A modest Federal 'borrow and build' program could give
Australia a complete transport infrastructure solution within 20
years.
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While we wait (and wait…..and wait) for monetary policy to work, and as the economy continues to
slide, business leaders are starting to advocate Federal borrowing for infrastructure.
The specific proposal set out below shows how this could work.
A modest Federal 'borrow and build' program could give Australia a complete transport infrastructure
solution within 20 years. It would also give a much-needed boost to confidence in the short term, and to
jobs and to the economy over the 20 years of the program.
Borrowing and spending could start in 2013.
The recommendation is for an ongoing program to borrow 0.6 per cent of GDP - $10 billion a year and then the use of half of this for 50-50 subsidies to private projects. This would give new annual
expenditure on road and rail of $15 billion.
With indirect jobs and multiplier effects, total new spending across the economy would be more than
$20 billion each year (1.2 per cent of GDP), which would yield extra tax revenue of around $5 billion
annually.
The Federal Government would receive about $4 billion of this, and, relieved of some of its
responsibilities for funding infrastructure, its budget would be better placed to transition the current
downturn, and prepare for new responsibilities in education and disability.
In the mid and long-term, the Federal Government would also benefit from the very substantial
ongoing inflation-indexed extra tax income that will be generated by the boost to the economy from the
new infrastructure.
State governments would get some $1 billion a year extra GST revenue and they too would be relieved
of much of their responsibility for major infrastructure.
These totals would grow in proportion to the growth in GDP.
Federal borrowing spreads the load to a surprising degree. Extra annual debt servicing cost for the
program at, say, five per cent per annum would be $500 million. Across the population of 23 million,
this would come to only $22 per person in the first year, $44 in the second year, and so on.
Over the 20 years, the program would generate spending of over $300 billion in 2013 dollar terms,
which should be enough to bring Australia's transport infrastructure to world standard well before 2033.
This program would come into being at just the right time. Present methods of funding transport
infrastructure are drying up. State and Federal budgets are under severe pressure, the better
opportunities for stand-alone private investment have been taken, numbers of private investments are
going into administration. Also, scope for further sell-off of government assets is limited.
Because of these weaknesses, too little is being spent too slowly to deal realistically with the growing
transport problems in our big cities.

At present rates, Australia's population will grow by at least 20 per cent by 2033. Without major new
money coming into the equation, this growth will quickly overwhelm the system, threatening gridlock
and huge social and economic cost. Sensible Federal borrowing would change the situation completely,
and give a desperately needed lift to the economy along the way.
After the GFC we all now know that it is the proportion of net debt to GDP that is the real measure of
fiscal health, not the simple dollars of debt.
Never mentioned, however, is the fact that that debt as a proportion of GDP shrinks quickly year by
year as GDP grows. With Australia's nominal, ie. money, GDP likely to grow in the coming years at
around five per cent per annum, a borrowing in any year shrinks to half as a percentage of GDP in
under 15 years, and to a quarter in under 30 years. So much for the silly myth that debt burdens the
next-generation.
Allowing for GDP growth, Infrastructure Bond debt would peak at about 7.5 per cent of GDP in 2033.
By that time, for the reasons outlined above, the current debt will have shrunk from about 12 per cent
to 4-5 per cent of GDP. Thus the overall net debt/GDP situation in 2033 would not be too different from
where it is at present, and should continue to shrink as a proportion of GDP after 2033.
Virtually everyone in the country will benefit from the 'borrow and build' program. After taking two or
three years to get fully established, the program would bring benefits to employment, transport costs,
consumer prices, industry viability and productivity.
Commuters would see worthwhile improvements within a few years, and get life-changing relief within
a decade. Major metropolitan roads might get attention quickly, and people in regional areas could get
new bridges and greatly improved road and rail very early in the program. Fares and tolls on the new
work would be less than half present levels, and there would be no need to reintroduce tolls on existing
roads.
Within a decade, city residents would see the progressive establishment of high-class comprehensive
urban rail systems, a pattern of well-planned adequate capacity expressways, and in Sydney, a start on
an extra harbour rail crossing link. There will also be new regional light rail networks in Parramatta and
other medium and big cities across the country
The next-generation would inherit a winning combination of world-class transport infrastructure and
low debt. This will help prepare the country for its next big hurdle, the budgetary pressures of
population ageing after 2033.
The borrow and build program is too good an opportunity to miss.
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