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The World Economic Forum’s annual Global Competitiveness 
Report ranks the competitiveness of 134 countries. 
Competitiveness is measured using 114 indicators such as 
macroeconomic health, the quality of infrastructure, and 
labour market efficiency, which are derived from statistical 
analysis and survey data.1

Economies with a better competitiveness ranking typically 
have a greater productive capacity, higher business 
investment, and higher economic growth rates. 

Australia’s Economy is Uncompetitive
In 2004 Australia was the 9th most competitive economy. 
Today it is the 21st. As Chart 1 shows, this puts Australia 
behind most of our key competitor nations.

Australia’s lack of economic competitiveness is making it a less 
attractive destination in which to invest. This is a key reason 
why business investment is currently lower as a percentage of 
GDP than during the Whitlam years.2 Low business investment 
is, in turn, reducing labour productivity and wages growth.

Chart 1: Global Competitiveness Rankings

Government policy is the major driver of the relative rankings. 
What follows is a description of key factors behind Australia’s 
declining competitiveness that can now be addressed at no 
extra cost to taxpayers: red tape, tax, industrial relations,  
and debt.

Over the page, Chart 2 shows that in contrast to Australia, 
New Zealand was able to improve its global ranking between 
2004 and 2017, from 18th to 13th, by undertaking major 
reforms. This paper concludes with recommendations to 
improve Australia’s competitiveness.

1 Red Tape 
Australia has always rated poorly on the burden of 
government regulation, and this has further deteriorated over 
recent years.

 ◾ During the final term of the Howard Government 
in 2006, Australia ranked 54th for the burden of 
government regulation. 

 ◾ By the end of the Gillard/Rudd Government’s second 
term in 2013, Australia ranked 128th. 

 ◾ This rank improved slightly to 80th by 2017.3 

Further, in every one of the past 12 surveys the ‘burden of 
government regulation’ ranked in the top three problematic 
factors for doing business in Australia. And in 10 of those 12 
surveys it was ranked the most problematic factor. 

2 Effect of Taxes
Australia has an inefficient tax system which discourages 
investment and job creation. In 2017 Australia ranked:

 ◾ 102nd for total tax take of business profits.4

 ◾ 94th for the negative effect that taxes have on the 
incentive to invest.5

 ◾ 102nd for the negative effect that taxes have on the 
incentive to work.6

The effect of taxation on the Australian economy has 
worsened over recent years:

 ◾ In 2006 Australia ranked 80th for total tax take of 
business profits.

 ◾ Today Australia ranks 102nd.  
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Chart 2: Changes to Australia and New Zealand’s 
rankings overtime

3 Industrial Relations
Australia has long had one of the most rigid industrial relations 
systems. In 2017 Australia ranked:

 ◾ 109th for flexibility of wage determination.7

 ◾ 110th for hiring and firing practices.8

 ◾ 72nd for cooperation in labour-employer relations.9

Moreover, these rankings have substantially deteriorated over 
the past decade.

 ◾ At the end of the Howard Government in 2007 Australia 
ranked 63rd for hiring and firing practices.

 ◾ This ranking dropped to 137th in 2013, mostly as a result 
of the Fair Work Act 2009. 

 ◾ Today, Australia ranks 110th.

The slight improvement since 2013 has been mostly the result 
of absolute deteriorations in other economies, rather than 
improvements in the Australian economy.

4 Debt
According to the 2017-18 Budget, gross government debt is 
forecast to reach $725 billion by 2027-28.10 Based on the 
average annual increase to gross government debt over the 
past two decades, the IPA projects that gross debt will reach 
$1 trillion by 2037, all of which will need to be paid back 
through higher future taxes. The expectation of higher taxes 
in the future discourages business investment by reducing 
expected returns on long-term projects.

One of the few competitive advantages Australia once held 
was relatively low government debt. However, that, too, has 
deteriorated over recent years. 

 ◾ In 2006 Australia ranked 8th.

 ◾ Today Australia ranks 51st.11

How to Improve  
Australia’s Competitiveness
To improve Australia’s economic competitiveness,  
policy-makers should:

 ◾ Reduce the red tape burden by implementing a  
one-in-two-out rule requiring that two regulations be 
eliminated for every new regulation added.12 

 ◾ Reduce the tax burden by lowering the business tax rate 
to a globally competitive rate and lowering and flattening 
the personal income tax schedule. These policies were 
numbers 45 and 46 in the IPA’s “Be like Gough: 75 
radical ideas to transform Australia”.13

 ◾ Improve labour market flexibility by replacing the 
current better-off overall test with the no-disadvantage 
test; re-instating the exemption from unfair dismissal 
laws for small businesses with 100 employees or less; 
re-introducing Individual Flexibility Agreements; and 
removing the ‘conveniently belongs’ provision which 
reduces competition amongst unions.

 ◾ Reduce government debt by reducing spending and 
returning responsibility for education, health, and 
environmental protection to state governments.

1 World Economic Forum, “The Global Competitiveness 
Report 2017-18”, Geneva, Switzerland, (2017)

2 Wild, Daniel, “Business Investment now Lower than 
Whitlam”, Institute of Public Affairs, Melbourne, Australia, 
(2017)

3 ‘In your country, how burdensome is it for companies to com-
ply with public administration’s requirements (e.g., permits, 
regulations, reporting)?’

4 This variable is a combination of profit tax (% of profits), 
labo[u]r tax and contribution (% of profits), and other taxes 
(% of profits).

5 The survey question is: ‘In your country, to what extent do 

taxes reduce the incentive to invest? [1 = to a great extent; 7 
= not at all]’

6 The survey question is: ‘In your country, to what extent do 
taxes and social contributions reduce the incentive to work? 
[1 = to a great extent; 7 = not at all]’

7 The survey question is: ‘In your country, how are wages 
generally set? [1 = by a centralized bargaining process; 7 = 
by each individual company]’

8 The survey question is: ‘In your country, to what extent do 
regulations allow flexible hiring and firing of workers? [1 = 
not at all; 7 = to a great extent]’

9 The survey question is: ‘How do you characterize labo[u]

r-employer relations? [1 = generally confrontational; 7 = 
generally cooperative]’

10 Commonwealth Government, “Commonwealth Budget 2017-
18”, Canberra, Australia, (2017)

11 The measure is gross government debt as a percentage of 
GDP.

12 Wild, Daniel; Fraser, Jake; Husek, Michael, “Reducing red 
tape in Australia: One-in-two-out rule”, IPA, Melbourne, 
Australia (2017)

13 Roskam, John; Paterson, James; Berg, Chris, “Be like Gough: 
75 radical ideas to transform Australia”, IPA Review, Mel-
bourne, Australia, Vol. 64, Issue 2, 2012

For more information contact Daniel Wild, Research Fellow at dwild@ipa.org.au


