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Executive Summary
Australia has experienced 26 years of unbroken economic growth. However, this aggregate figure
masks stagnant wages growth and a deterioration in the living standards of many in the Australian
middle class. The central cause of this deterioration is low and declining levels of business
investment, which is approaching historic lows.
Overregulation and red tape are two key causes of weak investment. The regulatory burden on
private enterprise has grown unabated for decades at the state and federal level, and under both
Labour and Coalition Governments. Red tape reduces economic output by $176 billion each year. This
means that if previous attempts to eliminate red tape were successful, the Australian economy would
today be 11 per cent larger and the average household would be $19,300 better off each year.
The IPA believes that only measures which improve Australia’s competitiveness will drive new
business investment and provide a sustainable foundation for productivity improvements and
growth in employment and wages.
In this paper we set out the size and nature of Australia’s red tape problem. In doing so, this paper
describes the opportunities available to policymakers to boost economic growth that requires no
further call on the taxpayer, and would be vastly more effective than alternative measures which
rely on simplistic economic stimulus proposals.
This paper is the first in a series of three. The second will identify the thirty key red tape reforms
on which the federal and state governments should focus on now. The third and final paper will
describe the policies and institutions governments should build to make sustained reduction in red tape.
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Introduction
The Australian economy has expanded for 26 unbroken years. Since the Keating recession of the
early 1990s the Australian economy has grown by 125 per cent in real terms, with 4.5 million jobs
created in gross terms.1 However, a central component of this prolonged economic expansion has
been population growth, partly driven by a relatively large immigration intake. This has been an
unalloyed good for many immigrants, domestic citizens, businesses, and governments. However,
aggregate economic growth figures which are driven by population growth do not provide an
accurate depiction of the lived experiences and standard of living of many Australians.
Instead, GDP per capita, which strips out the population contribution to growth, provides a more
accurate understanding of living standards. On this measure, Australia’s economic performance
has been lacklustre. From June 2016 to June 2017, for example, the economy in aggregate
expanded by 1.7 per cent, but per capita incomes grew by just 0.15 per cent.2 Slow income
growth has been a structural feature of the post-Global Financial Crises (GFC) economy. Between
the end of the Keating recession in 1992 and the onset of the GFC in September 2008, per capita
incomes grew by an annual average of 3 per cent. However, as Chart 1 below shows, since
September 2008, per capita incomes have grown by just 1.3 per cent per year on average.3
Chart 1: Average annual income growth per capita

Source: ABS

The central cause of weak growth to living standards is low and declining business investment. As
Chart 2 below shows, business investment in Australia is 12.2 per cent of GDP, which is below the
Whitlam-era average of 13.7 per cent.4 It is forecast to fall to a record low 9 per cent of GDP by

1 Australian Bureau of Statistics, “5206.0 - Australian National Accounts: National Income, Expenditure, and Product, June 2017”,
Canberra, Australia, (2017)
2 Ibid.
3 Ibid.
4 Ibid.
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2020.5 Low business investment affects income growth by reducing growth to the nation’s capital
stock which causes productivity growth to slow. Slow productivity growth, in turn, reduces wage
growth. In the private sector real wages decreased by 0.1 per cent over the past year.6
Chart 2: Business investment in Australia

Source: Macquarie Research

A particular concern is missing growth in non-mining business investment. Despite a prolonged
period of record low interest rates, and an exchange rate which has depreciated by 25 per cent
from its mid-2011 peak, non-mining business investment has failed to increase, as shown in
Chart 3. This is inconsistent with the advice, analysis, and expectations of the Treasury, the
Reserve Bank of Australia (RBA), and many private sector analysts, who predicted that non-mining
business investment would increase once the aforementioned price adjustments took place.

5 Wild, Daniel, “Business Investment in Australia now Lower than Under Whitlam”, the Institute of Public Affairs, Melbourne, Australia, (2017)
6 Australian Bureau of Statistics, “6345.0 – Wage Price Index, Australia, June 2017”, Canberra, Australia, (2017)
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Chart 3: Mining and non-mining business investment in Australia

Source: Grattan Institute and IPA

Weak business investment has also reduced the demand for labour, which is contributing to a
weak labour market. The unemployment rate in Australia is closer to 15 per cent, well above the
officially reported 5.5 per cent, when those who are marginally attached to the workforce are
counted.7 And the underemployment rate – the proportion of people working who want to work
more hours – is 9.3 per cent, which is the second highest on record.8 Further, more than one in
five working-age males are out of the workforce, with a work-to-population ratio of just 79 per
cent, according the most recently-available census data. This is a sharp drop from a rate of over
96 per cent in the 1950s.9
There are also signs that Australia’s economy is becoming less dynamic and less entrepreneurial.
Between 2004 and 2016 there were 5 per cent (325,900 versus 310,000) fewer business starts,
despite a 22 per cent increase to the population aged 15+.10 This means a growing proportion of
new workforce entrants are choosing to work for established businesses, rather than starting their
own business. This results in the Australian economy being less competitive than it otherwise would
be, with less choice, less variety, and higher prices for consumers.

7 Creighton, Adam, “Be honest about unemployment – it’s above 15 per cent”, The Australian, (22 May, 2017)
8 Australian Bureau of Statistics, “6202.0 – Labour Force, Australia, July 2017”, Canberra, Australia, (2017)
9 Rozner, Gideon, “The Disappearing Australian Working Man”, the Institute of Public Affairs, Melbourne, Australian, (August, 2017)
10 Australian Bureau of Statistics, “8165.0 – Counts of Australian Businesses, Including Entries and Exits”, Canberra, Australia,
(2017). Note: all data series from June 2003 to June 2016 are used.
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At the same time, the nation’s finances are deteriorating. Gross government debt is expected to
reach $725 billion by 2027-28. This means that today’s young Australians will be facing three
quarters of a trillion dollars in new taxes, on top of an already large tax burden, when they enter
the workforce in a decade’s time. Further, neither side of politics is offering a credible path to fiscal
consolidation or debt repayment.

Australia's economy is becoming less
dynamic and less entrepreneurial.
The standard explanation for Australia’s stagnant economic performance is weak aggregate
demand. The solution to weak demand is considered to involve government intervention through
fiscal expansion, monetary easement, and public infrastructure spending. The effect of these
policy interventions, along textbook Keynesian economics lines, is to stimulate consumption which,
through a multiplicative effect, generates a self-reinforcing and sustainable increase to economic
output and growth.
However, there are four key reasons why the standard diagnosis and proposed solutions are
wrong.
Firstly, the fundamental problem with the Australian economy is a collapse in the ability of
economic actors to produce wealth. This can be seen with low productivity growth, low business
investment, weak employment growth and low wages growth. In essence, Keynesian economics
is based on a tautology that weak demand is a consequence of weak demand. However, weak
demand can also be understood as a consequence of weak supply: when an economy is less able
to generate value, people have less money to spend (hence demand weakens).
Secondly, Australia has experienced close to a decade of fiscal expansion and monetary
easement. Persistent budget deficits have been run since 2008 and interest rates have been at or
near record lows since 2010. The best available evidence also suggests that the Commonwealth
Government’s budget will remain in deficit for years to come, and that interest rates will remain at
abnormally low levels. This is precisely the type of economic stimulus that proponents of Keynesian
economics suggest will encourage economic growth. Yet such growth remains elusive.
Third, there have been substantial public infrastructure projects, ranging from the National
Broadband Network (NBN) to school funding, yet the promised productivity boost never
eventuated. In fact, quite the opposite. School results have been deteriorating even as funding
has increased. And according to ANZ, the latest federal and state budgets suggest investment
spending will rise by more than 15 per cent over the next two years.11

11 Uren, David, “Government seeks stimulus by stealth as public spend rise”, The Australian, (27 June 2017)
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Fourth, even if it were theoretically possible for government spending to improve economic
growth, the current state of the federal budget makes this impractical. There is no credible way
to expand government spending without undermining the long-term sustainability of the nation’s
finances. While the budget remains in deficit it would be greatly irresponsible for the federal
government to engage in even greater stimulus spending.
Given the standard explanations are not fit-for-purpose, a different approach is needed to reinvigorate growth. This approach needs to recognise that lifting the burdensome constraints on
workers, families, and businesses will be central to creating a new era of prosperity and growth.

Despite interest in red tape reduction,
there is little analysis of what red tape
is, the nature and magnitude of the
costs of red tape, and why red tape is
so prevalent in Australia.
There are a number of ways to achieve this, including cutting and flattening personal and
corporate tax rates, deregulation, industrial relations reform, and privatisation.
However, another approach which is often discussed but seldom taken seriously, is to eradicate
red tape on Australian workers and businesses.
Discussion about red tape is common. From the Fraser Government’s 1978 Inquiry into
Unnecessary Paperwork through to the Abbott Government’s 2013 Deregulation Agenda,
governments of all persuasions have committed to reducing red tape. But despite interest in red
tape reduction, there is little analysis of what red tape is, the nature and magnitude of the costs of
red tape, and why red tape is so prevalent in Australia. This is why the IPA started its Cut Red Tape
to Unleash Prosperity program.
Through analysis undertaken as a part of this program, the IPA found that red tape is reducing
economic output by $176 billion each year, which is the equivalent of 11 per cent of GDP. Put
another way, if previous initiatives to eliminate red tape had been successful, Australia’s economy
would today be $176 billion larger. This means each Australian household would be $19,300
better off each and every year.
The remainder of the paper proceeds as follows: Part 1 defines red tape. Part 2 provides
evidence of the red tape problem in Australia. Part 3 analyses the social, economic, and
cultural consequences of red tape. Part 4 explains why Australia has a red tape problem.
Part 5 concludes. And Part 6 summarises the IPA research on how to fix the red tape problem.
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Part 1: Evidence of the Overregulation and
Red Tape Problem
Australians know there is a red tape problem. Surveys, anecdotal evidence, and case studies
demonstrate the scope and extent of the problems caused by red tape in Australia.

Surveys
• 69 per cent of Australian small and medium enterprises say dealing with red tape takes
'a lot of effort.'12
• 47 per cent of businesses reported that the impact of regulation had prevented them from
making changes to grow their business.13
• 68 per cent of businesses believe their industry is overregulated.14
• 52 per cent of minor party voters believe Australia is overregulated.15
• Small and medium sized businesses are 'worried about excessive bureaucracy and red tape
and would like to see more done by the Government to address these issues.'16
• Labour market regulations are considered the most problematic factor for doing business in
Australia, followed by tax rates, and inefficient government bureaucracy.17
• 55 per cent of company directors identified red tape and regulation as the top impediment to
productivity growth.18
• 25 per cent of company board time is consumed with red tape compliance.19
• Up to $15 million in donations each year is being wasted on red tape in the charities sector.20

Anecdotal evidence from business leaders
• According to NAB, businesses see less red tape, less regulation, and a simpler tax system as
important to supporting business growth.21
• Danny Gilbert AM, Chair of the Business Council of Australia’s Ease of Doing Business
Committee, recently said 'we are being held back by a noxious culture of overregulation that
has infiltrated almost every aspect of our lives.'22
• Chief Customer Officer of National Australia Bank, Angela Mentis, argued that a company tax
cut won’t be enough to stimulate small business and needs to be accompanied by a concerted
effort to reduce red tape, which continues to hinder growth.23
12 Eyers, James, “NAB says tax cuts not enough to propel small business”, Australian Financial Review, (4 April, 2017)
13 Australian Chamber of Commerce and Industry, “2015 National Red Tape Survey”, Canberra, Australia, (2015)
14 Ibid.
15 Wild, Daniel, “Minor party voters fed up with red tape”, the Institute of Public Affairs, Media Release, (16 February, 2017)
16 Sensis, “Sensis Business Index December 2016: A survey of confidence and behaviour of Australian small and medium businesses”,
(18 January 2017)
17 World Economic Forum, “The Global Competitiveness Report: 2016-2017”, Geneva, Switzerland, (28 September, 2016)
18 Australian Institute of Company Directors, “Director sentiment index second half 2013”, (2013)
19 Ibid.
20 McDougall, Bruce, “Millions wasted in charity donations wasted on administrative costs, red tape”, Daily Telegraph, (4 April, 2017)
21 Henry, Ken, “NAB Chairman Ken Henry’s Speech at CEDA”, (23 February, 2017)
22 Gilbert, Danny, “Prune Overgrown Jungle of Regulations or see Business Wither”, The Australian, (25 February, 2017)
23 Eyers, James, “NAB says tax cuts not enough to propel small business”, Australian Financial Review, (4 April, 2017)

Barriers to Prosperity: Red Tape and the Regulatory State in Australia

9

Examples of projects in the resources sector
• The Roy Hill iron ore mine in the Pilbara, located in the mid-north of Western Australia,
required more than 4,000 separate licences, approvals, and permits for the pre-construction
phase alone.24
• The Tads Corner Project, the first mining pit to ship coal from the Galilee Basin in
Queensland, required more than 5,000 approvals, permits, and licenses for the
pre-construction phase alone.25
• The Adani coal mine in central Queensland spent seven years in the approvals process,
endured more than 10 legal challenges, and prepared a 22,000-page Environmental
Impact Statement.26
• In a 2013 report the Productivity Commission gave the example of a project which was
required to meet 1,500 government imposed primary conditions and 8,000 sub-conditions.27
• Legal challenges brought by green groups under section 487 of the Environment Protection
and Biodiversity Conservation (EPBC) Act has resulted in project proponents spending some
20 cumulative years in court.28
• In Victoria, three miners were required to pay at least $900,000 to offset the loss of native grass
resulting from a proposed mine because an orchid could, in theory, grow there in the future.29
• In Western Australia, the discovery of microscopic, blind ‘desert prawns’ led the Western
Australian Environmental Protection Authority to block approval of Cameco’s proposed
Yeelirrie uranium mine, a project for which BHP had previously paid US$450 million.30

The Tads Corner Project required more
than 5,000 approvals, permits, and
licenses for the pre-construction
phase alone.

24 Roy Hill, “Roy Hill Wins PMI Australia’s Project of the Year Award – Australia’s Premier Project Award”, Media Release, (30 May, 2016)
25 Rinehart, Gina, “The Emperor Fiddles While Rome Burns”, Speech to the Global Natural Resources Conclave, (April 2017)
26 Department of State Development, “Carmichael Coal Mine and Rail Project Environmental Impact Assessment”, Queensland
Government, Brisbane, Queensland. Available at http://statedevelopment.qld.gov.au/assessments-and-approvals/ carmichaelcoal-mine-and-railproject.html
27 Productivity Commission, “Major Project Approvals”, Canberra, Australia, (2013)
28 Wild, Daniel, “Section 487: how activists use red tape to stop development and jobs”, the Institute of Public Affairs, Melbourne,
Australia, (2016)
29 Wild, Daniel; Allen, Darcy, “Toxic Greens”, IPA Review, the Institute of Public Affairs, Melbourne, Australia, (November 2016)
30 Ibid.
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Examples of small businesses
• Becoming a hairdresser in NSW requires 847 hours of study and can cost up to $9970.31
• Opening a restaurant in NSW requires filling out 48 separate forms and acquiring 72 licences.32
• Building approvals in Launceston took on average 118 business days, compared with one
month in Geelong and just five days in Cairns.33
• Builders are spending more than 20 hours on jobs that should take six hours due to red tape
compliance matters.34
• For Cochlear, an Australian exporter of medical devices, a new product cleared by European
regulators took a full 14 months longer to clear safety checks in Australia — during which time
it wasn’t available to patients in either market.35

31 See https://wsi.tafensw.edu.au/courses-and-careers/course-search/20759/
32 Khadem, Nassim, “Federal budget to tackle illegal cash economy costing up to $15b in lost revenue”, The Age, (5 April, 2017)
33 Gilbert, Danny, “Prune Overgrown Regulations or see Business Wither”, The Australian, (25 February, 2017)
34 Tauriello, Guiseppe, “Embarrassing nanny state red tape strangling builder”, (28 January, 2014) http://www.adelaidenow.com.
au/embarrassing-nanny-state-red-tape-strangling-builders/news-story/b4b6aae1bd62452c02baf9816ef2e232
35 Business Council of Australia, “Tackling Australia’s $65 Billion Red Tape Industry”, Canberra, Australia (25 February, 2017)
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Part 2: What is Red Tape?
As the examples in the previous section demonstrate, red tape can mean different things to
different people in different circumstances. Indeed, red tape is often used as a pejorative term to
characterise legalisation and interventions that are deemed to be undesirable from the perspective
of the actor subject to the regulation. However, to analyse the red tape problem across Australia,
an objective definition of red tape – and how it differs from regulation – is required.
Regulation can be defined as a set of rules, requirements, or procedures imposed by governments
which place restrictions or requirements on the behaviour and actions of private actors, such as
individuals, families, businesses, charities, and not-for-profit organisations.
There are two main ways that governments impose regulation. The first is through the passage of
statutory – or 'black-letter' – law by Acts of Parliament. The second is through the implementation
of rules by government bodies and regulators, also referred to as 'grey-letter' law. According
to the Productivity Commission, 'quasi-regulation can take many forms such as codes of
practice, advisory notes, guidelines, and rules of conduct, issued by either non-government
or government bodies.'36

Minimal effective regulation: when
the fewest rules needed are in place
to achieve a given stated objective.
Regulations are implemented with the motivation of meeting an objective. Red tape arises when
more regulation is in place than what is needed to achieve a given stated objective. More
formally, red tape can be defined as 'rules, regulations and procedures that require compliance
but do not meet the organization’s functional objective for the rule.' In this sense, red tape and
regulation differ by degree and not kind. An inefficient regulatory regime is one in which red tape
exists. By definition, a perfectly efficient regulatory regime is one without red tape, meaning the
minimum number of rules are in place to achieve a stated regulatory objective.
The definition of a perfectly efficient regulatory regime – that is, one without red tape – can
be described as ‘minimal effective regulation’. All regulations above what would constitute a
minimally effective regulatory regime should be classed as red tape: they can be eliminated
without the attainment of an underlying regulatory objective being jeopardised.
Red tape imposes a range of costs on individuals, families, communities, and businesses. These
costs can be broadly categorised along the following lines:
1. Administrative costs: costs incurred to demonstrate compliance with a given regulatory

requirement. This includes the direct costs of compliance such as reporting requirements,
paperwork, and keeping and producing records.
2. Substantive costs: costs incurred to meet the regulatory requirements, such as hiring or training

new staff, or purchasing new equipment.
3. Opportunity costs: activities forgone or delayed as a result of red tape, such as delayed

implementation of a new project.
4. Financial costs: payments of fees by private actors to government, such as through cost recovery.
36 Productivity Commission, “Grey-letter law”, Report to the Commonwealth Interdepartmental Committee on Quasi-regulation,
(December 1997), pg. IX
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Analysis of the costs of red tape often centres on the first two categories, which capture the direct
compliance burden placed on individuals and businesses. However, focussing only on direct
compliance costs ignores the more substantial costs of red tape, which are opportunity costs.
Opportunity costs capture all of the actions that are forgone as a result on red tape, including the
businesses that are never started or expanded, the jobs which are never created, the products
which never make it to market, and the higher prices paid by consumers due to lower competition.
Estimating the costs of red tape is difficult and heavily dependent upon which of the categories
listed above are included. Nonetheless, a number of organisations have estimated the costs
of red tape in Australia. For example, the Commonwealth Government’s red tape reduction
program, which was in place from 2013-2015, used the Regulatory Burden Measurement (RBM)
framework. The RBM framework included administrative costs and substantive costs, but did not
include opportunity costs, other than delay costs. Based on this framework, it was estimated that
red tape costs $65 billion each year to the Australian economy.37
Consulting firm Deloitte estimated that red tape imposed by all levels of government comes to
$94 billion a year.38 However, Deloitte’s estimate only captures the fiscal costs to taxpayers of
regulatory enforcement, and compliance costs to regulated individuals and firms. The estimate
does not include broader opportunity costs.

Red tape reduces economic output by
$176 billion each year, equivalent to
11 per cent of GDP.
The IPA provided a more complete estimate of the total costs of red tape by applying a
methodology developed by leading regulatory economists from the US, Mark Crain and
Nicole Crain.39 The regression model they use estimates the relationship between real GDP per
capita and an index measure of regulatory burdens devised by the World Bank. The World Bank’s
‘regulatory quality index’ captures perceptions of the ability of a government to formulate and
implement sound policies and regulations that permit and promote private sector development.
The World Bank index is scaled such that higher index values reflect better quality economic
regulations. The index value for Australia in 2012 was 1.77 and the maximum index value
(consistent with least stringent regulations) is 2.50, hence there is a ‘gap’ of 0.73 points
between Australia and a regulatory environment with the relatively fewest restrictions. An index
value of 2.50 would be consistent with a minimally effective regulation regime which features
zero red tape.

37 Commonwealth Government, “Annual deregulation report: 2014”, Canberra, Australia, (2015), pg. 24
38 Deloitte, “Get out of Your Own Way: Unleashing Productivity”, Canberra, Australia, (2014)
39 Crain, Mark., Crain, Nicole, “The Cost of Federal Regulation to the U.S. Economy”, Manufacturing and Small Business, Report for
National Association of Manufacturers, United States, (2014)

14

Institute of Public Affairs Research

www.ipa.org.au

Using this estimate, the Institute of Public Affairs found that red tape reduces economic output
by $176 billion each year, equivalent to 11 per cent of GDP. For comparison, red tape costs
($176 billion) vastly exceed the costs of major Australian taxes – including personal income tax
($166 billion in 2013-14), company tax ($71 billion), the GST ($56 billion) and payroll tax ($21
billion).40 The costs of red tape to the Australian economy also exceeds major items of government
spending such as social security and welfare ($156 billion in 2013-14), health care ($106 billion),
education ($81 billion) and defence ($22 billion).
Having established the conceptual framework for red tape, and outlined what its macroeconomic
costs are, the next section of this report will examine and analyse the specific ways in which red
tape imposes costs on the Australian economy.

40 Novak, Mikayla, “The $176 Billion Tax on our Prosperity”, the Institute of Public Affairs, Melbourne, Australia, (2016)
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Part 3: Why is Red Tape a Problem?
1.

Red tape reduces entrepreneurship

Entrepreneurs are central to the proper functioning of a market. They bring new innovations,
products, and technologies to market which drive improvements to productivity, efficiency, and
living standards. As economist Joseph Schumpeter argued, 'the entrepreneur is the innovator
who implements change within markets through the carrying out of new combinations.'41 To
Schumpeter, there are five ways this occurs:
• Introduction of a new good or a better quality version of an existing good.
• Introduction of a new method of production.
• Opening up of a new market.
• Development of raw materials or half-manufactured goods.
• Carrying out of the new organisation of any industry.42
Aside from their direct role in enhancing economic growth through development of new
technologies, entrepreneurs play a further crucial role by bringing new businesses into markets
which intensifies economy-wide competition. The entrance of new firms forces incumbent firms to
become more efficient in order to put downward pressure costs and prices as more firms compete
for the same number of consumers. A more competitive market also raises the productivity bar for
the entrance of new firms. In a lower competition environment less productive firms can enter the
market. But as competition intensifies the minimum level of productivity required increases. This
means the average firm in a competitive market will be more productive than the average firm in a
relatively uncompetitive market.
The benefits of competition are widely understood to include lower prices, more variety, and
higher quality products and services for consumers, more technological development and
innovation. Over the longer term such developments lead to higher economy-wide productivity,
efficiency, and economic growth. One study published by the Global Entrepreneurship Monitor,
which provides data about levels of entrepreneurship around the world, found that up to one-third
of the difference in national growth rates can be explained by the levels of entrepreneurship, with
competition and new technology a key driving factor.43
Because of the positive effect they have on economic growth, entrepreneurs also make a
substantial contribution to job creation. The Commonwealth Department of Industry prepared
wide-ranging analysing of the employment effects of entrepreneurship in Australia. The report,
which covered a census of firms over the period 2001 to 2012, found that 'as firms age they
contribute less to job creation and more to job destruction… young firms in Australia contribute
disproportionately to net job creation.'44

41 Schumpeter, Joseph, "The Theory of Economic Development", Cambridge, MA: Harvard University (1934)
42 Ibid.
43 Reynolds, P. D., Hay, M., and Camp S. M, “Global Entrepreneurship Monitor”, Kaufmann Centre for Entrepreneurial Leadership,
Kansas City, (1999)
44 Hendrickson, Luke., Bucifala, Stan., Balaguera, Antonio., Hansell, David, “The employment dynamics of Australian
entrepreneurship”, Department of Industry, Canberra, Australia, (2015)

Barriers to Prosperity: Red Tape and the Regulatory State in Australia

17

This finding is consistent with Joseph Schumpeter’s 'creative destruction' process, which describes a
restructuring process within an economy where newer, more innovative, and more productive firms
replace older, less innovative, and less productive firms.
The Department of Industry report also found that young small and medium-sized enterprises
generated the largest share of total job creation in the economy (40 per cent) over the period of
investigation, although only employing a small fraction of the Australian workforce (15 per cent).
Specifically, the report found that over the period of investigation, firms younger than 2 years
added 1.44 million full time equivalent jobs, whereas firms over 3 years shed 400,000 jobs.45
Red tape discourages entrepreneurship by imposing requirements which raise the cost of starting a
new business, expanding an existing business, or bringing a new product or technology to market.
Professor of Economics at New York University, Israel Kirzner, argues that
'government regulation plainly bars exploiting of opportunities for future entrepreneurial profit.
A price ceiling, a price floor, an impeded merger, or imposed safety requirements might block
possibility profitable entrepreneurial actions.'46

Indeed, there is a large body of evidence demonstrating that economies with smaller governments
and less regulation of credit, labour, and business tend to have higher levels of entrepreneurship.47

Economies with smaller governments
and less regulation of credit, labour,
and business tend to have higher
levels of entrepreneurship.
The areas of regulation can be broken up into the following three markets: product, labour, and
financial. Product market regulation entails the regulation of the sale and supply of goods and
services. It includes interventions such as permits, licenses, accreditation standards, and codes
of conduct (both government imposed and industry imposed at the behest of government). All
such requirements add to the cost of getting a new product to market, and so discourage such
entrepreneurial undertakings. Importantly, lobbying for product market regulation, usually under
the guise of consumer safety and protection, is a strategy used by incumbent firms to impede the
entry of competition which would undercut their profits and market share.
A key example of ill-conceived product market regulation is the Therapeutic Drugs Administration
(TGA). The TGA regulates the introduction of therapeutic goods, such as medicines and medical
devices, onto the Australian market. This often involves extensive assessment and monitoring
requirements before new drugs can be brought to market, leading to delays. For example,
for Cochlear, an Australian exporter of medical devices, a new product cleared by European
regulators took a full 14 months longer to clear safety checks in Australia — during which time
it wasn’t available to patients in either market. Counter-productively, such delays jeopardise the
health and safety of Australians, by delaying beneficial drugs from getting to market.

45 Ibid.
46 Kirzner, Israel, “Discovery and the Capitalist Process”, Chicago University (1985):141
47 See, for example, Calcagno, Peter; Sobel, Russel, “Regulatory Costs on Entrepreneurship and Establishment Employee Size”,
Small Business Economics, (June 2013); Nystrom, Kristina, “The Institutions of Economic Freedom and Entrepreneurship: Evidence
from Panel Data”, The Ratio Institute, Stockholm, Sweden, (February 2008)
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Labour market regulations include provisions such as occupational licensing, minimum wages,
unemployment benefits, and other so-called employee protection laws. Occupational licensing
is perhaps the most pernicious form of labour market red tape. It imposes a substantial barrier to
market entry by requiring that potential market entrants obtain licenses before they can practice.
Obtaining a license typically involves the payment of fees to a professional organisation, formal
education and training, and some period of on-the-job training. This can make it prohibitively
expensive for prospective new market entrants, particularly those of more modest means and less
formal education.
Financial market regulation is the government regulation of financial institutions such as banks,
credit unions, and other lending and credit organisations. These regulations can vary in terms
of extremity, ranging from global macro-prudential regulations and corporate governance
at one end, to licenses and reporting requirements at the other. Such regulations add to the
cost of providing financial services, both directly through increasing the compliance burden
on financial institutions, and indirectly by reducing competition. Some of this additional cost is
passed onto consumers through higher borrowing costs, which reduce the capacity of prospective
entrepreneurs to access loans and credit to start new businesses or bring new products,
technologies, and processes to markets.
There is limited direct evidence of the effect of red tape on entrepreneurship in Australia. However,
one proxy for entrepreneurship and market dynamism is the rate at which new businesses enter
and all businesses exit the economy. By this measure, Australia’s economy has become less
dynamic over the past decade.
As Chart 4 below shows, in 2003-4 the business entry rate was 17.4 per cent but dropped to
14.6 per cent by 2015-16. And in 2003-4 the business exit rate was 15.2 per cent, while it had
dropped to 12.3 per cent by 2015-16.48
Chart 4: Business entry and exit rates

Source: ABS

48 Australian Bureau of Statistics, “8165.0 – Counts of Australian Businesses, Including Entries and Exits”, Canberra, Australia,
(2017). Note: all data series from June 2003 to June 2016 are used.
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Importantly, the downward trend to business entry and exit rates is taking place at the same time
as the working age population is growing. On average, this means each year fewer people
are creating new businesses. As Chart 5 below shows, between 2004 and 2016 there were
5 per cent (325,900 versus 310,000) fewer businesses starts, despite a 22 per cent increase
in the population aged 15+.49 Of equal concern is the decline in entrepreneurial aspirations in
Australia. According to the Global Entrepreneur Monitor, Australia ranked 45 out of 64 countries
for entrepreneurial intentions, and 46 out of 61 countries for those who believe that being an
entrepreneur is a good career choice.50
Chart 5: Business entry versus population growth

Source: ABS

An associated consequence of high regulatory barriers to market entry is a reduction to economywide innovation. Chart 6 below plots the World Bank’s Ease of Doing Business ranking along
with the European Commission’s European Innovation Scorecard. To establish the ease of doing
business ranking, the World Bank undertakes a survey of businesses around the world to establish
what government imposed obstacles exist to starting a new business. Examples of obstacles
include time taken to obtain permits and approvals, difficulty of paying taxes, and the strength of
legal rights such as property rights. The European Commission’s Innovation Scorecard provides a
comparative assessment of the research and innovation performance of the EU Member States. It
assesses factors such as access to finance, quality of human resource departments, and investment
in intangible assets.
Comparing the two measures suggests that, intuitively, the more difficult it is to do business in a
country the less innovation that takes place within that country. There are several reasons for this
result. Firstly, and a discussed above, barriers to starting a business reduce competition and, with
it, competitive market pressures to develop new technologies and industrial processes. Secondly,
regulation imposes direct barriers to new innovations being brought to market (such as product
market regulations). And, thirdly, regulation disproportionately burdens smaller firms compared to
medium sized and larger firms.

49 Ibid and Australian Bureau of Statistics, “3101.0 – Australian Demographic Statistics, December 2016”, Canberra, Australia, (2017)
50 Global Entrepreneurship Monitor, “Global Report 2016-17”, Global Entrepreneurship Research Association, (2017)

20

Institute of Public Affairs Research

www.ipa.org.au

Chart 6: Innovation versus ease of doing business

Source: World Bank and European Commission

Interestingly, red tape is not only responsible for a decline in entrepreneurship. It also causes
a portion of the remaining entrepreneurial effort to be diverted toward unproductive, or even
destructive, ends.
This occurs through entrepreneurial engagement with politics and policy making. As economist
William J. Baumol argues, 'Schumpeter’s list of entrepreneurial activities can be usefully expanded
to include such items as innovations in rent-seeking procedures, for example, discovery of a
previously unused legal gambit that is effective in diverting rents to those are the first in exploiting
it.'51 Innovative financial engineers and tax accountants routinely seek ways to avoid new laws,
find loopholes, and design laws that are politically expedient and keep competitors out of
markets. Such people could justifiably be called entrepreneurs, but their productive capabilities
are directed towards endeavours which reduce economic growth, distort resource allocation, and
worsen the outcomes for consumers on a market wide basis.
The prevalence of red tape changes the calculation for the entrepreneur. In a low regulation
regime where the relevant state authorities are highly constrained in their capacity to increase
regulation – either by constitutions or prevailing norms – potential entrepreneurs have fewer
opportunities to rent-seek and lobby for new regulations that will raise the cost of market entry for
competitors. By contrast, in a high regulatory regime with pervasive government intervention, there
are more opportunities for potential entrepreneurs to make profit through rent-seeking rather than
through market transactions.

51 Baumol, William, “Entrepreneurship: Productive, Unproductive, and Destructive”, Journal of Political Economy, Vol. 98, No.5,
(October 1990), pp. 893-921, pg. 897
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A seminal paper by economists Kevin Murphy, Andrei Shleifer, and Robert Vishny, formally
outlined the trade-off facing potential entrepreneurs. In their approach, the trade-off is
between entrepreneurship (starting firms that innovate and foster growth) and rent-seeking
(redistributing wealth and reducing growth). They find that rent-seeking rewards talent more than
entrepreneurship in many countries.52 The authors argue that:
'in Mandarin China, Medieval Europe, and many African countries in this century, government
service, with the attendant ability to solicit bribes and dispose of tax revenue for the benefit of
one’s family and friends, was the principal career of the ablest in society.'

Red tape and regulation cause a substantial reduction to entrepreneurial activity, and a redirection
of the remaining entrepreneurial activity toward rent-seeking activities which can result in worse
economic outcomes. This results in a less completive and efficient economy, with lower economic
growth and less job creation.

2.

Red tape prevents Australian businesses accessing world class technology

Gaining access to world leading technology, business practices, and management is crucial to improving
productivity and economic growth. Within a given country there are three key ways this can occur:
1. Firms within Australia become world-leading innovators who push the global productivity

frontier out.
2. Firms within Australia catch up to the Australian technology frontier by adapting practices from

other leading Australian businesses.
3. Australian businesses move toward global best practice by catching up to the leading firms

from other jurisdictions.
The majority of technology improvements in Australia occur through the third channel – Australian
firms catching up to global best practice. As the Treasury argued in their analysis of technological
change, 'as a small country, most of the technology put into production in Australia is first
developed overseas.'53 Australian firms are seldom trailblazers in their field and instead are
highly dependent on adaption in order to improve their commercial operations and practices. The
Treasury went on to argue that
'only a small fraction of innovative firms do things that are genuinely new to the world or new to
the industry. What usually distinguishes leading organisations [in Australia] is not so much their
ability to create knowledge, but rather their ability to absorb technology developed elsewhere
and apply it to their own circumstances.'54

52 Murphy, Kevin., Shleifer, Andrei., Vishny, Robert, “The Allocation of Talent: Implications for Growth”, The Quarterly Journal of
Economics, Vol. 106, No.2, (May, 1991), pp.503-530
53 Dolman, Ben., Gruen, David, “Productivity and structural change”, 41st Australian Conference of Economists, (10 July 2012)
54 Ibid.
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The benefits of Australian firms quickly catching up to leading global practice can be significant.
Dr Steven Kennedy, Deputy Secretary of Innovation and Transformation in the Department of
the Prime Minister and Cabinet, gave the example of Australian firms taking five years to catchup to the US in terms adopting new productivity-enhancing technologies. In this example, over
the long term, even though Australia would have the same productivity growth rate as the US,
its productivity level would be 11 per cent permanently lower, using an average US productivity
growth rate of 2.15 per cent per annum. If that five year lag was reduced by just one year,
according to Dr Kennedy, this would represent a windfall gain to the Australian economy in current
prices of $31.7 billion or $1400 per person.55

'What usually distinguishes leading
organisations [in Australia] is not so
much their ability to create knowledge,
but rather their ability to absorb
technology developed elsewhere and
apply it to their own circumstances.'
– David Gruen
However, a large body of evidence suggests that Australia lags behind global best practice. In a
wide-ranging investigation of productivity, technological growth, and innovation in Australia, the
OECD concluded that 'Australia falls short of international best practice on critical dimensions of
innovation such as such as investment in intangibles and ‘new to the market innovations.’' 56 Similar
findings were borne out by the Commonwealth Department of Industry’s Innovation Systems
Report which found that Australia:
• is the 5th worst for national and international collaboration on innovation by firms;
• has the lowest level of collaboration on innovation activities for large firms in the OECD;
• has low levels of business collaboration with higher education or government research
institutions, again especially for large firms.57
A key issue affecting productivity and innovation in Australia is the quality of business management.
In a draft report into productivity in Australia, the Productivity Commission found that the quality of
managers in Australian enterprises is far lower than in other economies such as the US, as shown in
Chart 7 below. According to the Productivity Commission, 'there is other compelling evidence that a
significant share of Australian businesses have poor management practices, and while this is true for
all countries, Australia lags behind the leading countries.'58 Interestingly, the Productivity Commission
also estimated that 50 per cent of difference in total factor productivity between Australia and the US
can be explained by relative management capabilities.

55 Kennedy, Stephen, “Creating a productive future: social and economic challenges, policy and governance”, Speech to the ANU
Crawford School of Public Policy and Harvard Kennedy School conference, Canberra, Australia, (19 March 2013)
56 Koutsogeorgopoulou, Vassiliki., Barbiero, Omar, “Boosting Productivity in Australia”, Organisation for Economic Co-operation
and Development, (February 2013)
57 Kennedy, Stephen, “Creating a productive future: social and economic challenges, policy and governance”, Speech to the ANU
Crawford School of Public Policy and Harvard Kennedy School conference, Canberra, Australia, “19 March 2013)
58 Productivity Commission, “Productivity Peview”, Discussion Paper, Canberra, Australia (7 November, 2016)
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Chart 7: Management performance

Source: Productivity Commission

Such differences in management capabilities can have a significant effect on output, economic
growth, and job creation. Drawing on analysis provided in a study undertaken by economists
at the Harvard Business School, Ben Dolman and David Gruen of the Commonwealth Treasury
found that Australian manufacturing firms could lift the level of their productivity by 8 per cent if
their management practices rose to the US average.59
There is some evidence to suggest that the slow-down in diffusion of management practices,
technology, and businesses practices is occurring worldwide, not just in Australia. For example,
the Productivity Commission noted in its discussion paper on Productivity in Australia that a
growing concern worldwide is whether good ideas, technologies and practices are being
adequately diffused across businesses. Indeed, recent OECD analysis suggests there is a growing
gap between the growth of multifactor productivity for frontier firms and others, and that this has
contributed to the global slowdown. 60
Nonetheless, domestic regulations and red tape play a key role in preventing technological
diffusion to Australian firms.
The OECD undertook a wide raging study in 2015 of the factors which affect the diffusion of
technological and managerial best practice in firms between, and within, countries. One of the
key findings was that economies with less stringent regulations tend to feature superior diffusion
of productivity enhancing technological developments. Specifically, national frontier firms are
more productive – and thus have a lower productivity gap with the global frontier firms – in
industries where the regulatory burden impact is lower. Indeed, 'reducing the stringency of
employment protection legislation is associated with higher MFP growth for firms closest to the
national frontier.'61

59 Dolman, Ben., Gruen, David, “Productivity and Structural Change”, 41st Australian Conference of Economists, (10 July 2012)
60 Productivity Commission, “Productivity review”, Discussion Paper, Canberra, Australia, (7 November, 2016)
61 Andrews, Dan., Criscuolo, Chiara., Gal, Peter, “Frontier firms, technology diffusion, and public policy”, the OECD, (2015)
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Red tape and regulation erect barriers which prevent the efficient diffusion of world leading
technological and management practices both to Australian firms from firms in other nations,
and from firms at the national frontier in Australia to laggard firms. This results in Australian firms
operating well below their productive capacity. Which has long run implications, such as lower
economic growth and less job creation.

3.

Red tape worsens the length and severity of economic downturns

Economic downturns occur when resources become displaced and underutilised as certain sectors
contract. Economic recovery occurs when resources are reemployed out of declining sectors
and into expanding sectors. A worker who becomes unemployed, for example, needs to find
employment opportunities in a new firm or an entirely new industry. A more flexible economy
affords greater opportunity for such transitions to take place.
However, regulation and red tape prolong the length and worsens the severity of downturns by
making it more difficult for resources to move from contracting and into expanding sectors. Labour
market laws prevent people from finding new employment opportunities, environmental and
planning laws increase the cost of implementing new projects, and an uncompetitive financial
sector increases the costs of lending and borrowing which makes it more difficult for firms to
receive financing.
A report by the Swedish think thank the Research Institute of Industrial Economics analysed the
relationship between economic freedom and economic crises. The report found that economic
freedom is not associated with an increased likelihood of a downturn occurring. However, the
report found that 'countries that are more commercially free when entering a crisis are clearly
likely to experience substantially smaller crises… and have shorter recoveries to pre-crisis real
GDP.'62 Specifically, the report found that an increase in economic freedom of 10 points is
associated with a decline in the peak-to-trough ratio of four percentage points and a reduced
recovery time of 10 months.
The report’s definition of economic freedom included a range of factors, including tax rates, and
the soundness of monetary policy. But the most important factor was the regulatory environment
and how it affected entrepreneurial activity. As capital and labour becomes displaced in a
downturn, new firms have an incentive to re-employ those resources to make profit. A quick
recovery is achieved where barriers to the flow of those resources is minimal. 'But where new
firms’ entry is stunted', the authors argue, 'it makes this more difficult.' In particular, 'labour market
regulations making it difficult to fire people and licensing requirements barring entry may arguably
prevent entrepreneurs from picking up these opportunities.'63

'Countries that are more commercially
free when entering a crisis are clearly
likely to experience substantially
smaller crises.' – Christian Bjørnskov

62 Bjørnskov, Christian, “Economic Freedom and Economic Crisis”, IFN Working Paper, No. 1056, (2015)
63 Ibid.
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A similar argument is made by Alexander Kritikos, Research Director for Entrepreneurship Research
at the German Institute for Economic Research. Professor Kritikos argues that while entrepreneurs are
always important for economies, they are particularly important when an economy is in recession.
Kritikos argues that when unemployment is high and the economy is contracting:
'dynamic entrepreneurship could help turn the economy around. By developing novel products
or increasing competition, new firms can boost demand, which could in turn create new job
opportunities and reduce unemployment.'64

Following a similar line of inquiry, researchers have examined how government regulation may
have prolonged the Great Depression. After arguing that standard explanations of the Great
Depression are inadequate, ecconomists Harold Cole and Lee Ohanian conjecture that restrictive
labour market laws and anti-competitive regulations exacerbated the severity and longevity of the
Great Depression.
The authors argue that the National Industrial Recovery Act (NIRA), introduced in 1933, allowed
the US economy to centralise. For over 500 sectors antitrust laws were suspended and businesses
were able to cartelise and form oligopolies. This included the provision of codes that provided
minimum prices and output quotas that businesses had to abide by. 'In return for governmentsanctioned collusion', the authors argue, 'firms gave incumbent workers large pay increases.' This
caused, output, employment and investment to fall in sectors which were covered by the anticompetitive arrangements.65
Australia is especially vulnerable to a sharp and protracted economic downturn. According to the
World Economic Forum’s 2017 Global Competitiveness Survey, restrictive labour market regulations
were the most problematic factor for doing business in Australia, while inefficient government
bureaucracy was the third most problematic factor. The survey also found that Australia is:
• 77th for the burden of government regulation.
• 111th for flexibility of wage determination.
• 118th for hiring and firing practices.66
These regulatory restrictions, particularly in the labour market, will result in Australia experiencing
a more protracted period of unemployment in the event of a downturn compared to what would
be the case if Australia’s economy was more flexible.

4.

Red tape reduces competition

Competitive markets are central to ensuring scarce economic resources are allocated to their
highest valued use. The efficient allocation of resources is a necessary condition for improving
productivity and economic growth. At the microeconomic level, firms operating within a
competitive market have more pressures to maintain high quality standards, lower prices, and
continually innovate to satiate changing consumer preferences and demands.

64 Kritikos, Alexander, “Entrepreneurs and their impact on jobs and economic growth”, IZA World of Labor, (2014)
65 Cole, Harold., Ohanian, Lee, “The Great Depression in the United States From a Neoclassical Perspective”, Quarterly Review, the
Federal Reserve Bank of Minneapolis, (Winter, 1999).
66 World Economic Forum, “Global Competitiveness Report, 2016-17”, Geneva, Switzerland (2016)
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At the macroeconomic level, competition moves market share toward more efficient (i.e., lowercost and, generally, therefore lower-price) producers, shrinks relatively high-cost firms/plants,
sometimes forcing their exit, and opens up room for more efficient producers. It also raises the
productivity bar that any potential entrant must meet to successfully enter a market. As argued
by the Harper Review into competition, 'strong competition in goods and services markets
encourages innovation, growth in productivity and average income levels, and ultimately the
number and quality of Australian jobs.'67
However, many markets in Australia are not as competitive as they otherwise could be,
particularly in telecommunications, banking, insurance, supermarkets, and air transportation. A
number of these markets are highly concentrated.
• The major banks’ share of total ADI assets increasing from 65.4 per cent in September 2007 to
78.5 per cent in March 2014.68
• For the fixed broadband market, Telstra held a 41 per cent market share, Optus 14 per cent,
iiNet 14 per cent.69
• The mobile phone market is even more concentrated, with Telstra controlling 45 per cent of the
market, Optus 27 per cent, and Vodafone has 18 per cent.70
• The airline industry is highly concentrated with Virgin, Qantas, and Jetstar claiming around 90
per cent of the domestic market.
• Woolworths Group and Coles Group controlled 36.3 per cent and 33.2 per cent, respectively,
of grocery sales in the last 12 months.71
Market concentration is not necessarily the best measure of competition. Some markets can be
highly concentrated but still be competitive in that prices are set close to long run marginal costs.
However, the highly concerted nature of a large number of important markets in Australia suggests
there may exist underlying structural deficiencies which prevent a greater dispersion of market
share amongst competing firms. Red tape contributes to market concentration by increasing
barriers to market entry which make it costlier for smaller businesses to challenge the market
position of larger incumbent firms.
The logic for this is straight forward: red tape is a fixed cost on starting a new firm. Larger firms are
better able to absorb fixed costs through economies of scale – for example through dedicated
compliance and human resource functions – compared with sole-traders or smaller firms.

67 Harper, Ian., Anderson, Peter., McCluskey, Su., O’Bryan, Michael, “Competition Policy Review: Final Report”, Canberra,
Australia, (2015), pg. 20
68 Financial System Inquiry, “Interim Report”, Canberra, Australia, (July 2014), pg.2-6
69 Boyd, Tony, “Telstra’s Dominance of Broadband is Increasing on the NBN”, Australian Financial Review, (12 July 2016)
70 Australian Competition and Consumer Commission, “Competition in the Australian Telecommunications Sector”, Canberra,
Australia, (February 2017), pg. 4
71 Roy Morgan Research, “Supermarket weep: Woolies’ Share continues to fall and Coles and Aldi Split the Proceeds”, (24 October 2016)
www.roymorgan.com/findings/7021-woolworths-coles-aldi-iga-supermarket-market-shares-australia-september-2016--201610241542
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Importantly, red tape which restricts competitiveness can become self-reinforcing.
Consistent with the economics of regulation it is reasonable to expect firms whose market share is
dependent on regulations which prevent market entry of competitors to be silent on the issue of red
tape, or, more likely, actively support its introduction and maintenance. Researchers at the Mercatus
Centre in George Mason University undertook a statistical evaluation of the relationship between
regulation, firm births, and job creation in the US. Consistent with intuition, the authors found that
more regulated industries experienced fewer firm births and slower employment growth over the
period of investigation. Interestingly, the authors also found that,
'a higher overall level of regulation in a country can benefit larger incumbent firms that have the
resources to shoulder compliance costs while their smaller competitors falter in the face of an
increasing regulatory burden. Incumbents may even pursue such regulation of entry deliberately to
protect themselves from competition by new entrants.'72

Not only does having oligopolistic industries reduce competition and impose a range of economic
costs. It is also associated with more power bring provided to the competition regulator, the
ACCC, to police potential abuses of market power. Counter-productively, this exacerbates
market concentration because the ACCC’s extra policing powers inevitably come with additional
regulatory impositions on market participations. This further raises the barriers to market entry and
reduces market competition.

5.

Red tape undermines Australia’s democracy

Australia has a large regulatory state which develops, oversees, and enforces red tape and
regulation. Research by the IPA found that as of the end of April 2016, the federal government
maintained an estimated 1,181 entities, bodies, and administrative relationships.73 Of those 1,181
entities and bodies, 497 are estimated to be involved in policy design or enforcement of the
federal regulatory system. It was estimated that 444 government bodies established by the Rudd
and Gillard governments continue to exist, and 198 of these are involved in the regulatory system.
The growth of the regulatory state has undermined Australia’s democracy. Regulatory agencies
are increasingly able to implement regulation and impose red tape without requiring the approval
of Parliament, and, therefore, the Australian people. As Dr Chris Berg, senior research fellow at
the Institute of Public Affairs and post-doctoral fellow at RMIT Univeristy, argues:
'Parliament should write the laws and control the purse strings. Many of these principles can be traced
back to Magna Carta. These principles have come under sustained assault in recent decades.'74

Australian governments have vested increasing decision-making power outside Parliament and
into 'independent' bureaucratic agencies. These undemocratic, unelected officials have enough
discretionary power to effectively make government policy.75

72 Bailey, James., Thomas, Diana, “Regulating Away Competition: The effect of regulation on entrepreneurship and employment”,
Mercatus Working Paper, Mercatus Centre, George Mason University, Virginia, United States, (September 2015)
73 Novak, Mikayla, “The Red Tape State”, the Institute of Public Affairs, Melbourne, Australia, (2016)
74 Berg, Chris, “Unelected Officials are Stifling our Democratic Freedoms”, The Age, (21 June, 2015)
75 Ibid.
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'These undemocratic, unelected
officials have enough discretionary
power to effectively make government
policy.' – Chris Berg
APRA, ASIC, and the ACCC are monolithic organisations which are statutorily independent
from Parliament. As Berg argues, 'while they are delegated responsibility by parliament they
are not directly accountable to parliament. In a democratic system this has no justification.'76
Indeed, 'the shape of modern Australian government resembles a spider’s web of autonomous
and independent bureaucratic agencies whose relationship to democratically elected politicians
ranges from tenuous to non-existent.'77
The idealised notion of independent regulatory authorities operating in a democratic system
doesn’t match reality. The textbook concept is that the public votes for representatives, some of
whom are made Ministers. Ministers and the Parliament are able to delegate away decisionmaking authority to regulatory bodies. These regulatory bodies, whilst not directly elected by
the public, are to be indirectly accountable via the Minister and Parliament. For example, if a
regulator acts in a way that is contrary to the interests of voters, those voters are able to exert their
influence over the given regulator at the next election through voting out the Minister responsible
for the regulator.
Electoral pressure is thus considered to be the key conduit that makes regulator’s accountable to
the public. Regretably, this idealised notion of demoncratic accountability doesn't match the reality
of public policy. There are a number of reasons for this. First, elections are infrequent. Voters are
only able to decide on the worthiness of their representatives every three years at the federal level.
Second, the public vote on a bundle of policies, not specific ones. Popular votes occur very
infrequently in Australia. So a political party only has to be marginally more attractive to the
marginal voter in a marginal seat to win government. In practice, this means all parties can have
a large array of policies that are not attractive to the average voter, but who nonetheless attract
support because they are perceived to be slightly less bad than the next best alternative.
Third, because Australia has few popular votes, the merits of given policies are rarely tested
in bona-fide public campaigns. Where the major parties do disagree with one other, policy
details are rarely forthcoming. This means the public are deprived of the opportunity to receive
information about alternative policies.

76 Berg, Chris “Liberty, Equality, and Democracy”, Collins Court Publishing, Melbourne, Australia, (2015), pg. 90
77 Ibid, pg. 98
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Fourth, the administrative state itself wields power and can influence public opinion in a way that
alters the decision making of elected representatives. It is routine for the major regulators, such as
ASIC, APRA, the ACCC, and the RBA, to engage in public commentary on regulatory matters.
This can sway public opinion which in turn places pressure on elected representatives to maintain
or expand power and funding for the aforementioned regulators.
Fifth, voters do not have an incentive to inform themselves about complicated policy issues. Most
rely on rules of thumb and what is reported in the media. Understanding the costs and benefits of,
say, macro-prudential regulation is difficult. And it is highly improbable that alternative points of
view will penetrate the public debate. Further, the administrative state receives sufficient resources
to publish reports and information which influences public opinion.
Sixth, regulators do not act in the public interest but in their own. This is the fundamental insight of
the public choice school in economics, which emphasis that political actors are motivated by the
same factors as all other people, which is self-interest. Hence, regulators and bureaucrats seek
more resources, to build their empires, and to steer policy in a direction they see as desirable.
There is nothing nefarious about this in and of itself. But to advocate for the preservation and
expansion of one’s power through use of a taxpayer funds while being protected from competition
and legitimate public debate debases democracy.
Seventh, economist Bryan Caplan has outlined a number of ways in which voters have systemically
biased views about policy. These include the anti-market bias, where voters underestimate the
value of markets. And a pessimistic bias, which refers to the 'tendency to overestimate the severity
of economic problems and underestimate the (recent) past, present, and future performance of the
economy.'78 Both of these biases result in demands for more regulation from administrators.
Finally, minister’s may enjoy the freedom to delegate out responsibility to external regulators.
It allows them to avoid taking responsibility for perceived negative actions of businesses, or
negative outcomes of markets. Many ministers have found it politically useful to expand the
powers of regulators in order to receive positive media attention without having to take on
corresponding responsibilities.
The consequence is an increasing amount of public policy is determined outside of the Australian
Parliament by unelected regulators. Regardless of one’s thoughts about the policy implemented by
these regulators, this undermines the Australia’s democratic policy process.

6.

Red tape creates uncertainty

Red tape creates uncertainty for businesses in two key ways. Firstly, the more power that is
vested in the government, the more capacity government has to intervene and change
regulations. Secondly, according to the World Bank, the interpretation and application of
regulations can often be unpredictable or uneven, creating risk and uncertainty for investors.79
Such uncertainty adds to the risk premium of investing and so deters investment and hinders firms’
ability to boost productivity.

78 Caplan, Bryan, “The Myth of the Rational Voter: Why Democracies Choose bad Policies”, Princeton University Press, United States, (2007)
79 World Bank, “World Bank World Development Report 2005”, Chapter 5, pg. 95
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The less certain a prospective investor is about the security of their property rights over an
investment, the more compensation that investor will need in order to offset the greater risk of
facing an investment loss which results from regulatory changes. Simply put, businesses require
certainty of future regulations when undertaking investments, particularly long-term investments.
As NAB argues 'significant regulatory change in a short time can prove problematic for firms
and individuals as they must understand regulations which apply to them and monitor for any
changes.'80
Uncertainty over regulatory regimes can have dramatic effects on business investment. For
example, Dr Robert Higgs, Senior Fellow in Political Economy for the Independent Institute in the
US, analysed the effects that policy uncertainty introduced by President Roosevelt’s New Deal
policies had on business investment and economic recovery from the Great Depression in the US.
Dr Higgs found that the regime uncertainty of President Roosevelt’s New Deal policies was a chief
cause of prolonging and worsening the severity of the Great Depression in the US.81

Uncertainty over regulatory regimes
can have dramatic effects on business
investment.
In particular, Dr Higgs found that the New Deal policies reduced business confidence, particularly
over future property rights, and caused a prolong slump to business investment. Gross private
business investment decreased from 16 per cent of GDP in 1929, to less than 2 per cent in 1932.
In total, business investment remained below average for 11 years. Indeed, 'the willingness of
businesspeople to invest requires a sufficiently healthy state of business confidence, and the
Second New Deal ravaged the requisite confidence.'
Similar, yet broader-based, analysis was undertaken by researchers at the Krannert Graduate
School of Management at Purdue University. Using an index of policy uncertainty, the researchers
found that policy-related uncertainty is negatively related to firm and industry level investment,
and the economic magnitude of the effect is substantial. The authors estimates indicate that
approximately two-thirds of the 32 per cent drop in corporate investments observed during the
2007-09 crisis period can be attributed to policy related uncertainty.82

80 National Australia Bank, “A Deregulation Plan for Australian SMEs”, (December 2014)
81 Higgs, Robert, “Regime Uncertainty: Why the great depression lasted so long and why prosperity resumed after the war”, The
Independent Review, Vol. 1, No. 4, (Spring, 1997)
82 Gulen, Huseyin., Ion, Mihai, “Policy Uncertainty and Corporate Investment”, Review of Financial Studies, Vol. 29 (3), 2016, 523-564
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Part 4: Institutional and Structural Causes of
Red Tape
This section provides five key reasons why Australia has a red tape problem.
1. The design and function of the federation.
2. A culture of complacency.
3. The absence of regulatory reform.
4. A culture of risk aversion.
5. An inefficient tax system.

1.

Structure of the Federation

The lack of clear delineation of powers and responsibilities between the Commonwealth and state
governments – partly by design of the constitution and partly from liberal interpretations and rulings
by judges – has resulted in substantial regulatory overlap. As the Business Council Australia argued,
'most of the key areas of government activity are shared responsibilities, such as health,
education, transport, infrastructure, natural resources, business regulation and taxation. These
are the areas where inefficiency, duplication and buck-passing most frequently occur.'83

The 2015 Abbott Government’s Reform of the Federation discussion paper similarly noted that
'the level of overlap and duplication in our Federation is becoming excessive, leading to wasteful
expenditure, a constant ‘blame game’ between governments driving up the cost of public
services, and people not really knowing which level of government is responsible for what.'84

Regulation of the environment is a key area of duplication between the Commonwealth and state
governments. There is substantial evidence that the mining and agricultural industries are amongst
the worst affected:
• The oil and gas industry is regulated by around 150 statutes and more than 50 agencies. 85
• 73 per cent of respondents agreed with the statement, ‘The EPBC Act process duplicated other
regulatory processes without significantly improving environmental outcomes.’86
• 81 per cent of respondents whose actions were subject to conditions under the EPBC Act, as
well as state and territory planning and environment permits, reported some or substantial
overlap in the conditions.87
• According to the Minerals Council of Australia, Australia currently has at least six layers
(commonwealth, interjurisdictional bodies, state government agencies, regional nature
resource management bodies, local governments and finally the landowner) which overlap in
different ways depending on land tenure and which aspect of biodiversity is of interest.88
83 Business Council of Australia, “Reshaping Australia’s Federation: A new contract for federal-state relations”, (2006)
84 Australian Government, “Reform of the Federation”, Discussion Paper, (2015), pg. 3
85 Australian Petroleum Production and Exploration Association, “Red tape shackles economic growth”, (12 February, 2015)
86 Macintosh, Andrew., Fear, Josh., Cummings, Jason., “The EPBC Survey Project: An overview of the results”, National Environmental
Law Review, (2009:3), pg. 36
87 Australian Petroleum Production and Exploration Association, “Cutting green tape”, (February 2013)
88 Productivity Commission, “Regulation of Agriculture”, Final Report, (28 March 2017), pg. 14
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• According to the Productivity Commission, a farmer wanting to clear trees may need approval
from both the federal and their state government.89
• The Consolidated Pastoral Company said that it is 'required to comply with, or take account of,
at least 46 separate environmental Acts and regulations across four legal jurisdictions in the
management of its properties.'90
• The introduction of the 'water trigger' into the EPBC Act largely duplicated state-based
requirements that the effect that projects have on water resources need to be considered.
• Threatened species lists are maintained at both the state and federal level, meaning some
project proponents are required to go through two sets of approvals rather than one.
A key driving area of regulatory overlap results from the design of, and changes to, Australia’s
structure of federation. There are two key issues in this context. The first is vertical fiscal imbalance
where the Commonwealth raises revenues in excess of its spending responsibilities, while the
states have insufficient revenue from their own sources to finance spending responsibilities. The
Commonwealth now raises 80 per cent of all taxation revenue. A key contributing factor to this
was the 1942 Uniform Tax Case, where the High Court effectively handed the Commonwealth
sole control of income tax, thereby exacerbating a vertical fiscal imbalance and providing the
Commonwealth with significant financial leverage in its relations with the states.
This has resulted in some striking revenue imbalances. South Australia, for example, obtains
approximately 50 per cent of its revenue from the Commonwealth.
A second issue is the ongoing expansion of the roles and responsibilities of the Commonwealth
Government, particularly in the areas of education, health, and the environment. This often
involves tying the provision of Commonwealth money with conditions requiring state governments
implement programs in specific ways.
A number of ways in which Commonwealth power has been expanded are outlined below.

Expansion of Commonwealth power section
Expansion of federal government power led to more regulation in totality, as well as duplication,
overlap, and inefficiencies with state governments.
The ability of the federal government to create red tape is somewhat constrained by the extent
of the federal government’s ability to pass laws. All legislation of the federal government has
to be based on a head of power under the Constitution. The heads of power in the Australian
Constitution, listed in section 51, provides the Commonwealth government with extensive
legislative powers. However, the High Court has interpreted the Constitution in a way that has
dramatically expanded the scope of Commonwealth power.

89 Ibid, pg. 11
90 Consolidated Pastoral Company, “Submission to the Productivity Commission Inquiry into the Regulation of Australian Agriculture”,
(February 2016), pg. 4

34

Institute of Public Affairs Research

www.ipa.org.au

The external affairs power
An example of this is the External Affairs power (Section 51 (xxix)) which reads:
The Parliament shall, subject to this Constitution, have power to make laws for the peace, order,
and good government of the Commonwealth with respect to… external affairs.

This provision enables the Commonwealth to make laws with respect to its relations with foreign
powers and for matters external to Australia.91 However, a series of High Court decisions in the
1980s vastly expanded the scope of this provision to enable the Commonwealth government to
intervene in domestic matters where it has signed and ratified a relevant international agreement.
In the Tasmanian Dams Case of 1983, the Tasmanian Hydro-Electric Commission, with the support
of the state Liberal government, planned to construct a hydro-electric dam on the Franklin River.
In 1982, UNESCO declared the Franklin area a World Heritage site. Following the 1983 federal
election, the Hawke-Labor government passed the World Heritage Properties Conservation Act
1983 to effectively prohibit the construction of the hydro-electric dam.
The High Court of Australia rejected the Tasmanian state government’s argument that the federal
government had no power to make domestic regulations of this sort. As Josephine Kelly noted in 2012:
In the Tasmanian Dam Case in 1983, the then Chief Justice, Sir Harry Gibbs, said in his dissenting
decision that 'the division of powers between the Commonwealth and the States which the
Constitution effects be rendered quite meaningless if the Federal Government could, by entering
into treaties with foreign governments on matters of domestic concern, enlarge the legislative
power of the Parliament so that they fully embraced all fields of activity.' 92

Yet in the intervening years, this is precisely what has occurred. The Commonwealth government’s
reach over the domestic economy has expanded, which is not only hampering the proper function
of the federation. But it also results in far more regulation, red tape, and duplication than what
otherwise would have been the case.

91 Seas and Submerged Lands Case 1975 per Barwick CJ at 360), R v Sharkey (1949) 79 CLR 121 at 136)
92 Kelly, Josephine, “The Constitutionality of the Environment Protection and Biodiversity Conservation Act”, in Chapter seven,
“Upholding the Australian Constitution Volume 24”, the Samuel Griffith Society, (August 2012) pg. 70
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The Commonwealth government is party to a wide range of international treaties that would,
under section 51(xxxi), expand the legislative scope of the Commonwealth government. The
following list of agreements refer to the environment alone:
a. Convention on Biological Diversity
b. Convention on Trade in Endangered Species of Wild Fauna and Flora
c. Convention on Migratory Species
d. International Whaling Commission
e. Convention on Wetlands
f.

Framework Convention on Climate Chang

g. Intergovernmental Platform on Climate Change
h. The World Heritage Convention
i.

The RAMSAR Convention

j.

The Climate Change Convention

k. Asia-Pacific Rainforest Recovery Program
l.

Convention concerning the Protection of the World Cultural and Natural Heritage

The corporations power
Section 51(xx) reads:
The Parliament shall, subject to this Constitution, have power to make laws for the peace, order,
and good government of the Commonwealth with respect to… foreign corporations, and trading
and financial corporations formed within the limits of the Commonwealth.

This power was largely ignored in the early decades of the Commonwealth on the basis of the
decision in Huddart, Parker & Co Pty Ltd v Moorehead (1909) 8 CLR 330, where the High Court
rejected it as the basis of the Australian Industries Preservation Act 1906, an early version of antimonopoly and trade practices law. Higgins J held that a broader interpretation of the provision
might prove uncontrollable.93
Huddart Parker was overturned in the Concrete Pipes Case of 1971. The Court in that case did
not define the scope of the power, but it nonetheless indicated that the Commonwealth had the
power to enact trade practices legislation, which it did in 1971. The Trade Practices Act 1971 was
superseded by the Trade Practices Act 1974, itself the precursor to the Competition and Consumer
Act 2010.
The narrow interpretation of section 51(xx) was rejected altogether in the WorkChoices case in
2006. The majority of the Court held that the Constitution permits the Commonwealth to effectively
regulate any internal and external matters of a corporation.

93 Huddart, Parker & Co Pty Ltd v Moorehead (1909) 8 CLR 330, Higgins J at 409).

36

Institute of Public Affairs Research

www.ipa.org.au

The communications power
Section 51(v) provides:
The Parliament shall, subject to this Constitution, have power to make laws for the peace, order,
and good government of the Commonwealth with respect to… postal, telegraphic, telephonic,
and other like services.

Postal, telegraphic and telephonic are quite clear, but 'other like services' is an open ended
phrase. The High Court has taken an overly flexible approach to words like 'other like services' to
enable the Commonwealth government to legislate in a wide range of technological areas.
In R v Brislan (1935), the High Court allowed a Commonwealth law that sought to fine individuals
for listening to wireless radio broadcasts. To do so, the High Court was required to interpret
public one-way broadcast services as falling into the categories of confidential two-way mutual
communication methods of 'telegraphic, telephonic, and other like services'. Justice Dixon’s dissent
in this case in favour of the fine-paying plaintiff has been described as an 'overwhelmingly more
probable construction of what the founders intended.' 94
The expansive interpretation of section 51(v) is widely accepted now as the true construction of the
provision. In Jones v Commonwealth (No 2) (1965), the High Court extended the scope of section
51(v) to cover television broadcasting, and the Commonwealth has relied on section 51(v) to
regulate parts of the internet, such as through the Interactive Gambling Act 2001, which regulates
the operation and advertising of online gaming.

2.

Culture of Complacency

Australia has experienced 26 years of unbroken economic growth. And while this has brought a
number of benefits, most obviously rising living standards, it has also brought with it challenges.
Central amongst them is the development of a culture of complacency and an expectation that
unending economic growth is normal and requires no effort or adjustments to policy settings.
The lift to national incomes since the early 2000s has largely emanated from the mininginvestment boom, which was driven by increases in demand for Australian commodities from
countries such as China. In other words, the proximate source of Australia’s rising living standards
is external to choices made by Australians. The Chinese became willing to pay far more for
Australia’s natural resources such as coal and iron ore, meaning the same amount of output from
Australia generated significantly more income for little additional effort.
Professor Ross Garnaut notes the 'Great Complacency that descended upon the country after
a decade of exceptional economic growth. As a community, we accepted the excellent
economic performance as evidence that we had changed enough.' 95 Garnaut argues that
Australians were never comfortable with reform associated with so-called economic rationalism,
but were persuaded of its necessity. But following the reform era, Australians reverted to 'their
traditional preference for having popular politics in command of resource allocation and
economic policy-making. The links were forgotten between earlier economic reform and the
contemporary prosperity.'

94 Chin, Geraldine, “Technological Change and the Australian Constitution” MelbULawRw 25; 24(3) Melbourne University Law
Review 609, (2000)
95 Garnaut, Ross, “Breaking the Australian Great Complacency of the Early Twenty First Century”, March, 2005
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Similarly, former Chairman of the Business Council of Australia, Graham Bradley said 'the
commodities boom has made it possible to paper over weaknesses in our economic policy settings
and to delay decisions that must ultimately be made.'96
In addition to the externally-driven growth to incomes, Australia avoided substantial economic fallout
from the GFC. Australia’s banks weren’t bailed out as they were in the US. Public debt (while far too
high and climbing) did not reach the highs of other countries. And unemployment rose, but not to the
same degree as in other countries. As Dr Chris Berg argues, 'this has led to a vaguely Panglossian
sense that sustained economic growth is a reward for Australian policy genius.'97
The IMF has described Australia as being infected with the ‘new mediocre’ associated
with weak wages and price growth, high and rising underemployment, and weak business
investment outside the mining sector.98 Indeed, the IMF argued that 'reforms should focus on
fostering innovation, raising competition and productivity in the services sectors, and reforming
the tax system.'

3.

Australia never had deregulation

The post-1980s era is often remembered as one of market-based economic reform. There
is some truth to this: the exchange rate was floated; the financial system was opened to
foreign competition; trade barriers were reduced; and a number of state owned companies
were privatised.
However, the major missing piece in Australia’s market-based reforms is deregulation. It is true that
governments on both sides of the political spectrum going back to the Fraser Government of the
1970s implemented red tape reduction or deregulation initiatives.
• 1978 - Inquiry into Unnecessary Paperwork
• 1985 - Business Regulation Review Unit established and Regulation Impact Statements (RISs)
first mandated
• 1996 - Small Business Deregulation Task Force
• 2006 - Regulation Taskforce
• 2007 - Deregulation function added to the Department of Finance
• 2013 - Deregulation functions and regulation oversight functions moved to the Department of
the Prime Minister and Cabinet
• 2013 - $1 billion deregulation target created
• 2014 - First parliamentary red tape repeal day held

96 Galacho, Olga, “Business Council of Australia says we should change track now”, Herald Sun, (12 October, 2011)
97 Berg, Chris, "Liberty, Equality, and Democracy", Connor Court, Melbourne, Australia, (2015)
98 International Monetary Fund, “Australia: Staff Report for the 2016 Article IV Consultation”, (17 January, 2017)
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However, these regulatory reform efforts have at best provided window dressing. The regulatory
burden on individuals, families, and businesses has grown unabated under both Coalition and
Labour governments. Even the Howard government, widely held to be a supporter of economic
freedom and small businesses, passed far more pages of legislation than its predecessors.
Chart 8: Pages of Commonwealth legislation

Source: IPA

The lack of red tape reduction is partly due to an absence of ambition. The deregulation and cutting
red tape agendas have often been narrow in scope and short in length rather than undertaking root
and branch reform. Commentating on the Productivity Commission’s 2005 review of government
regulation, John Roskam, Executive Director of the Institute of Public Affairs, argued
'there won’t be any real reduction in red tape as long as politicians and bureaucrats pretend that
reform is achieved when a questionnaire is reduced from 10 pages to five pages, and it takes one
hour to complete instead of two.' 99

99

Roskam, John, “We Cannot Eliminate Risk”, Australian Financial Review, (4 November, 2005)
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In fact, rather than deregulation, Australia has had bipartisan support for increasing regulation
since Federation. In many respects the era of privatisation actually resulted in more regulation as
previously state-owned companies were regulated to provide services that would otherwise not be
provided in a commercial environment. As Berg notes, governments have matched privatisations
and liberalisations with regulatory expansion, rather than retreat. 'Governments have shifted
away from the provision of services, to the regulation of those services'.100 Indeed, 'the Australian
system of prudential regulation was more extensive after the economic reforms of the 1980s than
it was before.'101 Berg goes on to argue that since the reform era of the 1970s-90s, regulation
has displaced direct government ownership as the primary mechanism by which the government
imposes control on economic activity.102
Similarly, Professor John Braithwaite of the Australian National University, argues that the belief
which many scholars hold – that we live in an era of neoliberalism, of privatisation and deregulation,
where markets rule – is only half right. According to Braithwaite, 'while it is true markets have
become more vibrant, regulation has actually also become more vibrant.'103 Indeed, deregulation
has either been highly limited and, where it occurred, was followed later with new regulations.104
A similar argument is made by political scientist David Levi-Faur, who identifies three key eras: laissezfaire capitalism (1800s-1930s) to welfare capitalism (1930s-70s) to regulatory capitalism (since
1970s). Indeed, since roughly the 1970s worldwide (and around the 1980s in Australia) 'the rationale
for the creation of regulation seems to be stronger than the rationale for privatisation.'105
The argument that Australia embarked upon a series of market-based reforms since the 1990s
isn’t support by historical evidence. Since Federation, there has been an unabated trend for
governments of both political persuasions to increase regulatory impositions on Australian
businesses, individuals, families, and communities.

4.

Over-regulation of risk and risk aversion

A major contributing factor to the growth of red tape and regulation is the political aversion
to risk, which results in the overregulation of risk. This emanates from a cultural attitude where
voters want to be protected from every conceivable risk. In this environment regulators are
punished if something negative occurs, but are not rewarded for pulling back and allowing upside
risks to materialise.

100 Berg, Chris, “The Growth of Australia’s Regulatory State”, the Institute of Public Affairs, Melbourne, Australia, (2008)
101 Berg, Chris, “Safety and Soundness: An Economic History of Prudential Bank Regulation in Australia, 1893-2008”, RMIT
University, Melbourne, Australia, (September 2016)
102 Ibid.
103 Braithwaite, John, “Neoliberalism or regulatory capitalism”, Occasional paper 5, Australia National University, Canberra,
Australia, (October 2005)
104 Ibid.
105 David Levi-Faur, “the global diffusion of regulatory capitalism”, The Annals of the American Academy of Political and Social
Science, (January 2007)
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This environment of over-regulation and risk aversion is not just limited to the government
regulation of the private sector. According to an independent review of whole-of government
internal regulation, four themes are pervasive across the public service: over regulation, inefficient
regulation, unclear and inaccessible regulations and guidance, and a culture of risk aversion.106
This study showed that overregulation and risk aversion is often spurred by decision-making at
senior levels and overreaction to minor mistakes within management.
Former Prime Minister of the United Kingdom, Tony Blair, argued that 'we are in danger of having
a wholly disproportionate attitude to the risks we should expect to run as a normal part of life.'
Blair went on to argue that 'bodies set up to guard the public interest have one-way pressures. It is
in their interest never to be accused of having missed a problem. So, it is a one-sided bet. They will
always err on the side of caution.'107
Roskam attributes this risk aversion to the preferences of voters:
'excessive regulation is a symptom of a society-wide problem. And that problem is our attitude to
risk. Voters now seek a life without risk. Where there is risk, they expect government regulation to
eliminate that risk – regardless of cost. And on the occasions when harm does eventuate, judges
willingly pass on the burden of compensation to the whole community, often regardless of fault.'108

Similarly, Professor Scott Prasser, Executive Director of the Public Policy Institute at the Australian
Catholic University argues that
'Australia has become not just an over-regulated society, but a risk-averse one. Government rules
increasingly seek to cover every exigency and thus limit individual judgment, responsibility, and
discretionary decision-making. Continual over-dramatisation of everything from climate change
to tsunami threats is making Australian Citizens unnecessarily fearful.'109

In the Report of the Red Tape Reduction Group in Western Australia, the Government of Western
Australia created a list of several examples of the problems that businesses have with red tape and
regulation: attitude of strict compliance; a risk-averse culture; lack of coordination; lack of clarity
of government objectives; lack of transparency; inconsistent interpretation of rules; disconnect
between regulator and business; and lack of accountability and ownership; of decision-making.110
This is partly related to a fundamental misunderstanding of markets. Many believe that the decline in
workplace fatalities, improvements to environmental standards, and increases to life expectancy are
the result of government regulation. But these are the result of rising wealth and technological progress.

106 Belcher, Barbara, “Independent Review of Whole-of-Government Internal Regulation,” Report to the Secretaries Committee
on Transformation. Volume 1. Recommendations. August 2015. https://www.finance.gov.au/sites/default/files/independentreview-of-whole-of-government-internal-regulation-volume-1.pdf
107 Speech by Tony Blair to IPPR conference, 26 May 2005, http://www.number-10.gov.uk/output/Page7562.asp
108 Roskam, John, “We Cannot Eliminate Risk”, Australian Financial Review, (4 November, 2005)
109 Scott Prasser, “Our risk-averse society”, Canberra Times, (20 July, 2010)
110 Government of Western Australia. “Reducing the Burden: Report of the Red Tape Reduction Group”, (2010), pg. 37
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5.

Australia has a complex and inefficient tax system

Australia’s system of taxes across state and federal governments is highly complicated and inefficient.
The Henry Tax Review found 125 separate taxes that applied to businesses and individuals in
Australia.111 However, approximately 90 per cent of all revenue is raised from just 10 taxes. Just the
Income Tax Act alone has grown from 22 pages in 1916 to 5,000 pages today.
A number of studies and surveys highlight the cost of tax compliance in Australia:
• The Abbott Government’s tax white paper, Re:think – Better tax system, better Australia,
estimated that the total cost of all tax compliance in Australia to be approximately $40 billion
each year.112
• The Commonwealth Treasury estimated that tax related compliance costs represent around
40-50 per cent of the economy-wide regulatory compliance costs.113
• A recent survey by the Australian Chamber of Commerce and Industry found that 53 per cent
of respondents said tax compliance obligations were either extremely complex or
very complex.114
• A 2016 report by the University of NSW Business School found that state and federal taxes
combined resulted in an average tax compliance bill of $3 million per year per company.115
• The report by the University of NSW also found that complying with income tax requirements
alone cost $1.8 million per company per year.116
• Recent analysis reports survey data suggesting that personal tax compliance costs totalled
around $9.6 billion in 2011-12, or around 7 per cent of Commonwealth tax revenue.117
• More than 75 per cent of all individual taxpayers lodging a tax return utilised a tax agent in
2011-12, among the highest rates of tax agent use in comparable countries.118

111 Commonwealth Government, “Australia’s Future Tax System”, Canberra, Australia, (2009)
112 Commonwealth Government, “Re:think – Better tax system, better Australia”, Discussion Paper, Canberra, Australia, (2015)
113 Douglas, Justin, “Deregulation in Australia”, The Commonwealth Treasury, Canberra, Australia, (2015), pg. 72
114 Australian Chamber of Commerce and Industry, “National Red Tape Survey”, Canberra, Australia, (2015)
115 Evans, Chris., Lignier, Philip., Tran-ham, Binh, “The Tax Compliance Costs of Large Corporations: An Empirical Enquiry and
Comparative Analysis”, UNSW Law Research Paper No. 26, (2016)
116 Ibid.
117 Tran-Nam, Binh; and Evans, Chris, “Tax Policy Simplification: An Evaluation of the Proposal for a Standard Deduction for Work
Related Expenses” Australian Tax Forum 26(4) 719-735, (2011)
118 Stewart, Miranda., Moore, Andre., Whiteford, Peter., Grafton, Quentin R, “A Stocktake of the Tax System and Directions for
Reform”, Australian National University, (February 2015)
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A more complicated tax system means there will be more people employed in tax administration,
either directly through the Australian Tax Office, or indirectly as accountants and lawyers working
on behalf of clients to prepare tax statements and to minimise tax obligations.
One way of illustrating the size of the public and private tax bureaucracy is to compare the tax
army with the real army, developed by economist Richard Vedder.119 The tax army is all staff
employed by the ATO, one half of all accountants, and one quarter of all lawyers.
In Australia there are approximately 188,100 accountants120, 66,211 practicing solicitors121, and
18,043 staff employed at the ATO.122 This means there were 128,645 people in Australia’s tax
army. By comparison, in 2015-16 there were 57,512 active duty personal in the defence force,
including army, navy, and air force.123
Chart 9: Australia's real army versus tax army

Source: CIS and IPA

119 Robson, Alex, “The costs of taxation”, Centre for Independent Studies, Sydney, Australia, (2005)
120 Information obtained from http://joboutlook.gov.au/occupation.aspx?search=alpha&tab=stats&cluster=&code=2211
121 Information obtained from https://www.lawcouncil.asn.au/resources/faqs/how-many-lawyers-are-there-in-australia
122 Commonwealth Government, “Australian Tax Office Portfolio Budget Submission, 2017-18 Budget”, Canberra, Australia, (2017)
123 Commonwealth Government Department of Defence, “Annual report 2015-16”, Canberra, Australia, (2016), pg. 89
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Part 5: Conclusion
Australia has experienced 26 years of unbroken economic growth. However, per capita economic
growth – a better measure of living standards – has been particularly weak since the GFC. Many
middle-class Australians are worse off today than they were a decade ago. And there are many
troubling economic signs: business investment is approaching record lows as a percentage of GDP; real
wages have been declining in the private sector; joblessness is becoming widespread and entrenched;
and gross government debt is high and rising, with no credible path to this being paid off.
The standard diagnosis of Australia’s economic problems is that there is a weakness in aggregate
demand. The propossed policy solution is for the government to intervene in the economy to
boost aggregate demand by engaging in fiscal and monetary expansion, including with greater
infrastructure spending. However, these are failed policies. The Commonwealth government has
been running an expansionary fiscal policy for close to a decade, as evidenced by persistent
budget deficits and growing debt. Interest rates have been at record lows since 2011. And
there have been a number of substantial infrastructure projects, such as the NBN and education
funding. Yet economic growth remains weak.
Instead, Australia must reduce the constraints and burden on Australian businesses, individuals,
families, and community groups, to unleash a new era of economic prosperity. And the single best
way to achieve this is to cut red tape and regulation. At the macroeconomic level, red tape is one
of the biggest cost impost on the Australian economy, reducing economic output by $176 billion
each year, which is equivalent to 11 per cent of GDP. This cost is visable from the microeconomic
level, where red tape reduces entrepreneurship, lowers competition, prevents new businesses
starting, makes the economy more susceptible to a prolonged downturn, and prevents Australian
firms from getting access to leading technologies and management practices.
There are a number of reasons why Australia has such an extensive red tape problem. Firstly,
the structure and operation of our Federation has resulted in both the substantial centralisation
of power with the Commonwealth government as well as extensive duplication with state
governments, particularly in areas of education, health, and the environment. Secondly, there is
a culture of complacency in Australia, where economic growth is considered to be the norm by
many who are, as a consequence, willing to accept the productivity-enhancing reforms needed
to encourage growth into the future. Thirdly, there is a risk-averse culture where voters expect
governments and regulators to protect them from every conceived risk, regardless of cost. Fourth,
Australia never experienced deregulation. Rather, it has been the norm since Federation for
governments of all persuasions to increase regulation and red tape. And, fifth, Australia has a
highly inefficient tax system which imposes substantial regulatory imposts on taxpayers.
A new era of economic prosperity will only be possible in Australia if governments undertake
serious and prolonged regulatory reform. The ways in which this can be achieved are the subject
of the next two reports in this cutting red tape series. The second report outlines specific regulatory
reforms state and federal governments should focus on. While the third report investigates
structural and institutional approaches to achieving a sustained and permanent reduction to red
tape in Australia.
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Part 6: IPA Research on How to Resolve the
Red Tape Problem
The IPA has a forthcoming research paper which details specific red tape reduction initiatives,
along with structural reforms to reduce the growth of red tape.
To date the IPA has prepared a number of research papers:
• The $176 Billion Tax On Our Prosperity
• Section 487: How Activists Use Red Tape to Stop Development and Jobs
• Five Reasons to Repeal the Renewable Energy Target
• New South Wales Environmental Impact Assessment Improvement Project
• Submission to The Senate Red Tape Inquiry Into Environmental Assessments And Approvals
• Reducing Red Tape in Australia – One in Two Out Rule
• The Growth of Environmental Law 1971 to 2016
• Liquor Licensing: Red Tape on Australian Businesses
• The Red Tape State
• The Unfair Work Act
• Review of Climate Change Policies
• Five Reasons why the Government Should Abandon the Bank Tax
• Abolish the Australia Media and Communications Authority
• Business Investment in Australia now Lower than Under Whitlam
• On Regulation Productivity and Growth
• Submission to the Productivity Commission Draft Report of the Regulation of Agriculture
• Deregulate Trading Hours in Queensland
• Ten Red Tape Initiatives for the Next Australian Government
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