'Back yourself' Treasurer Frydenberg tells business. But it's not that simple

Written by Graham White, Associate Professor, School of Economics, University of Sydney

Treasurer Josh Frydenberg’s key message to business in a landmark speech on Monday was
back yourself

He said the best way to boost economic growth was to boost productivity, and the best way to
do that was for businesses to undertake productivity-enhancing investments.

My message today for business is to back yourself and use your balance sheet to invest and
grow.

With Australian corporates enjoying healthy balance sheets, record low borrowing costs and
strong equity market conditions, the question is: are corporates being aggressive enough in the
pursuit of growth?

On Thursday the Bureau of Statistics will release investment figures for the three months to
June. The trend estimates for the three months to March showed mining investment down
2.8%, manufacturing investment down 4.3%, and other investment up just 0.7%.

According to Frydenberg too many businesses are using funds that would have once invested
to buy back their own shares and return capital to their shareholders.

Why businesses don’t back themselves

He was effectively alluding to something that had come to notice as far back as the 1980’s and
that has fascinated some economists, but mostly those outside the mainstream.

It is the incentive for firms to avoid the difficult and risky search for the long-term returns that
can come from expansion and modernisation and instead maximise immediate shareholder
value.



https://joshfrydenberg.com.au/latest-news/making-our-own-luck-australias-productivity-challenge/
https://www.abs.gov.au/ausstats/abs@.nsf/mf/5625.0

'Back yourself' Treasurer Frydenberg tells business. But it's not that simple

Written by Graham White, Associate Professor, School of Economics, University of Sydney

To the extent that it inhibits growth, it certainly doesn’t help the economy.

But if his speech was meant to be a piece of moral suasion directed at corporations, | fear it
missed the point and might in any case be fruitless.

Decisions about whether to invest come down to views about returns from investments, and
they come down to views about likely growth in consumer and business spending.

Consumers aren’t spending

Put another way, investing in new capacity is ultimately about whether or not there will be
demand for the goods and services that will be produced by the new capacity.

Right now, to state the bleeding obvious, the outlook for spending isn’t particularly rosy.

We've sluggish consumer demand, sluggish business demand, and are facing sluggish
overseas demand in part because of an impending trade war and in part from a government
over-reliant on using the Reserve Bank to stimulate the economy instead of its won spending.

In this sort of climate, | suspect no amount of moral suasion will improve the expected rates of
return on investments in new capacity.

Investment can be counterproductive

The treasurer is aware that there is a demand problem, as his comments about trade
agreements and public sector infrastructure projects indicate.

But in underplaying the need create demand, his calls for investments that boost labour
productivity bring with them a potential downside.
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Enhanced productivity growth in the absence of sustained improvements in spending is likely to
cost jobs or force up unemployment.

Being able to produce more with the same amount of labour means less employment, unless
demand is increasing.

Read more: Shock. More investment isn't necessarily better. Those instant asset
write-offs are bad tax policy

Of course, when demand does take off the economy will need the capacity to meet it, so the
concern with productivity enhancing investment is legitimate. But it helps not to have it until it is
clear demand is going to take off.

Frydenberg might be leaning to the view that once productivity grows, demand will be taken
care of.

More productivity mightn’t always be good

It is a popular view; that greater labour productivity (more production per worker) will create the
conditions for faster wage growth which will itself boost consumer spending.

Frydenberg set it out at the beginning of his speech. Economic growth was driven by
population, productivity and (labour market) participation.

There’s even a view that technological change will itself create jobs and consumer demand.

3/4


http://theconversation.com/shock-more-investment-isnt-necessarily-better-those-instant-asset-write-offs-are-bad-tax-policy-116509
http://theconversation.com/shock-more-investment-isnt-necessarily-better-those-instant-asset-write-offs-are-bad-tax-policy-116509
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The counter proposition is that technological change displaces workers and generates
technological unemployment.

It's a debate with real world Australian resonance. If Australian businesses did boost investment
as the treasurer wants, the improved productivity that resulted would necessarily generate
unemployment unless demand grew alongside it.

The question for us is whether the productivity growth would increase demand in and of itself, or
whether the government would need to act to make sure it happened.

Graham White does not work for, consult, own shares in or receive funding from any company
or organisation that would benefit from this article, and has disclosed no relevant affiliations
beyond their academic appointment.
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Read more http://theconversation.com/back-yourself-treasurer-frydenberg-tells-business-but-it
s-not-that-simple-122397
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