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Big project spending will stir up stagnant economy

Glenn Stevens made headlines last

week by suggesting economic growth
below 3 per cent is the new normal.

Ashe putit: "Perhaps the growthwe
have seen s in fact closer to trend
growth than we thought”.

Over the last five years Australian
GDP growth has averaged just 2.5 per
cent. Although he didn’t use the words,
itseems that Mr Stevens has bought
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chasing too few investment Ireland for that matter. Now that the
opportunities. This shift probably mining boom is over, Mr Stevens' “new
occurred after the massive productivity : normal” is there for all to see.
gains from the 1990s information ‘This depressing scenario (pun sort of
technology revolution tapered off. But raises the obvi
the shift was masked by the huge real ofwhat mlgmbedoneaboutlt.'mat’sa
estate bubble in the US and vital because of whata growth
in the 2000s. Indeed, in Summers’ view, : ratewitha 2in frontof it means for
the only reason that the US economy unemploymentand the federal budget.
did not overheat during the housing Don'tforget that the 2015 budget
bubble was because of the underlying assumed economic growth in 2016-17
decline in potential growth. would be 3.25 per centand that

‘Why is the RBA just coming to this unemployment would peak at 6.5 per

realisation now, when it seems to have
been apparent elsewhere for some
time? Well, unlike the US, Australia

cent. Notonly isitan important
question, it'sbound tobea
controversial one in thatit puts at

¢ butmay fuel asset price bubbles. Still,

given the economic slowdown, interest
rate cuts seem prudent. But they can
only goso far, and achieve somuch,
beforewe hit the so-called “zero lower
bound”. Indeed, if one thinks that the
real rate of interest is now negative
then it’s impossible to match the actual
interestrate toit

Thatlogic leads to the second

Reply

monetary policy is less effective than it
used to be then the spotlight will shift to
fiscal policy. Yet the need for large-scale
government spending opens the door
to every wasteful pet project
imaginable. We could quickly befacing
“pink bats on steroids”.

To combat this, we will have to start

intwodistinct categorles investment

possible response: provide
investment opportunities being chased
by over-abundant saving. The best
prospect here is large-scale

cture investments—
something Australia sorely needs.

and recurrentsp in
infrastructure should be treated llkea
charged to the bottom line overits
usefullife, not in one hitwhen the
investment ismade. And itshould be

into the economic theory “secular experienced a massive mining boom centre stage the role of fiscal policy in These, of course, cost money. But subject to the same kind of cost-benefit
stagnation”, whose most forceful that provided huge productive managing economic growth. precisely because of low interestrates, : calculations that private enterprise
recent proponent has been formerUS | investment opportunities. Until ‘There are broadly two op o gover borrow very cheaply. | performs.
Treasury Secretary Larry Summers. recently. address this decline. The firstisto However, this sounds all a bit If Mr Stevens is right, and secular
Andifhe’srightthenwe are setfora Arguably, the mining boom was the reduce the actual rate of interest. “Keynesian” and certainly doesn't fit stagnation has hit Australia, then we
big, ongoing debate about the role of thing that masked secular stagnationin : Unlike the US, Australia has room to wellwith the Coalition’s focus on debt will not only need to get used tolow
fiscal policy in economic management. | Australia the way the housing bubble move on short term interest rates. and deficits. And this sort of spending growth, buta more nuanced public
Secular stagnation positsthatthere | didintheUS. Exactly 200 bass points of room. Butit : may notbe short-term, unlike in debal pending progr
hasbeen a permanent lowering of the Australia, too, has seen a massive isunclear that further p Tecession. And Mr Abbott may get his wish: to go
equilibrium real rate of interest—and run up in housing prices, butrelativeto : rateswill have much moreeffec( given In fact, if the secular stagnation down in history as “the infrastructure
hence potential stable growth rate of the US thiswas driven more by people helarge cuts that h: 1 P! isright, then low growth is Prime Minister”.
advanced economies— because of a trading existing housing stock at occurred. not the only “new normal”wewill need
shift in the supply of, and demand for, higher and higher prices, rather than Reducinglong term interest rates togetusedto. Richard Holden is professor of economics
savings. overpaying for newly built houses in through bond-buying programs ‘Wewill have to reboot the old at UNSW Australia Business School.
In short, there is too much money LasVegasand Arizona. Or Dublin, ( sing”) P governmentspending. If : Twitter: @profholden.
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Ignoring the gifted comes ata cost | ifineayite + | morPrebeesend
gn g of hiding gay life

GIFTED AT SCROOL...

Inyourarticle “Votesvvows” (AFR,
August15) you quote Janine Middleton
talking about her time as MD of
JPMorgan London. Her description
of her gay staff “editing” their livesina
business context perfectly described
how Ireflecton my almost40 years in
financial services.

Yes,Ichose towithhold part of

The federal opposition may perhaps
havealegitimate concern in relation to
the now declined speaking
engagement by Justice Dyson Heydon
(“Labor steps up push to oust Heydon”,
AFR, August19). But including in this
cconcern opposition to the Royal
‘Commission into Trade Union
Governanceand Corruption exposes
lAbor tocriticism.

myself, toc
language to describe my pa.rmer to
exclude myself from social events—but
thesewereall survival mechanisms.

issues. Given the
revelauons ofwrongdoing before the
commission so far, there is no doubt
thatitis in the interest of workers,

This approach has been hard to break, and the union
even after my staff, and managers, itself, to continue with an inquiry.
ated terr inc
‘While the approach of businesseshas | Michael Schilling
changed significantly, don’tdiscount Millswood, SA
the residual impact of years of
‘Those of us who workwith gifted i school) is notequipped todealwith this : by the poor PISA (Program for condltlonlngon gay employees. Efforts
children and their (often distressed) ¢ diversity: simply handing gifted International Student A ) barriers, all The Modest Member
parentsare too familiar with the ; students the text book from the next band scores. unconsdousbias againstgay menand
problems identified by Emily : yearupisnotanadequate response. Much of the problem can besheeted | women deserve to rank equally with the showed the way
Parkinson (“Stretching the gifted”, Even when schools doaccelerate home to two factors: alack of efforts to remove discrimination based
AFR, August17). Primary teachers : gifted kids, fit f thevalue of teachingasa | ongenderand race. Paul Keating has always tried to use
generally don’t have the training to : timetabling and other difficulties for profession and a systemic refusal to ‘Thankyou Janine Middleton for history, or rather his sour and distorted
identify less: child H and teachers. This can be cater for the needs of gifted students. giving me the words to describe velsion ofit, as a political weapon (see
In myworldng/pracuae e, Iveevenseen compounded by the specific Until these are addressed, we'll how my life has been Menzies in
highly-gifted children beingdumped ;| requirements of the subjects being continue to experience the national aCToSs SO mary years. World War 10). His claim thathe did not
into remedial programs. | taught. economic penalties of both a brain seek Howard’s support for financial
Theaverageclassroomhasanability :  Toooften, theway mathsistaughtin : drainandanenormousamountoflost | David Madden reforms begs the question of how far
range of atleast 50 IQ points. This i primaryand juniorsecondaryschools : potential. Bowral, NSW those reforms would have got had the
meansthataclassof10-year-oldscan  : givesgifted studentslittle scope,and Coalition actively opposed them.
have the intellectual range of eight-to- | many switch off. The problems with KerrieMagee Others can comment on the details
13-year-olds. Theaverage teacher (and : maths progr are Epping, NSW inn? | ofHoward’s policies in opposition and
i Why the gay obsession? ki i o
BillShorten is thatassoon as the whole D
. . ] . he becomes prime minister he will legacy and model of national
Renminbi move is a storm in a teacup legitate for gay marriage. Withthe | protection” would nothavebeen
and Twould possible but for the long,
think the mausrofgxy marriagewould lone}yyeals ofwork by BertKelly, the
The hysteria over the increased i everytrader doeswith every other how seriousitis. Theanswer thatthisis | be theleastof his concerns. “Modest Member”, ceaselessly arguing
fl of the It | currencypairintheworld. verymucha large hysterical stormina Itboggles the mind why the issue of andwriungioexacuy thatend, and
is suggested that the People’sBankof |  Thesamehappenedonthethirdand ; verysmallteacup.A depreciationofthe | gay marriage hastaken onsuch
China (PBOC) iall qr days following the renminbi in the order of 3 per centisa prominence in recent times. How many | public opinion andf pollcyma]d.ng, Mr
of the renminbi as a deliberateattackin : originalrebasing. The market trading very small calibre round in any so- votes is there in the gay-marriage issue? | Kellywasa Liberal and received no
acurrency war. The facts are : isusedtosetthereference pointforthe : called currencywar. ‘What about the ramifications of the help from Labor - rather the reverse.
somewhatdifferent. : trading band on the next day. It's not ‘This liberalisation of the exchange Trans-Pacific Partnership thatwe hear Itis a pity Keating did not
The PBOC rebased the ina | currency by the PBOC. rate should also be placed in the solittle about. Why doesn'tMrShorten | acknowledge this brave and lonely
single move. The nextday’sreference i The market—butapparently not the context of the redeploy of China’s theseand more figure or the Coalition “dries”who
pointwas calculated based on the i Americans- believe the renminbi is foreign currency reserves through the pressing matters? We are tired of followed him, but generosity of spirit
market move of the p: d: is T ,and the market has Asian Infrastructure Bank | politic gontheminors | hasneverappeared to be one ofhis
‘was not some PBOC secret formulaas : moderated and continued the while the majors are being neglected. long suits.
had applied in the past. Itwas depreciauon pressures. Daryl Guppy
referenced directly to the market of how Guppytraders, Jay Nauss Hal Colebatch
behaviour of the previous day justlike isbemgachlevedwe have toaskjust Darwin, NT Glen Aplin, Qid Nedlands, WA
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