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AUSTRALIA’S ENTREPRENEURSHIP
CRISIS AND THREE WAYS TO FIX IT

Matthew Lesh, Research Fellow

Red tape is holding back our entrepreneurs and threatening
our economic prosperity, new |PA research has found.

Nine of Australia’s top ten largest companies were founded
before 1925; by contrast, 88 per cent of the United States’
top 500 firms did not exist fifty years ago.' Newer businesses,
by injecting innovative ideas and challenging outdated
methods, deliver increased productivity, raise incomes and
boost employment.” Entrepreneurship has even been found to
increase social mobility.™

However, Australian entrepreneurship is struggling in both
historic and comparative terms.

Australia’s entrepreneurship crisis

1. Australia’s falling rate of business creation

New business creation statistics released last week by the ABS
reveal Australia’s mediocre rate of business creation. There were
328,205 new businesses in 2016-17 compared to 335,689
new businesses in 2006-07." That is, despite our working age
population growing by over one-fifth in the same time period,
there were over 6,000 fewer new businesses.” Australia’s rate
of new business creation — the number of new businesses as a
proportion of the total - is unchanged between 2015-16 and
2016-17 at 15%. Meanwhile, the business entry rate has fallen
by 16% since 2003-04, and the business exit rate has fallen by
23%. There has been a fall in the business entry rate across all

states and territories, business sizes, and sectors."

Figure 1: Business entry and exit rate
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2. Australia’s missing 250,000 businesses

There has been an increase in the total number of businesses,
however it has slowed substantially. The IPA has found that
there would be 250,000 more businesses in Australia
today if business creation continued at pre-Global
Financial Crisis levels. It would be expected that the business
growth would slow in the immediate aftermath of GFC,
however the continued lacklustre situation almost a decade
later indicates a concerning lasting decline.

Figure 2: Total businesses in operation (actual and trend)
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3. Australia’s lacklustre entrepreneurship in global terms
Australia has the lowest level of entrepreneurial growth of any
OECD country, as measured by ‘high-growth enterprise’ as

a proportion of employment in industry." These enterprises,
which have the greatest economic and jobs creation potential,
are lacking in the Australian economy.

Figure 3: Entrepreneurial growth rate by country
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Source: Entrepreneurship at a Glance 2016, OECD and Performance
Review 2016, ISA
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Fixing Australia’s entrepreneurship crisis

Figure 4: Total tax rate score (out of 138 countries)

1. Abolish red tape

Red tape is preventing businesses from opening,
expanding, and experimenting with new ideas and
technologies." The IPA has found that red tape is costing the
Australian economy $176 billion a year.* According to the
World Economic Forum, Australia is ranked 80" out of 137

countries for the burden of regulation.*

2. Reform industrial relations

Excessive labour market regulation increases the cost and
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risk of hiring additional staff, damaging entrepreneurial

growth. Australia ranks poorly on measures of labour market
efficiency. Australia ranks 110" out of 137 countries for hiring
and firing practices, 109" out of 137 countries for flexibility

of wage determination, and 102" out of 137 countries for the

effect of taxation on incentives to work .

3. Cut company tax

Australia burdens our entrepreneurs with high

taxes — which lowers potential returns and therefore
discourages new business creation and investment.
According to the World Economic Forum, Australia ranks
102" out of 138 countries for total tax burden, a measure
which combines corporate tax, labour tax and other taxes

Source: Global Competitiveness Index 2017-18, World Economic Forum
(Selected countries)

Conclusion and recommendations

The IPA’s Growing Freedom survey found that 60 per cent of
young Australians would like to start their own business one day.

Australia, however, is placing excessive barriers upon
entrepreneurs that is making it harder for them to start
businesses. We can fix this by cutting red tape, reforming
industrial relations, and reducing taxes.

If Australia is to remain prosperous and successful, we must
unleash our entrepreneurs.

on profits. " Australia, particularly on corporate tax, is falling
behind the rest of the world. While the United States has
lowered their corporate tax rate to 21%, Australia’s rate
remains at 30% (and 27.5% for small businesses):*
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