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INTRODUCTION 

This submission by the BCA responds to matters raised by the Infrastructure Australia 

(IA) Infrastructure Finance Working Group in an issues paper on infrastructure financing 

reform. The working group is an expert advisory panel established to provide advice to 

Infrastructure Australia to identify current barriers to attracting infrastructure finance and 

to develop possible options to encourage greater private sector investment. 

Members of the Business Council of Australia (BCA) are the chief executives of 100 of 

Australia’s largest and most successful businesses. Through the BCA, they apply their 

skills and experience to develop, explain and promote policies for achieving economic, 

social and environmental goals that will benefit Australians now and into the future. Our 

aspiration is for Australia to become the best place in the world in which to live, learn, 

work and do business. 

Australia’s infrastructure quality and capacity will play a critical role in supporting 

productivity and economic growth and delivering higher living standards for an increasing 

population. 

The BCA maintains that improved infrastructure provision can best be achieved through 

all governments committing to infrastructure policy settings that lead to: 

• Rigorous and strategic coordination of infrastructure planning, ensuring Australia’s 

infrastructure investment is directed to where it best supports economic and 

population growth without compromising social and environmental objectives. 

• Enhanced market structures through regulatory and pricing reforms that will help to 

ensure we make better use of existing infrastructure and alleviate constraints and 

under-investment, not least by reducing distortions around private investment 

decisions. 

BACKGROUND TO THE REVIEW 

The rise in infrastructure investment and also government debt in recent years is an 

important context for the working group in considering the challenges of financing 

infrastructure investment both in the immediate period ahead and over the longer term. 
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Annual investment in infrastructure in Australia has risen steadily since the BCA 

highlighted the deficiencies in infrastructure provision in its Infrastructure Action Plan for 

Future Prosperity in 2005. The most recent data from the Bureau of Infrastructure, 

Transport and Regional Economics shows the annual value of construction work 

undertaken on Australia’s economic infrastructure has increased from $39.4 billion in 

2005–06 to $58.4 billion in 2009–10, or by 48.3 per cent.1 

The rise reflects strong growth in annual investment in the water (up 186 per cent), 

energy (up 79.4 per cent) and transport (up 26.8 per cent) sectors but a fall in annual 

investment in the telecommunications sector (down 31 per cent). 

Of the total $58.4 billion of infrastructure investment in 2009–10, around $30 billion was 

undertaken by the private sector for the private sector, $14 billion was undertaken by the 

private sector for the public sector and $14.5 billion was undertaken by the public sector. 

Annual investment under the last two categories has increased by 44 per cent over the 

last five years, reflecting a considerable rise in public infrastructure investment. 

Some of the growth in public spending on infrastructure has been financed by additional 

borrowings. ABS data reveals that total outstanding borrowings by all governments (for all 

purposes) have risen from $169.5 billion in 2005–06 to $380 billion in 2009–10, an 

increase of 124 per cent.2 

Australian governments today are tending to pursue fiscal consolidation and avoid adding 

further to their net debt positions. This fiscal environment creates a need for a critical 

examination of the profile and quality of government spending on infrastructure and for 

the private sector to play a greater role in financing future infrastructure provision. 

                                                

1 Bureau of Infrastructure, Transport and Regional Economics, Yearbook 2011, Australian 

Infrastructure Statistics, p. 30. The BCA also noted the trend toward rising annual expenditure in 

its 2009 infrastructure report, Groundwork for Growth. 

2 ABS Catalogue No. 5512.0 Government Finance Statistics. 
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RECOMMENDATIONS TO THE WORKING GROUP 

This submission draws upon established BCA policies to identify areas that we suggest 

the working group should focus on to ensure Australia’s future infrastructure investment 

needs are financed and effectively delivered to support productivity and economic growth. 

General comment 

A common view across the BCA membership is that the availability of private finance for 

infrastructure investment is largely driven by the volume of attractive infrastructure 

projects in which to invest and the balance of risks and rewards for investors delivering 

large capital projects in Australia relative to other countries. 

In the immediate period ahead, BCA members are concerned about the shortage of 

quality infrastructure projects being made available by governments in which the private 

sector can participate, such as via PPPs. 

A priority for the working group should be to examine how governments can best bring 

forward their priority infrastructure projects for implementation, including how funding 

models between the Commonwealth and state governments and the private sector can 

best be structured to achieve this.  

In the longer term, while the ideas raised in the issues paper for facilitating private 

investment through more effective capital markets and new financial instruments are 

worth further exploration, the critical issues around project planning and implementation 

must still be addressed to assure market participants of a regular flow of quality 

investment opportunities. The implementation of regulatory and pricing reforms can also 

create the conditions for more market-based private investment in infrastructure to occur. 

Fiscal policy 

One option for increasing the pool of financing for infrastructure is for governments to 

allocate a greater proportion of public expenditure towards infrastructure investment, 

offset by reductions in other spending measures that are assessed to be of lower value to 

the economy and society. This could occur under a fiscal strategy to increase the 

productive capacity of the economy. 

The working group might consider the scope for greater Commonwealth expenditure on 

infrastructure investment in particular, and how to deploy that spending in a way that best 

leverages financing commitments from other public and private sources (e.g. higher direct 
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spending, higher transfer payments to the states, new approaches to co-funding models, 

etc.). 

One mechanism for assessing the merits of infrastructure spending against other 

spending categories, as advocated by the BCA in previous federal budget submissions, 

would be a review of all budget expenditure and revenue policies every five years using a 

framework similar to that used by the 1996 National Commission of Audit. The BCA 

supports the establishment of a new independent fiscal authority – the Commission of 

Budget Integrity – to provide additional independent advice on fiscal sustainability. 

A consideration of appropriate expenditure levels on infrastructure might occur within an 

evaluation of Australia’s long-term fiscal strategy in the context of the resources boom. 

This would include whether the government should aim for larger budget surpluses during 

a period of strong demand, whether new savings funds are warranted and whether the 

composition of government spending needs to be changed to enhance Australia’s 

productive capacity, such as through the provision of infrastructure. 

Taxation 

There are implications for private investment in the way that tax revenue is raised in 

Australia at all levels of government. The tax system and revenue base need to be 

sufficiently robust and stable while at the same time ensuring that the economy can 

continue to grow and that Australia is able to attract investment. 

In its submission to the Henry taxation review, the BCA pointed to research showing that 

reducing company taxation can promote investment and innovation and lead to an 

increase in real wages. The working group could explore whether a reduction in the 

company tax rate might attract more foreign investment into infrastructure projects. 

Past research undertaken for the BCA has not identified a strong case for introducing 

taxation concessions to support the financing of Australia’s future infrastructure needs. 

Supporting research in our 2009 report Groundwork for Growth found that tax reform 

should remove distortions to private infrastructure investment, but not provide incentives 

for private infrastructure investment for its own sake, which should occur on its merits. 

Government borrowing 

Should governments seek to adopt debt financing of infrastructure in the context of 

Australia’s long-term fiscal strategy, our past research has demonstrated a preference for 

that capital to be raised from general debt financing rather than from infrastructure bonds. 
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Application of competition policy to government business enterprises 

Where infrastructure investment is undertaken by a government business enterprise 

(GBE) we support the application of competitive neutrality policies agreed at COAG to 

ensure a level playing field for private businesses and to support efficient resource 

allocation. That means the GBE should not receive favourable taxation or regulatory 

treatment and the GBE’s prices must be set to fully cover all costs and make a 

commercial rate of return on the government’s investment (defined in the government’s 

guidance material as the Commonwealth long-term bond rate plus an appropriate margin 

for risk). In determining the cost base the GBE’s cost of debt should be comparable to 

that of a similar private business activity and not that of the government. Exemptions to 

these requirements need to be justified by an independent and rigorous cost–benefit 

analysis that demonstrates the net benefit to the community.  

Pricing and regulatory reform 

Pricing and regulatory reforms that provide investors in infrastructure with a revenue 

stream through the life of the project based on full cost recovery and a competitive rate of 

return on a risk-adjusted basis can provide greater incentive for private investment. It can 

also promote the more efficient use of existing infrastructure and avert or defer the need 

for new investment. The working group should examine where Australia’s governments 

can further pursue pricing and regulatory reforms under Australia’s microeconomic reform 

agenda in the energy, water and transport sectors. 

Planning 

Governments should adopt longer-term, integrated planning systems that identify and 

prioritise the infrastructure projects Australia needs to support productivity and economic 

and population growth. Priority projects should be identified according to rigorous and 

transparent cost–benefit analysis so that resources are directed to where they have 

maximum impact on productivity and improved living standards. Having identified the best 

projects, a regular flow of projects to market, such as via PPPs, will help sustain a 

competitive private market for infrastructure provision and financing. 

Procurement processes 

As a priority, governments should act to restore confidence in public tendering processes 

after numerous examples of poor outcomes for private bidders (e.g. toll roads, NBN 

tenders, some water projects, etc). These processes and outcomes have added to costs 
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and risk for investors and have created a disincentive for continued involvement in 

government procurement processes. 

General policy environment 

Governments in general should prioritise policy reforms that will reduce the risk and costs 

of providing major projects in Australia and thereby create a better environment for 

private investment to occur. 

A variety of factors impact on the cost-effective delivery of projects including: access to 

skilled labour; workplace productivity; regulatory approval of projects, and community and 

political views about developments, particularly for large-scale infrastructure investment in 

established cities. Addressing these issues will be essential if we are to successfully 

deliver Australia’s current extensive pipeline of infrastructure and resources projects. 

The BCA is currently undertaking research into the factors impacting on the successful 

financing and delivery of large capital projects in Australia. The findings of that research, 

once completed, may be of interest to the working group in its deliberations. The research 

will be used to develop a BCA policy agenda for discussion with governments later in the 

year. 

CONCLUSION 

This submission draws upon the BCA’s established infrastructure policy agenda to 

suggest priority areas of focus for the working group in its consideration of reforms to 

attract finance towards infrastructure investment. 

We would welcome further opportunities to engage with working group and the 

government on the issues raised in this submission and any detailed proposals that might 

arise from the review. 
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