia’s policy response to our
decarbonisation challenge, and the
delivery of support.

- For Australia to have the holistic
approach to the climate transition that
is necessary, four broad industry areas
should be in the scope of Net Zero
Authority coordination, including
i) green iron and steel, ii) green alumina
and aluminium, iii) green hydrogen
and ammonia and iv) critical minerals
extraction and refining.

- Implement targeted investment
incentives to support the upfront capital
costs of projects — these could be
in the form of a bonus deduction, or
accelerated depreciation.

- The Net Zero Authority should provide
a concierge service for industry
participants to navigate the entire policy
support framework.

m Addressing acute skilled worker
shortages in industries required for the
net zero transition.

- Prioritise and increase skilled worker
migration in industries required for the
net zero transition and, in conjunction,
expand and fast-track international
qualification recognition so skilled
migrants can join the Australian
workforce immediately.

- Develop ‘higher apprenticeship’
programs that combine university units
of study with TAFE technical learning
and on-the-job training in industries
required for the net zero transition.

46 Reclaiming our competitiveness: Pre-budget submission 2024-25

- Establish TAFE and university net zero
training hubs in regional locations
impacted by the transition — rather than
capital cities — to enable students to
undertake internships or work-integrated
learning in businesses operating in the
net zero sector.

- Support the net zero sector to develop
registered training organisations to
provide fully accredited industry-led
training and micro-credentials to upskill
the existing workforce.

- Through Jobs and Skills Australia,
analyse the overlap between jobs
required for the net zero transition
and those required for AUKUS, and
assess the two sectors holistically and
develop complementary, scalable and
transferable skilling programs for both.

Build on existing resources
and alliances

Enhance investment and collaboration
within the existing Climate Compact
between Australia and the United States,
and continue to use our large reserves of
critical mineral resources to position us as a
crucial ally to the world's largest economies.

BCA
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» Actions we should take

Tax incentives

® Target any tax incentive support to
Australia’s natural advantages (and
impediments) in areas such as critical
minerals, Al, guantum computing and
advanced manufacturing.

m Encourage businesses to invest in research
and development in industries in which
Australia has clear natural advantages. The
BCA has long advocated for an investment
allowance that would make it immediately
more cost effective for businesses to
invest in research and innovation. This has
been recently pursued with the Skills and
Training Boost, Technology Investment
Boost and Small Business Energy Incentive
- albeit restricted to small business.

Critical minerals

m Expedite progress on the Climate Compact
between Australia and the United States:

- Strategically align Australia’s critical
minerals list with those in the United
States and other trading jurisdictions (for
example, we still do not list nickel).

- Establish an industry reference group to
support the work of the Critical Minerals
Taskforce to provide detailed input from
industry to resolve issues and enable
deals to be completed.

5. Winning investment, the energy transition and respondin

Foreign investment

Reassess the major reforms to the FIRB
that began in 2021 and the impact they
have had on global competitiveness.

- The reforms were reviewed two years
ago, but companies continue to identify
issues with the new FIRB regime in
facilitating investment - compounded
by the recent doubling of fees in 2022.

Conduct a holistic review of foreign
investment settings and facilitation in
the model of the United Kingdom'’s
Harrington Review:

- A focus should be on priority sectors
such as critical minerals.

- The Harrington Review included a
recommendation to create a cabinet
level position to oversee a new strategy
to attract foreign investment.

- The terms of reference for an Australian
review could include the FIRB process
and application fees and the extent to
which these are acting as barriers to
foreign investment.

- It would also be appropriate to
review Australia’s existing investment
facilitation efforts at a commonwealth
and state level and whether these are fit
for purpose.

Back to e EHIERS
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6. Keeping our competitive edge
in skills through education
and strategic migration

One of the most critical assets for any nation is its people and the
skills they bring to the economy. This is a critical pillar for growth
and productivity. It also has significant implications in a world in
which there is a hunt for the talent to realise new technologies
and decarbonisation targets. There are two ways to invest in our
skills base. The most important way is through educating and
upskilling our people.

This should always be our preference. However, where we cannot create skills locally in the
quantities and on the timelines we need them, we should use targeted migration to achieve
our competitive needs.
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Our education system should be a crown
jewel for our nation

Education has long been a critical export for
Australia, linking us globally to many priority trading
partners. It is also how we lift our own people,

who are among the most educated in the
developed world.

Our long-term prosperity will depend on better
developing the skills and capabilities of our people.
Ensuring Australians have the competencies and

skills needed for the jobs of today, and of the future,

is the responsibility of our education and training
systems. Australians rightly expect our education
system to be world leading.

There are, however, areas in which our education,
skills and training are failing to deliver the outcomes
we need:

Reclaiming our competitiveness: Pre-budget submission 2024-25

Based on Programme for International Student
Assessment (PISA) scores, our students are
falling behind in reading, science, and maths —
we now sit behind Poland, Estonia and Slovenia
in international rankings in these areas.

Compared with students in the highest-
performing country, Singapore, Australians are
about three years behind in mathematics, almost
two years behind in science and more than a
year behind in reading.

Access to our early childhood education and
care system is fragmented and inconsistent,
leaving many children unprepared for school.
For example, some jurisdictions have rolled out
early education for three-year-olds while in other
jurisdictions it starts later.

Too many young Australians are leaving school
without the basics and are ill-prepared for further
study or work.

Our tertiary education system is beset by a
misaligned funding model, course designs

that dont meet the needs of employers and a
structure that inhibits flexibility and collaboration.

A lack of coordination exists in mapping our
workforce needs and combining skills and
migration to respond.

With two to three million Australian adults lacking
some of the basic skills needed in life, such as
reading, writing, mathematics and digital literacy,
it's clear more needs to be done.

Early childhood and schooling

Early childhood education is essential in ensuring
young Australians have the foundational skills

to develop the competencies they will need

over their lifetime. The first five years of a child’s
development are critical. In fact, 90 per cent of
brain development occurs by the age of five. The
BCA has long advocated that preschool education
is critical in long-term educational outcomes.

The BCA advocates for a universal early childhood
education guarantee to give all children adequate
early childhood development and enable school
readiness. It should guarantee services for families
with children aged up to five years.

Furthermore, it's clear that our significant spending
in education, and any further spending that may
come, needs to be evidence-based. Making sure that
every dollar we spend counts means that education
spending has proven educational outcomes.

Of course, teachers are a fundamental component
in driving any educational outcome. It is critical that
we build incentives which draw the best teachers
into the profession, and keep them engaged and
stimulated in a long-term career. Teaching must

be a desirable profession to those with other
competing options.

Another area of worthwhile investment is improving
career advice for students. Taking this step is
crucial for their future and the overall prosperity
of Australia. The evolving landscape of the
workforce, shaped by digitalisation, globalisation,
and the green transition, is reshaping the nature
and skill requirements of our workforce. This
demands a corresponding shift in the capabilities
of our workforce. The ability of individuals and
businesses to capitalise on these transformations
hinges significantly on the effectiveness of career
guidance. Australia should allocate resources to
enhance careers advice services as this is not just
an investment in individual student success but
also a strategic move to strengthen the country’s
human capital and economic competitiveness.



Ensuring our education system is built
for the future

Australia needs to move away from its fragmented
system of education, skills and training and move
towards a coherent system of lifelong learning
that is flexible and responsive to a changing
economy. We should better manage schooling
and post-secondary education responsibilities and
accountability across the Federation to support
lifelong learning and deliver improved educational
outcomes. This could include responsibility

for the tertiary education system being held at
the Commonwealth level, while the states and
territories take ownership of early childhood
education and schooling.

A Tertiary Guarantee

The BCA has long advocated for a Tertiary
Guarantee, an integrated tertiary education and
training system that enables people to upskill and
reskill throughout their working lives so they can
adapt and be resilient to changing labour market
conditions. We continue to believe this is critical to
our future.

Governments make a significant investment in
tertiary education, spending $40.2 billion™ per year
on vocational education and training (VET) and
higher education. Despite this, the BCA strongly
believes that without substantial structural reform,
the tertiary education and training systems are
unlikely to deliver the type of workforce — better
skilled, more responsive and better matched to
job opportunities — Australia will need to drive
economic growth.

The education system is not oriented towards
lifelong learning, and VET is viewed as a ‘second-
class citizen” compared with higher education.
Further, VET and higher education operate as two
silos rather than one system, leading to a distorted
funding model that reinforces the stigma that a

VET qualification is less prestigious than a university
degree, and leads to some learners being

treated unfairly.

As stated in its Seize the moment document, the
BCA proposes a Tertiary Guarantee that is funded
by a variety of sources and puts the learner in
control of their education. The guarantee should be
guided by these principles:

11 Australian Bureau of Statistics 26/04/22
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® A universal tertiary fund made up of:
- An income-contingent loan
- Individual contribution
- Employer contribution
- Subsidy

= The mix of the guarantee (for example the level
of subsidy) is based on equity and depends on:

- If it is a first, foundation qualification (for
example, subsidies would be higher for
those studying for their initial qualifications
compared with subsequent qualifications)

- Public need, having regard to Jobs and Skills
Australia assessments

- Benefit to industry

- Ensuring those from disadvantaged
backgrounds have equitable access

= Flexibility is paramount and the guarantee would
allow access to:

- University
- TAFE

- Registered training organisations (RTOs) and
private providers.

- Work-based learning

Over time, this will deliver an integrated and
compatible tertiary education system that better
connects - and more evenly funds - VET and
higher education, enabling Australians to undertake
a mix of university and VET courses throughout
their lives. A joined-up system would also
encourage the development and recognition of
VET, university, and industry-delivered credentials,
which are part of lifelong learning. At the end of the
day, our focus must be on the production of skills
not where they are taught.

The BCA understands that the Australian Universities
Accord is considering the establishment of the
Tertiary Education Commission. The commission
would be responsible for developing and
implementing a new tertiary education funding
model. We propose the Tertiary Guarantee as a
foundation for the new model and encourage
government to play a part in the overall funding mix
alongside business and individuals.

Business Council of Australia
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i strategic migration

University and industry partnerships

We must also lock in the relationships between
government, higher education and industry in a
manner that allows us to better transfer skills and
knowledge, conduct research and commercialise it.

Many advanced and transforming economies
have, or are building, deep relationships between
universities, entrepreneurs, industry and
communities. To keep up with our contemporaries
and competitors, Australia must develop multi-
faceted alliances between our key capacity-
building institutions and industry. Our future

will be shaped by how well we ingrain a culture
of understanding and trust, a preference for
partnership, and engagement on a scale that
bolsters our competitiveness.

The BCA proposes arrangements that directly
connect government, industry and universities.
These should facilitate the identification and
teaching of key workforce skills at scale and
enhance research collaboration to increase
commercialisation opportunities and

boost productivity.

We also recommend initiatives to improve
industry’s use of university research and to help
ensure graduates are job ready. Increasing
research and development (R&D) is critical to
lifting Australia’s economic dynamism.

Diversifying the economy means lifting our low
rates (by global standards) of R&D spending. This
will require greater participation incentives and
better coordination between industry, universities
and government. If we fail to do this, Australia

will continue to fall behind internationally. The
Government should therefore create the right
settings to encourage and improve investment
in, and governance of, R&D. We provide several
recommendations below.

Tax incentives for education/industry
collaboration

The Government should review and improve
existing incentives to deliver non-taxpayer
research funding sources, such as the Research
and Development Tax Incentive (R&DTI). The
Government could implement recommendation
two of the Ferris, Finkel & Fraser Review' of the

12 https://apo.org.au/node/69541
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R&DTI - to introduce a collaboration premium of
up to 20 per cent on non-refundable tax offsets
to incentivise collaborations between industry,
publicly-funded research organisations (PFRO)
and universities. This could include a bonus

for partnering universities alongside

industry incentives.

Trailblazer Universities Program

The Trailblazer Universities Program, which boosted
research investment in strategic priority areas,
demonstrates the effectiveness of a cohesive
partnership between industry and university
research. Trailblazer programs supported,
encouraged, and accelerated Australian universities
to focus on research that delivers industry-

aligned commercial outcomes. The program was
appropriately based on co-investment - all parties
were outcomes-focused and had financial ‘skin in
the game'.

We have heard positive feedback from Trailblazer
universities and our industry members about the
effectiveness of the program. With funding of the
$370 million program due to cease in 2025-26, we
recommend the Government commit to funding,
and even expanding, the program.

Job-ready graduates

Our members consistently tell us that university
and TAFE graduates are not job-ready when they
graduate. Students often lack core communication
and problem-solving skills and need to be ready to
use new technologies which will become a feature
of the workplace, including Artificial Intelligence
tools like ChatGPT.

Work-integrated learning (WIL) - often described

as internships, placements or cadetships - can
significantly improve graduate competitiveness and
work readiness. Work placements enable learners
to develop general business skills and technical
skills in real-world situations prior to joining the
workforce. The potential value of WIL applies across
all sectors and disciplines.

WIL should be simple and attractive to businesses
across all sectors. The Government should
encourage and incentivise greater usage of WIL in
university courses by implementing the National
Work-Integrated Learning Strategy. Funding options
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to support students undertaking WIL placements
should also be explored.

Embedding WIL in post-secondary education will
also require greater commitments from universities
in designing courses to include a WIL component,
and industry in committing resources to mentor
and welcome students into participating programs.
The National Priorities and Industry Linkage Fund
(NPILF) pilot inclusion of WIL funding in universities
was a welcome initial step, although the program
will require further reforms and funding to succeed
at the necessary scale.

6B. MIGRATION

Winning the skills we need in a competitive
world, without adding to the excess of
aggregate demand over supply

Where we can't locally grow the skills and
capabilities we need to grow the economy, we
must secure them from outside Australia if we are
to be globally competitive.

The BCA welcomes the Government’s reforms
announced in the Migration Strategy. It is a
strong strategy, built from excellent consultation
with business, unions, and other stakeholders.
We support many of the key reforms proposed,
particularly the risk based three-tier temporary
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skilled migration system. Skilled migration boosts
Australia’s productivity and provides the human
capital the country needs to power the economy
where there are skill shortages. The latest data
from Jobs and Skills Australia show roles with
major shortages include aged or disabled carers,
civil engineers, cyber security analysts, electrical
engineers, and network administrators - among
many others®

With the closure of the nation’s borders in 2020,
Australia saw more people depart than arrive for
the first time since the period immediately after
World War 2. Following the reopening of Australia
in early 2022, migration numbers have significantly
rebounded. While Australia’s permanent migration
program is capped, temporary visa holders have
returned in strong numbers. Meanwhile, the
typical corresponding departures of these visa
holders is subdued, given the lower numbers that
had been in the country as a result of the many
departures during the period of border closure.
This means that over the period since the start of
the pandemic, the net overseas migration number
first declined into negative territory, the lowest in
over half a century, before rebounding and now
exceeding historical norms. The forecast from

the Treasury sees these numbers reducing and
returning closer to normal patterns over the next
financial year.
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Meanwhile, there has been increased pressure

on housing supply. This has come from a mix

of factors, including changes in household
composition, declining housing delivery rates, and
returned migration numbers. The BCA backs the
Government’s move to strengthen housing supply
to address this issue, which is also being supported
by major policy changes at state and territory level
where poorly designed planning policies delayed
and restricted new homes. Research from the BCA
shows that most Australians agree that migration is
beneficial to Australia, provided it is well managed.
The Government’s Migration Strategy delivers
against this, by improving processes that allow the
nation to directly address skills shortages, while
strengthening the integrity of the system.

While migration adds to demand, it also adds to the
productive potential of the economy. In particular, it
aids the provision of skilled labour needed to ease
labour market shortages. High rates of migration

in the short-run usually reflect strong demand for
labour and a robust economy. In the short-run,

high rates of migration can add to demand and
prices pressures, particularly in the market for
rental accommodation. Recent increases in rents
are the flip-side of the decline in rents seen during
pandemic border closures.

It is noteworthy that house prices recorded strong
gains during the pandemic when net overseas

Australia’s population forecast
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migration was negative. Much of the increase

in net overseas migration is represented by the
return of overseas students, and a reduction in
departures compared to usual. Overseas students
contribute to Australia’s exports of services and
earn valuable export income. ABS data shows

that international education exports in 2022-23
were worth $36.3 billion to our economy:. It is our
fourth largest export, and the median international
student spends around $23,400 a year on living
expenses while in Australia. These students are
also a critical part of our labour supply, with the
median international student working 20 hours a
week They also support 250,000 Australian jobs.
Capping the intake of overseas students would hurt
Australia’s export earnings and our universities. It
also would reduce a supply of labour provided by
overseas students, although their hours are limited.

The competitive global dynamics play a role here
also—if we are to seek out the migration which

is most beneficial to our economy we will be
competing with other nations for these workers. This
means that we must not only target skilled migrants
but make our migration system more efficient and
attractive to them, so we don't lose out on the skills
we need. We must employ a targeted and long-
term migration strategy to achieve our goals.

The mix of migrants coming to Australia matters as
much as the number.

2022-23 2023-24 2024-25 2025-26

- Actual and latest budget forecast

14 International student spending and income in Australia 2019, Department of Education, Skills and Employment
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» Actions we should take

Early childhood and primary

® |nstitute a universal early childhood
education guarantee to give all children
adequate early childhood development
and enable school readiness. It should
guarantee services for families with
children aged up to five years. In designing
the guarantee, an examination of key
elements including cost, demand, access,
any subsidy design, the interface with the
school system, trained workforce and the
role of the Commonwealth and the states
will be needed.

m Develop a schooling system that builds
people’s capabilities and competencies for
life, supported by effective careers advice.
Recommit to implementing the Shergold
Review of Senior Secondary Pathways to
ensure students leave school with strong
foundational skills, a clear view of career
opportunities, and a learner profile that
outlines their capabilities and experience,
not just their Australian Tertiary Admission
Rank (ATAR).

m Set ambitious proficiency standards for the
basics (literacy, numeracy and digital skills)
and provide extra help for students who
are falling behind.

® |mprove career advice through best-
practice resources (including digital
resources) for students, parents and
teachers, with strong backing from state
and territory governments, and leveraging
jobs and skills councils and career hubs.
Jobs and Skills Australia should drive
these improvements.

® Ensure and test that our spending in
education is going towards evidence-
based education outcomes.

Tertiary Guarantee

Implement the Tertiary Guarantee, funded
by a variety of sources and putting the
learner in control of their education.

- Flexibility is paramount and the guarantee
would allow access to:

« University
« TAFE

« Registered training organisations (RTOs)
and private providers

+ Work-based learning

Trailblazer Universities Program

With Trailblazer funding due to cease in
2025-26, we recommend the Government
commit to funding, and even expanding,
the program.

Job-ready graduates

Incentivise work-integrated learning in
university courses.

Education/industry collaboration

Support arrangements that directly connect
government, industry and universities.
Underpinned by a shared aspiration for
skills enhancement, knowledge transfer and
research excellence, such arrangements
would contain action-orientated initiatives
that boost Australia’'s competitiveness

and productivity.

Review and improve existing incentives to
deliver non-taxpayer funded research, such
as the Research and Development

Tax Incentive (R&DTI).
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» Actions we should take

Migration

As committed to in the Migration Strategy,
permanent migration settings should

be determined as part of a longer-term
focused process that can better inform
strategic and robust infrastructure and
housing planning.

Implement the Government’s Migration
Strategy, including reforms that simplify
and improve efficiency for temporary skilled
migration visas. This will help with labour
demand in key areas of shortage in global
demand, such as supporting the net

zero transition.

Expand and fast-track international
qualification recognition so skilled migrants
can join our workforce faster.

Back to e ERIERS
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Doing more with less

If we want to improve our competitiveness, one piece of that

puzzle is to invest wisely in our people and their future success

and capabilities. With a debt burden growing as a share of GDP,

however, spending should be focused in areas where we can expect

productivity and workforce participation returns.

Paid parental leave (PPL)

Our economic growth, competitive advantage, and
future prosperity rests on getting the very best out
of our human capital - including increasing female
workforce participation. Doing this is one of our

nation’s biggest economic and social opportunities.

The simple reality is that we are not maximising
opportunities for women to participate in the
workforce and doing so would increase

our productivity.

Australian women still face too many structural
barriers to returning to work, taking on more hours
and advancing their careers. These include a
combination of greater levels of part-time work,
employment in lower paid industries and less time
in the workforce due to caring responsibilities,
contributing to economic insecurity for women
now and into their retirement years.

It is a longstanding policy of the BCA that a future
paid parental leave (PPL) system should embed
design features that promote a more equitable
distribution of care in the longer-term. That is
because a system that enables and incentivises

both parents to share responsibility for caring will
help shift traditional cultural and gender norms and
see more women participating in the workforce and
able to advance in their professions.

The BCA welcomes the Government’s expansion

of the PPL system that will bring more equity and
flexibility to caregiving roles, boosting the economy
and making it easier for new parents to stay in

the workforce.

The BCA supports superannuation paid on

PPL and recommends the Government make
further changes to enable women to catch

up on superannuation lost due to time out of

the workforce. The latest Workplace Gender
Equality Agency (WGEA) data shows 81 per cent
of companies that offered paid parental leave
also paid superannuation as part of this leave.

The Government should examine support for
superannuation paid on PPL and how it can
incentivise greater female workforce participation,
as well as any further changes to enable them to
catch up on superannuation lost due to time out of
the workforce due to caring responsibilities.
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The benefits from removing structural barriers for women to work

fo

Removing
structural barriers to

women'’s
workforce
participation =

Or an extra
461,000
full time workers
added to the workforce
every year for the
next 50 years

N
N Or 7

An extra
$128 billion
a year to the economy
according to Deliotte
Access Economics

N $12,000 k
extra a year
per household

Source: Deloitte Access Economics in partnership with Australians Investing in Women 2022, Breaking the norm

Unleashing Australia’s economic potential, November, p. vii.

Proposals for achieving this include a supplementary
concessional cap and removal of the five-year limit
on using earlier contribution caps to give women
the opportunity to catch-up when their earnings
have recovered from any time out of the workforce.
Other options include time-limited rebates of the
superannuation contributions tax (SCT); providing
top-up superannuation contributions for primary
carers (not on a co-contribution basis); and allowing
employers to make unused superannuation
guarantee concessional contributions for
commonwealth paid parental leave recipients
without a time limit (currently five years) so as to not
disadvantage primary carers.

The proposals on the supplementary concessional
cap and removal of the five-year limit on using
earlier contribution caps would smooth out a
person’s income and savings over their working
life to account for changing circumstances (which
impact women much more than men when it
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comes to having children). The other proposals
explicitly value the unpaid work primary carers take
on when out of the workforce.

A care economy built for
coming headwinds

Our care economy as it stands is unsustainable,
with a declining tax base and increasing care
needs across the economy. Yet, it has a critical

role to play in our economic success if put on a
sustainable footing. Without comprehensive review
and reform of the care economy these services will
become unsustainable and be a drag on Australia’s
productivity and living standards. Importantly, it
won't deliver the health and care services that
Australians expect and deserve.

The scale of the system transformation needed and
the speed at which it must happen is confronting.
Recent analysis by Deloitte found that a business-



as-usual approach would require Australia’s health
workforce to shift from 11 per cent of the Australian
workforce to 45 per cent by 2050 to meet
expected demand.

It's a complex task. The needs of the consumer are

often multi-faceted and require a range of services

that are delivered in silos. Government funding and
regulatory frameworks that support service delivery
vary between services and jurisdictions.

“While the development of

the National Strategy for the
Care and Support Economy is
a useful step, the design and
implementation of the strategy
remains highly fragmented.”

Key areas of focus to reform the care
economy include:

m Workforce design - increasing productivity and
job satisfaction by enabling more people to work
at the top of their scope.

m Digital technology - better use of digital
technology to boost efficiency, improve quality of
care and increase job satisfaction by focusing on
caring activities rather than administrative ones.

® Funding arrangements - considering
co-contributions or private procurement of
care and support services, reflecting increased
consumer choice while providing a safety net
and alleviating the tax burden on younger
generations.

m Prevention - focusing on prevention as an
investment in reducing costs by keeping
Australians healthier longer, through research,
access to preventative medicines and treatments
and education.

Underpinning all these reforms is the need to tackle
the care economy as a joined-up system, rather
than in silos. While the development of the National
Strategy for the Care and Support Economy is a
useful step, the design and implementation of the
strategy remains highly fragmented.
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Priorities for strengthening the
care economy

Support and recognition for the role of the
private sector

The private sector provided significant support to
the community during COVID, including private
hospitals that assisted with covid-affected patients
and elective surgery waitlists that exploded

during lockdowns.

Integral to the private sector value proposition is
the opportunity to support and reward innovation
(whether in systems, treatments, care models,
medicines and wider supply chains including
manufacturing) and ensuring that supporting
regulatory and access arrangements are not
unduly prescriptive to stifle and undermine
innovation and commercialisation.

Renewed efforts towards system integration
and interoperability

Despite establishing the National Care Economy
Strategy, reforms continue to be progressed in
isolated ways within sub-sectors (childcare, aged
care, MBS, NDIS). Getting value and productivity
alongside quality requires a joined-up system with
well-calibrated regulations to support strong
health outcomes.

Getting the regulatory and technological
architecture right (including data standards

and identity) is a critical enabler for system
transformation and achieving greater integration
of care.

For example, during COVID the community
benefitted greatly from a range of tech measures
including the use of telehealth, electronic
prescribing, virtual emergency departments

and wider use of Hospital in the Home (HITH)
services. These technologies had long existed, but
regulatory barriers prevented their use at scale and
the community from benefitting from advances
that are now widely adopted.

While gains from digitising existing processes are
meaningful, system transformation will require

a more ambitious approach to recalibrating
regulatory and financial incentives supporting
care service delivery.

Putting the consumer/patient at the heart of
services by enabling greater consumer choice

Business Council of Australia

63



7. Making investments that support Australians to be their best

must be central to system redesign. This means
greater transparency around services, treatments,
performance and price, and consumer education
to support consumer choice.

Further, the Health Technology Assessment Review
provides an opportunity to introduce systems

to allow for the adoption of new technologies to
benefit consumers and the long-term wellbeing
and productivity of the community.

Finally, as part of the additional funding from the
Commonwealth announced as part of the next
National Health Reform Agreement, there should
be greater transparency in how state and territory
health systems deliver service. There should also
be increased choice, incentives and collaboration
with the private sector to meet Australia’s

health needs.

Addressing existing workforce shortages and
supporting different professionals to work
at the top of their scale

The BCA has previously welcomed additional
funding for wage increases for aged care workers.
However, this must be supported by proper
workforce planning and continued system reform.
Delivery of tangible productivity gains must be

“Given the enormous
success of the Indigenous
business sector, it is
imperative that we
consider how this can be
further augmented so these
businesses can thrive.”

integral to workforce changes that will otherwise
become unsustainable in the long-term.

Improving productivity will require an investment
in skills, optimisation of service delivery process,
including greater adoption of digitisation and
digital transformation, and reform of

workforce arrangements.

Measures to restrict and reduce flexibility and
interoperability across the workforce should

be eliminated. For example, outdated working
practices that artificially restrict the scope of
practice or roles should be removed. Areas where
workforce shortages are particularly acute will

be major beneficiaries of increased workforce
productivity including in rural and remote settings.

Specific initiatives to support workforce
issues include:

= |mplementing key recommendations of
the Independent review of overseas health
practitioner regulatory settings (Kruk Review,
2023)" to streamline access to professionals with
skills in demand.

®m Government, business, and the tertiary sector
working together with training providers to
develop microcredentials in a range of industry-

15 https://www.requlatoryreform.gov.au/news-and-events/2023-12-06-final-report-independent-review-overseas-health-practitioner-requlatory-settings
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specific specialisations to support new skills,
career progression and higher remuneration in
these sectors.

m Progressing the development of a well-regulated
‘essential skills” pathway for temporary skilled
migration for jobs facing critical labour shortages
but which fall below the Temporary Skilled
Migration Income Threshold (TSMIT) of $70,000.

m The Aged Care Labour Agreement should not
be replicated in other areas of the care economy
as it shifts the balance beyond the protection of
low-paid workers, to the explicit promotion of
specific unions and unreasonably increases the
administrative burden on employers.

m The Government should also explore the
introduction of a non-refundable progressive
Carers’ Income Tax Offset for unpaid caring work
performed by men and women paid upon their
return to the workforce. This could be directed to
carers supporting family members who are aged,
have disabilities, or are chronically ill.

Financing health and human services

A wide range of funding arrangements are possible
for the sustainable delivery of care services,
including greater opportunity for privately funded
care and co-contribution, recognising that the
significant tax burden on Australia’s working-

age population is expected to worsen in coming
years and will compound the challenge of
intergenerational equity.

Specific issues to consider include:

® The scope and extent of taxpayer funding,
means testing and private contributions for the
provision of caring and support services.

m Opportunities to avoid increasing the tax
burden on Australia’'s working-age population,
recognising the comparatively high reliance of
taxes on personal income in Australia as the
number of working-age Australians to older
Australians is forecast to rapidly shrink as the
‘Boomer’ generation retires.

m Alternative ways of funding private contributions
to care and support services, particularly for aged
care, including the use of insurance products and
private savings including superannuation.

® |ncentives for the provision of care and support
services in difficult to serve areas including
remote, rural and regional communities.
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= NDIS reform, given the financial sustainability
challenges concerning the scheme and the
associated budgetary risks (an average annual
growth rate over the next decade forecast at
101 per cent).

- The BCA welcomes the release of the NDIS
Review and the initial response to the review
from National Cabinet. However, there is still
significant risk that costs will continue to
escalate as reforms are yet to be designed,
implementation will take several years, and
will require all levels of government to work
together, alongside providers. Greater attention
should also be given to delivering the expected
benefits of an insurance-based system as was
originally envisaged.

The Indigenous business sector

The exponential growth of the Indigenous business
sector, which is estimated to contribute between
$8 and $12 billion to the Australian economy, has
created jobs and generated wealth for individuals,
families and communities.

At the same time the Australian Government
unveiled its Indigenous Procurement Policy,

the BCA finalised the landmark Raising the

Bar program. The Raising the Bar initiative saw
commitments to an investment of $3 billion in
the Indigenous supply chain by 2024/25. It is on
track to achieve this and likely surpass the target.
At the same time, the initiative is currently being
significantly expanded and adopted by a larger
number of BCA members.

These programs have proved to be exemplars that
have spurred individual effort and created a lasting
Indigenous supply chain. Given the enormous
success of the Indigenous business sector it is
imperative that we consider how this can be further
augmented so these businesses can thrive. In this
regard we recommend that Government:

m Support all levels of government to establish and
implement an Indigenous business strategy.

= Examine Generation 2 policy levers and
synergies between the Raising the Bar
program and the Commonwealth Indigenous
Procurement Program.

® Provide commonwealth funding for already
proven and successful incubator and
accelerator programs.

Business Council of Australia
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® Fund data collection and continue funding
for important initiatives that are focused on
longitudinal data collection and measurement of
the Indigenous business sector.

®m Fund an Indigenous chamber of commerce.

m Focus on initiatives to promote Indigenous
Australians to more senior corporate positions.

Infrastructure

High-quality infrastructure helps Australians
participate in and engage with the economy. Australia
is currently at the peak of a public infrastructure
boom, driven by major transport projects across
the nation’s cities, as well as events such as

the Brisbane Olympics in 2032. This is putting
significant pressure on the capacity to see projects
through to completion. Investment decisions on
new ‘mega projects’ in the largest states of NSW
and Victoria appear to have passed their peak, with
several projects previously poised for investment
now deferred. The Government has also released
its review of the commonwealth infrastructure
pipeline, cutting funding for 50 projects and
reprioritising delivery funding for a further 11.

Public infrastructure will remain essential for the
development of the nation. This will be particularly
important to support Australia’s growth, with the
right infrastructure the key to new housing supply
and a major driver of productivity.

One infrastructure area which deserves greater
consideration is Australia’s freight strategy—
particularly rail to port connections. This type of
infrastructure can build both productivity and
global competitiveness. The Australian Government
must prioritise investment in freight rail, especially
where it has primary responsibility. This includes
significant investment in the resilience and
reliability of the existing network, and further
network expansion.

As an extension of our investment in port assets,
it is important that we also view our overall border
infrastructure as an asset worthy of investment.
Our border has a greater role than security—it is

a component of our economic dynamism and
competitive edge. It is important that we invest in
the border, to modernise it and ensure it delivers
returns to the community. This would involve the
overarching goal of digitisation and simplification.
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The Government should continue its commitment
to long-term investment in public infrastructure,
with robust evidence and business cases, and
forward planning based on the best available data
so that industry has the certainty it needs to invest
in capability development.

Additionally, in an environment where the
commonwealth budget is under severe pressure,
public-private partnerships should be explored to
deliver on critical long-term infrastructure.

Artificial Intelligence and the
digital economy

The adoption and use of new tools and
technologies will underpin Australia’s future
prosperity and competitiveness. But while
new technologies are being used by some
organisations, their use is unevenly distributed
across Australia.

“The use of Al will be a game
changer for productivity in
Australia, not only helping workers
be more productive, but also
making their work safer.”

One such capability is Al. The use of Al will be a
game changer for productivity in Australia, not
only helping workers be more productive, but also
making their work safer. If Australia is to remain
competitive, both globally and within our region,
governments and businesses must drive the use of
new Al tools. Australia also has strong advantages
in other critical technologies like quantum -
advantages that shouldn't be squandered.

We need special efforts to stay competitive where
step changes in new technologies are made, as
seen in the proliferation of generative Al tools

in 2023.

The Government has sent a clear signal about its
intended approach to Al. Using existing laws and
regulations as the starting point for managing Al

is sensible and reflects the maturity of Australia’s
existing frameworks. Businesses understand the
importance of government stepping in where there
are gaps and problems that need to be addressed



in high-risk areas. The best results will come where
business and government work together to find
ways to address any gaps or high-risk areas

as appropriate.

Going forward, budgetary outlays for Al adoption
will have to be carefully targeted towards areas of
maximum impact, building on the announcements
made as part of the 2023-24 MYEFO to encourage
small business adoption. However, grant programs
will not be the biggest factor in shifting the dial.
Many of the roadblocks to the greater use of new
technologies are not financial, but instead reflect
incentives, regulatory barriers and emerging risks.

Recent efforts on the part of Government, including
the recently released Cyber Security Strategy are
good first steps to addressing the risks which can
inhibit technology adoption. The collaborative
approach flagged in the Strategy is the only way to
deliver a cyber-secure country.

Government can also provide regulatory certainty
for the application of Al where there are mature
regulators and structure, such as in areas like
medical devices. As it stands, the lack of certainty
hinders Australians from getting access to new, life
improving technologies, but also disincentivises
businesses from making investments in R&D and
commercialisation in Australia.
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To deliver on this, the government’s commitment to
working with businesses and experts - such as the
through the temporary expert advisory group for

Al and the Executive Cyber Council - is welcome.
Responding to Al will require a collaborative
approach, given the development and use of these
tools are happening across the economy. The
expert advisory group on Al must be

made permanent.

Building on this, government must also invest

in its own policy capability and understanding

of new technologies like Al. The Minister for the
Public Service is already spearheading efforts to
build collaboration between the Government and
business on digital and data. It will be important to
go beyond the old ways of doing policy in

these areas.

More generally, critical and emerging technologies
also reflect a wider trend in public policy, as
economic, social, and national security issues

are converging. Government should invest in

its capacity to draw these threads together and
provide holistic responses to complex problems.

Underpinning this effort, Government must signal
that it wants to modernise and take advantage of
new technologies. This signal must not only be
towards businesses, but also to regulators and
policy agencies.

“Using existing laws and
regulations as the starting point
for managing Al is sensible and
reflec§ the maturity of Australia’s
existing frameworks.”

»
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» Actions we should take

Parental support

Examine support for superannuation paid
on PPL and how it incentivise greater
female workforce participation.

Make further changes to enable women
to catch up on superannuation lost due to
time out of the workforce, such as:

- A supplementary concessional cap and
removal of the five-year limit on using
earlier contribution caps to give women
the opportunity to catch-up when their
earnings have recovered from any time
out of the workforce.

- Time-limited rebates of the
superannuation contributions tax.

- Top-up superannuation contributions
for primary carers (not on a co-
contribution basis).

- Allowing employers to make unused
superannuation guarantee concessional
contributions for Commonwealth paid
parental leave recipients without a time
limit (currently five years) so as to not
disadvantage primary carers.

- A non-refundable tax offset for unpaid
caring work performed by men and
women paid upon their return to
the workforce.

- Exploring a progressive Carers’ Income
Tax Offset that could be directed to
carers who are aged, have disabilities, or
are chronically ill.
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Care economy

Take stock of the significant challenges
facing our care economy, and begin to
implement some productivity generating,
but sustainable investments in it, such as:

- Redesigning regulatory and
technological architecture underpinning
service delivery in the care economy to
facilitate system-wide transformation
and greater care integration.

This includes:

+ Better use of digital technology to
boost efficiency, improve quality of
care and increase job satisfaction.

+ Supporting consumer choice by
embedding greater transparency in
services, treatments, performance
and price along with consumer
education to support
consumer choice.

+ Leveraging the next National Health
Reform Agreement to deliver greater
transparency, increased choice
and delivery incentives including
collaboration with private sector
providers to meet Australia’s
health needs.

- Addressing care economy workforce
shortages and enabling care system
transformation by:

« Workforce design that allows more
people to work at the top of
their scope.

+ Implementing key recommendations
of the Independent review of
overseas health practitioner
regulatory settings (Kruk Review,
2023) to streamline access to
professionals with in-demand skills.

« Government, business, and the
tertiary sector working together
with training providers to develop

BCA
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» Actions we should take

microcredentials in a range of
industry specific specialisations to
support new skills, career progression
and higher remuneration in

these sectors.

+ Exploring the introduction of a
non-refundable progressive Carers’
Income Tax Offset for unpaid
caring work.

Considering co-contributions or
private procurement of care and
support services.

Focusing on prevention through
research and better access to
preventative medicines and treatments,
and education.

Indigenous business

® Strengthen the Indigenous business
supply chain by:

Supporting all levels of government
to establish and implement an
Indigenous business strategy which
incorporates procurement targets.

Examine Generation 2 policy levers
and synergies between the Raising the
Bar program and the Commonwealth
Indigenous Procurement Program
such as the merits of establishing
Indigenous business panels including
by business size and sector.

Provide commonwealth funding

for already proven and successful
incubator and accelerator programs
for Indigenous businesses as well as
support for training for procurement
teams in non-Indigenous businesses.
Continue funding for important

initiatives focused on longitudinal data
collection and measurement of the
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Indigenous business sector.

- Provide funding for an Indigenous
chamber of commerce that can
provide the necessary supports to the
Indigenous business sector as other
peak bodies provide to their
industry sectors.

- Have a focus on initiatives to promote
Indigenous Australians to more senior
corporate positions—this is an area
in which the BCA can be supportive
through its members.

Infrastructure

Support Australians to participate in and
engage with the economy by continuing
Government’s commitment to long-term
investment in public infrastructure that is
supported by robust business cases, so
that industry has the certainty it needs to
invest, including in capability development.

BCA
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» Actions we should take

Digital, cyber and Al

®m Government should continue its strong
engagement with business on the
implementation of the Cyber Security
Strategy, including through the Executive
Cyber Council.

m Government should formalise and
permanently establish the Al advisory
group, and work with businesses to develop
solutions where new problems created by
Al are not covered by existing regulations,
clearly focusing on the outcomes to
be achieved or avoided, rather than
the technology.

m Fund key regulators in traditional sectors
to work with industry and key experts to
develop guidance on how existing laws will
be applied to Al.

m Fund the Industry portfolio to manage Al
related issues, including building policy
capability and undertaking international
engagement to prosecute Australian
interests in global forums.

® |nvest in the capability to draw together
economic, social and national security
considerations for complex issues like
emerging and critical technologies, building
on existing strengths in the Home Affairs
and Industry portfolios.

Back to e ERIER]
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Finding a path to meaningful tax reform

Few would say that Australia’s tax system is fit for purpose today,

let alone tomorrow. Australia’s population will continue to age over
the next 40 years, with the number of over 65s more than doubling.
Meanwhile the workforce participation rate is projected to decline
according to the IGR.

Whole-of-system tax reform is needed right across the Federation. Today’s inefficient and
complex system reflects the accumulation of decades of ad-hoc changes. It stifles investment,
risk taking and entrepreneurism. This criticism is not controversial—how we deal with it is.

“The overarching
objective must
be to determine
what type of
revenue we need
to generate and
work backwards
from there.”
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Starting a national discussion on our tax system

To become a country that invests, takes risks and
brings out the best in people we need to start

by making tax reform an issue we can talk about
without inhibition.

It is not about one tax, but the combination of
taxes. We need to review this overall tax mix
against our goals of growing the economy

and creating jobs while funding services. The
overarching objective must be to determine what
type of revenue we need to generate and work
backwards from there.

“The best step forward is an
honest and open national
conversation about a tax system
that is fit for the future.”

It is wrong to dismiss this as ‘too hard to do’. Few efforts
would yield greater rewards for our nation’s future.

None of the changes that can make a real
difference will happen incrementally. All are
challenging, and will require work with the
community, states and territories, business, and
bipartisan contributors. The best step forward is an

Average personal tax rates, per cent as currently legislated
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honest and open national conversation about a tax
system that is fit for the future.

The BCA will continue to argue against new taxes
on business, including any new form of super
profits taxation. Much of the boost to corporate
earnings of late has been from a cyclical bounce in
commodity prices that is unlikely to be sustained.
At a time when the rest of the world is making it
easier to do business, Australia must not move

the other way and make things harder and deter
investment. Corporate Australia employs millions of
Australians and plays a key role in our communities.
We should not put this at risk with a heavy handed
form of additional taxation.

The BCA perspective on personal taxes

The Government's currently legislated but to be
changed three-stage Personal Income Tax Plan would
have delivered a more competitive and simpler
personal tax system and should be maintained

to improve incentives for work. Importantly, the
reforms would also have helped return bracket
creep to personal taxpayers. The recent National
Accounts showed that tax paid by households
soared $17 billion in the last year, or 23 per cent,

the fastest rate of increase since 1977.

Without Stage 3 as currently legislated
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The proposed income tax stage 3 changes are
legislated, expected and promised, so should be
delivered as planned in 2024. A change now, as
proposed by the Government, sets an unfortunate
precedent. They also would have provided a means
of supporting economic growth at what is likely

to be a time of uncertain economic challenges
in2024.

"By 2061 there will be only

2.7 workers for every person over
65, compared with 3.8 today
and 6.6, 40 years ago.”

The legislated personal tax cuts were designed to
achieve three core aims of simplification, boosting
incentives and handing back bracket creep.

Even if these changes had taken effect, bracket
creep would remain a constant issue which, left
unchecked, would steadily reduce the rewards for
effort which are critical for productivity. Our workers
face higher average and marginal tax rates even
when their real pre-tax wage has not changed.
Over the years more and more people are moving
into the top bracket due to inflation, without earning
more in real terms.

2008-09
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While average earnings have
increased steadily over time, the top

tax threshold has not
N

2015-16 2022-23

Average weekly ordinary time earnings

This is an even more pressing issue in the context
of our ageing population. An older population

will drive increased government spending while
reducing workforce participation, and thus the
capacity to pay. By 2061 there will be only

2.7 workers for every person over 65, compared
with 3.8 today and 6.6 40 years ago.

The stakes are high. If income tax maintains its
current share of total taxes (and the overall tax
burden is not significantly lower), it will mean a
much-increased burden on future income earners.
This will exacerbate intergenerational equity issues
and damage the aspirations of younger workers
who will need to fund an ageing population and
repay Australia’s debt.

Rationalising company tax

One lens through which we must assess our
taxation system is that of global competition.
Investors demand a globally competitive after-tax
return on their investments in Australia, otherwise
they will take their money elsewhere. Our high
corporate tax rate makes it difficult to compete
with peer countries.

Business Council of Australia
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Global distribution of company tax rates

70
60
50

40

30

20

| I I I
0

0-4% 5-9% 10-14% 15-19% 20-24%

o

Source: The Tax Foundation, Corporate Tax Rates Around the World.

Australia’s company tax system is one of the most
uncompetitive in the developed world. The Tax
Foundation’s International Tax Competitiveness
Index shows that Australia ranks 29th out of 38
OECD economies for the competitiveness of its
corporate tax rate and 23rd for its corporate tax
rules. Australia has the third-highest tax burden on
capital income among 30 OECD countries.

The competition challenge that these tax rates
create raises concern in the broader Australian
community. In a CT Group survey of 2,115
participants in mid-2023, 64 per cent of Australians
were concerned about company tax rates hurting
our competitiveness.

In a real-world example of the ramifications, US
capital flowing into Australia has dried up since

the US corporate tax reforms at the end of 2017.
This demonstrates that corporate tax differentials
matter for foreign investment and Australia’s appeal
to investors. We need this investment flowing

into Australia to combat our revenue shortfall and
declining working population.

Australia’s current tax system increases complexity
and potentially distorts investment by discouraging
smaller businesses from expanding. All profits are
taxed at the 30 per cent rate when the turnover

Reclaiming our competitiveness: Pre-budget submission 2024-25
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threshold is passed. Such tax 'cliffs' discourage
growth and encourage structuring of operations for
tax rather than commercial purposes.

We are living with the consequences of this
uncompetitive tax system - Australia is in the grip of
an investment drought. Clearly, we must reassess
whether this is the appropriate setting alongside

all other tax settings to meet our growth and
investment goals.

The OECD is currently working together with more
than 130 countries to address the tax challenges
arising from the digitalisation of the economy.

This work is known as the “Two-Pillar Solution’,
comprising the reallocation of profits of the largest
and most profitable companies around the world
(Pillar One) and a global minimum tax rate of

15 per cent (Pillar Two).

The international community is the appropriate
forum in which to agree on muiltilateral action

on how to tax the global profits of multinational
companies. If Australia acts alone, we risk
unintended consequences such as double
taxation, reducing competitiveness or deterring
vital investment. This may also encourage other
countries to act alone and splinter international tax
norms and co-operation.



Avoiding the temptation of super
profits taxes

High commodity prices and strong demand for
Australia’s world-class commodity exports often
generate discussions around opportunistic taxation.
This must be resisted. Australia’s successful mining
companies already pay a form of super profits tax
via our high company tax rate—the benefit of this
on the national budget is self-evident.

These profits will not be sustained over the long
term and should not be subject to structural
revenue-raising changes. Moreover, the businesses
most likely to be targeted with super profits taxes
are those that will have to lead Australia’s energy
transition on the journey to net zero. Additional
structural tax imposts on these companies at a time
of cyclical highs in revenue will make this journey
more challenging.

Reforming the GST

Australia’s GST is applied at a low rate on a narrow
base compared with other OECD countries. The
GST base has eroded, and will erode further, due
to increased expenditure on GST-exempt items. It
is a key source of dedicated revenue for the states
and territories, but it has not been the growth tax

Concern about competition due to company tax rate

Very concerned
13%

Somewhat concerned ———

51% Total
concerned
64%

8. Starting a national discussion on our tax system

that was originally envisaged. We should explore
increased use of indirect taxes, such as the GST,
to reduce Australia’s reliance on taxes that
inhibit growth.

This may involve compensating low-income
households through a mix of higher transfer
payments and lower personal taxes. Pre-emptively
ruling out changes to the GST on equity grounds
would be short-sighted. The community deserves
to understand the implications of broad tax reform
for future growth (and scope for appropriate
compensation) rather than simply focusing on the
perceived fairness of changes to particular taxes
considered in isolation. The community should also
be made aware of what they will be giving up if
reform does not take place.

Ensuring our taxation system doesn'‘t
distort saving activity

Another point for review in any fulsome national
discussion on tax reform should be the treatment of
different forms of saving, such as savings accounts,
shares, superannuation and housing. Since the
concessional treatment of these savings varies
greatly, they drive saving behaviours which may or
may not be desirable from a national perspective.

Not at all concerned
6%

-

Total

unconcerned —— Not very concerned
% 30%

Net

Concerned
+28%

Source: CT Group, 2023 - “Are you concerned that a high company tax rate in Australia will mean local businesses will be less competitive globally?” n=2115
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Marginal effective tax rate on different types of savings over 20 years, for an average wage earner, per cent
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More neutral tax treatment of income from different

forms of savings is generally desirable, although
there is a strong case for relatively favourable

treatment of superannuation because savings are

locked in for long periods and compounding tax

effects could have punitive impacts. There are also

good reasons to continue to exempt the family

home from capital gains tax given both the social

benefits of home ownership and the enormous
practical complexity and compliance costs of

introducing taxation for these assets (which would

require deductibility of costs).

Addressing the problem of state taxes ata

national level

State tax bases are highly reliant on volatile and
inefficient taxes, which are harmful to economic
growth and budget stability. These are critical

considerations in a national discussion on our tax
system and should occur at a national cabinet level

in the nation’s interest.

Reclaiming our competitiveness: Pre-budget submission 2024-25

Inv. prop. Inv. prop. International  Savings Inv. prop.
(capital shares accounts (rental
gearing) gains) income)

m Stamp duty increases the cost of buying a

house and discourages people from upsizing
or downsizing their home for one that better
suits their family, or from moving to a new job.
It also makes it harder for small businesses

to relocate as they grow. Stamp duty can
discourage new housing development as the
duty is paid twice: once by the developer when
the land is acquired and again when the owner
buys the house.

Insurance taxes discourage people from taking
out adequate cover. The risk is lower-income
households under-insuring and exposing
themselves to more risk (rates of non-insurance
decline with higher income).

Payroll and land taxes are designed in a way
that hinders efficiency, particularly given
their narrow bases, which leads to increased
complexity and higher rates, and disparities
across Australia. Payroll tax is a tax on jobs.

A national business must also deal with eight
different payroll tax regimes with differences
in rates, thresholds, exemptions and
administration across the country.



Institutional incentives stymie major state tax
reform. Through a combination of High Court
rulings and conditions attached to commonwealth
grants, the tax bases available to state governments
have gradually eroded - or are at risk of further
erosion. Much of the windfall from tax reform that
lifts economic performance is likely to end up in
commonwealth rather than state coffers.

No adverse changes to the Fuel Tax
Credit Scheme

The Fuel Tax Credit Scheme ensures that fuel tax
is not paid on critical business inputs or by those
who do not use public roads, including the heavy
equipment used off road in mining and agriculture.
It is not a concession, but a measure to better
target excise tax. The Commonwealth Treasury
holds that the scheme is not a subsidy but ‘a
mechanism to reduce or remove the incidence of
excise or duty levied on the fuel used by business
off-road or in heavy on-road vehicles'®

It is important to recognise that fuel tax credits are
simply the mechanism through which the scheme
is administered. For example, from 1957, off-road
diesel users were exempt from fuel excise through
an exemption certificate scheme. This scheme
had integrity issues and was difficult and costly

to administer. As a result, the Diesel Fuel Rebate
Scheme was introduced, allowing eligible users

to claim back the excise paid. The Fuel Tax Credit
Scheme is an evolution of this scheme.

“Much of the windfall from

tax reform that lifts economic
performance is likely to end up
in commonwealth rather than
state coffers.”

The removal or any adverse changes to the

Fuel Tax Credit Scheme would simply erode
competitiveness, particularly for trade-exposed
industries such as agriculture and mining, and see
a loss of global market share.

16 Treasury submission to G20 Energy Experts Group in 2011
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Consider the knock to confidence of
ad hoc-tax increases

In the competitive context we are in, ad-hoc tax
increases are undermining business and investor
confidence. Businesses with large balance sheets
have been the recent target of several ad-hoc

tax increases, additional compliance measures,
increased reporting requirements and additional/
higher penalties.

Taken together, such actions are chilling decisions
to invest in Australia. This is not just a matter

for the Commonwealth, which is why it must

be part of a national discussion. States also are
surprising businesses with unexpected changes
to tax and regulation. An example is the pause

on investment in the growth of coal assets in
Queensland following the recent ad-hoc increase
in coal royalties. NSW also increased royalties on
coal, while Victoria’s government has imposed
unexpected additional levies on business.

Businesses are unsure what ‘one-off’ changes
will come next. This is killing potential investment
and ensuring we lose out to other nations in
global competition.

» Actions we should take (overleaf)
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ur tax system

» Actions we should take

A pathway to reform

Put a tax reform discussion on the
national agenda for federal and state
governments. Ensure that national
discussion can be held in an open and
apolitical fashion.

Ensure that a public, transparent review
of tax reform options, benefits and risks is
presented to the community.

Personal tax

Reconsider implementing the legislated
and expected three-stage Personal
Income Tax Plan in full.

Company tax

Reduce the corporate tax rate to a globally
competitive setting of 25 per cent for all
companies to attract investment, drive
growth and mitigate the distortions and
disincentives of the two-tier tax system.
This could be introduced through a
phased reduction in the current rate by
one percentage point a year.

Implement company tax integrity
measures that are consistent with the
OECD’s Two-Pillar Solution to Address

the Tax Challenges Arising from the
Digitalisation of the Economy and with
adequate time for companies to become
compliant. This includes ensuring Australia
does not act alone with tax integrity

and transparency measures that are
inconsistent with global tax arrangements.

Super profits taxes must be resisted
given our already uncompetitive
corporate tax settings.

Reclaiming our competitiveness: Pre-budget submission 2024-25

Goods and services tax

= Consider increased reliance on indirect
taxes such as the GST to reduce taxes that
are more harmful to growth.

- This could be achieved through
changes to the GST base and/or rate,
with compensation for households -
particularly low-income households -
through a mix of higher transfer payments
and lower personal taxes.

Taxation of savings

m Review the concessional treatment of
different forms of saving to promote
more neutral concessional treatment,
considering implications for other taxes
and income distribution. Ensure these are
treated collectively and are part of a suite
of broader tax reform measures.

- Options could include changes to the
capital gains tax discount (including both
the rate and its broader application),
the taxation of real gains, and the
introduction of a tax-free threshold.

- Any reforms will require analysis of
effective marginal tax burdens and
their compounding impacts on savings
over lifetimes and likely behavioural
responses to changes.

Fuel Tax Credit Scheme

= The removal or any adverse changes to the
Fuel Tax Credit Scheme must be resisted.

BCA
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» Actions we should take

State taxes

m Consolidate the eight separate payroll
tax online platforms into a single national
platform to simplify compliance for
businesses that operate across
multiple jurisdictions.

- There is a role for the Australian
Government to help coordinate or
enable this reform. For example, the
Simplifying Payroll Tax Reporting
project is exploring leveraging Single
Touch Payroll data to reduce payroll tax
compliance costs.

- This project should be prioritised
and expanded to more companies,
particularly those operating in more
than one state, noting the project may
identify a need for harmonisation of
payroll tax regimes to realise benefits.

= Work with states and territories to help
replace stamp duty with a land tax. The
abolition of stamp duty will help remove
a disincentive to people relocating,
including for new work opportunities.

- This is an exceptionally challenging
change to make politically, and there
would need to be some form of
incentive for states provided, such as
productivity payments as proposed
earlier in this submission.

Back to e EHIERS
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9. Investing in long-term solutions
to social disadvantage

Skills, knowledge, and experience are fundamental to Australia’s
competitive advantage. But too many Australians are left behind
due to disadvantage, discrimination or because our systems of
support are not fit for purpose.

Getting as many of our people on the employment playing field as possible

More than 1.2 million Australians experience deep social exclusion due to challenges
including long-term health issues, disability, low levels of education or because they are of
Aboriginal or Torres Strait Islander background.”

“People with disability have a wide
range of skills and experiences and
represent one of Australia’s most

under-represented talent pools.” 4

B

17 PC News, Is Australia becoming more unequal?, May 2019 source: Is Australia becoming more unequal? - PC News -
May 2019 - Productivity Commission Business Council of Australia 85
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That means about five per cent of the population
struggle to get ahead, participate fully in the
workforce, contribute to the economy and reach
their full potential.

More than half a million Australians have been in the
employment services system for over 12 months.
More than 50,000 have been on JobSeeker for
over a decade.

Worse still, people who've been unemployed for up
to two years (including those from Indigenous and
culturally and linguistically diverse backgrounds,
and younger jobseekers) are leaving the
employment services system altogether, further
entrenching disadvantage and exclusion.

People with disability have a wide range of skills
and experiences and represent one of Australia’s
most under-represented talent pools. Despite this,
we have one of the lowest employment rates for
people with disability in the OECD, sitting at

21 out of 29 countries.

Deloitte Access Economics modelling
commissioned for the Australian Network on
Disability'® showed that if the gap between
participation and unemployment rates for
people with disability was reduced by a third, the
cumulative benefit to GDP would be $43 billion.

“The removal of the 30-hour rule
could help encourage greater
participation and improve
flexibility for DSP recipients.”

The Disability Support Payment (DSP) has a cap

of 30 hours work a week without suspension or
cancellation of the payment. This can act as a
barrier for people with disability from participating,
or increasing participation, in the labour market.

The removal of the 30-hour rule could help
encourage greater participation and improve
flexibility for DSP recipients, including those with
episodic or fluctuating conditions. This could
initially be considered as part of a two-year trial to
assess its effectiveness.

A more flexible approach to work for Carer Payment
recipients could also better support carers and
increase participation. Recipients can work or study
up to 25 hours per week (including travel time), at
which point the payment is cancelled. This could
be reformed to exclude travel and/or study time,
while the 25 hour per week rule could be assessed
as 100 hours per month to provide carers with
greater flexibility.

This is consistent with the Productivity Commission
Inquiry Report into Mental Health and offers real
opportunities for carers to work/study more,
harness opportunities and remain connected to the
workforce, where care arrangements allow.

The Working Credit scheme allows certain income
support recipients (including JobSeeker, DSP and
Carer Payment recipients) to earn more income
before it impacts their payments. It is similar to the
Work Bonus scheme for age pensioners but less
generous, more complex and broadly unchanged for
over 20 years. There is merit in considering broader
reform of Working Credit to improve participation
incentives and make the scheme simpler.

Educational outcomes for Indigenous students
continue to lag the rest of the population and
remain a barrier to getting good jobs and building
careers. Nationally in 2021, 68.1 per cent of
Aboriginal and Torres Strait Islander people aged
20-24 years had attained year 12 or equivalent
qualification. While it's an improvement on the
Closing the Gap baseline, the goal to reach 96 per
cent continues to be extremely challenging.

And Indigenous women experience a 10 per centage
point employment gap compared to Indigenous
men, even when the education level is the same'.

This is at a time when Australia has been
experiencing acute labour and skills shortages and
record low unemployment rates. It is this long-term
unemployment which we must find ways

to address.

To be truly competitive Australia needs to break
down social disadvantage and reduce barriers to
work. Addressing this should be a budget priority.

18 https://and.org.au/wp-content/uploads/2021/10/Economic-benefits-of-increasing-employment-for-people-with-disability Augll.pdf

19 Workplace Gender Equity Agency 2021, Gari Yala (Speak the Truth): Gendered Insights, media release, WGEA, Canberra, 26 October,
https://www.wgea.gov.au/sites/default/files/documents/Gari_Yala_genderedinsights2021.pdf (accessed March 2023)
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The BCA supports the recommendations in

the Rebuilding Employment Services report by

the Select Committee on Workforce Australia
Employment Services. The inclusion of a demand-
led approach to address the workforce needs of
business is a welcome outcome. Structuring the
employment services so that they respond to real
demand is the most effective way of helping people
into jobs, as it matches workers with real jobs that
will be sustainable and ongoing.

But there’'s more that should be done. We need a
longer-term vision that focuses on social inclusion
to build the foundations for long-term employability,
career development and advancement, and
economic participation of severely

disadvantaged Australians.

“Indigenous women experience a
10 percentage point employment
gap compared to Indigenous
men, even when the education
level is the same.”

The work of the Government’s Economic Inclusion
Advisory Committee is an important part of this
effort. Its advice provided ahead of this budget
should be considered in the light of increasing our
competitiveness and efficiency as a nation, not just
the critical social justice imperative behind it. It is a
national waste for us to continue accepting long-
term unemployment as it stands.

Employment services

The delivery of employment services via the
current Government funded model is failing,

with businesses not using the services, and those
seeking employment not receiving the support
they need.

The BCA welcomes the inclusion of a demand-

led approach to addressing the workforce needs
of business, with the release of the Rebuilding
Employment Services report by the Select Committee
on Workforce Australia Employment Services.

9. Investing in long-term solutions to social disadvantage

Progressing the recommendations of this report

so employment services are structured to respond
to real demand is the most effective way of
supporting people into jobs, as it matches workers
with real jobs that will be sustainable and ongoing.
It will both lift productivity and improve the delivery
of government services.

The link between employment services, the
broader education and skills system (government,
VET and tertiary sector) and business is critical.

The recommendation to create a dedicated
employer-focused service as a one-stop-shop for
businesses is supported, along with a regional
approach to partnering with providers, employers,
and other key stakeholders to deliver targeted
demand-driven employment projects.

We also welcome the review’s finding to consider
allowing specialised job marketplaces such as SEEK
and LinkedIn to do the heavy lifting in employment
services. Rather than seeking to duplicate the work
they do, the Government could instead partner
with these platforms. This would allow government
resources to be redirected from a jobs marketplace,
which is not meeting the needs of jobseekers or
employers, towards support services for jobseekers
with more complex needs.

» Actions we should take (overleaf)
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» Actions we should take

Breaking down social disadvantage

Invest in programs to benefit the long-
term unemployed, including by partnering
with employers on targeted programs
which address the needs of

specific cohorts - this recognises that
employers are best placed to drive the
change we all seek.

Prioritise jobseekers who face significant
barriers with wraparound support and co-
development of employment programs
by employers, employment services
providers and training providers.

Offer flexibility and personalised support
with government employment services
payments to recognise the different
needs of the long-term unemployed (for
instance, provide counselling and mental
health support to jobseekers with drug
and alcohol problems, or offer career
advice and interview coaching to those
with limited work experience).

Establish Indigenous service delivery

arms of Aboriginal community-controlled
organisations that operate as a business and
provide services to a local area or region.

Remove the 30 hour per week limit for
Disability Support Payment recipients to
provide greater flexibility to work hours that
are suitable to them at that point in time.

For Carers Payment recipients, replace
the 25 hour per week restriction on
work, study and volunteering with a
100 hour per month restriction on work
only (excluding travel time).

Work with organisations representing
people with disability to develop and
support procurement programs for the
sector. These could be similar to the Raising
the Bar program, which is a joint BCA and
Supply Nation project aimed at growing
the number of Indigenous suppliers.

Reclaiming our competitiveness: Pre-budget submission 2024-25

Employment services

Progress the recommendations of

the parliamentary inquiry into the
Government employment services, so
employment services are structured to
respond to real demand as the most
effective way of supporting people into
jobs, as it matches workers with real jobs
that will be sustainable and ongoing.

It will both lift productivity and improve
service delivery.

Implement the review's finding to allow
specialised job marketplaces like SEEK
and LinkedIn to do the heavy lifting

in employment services. Rather than
duplicating specialist jobs marketplaces,
the Government could instead partner
with these platforms. This would allow
government resources to be redirected
from a jobs marketplace, which is not
meeting the needs of jobseekers or
employers, to support services for
jobseekers with more complex needs.
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