CHAPTER three


The information technology industry


Introduction


The future of the information technology industry is atypically dependent on significant government involvement. This affects the prospects of the domestic and export markets of the established computing, software, telecommunications and entertainment sectors and the telecommunications manufacturing sector. The Government is in the enviable position of influencing whether a new venture such as a local chip manufacturer should proceed.


Industry specialists and public and private sector reports in the past two years have concluded that the government role is critical to the ultimate scope of the industry development and to the quality of its contribution to employment, economic vitality and social development.


They unanimously agreed that without deliberate government action there were two possible outcomes. First, Australia’s great potential in this area will not be realised. Second that government’s indecision and lack of leadership could potentially contribute to Australia’s future economic decline.


The evidence presented to the committee argued that the information technology industry requires an active government role�. Reasons for this approach include:


information technology is set to rapidly reshape much of the economic and social activity of Australia and create large numbers of high value positions;


key sectors in this industry are dominated by a few major companies who have achieved oligopoly status and their location decisions are based on their bargaining power with governments;


the industry controverts conventional economic analysis, in that core segments of the industry such as chip manufacture, telecommunications and multi-media are characterised by increasing returns to scale;


market failure is endemic as technology development creates the potential for new linkages and communications, but external effects, spillovers and transaction costs, as well as limitations in information dissemination, thwart their realisation.


Together the above four reasons constitute the case for a more active role by government.





Australia needs to be at the leading edge of information technology. While the relative importance of primary and secondary industries to modern economies is declining, the IT industries are at the leading edge of the growth in service industries. A leading edge IT industry would be a key enabler for other industries, it would give Australia a stake in the world’s fastest growing industry and would reduce the trade gap. In the words of the Goldsworthy report The Global Information Economy: The Way Ahead:


If we, as a nation, are to compete effectively in the global market place in the decades to come we must become leading and proficient producers and users of information technology.�


For a country like Australia, the IT industry has some very desirable features:


it could be located in Australia as easily as anywhere else – no country appears to have particular advantages which could not be duplicated here;


the output of the industry contributes to the competitiveness of other industries and businesses;


Australia’s pool of language skills offers advantages in a number of areas - from operating international call centres through to software exports and information services;


the industry requires a variety of highly skilled personnel, but also offers relatively unskilled jobs in data processing, booking and ticketing operations and the like;


the sector has been growing very rapidly and this trend is expected to continue.


In Australia’s situation of high unemployment, the last two factors are extremely important.





The role of IT as a productivity tool for Australian business involves important considerations. IT applications used in business are often integral to the business concerned. Evidence was put by the Australian Information Industry Association (AIIA) to the effect that the main role of the IT industry is the provision of services to business. IT “enable[s] other industries to become more competitive in improving productivity and performance.”�


The development of Australia’s IT industries has recently been the subject of a series of reports. In addition to the report by the Information Industries Taskforce chaired by Professor Ashley Goldsworthy�, the Committee has examined:


Spectator or Serious Player? Competitiveness of Australia’s Information Industries, Report to the Information Industries Taskforce, David Charles, Roger Allen and Roger Buckeridge, March 1997.


Mapping the Information Industries, Productivity Commission, Staff Information Paper, John W Houghton, Michael Pucar and Catherine Knox, July 1996.


The arguments for an active government role and the form this role might take are detailed in the following five sections.


The Economic and Social Significance of Information Technology


The Australian IT market in 1997 was worth $17.9 billion. This represented an increase of 9.9 per cent from the previous year and it is projected that IT spending for 1998 will reach $19.8 billion and $28.5 billion by 2002.� 


Professional and other services made up almost thirty per cent of the nations spending on IT, at just over $5.3 billion and a growth rate of over 33 per cent. This has become the largest component of the IT market. 


One of the biggest areas of new spending in 1997 was the internet, where many companies increased their web related budgets by around 60 per cent. Companies investing in the internet can achieve returns within months, with on-line projects such as electronic commerce benefiting more people and showing better overall returns on investment than traditional projects such as client/server systems. 


High technology goods and services are the fastest growing in terms of output, employment and wages, and are likely to continue to be, as technical changes accelerate and trade liberalises. Australia is competing for the high technology investment that supports much of R & D and flow-ons that are essential to maintain a high skill, high wage, high employment economy. In the absence of government policy action targeting IT industries, Australia is unlikely to reap the benefits.


There is a considerable inter-relationship between the IT industry and other industries. The manufacturers of computer components and equipment are also involved in the production of a wide range of electrical and electronic equipment, particularly in telecommunications. Many manufactured goods, such as cars and electrical appliances, now incorporate computerised control systems. There is a general expectation in the IT industry that the next decade will see a convergence of technology and equipment in the computer, communications, information and entertainment areas.


Economic Significance of the Industry Structure


The information technology and telecommunications industries (IT&T) are among the fastest growing and most dynamic industry sectors in both the Australian and world economies. The world IT&T sector has been growing at an average rate of about 13 per cent per year, with no sign of this growth slowing.


The industry has grown rapidly over the last 30 years as computers have changed from being uncommon and expensive research tools into cheap, commonplace and powerful tools which have permeated almost every aspect of Australian society. Computer equipment has also become commonplace in Australian homes and the use of computer equipment now underpins the operation, efficiency and competitiveness of almost every Australian industry.


Growth in Australia has matched global growth rates but this is a little misleading as Australia started from a lower base in terms of its share of the world market. At present, the IT industry in Australia is not really significant in international terms. Australians consume 2 per cent of the world output of IT and the industry exports approximately 0.3 of 1 per cent of the world output. In contrast, the penetration rate for mobile phones in Australia is the fourth highest rate in the world and more than double the average rate for the OECD countries.�


In 1995-96 there were some 13,535 businesses in the IT industry that employed approximately 204,000 persons. Of these businesses, 89 per cent (12,014) employed less than 10 persons, 14 per cent of the total employment. In contrast, 1 per cent of businesses (146) employed 100 or more persons accounting for 70 per cent of the total employment.� 


So the majority of the firms are small, with many having strategic alliances with the large multinational companies. There are a number of major multinational companies which have established strong bases in Australia. Telstra is the largest employer with over 73,000 employees in 1995. In that year Telstra accounted for 41.7 per cent of market revenue for the IT&T sector and the ten largest firms generated 63.4 per cent of revenue.


The computer industry is most frequently considered in terms of the supply of hardware and software alone. However, the IT industry as a whole encompasses a wide range of activities including computer equipment design and assembly, component and peripheral design and manufacture, design and production of silicon chips, software development, content production, and communications equipment. In line with this, the computer industry has evolved from the simple supply of computers to include the provision of various professional services. The supply of hardware is still significant, but rapid changes in technology have produced enormous productivity changes, making almost unlimited computing power available at a modest cost – a cost that is declining by about 40 per cent per annum.


The IT industry offers its customers solutions to business needs, often custom made solutions for individual companies. Given the nature of the product it is usually not possible to test a solution prior to its installation and the probability of the proposed solution being successful is difficult, if not impossible, to determine in advance. For that reason, the past record of the company in meeting the needs of earlier customers becomes a very important consideration in the choice of supplier. In this respect IT companies are like building contractors - the customer typically looks for much more than the tendered price. References from previous jobs and inspection of past work become at least as important as price.


The IT industry has already become one of Australia’s major industries and is continuing to grow rapidly. Industry turnover in 1995-96 was $55,136.5 million, of which 87 per cent was generated by the IT & T specialist businesses within the industries. Exports by the information industry already exceed those of many historically important products such as wool, meat, and wheat.� Table 5.1 shows the revenue from each sector of the IT industry in 1995-96.�


Table 5.1


Telecommunication Services�
Wholesale Trade


�
Computer Services�
Manufacturing�
�
$17,960.8 million�
$22,886.5 million�
$7,977.0 million�
$6,311.7 million�
�



Exports and Imports


Exports of selected IT & T goods and services totalled $3,591.5 million in 1995-96, an increase of $3,159.5 million since 1990. Table 5.2 details total Australian IT exports by sector.


Although Australia’s IT exports have grown rapidly its imports of IT equipment are much larger. Total IT goods and services imports reached $10,502.6 million in 1995-96, an increase of $2,318.6 million since 1990. Australians, on a per capita basis, are the second biggest users of IT&T products in the world, behind the US. It is projected that this trend will continue, with growth at around 11 to 13 per cent over the next few years. Table 5.2 also details Australia’s IT goods and services imports by sector.


Table 5.2�


Production of selected IT & T 


goods and services�
Imports


$ m�
Exports


$ m�
�
Computer hardware�
 5,452.7�
1,704.5�
�
Communication/telecommunication hardware�
 1,921.3�
   606.9�
�
Other hardware�
 1,517.3�
   129.9�
�
Packaged software�
    431.4�
     99.6�
�
Computer services�
    139.6�
   189.9�
�
Telecommunication services�
      1,040.3(a)�
       860.6(a)�
�
Total�
10,502.6�
3,591.5�
�
(a) Includes both postal and telecommunication services trade.





Australians have been quick to introduce computers into the home, with penetration rates in Australia comparing favourably with other countries. This rapid adoption of new technology by consumers unfortunately has not been matched by a faster growth in the industry. Mr Reidl, Executive Director of JTEC Pty Ltd stated:


We are one of the world’s leading technology using countries - we adopt technology faster than almost anyone on the planet - we just do not produce any of it, or at least very little of it. Therein lies our balance of payments problem.�


The growth rate in the IT & T industry has resulted in a net trade deficit of some magnitude which, if not addressed, will pose a serious threat to the Australian economy. Based on current trends the Department of Industry, Science and Tourism (DIST) has predicted that by the year 2005, Australia could have a $61 billion trade deficit. The Goldsworthy report was a little less pessimistic, estimating the likely deficit to be $46 billion, while the Spectator or Serious Player? report suggested $30 billion as the likely figure.�


Telecommunications


The introduction of competition into the telecommunications market by the Telecommunications Act 1991, has resulted in increases in local production and exports of telecommunications equipment and services. There has been a significant improvement in the performance and international competitiveness of Australian telecommunications supply industries.


Sales of locally manufactured telecommunications equipment have increased from $2 billion to $4 billion and exports from a low base of just over $100 million to $1.2 billion. The industry development carrier plans have resulted in significant investment by the three carriers - Telstra, Optus and Vodafone. Under this stimulus, R & D expenditure totalled over $1,100 million by 1996. The major exports are fibre-optic cable and switchgear.


Current Policy Framework


The current strategies on which the government has been basing its policies for the IT industry were essentially developed in 1987. The government has commissioned a review of the IT industry and established an Information Industries Taskforce. The Taskforce, headed by Professor Ashley Goldsworthy, is to provide advice to the government on the development of a new National Information Industries Strategy, aimed at encouraging the development of IT&T industry in Australia. From this strategic framework, the particular policy and programs needed to encourage industry development will be established. The work of the Taskforce will be supplemented by the report Spectator or Serious Player?� which undertook a study into the competitiveness of the information industries in Australia.


The Goldsworthy report contains many recommendations aimed at stimulating the growth of IT industry in Australia. Its recommendations envisage an assertive role for government in establishing an environment that strongly encourages growth in the IT industry. The Prime Minister has already acted on one of the report’s recommendations by appointing the Communications Minister, Senator Richard Alston as Federal Information Economy Minister.�


Current Business Programs


There are currently two major government schemes aimed at reducing the trade deficit in IT: the Partnership for Development (PfD scheme); and Fixed Term Agreements. Both schemes require companies wishing to access government IT contracts to make a commitment to a range of activities, including exports, R&D and strategic alliances with Australian partners. The schemes appear to have had some success by at least slowing the growth of the gap between exports and imports.


In the past three years the number of companies participating in the PfD scheme has increased from 40 to 110. DIST has indicated that the scheme is succeeding in terms of developing strategic relationships with local companies which are building a base for growth of the industry here in Australia. The major multinationals are attracted to Australia as a site for R & D because of the level of skill of our workers and a wage structure which is relatively cheap compared to the US, and even Singapore.


The majority of multinationals operating in Australia have supported the Partnerships for Development and Fixed Term Agreements. The schemes have made overseas parent companies focus on investing in Australia for a number of reasons:


Australia is the second biggest market in the Asian region after Japan;


Australia is seen as the headquarters for the Asian region;


government stability;


common language; and


common time zone with much of Asia.


The schemes have also shown that there is a body of skill and expertise in this country which has enabled Australian subsidiaries of multinationals to attract more funds for R & D. An example is NEC, which has 250 employees engaged in R&D in Melbourne. Melbourne and Japan are NEC’s only R&D centres.


Companies also want to enter the Partnership for Development or Fixed Term Agreement schemes because this gives them a form of accreditation. It allows them to market themselves as an Australian endorsed supplier - a valuable asset in the marketplace. People see this accreditation as a measure of quality which facilitates a company's entry into new markets.


Implications of Existing Policy Approaches


According to the Australian Electrical and Electronic Manufacturers Association (AEEMA) the government has made a range of policy decisions which have impacted adversely upon manufacturing.� These have included:


abolition of the computer bounty;


changes to the Tariff Concession Scheme which has lead to a 3 per cent increase in the price of a range of imported components (previously duty free);


reduction in export support through the abolition of the DIFF program and changes to the Export Market Development Grant Scheme (EMDG);


increases in Customs costs on imported components; and


reduction in support for R & D through the cut in tax concessions from 150 per cent to 125 per cent and changes to eligibility definitions.





DIST has been advised by industry representatives that since the government’s decision to withdraw the bounty, some companies have put on hold investment decisions while they wait to see the impact of withdrawal. Mr Evans, First Assistant Secretary, Industry Division, DIST, felt the decision may affect the companies using IT in their activities and who have access to the bounty, more than the people who invest in major IT projects. Dr Williamson, Assistant Secretary, Information Industries Branch, DIST, stated that it is likely to be a staged effect and impact more heavily on future decisions concerning renewing investment and/or new investment. However, at least one witness, Mr Edwards of the Australian Printed Circuit Manufacturers Association, reported an immediate impact of the bounty decision, stating: 


I am disappointed to report that, as a direct result of the government’s bounty and TCS decisions, three facilities representing 25 per cent of the industry’s capacity will close or be subject to fire sale by the end of this year (1997).�


Another issue, which was raised during inquiries into the removal of the bounty, is the anomaly in the way tariffs are applied to computer equipment. This was brought to the attention of the Senate Economics Legislation Committee during its inquiry into the Bounty Legislation Amendment Bill 1996.� Fully assembled computer equipment can be imported into Australia duty-free but Australian assemblers of computer equipment must pay a tariff of between 3 per cent and 5 per cent on imported components. This significantly disadvantages Australian assemblers who are competing against importers of computer equipment.


The Government announced in the 1998 Budget that it will remove import duties on inputs to the manufacture of information industries equipment from 1 July 1998. This decision will allow local IT and component manufacturers to compete more effectively with large multinational companies such as IBM. In addition, the tariff on information technology inputs that are subject to a tariff concession order will also be removed.�


International Context


Many countries have implemented a range of policies designed to foster the development of industry in general and to attract and promote specific key industries, such as IT.� The incentives include:


tax relief through concessional tax rates, tax write-offs for investment in production facilities, export based tax deductions and the exemption of royalty payments from tax;


support for research and development through tax incentives, grants, subsidies and the facilitation of R&D consortia;


incentives such as grants and land aid to attract large foreign projects;


government procurement practices which favour local suppliers;


the provision of soft loans at concessional interest rates to exporters;


training incentives and subsidies for science and technology personnel;


the provision of development loans for SMEs unable to obtain commercial loans;


insurance for investment in publicly listed venture capital funds and government provision of venture capital; and


incubation programs to promote technological entrepreneurship.


Some of the countries which offer these incentives have been very successful in both attracting foreign IT firms and in developing their domestic IT industries. Singapore and Malaysia have 7 per cent and 5.5 per cent of the world market respectively. Evidence given to the Committee has proposed that Australia should follow a similar interventionist approach, with the objective of fostering the rapid growth of Australia’s IT related industries.


The semiconductor (silicon chip) industry is a US$151 billion global business that is growing at over 20 per cent per year. By the year 2000, 102 new silicon chip fabrication facilities will be built around the world. Sixty two of these are expected to be built in the Asia/Pacific region but none in Australia.


Quality Semiconductor Australia (QSA) operates the only silicon chip manufacturing plant in Australia. In 1995 Quality Semiconductor Inc (QSI), a US based chip company in Silicon Valley, was looking at semiconductor fabrication plants in the US and Asia. AWA MicroElectronics approached QSI looking for an investment partner. After visiting Australia QSI found the plant suitable, but it was mainly the calibre of the process engineers that convinced them to buy the plant.


A view was expressed that without the establishment of certain types of fabrication plants (i.e. silicon chip plants), Australia is hindered in the development of its domestic IT industry. Several countries, including Singapore, Malaysia, Israel and Ireland, have attracted projects to build fabrication plants through government assistance. Singapore is actively seeking to attract more fabrication plants by the year 2000, while 15 to 20 plants are currently planned or under construction in Taiwan.


The next generation of plants will produce .35 micron chips and it is estimated that it will cost $2.5 billion to construct a plant to produce these chips. The Australian Government would need to provide assistance of around $400 to $500 million to attract such a project to this country.


Intel and DIST have held talks about the establishment of a factory for the next generation chip. Australia meets most of the criteria in comparison to our Asian rivals, that is, stable government, common language, appropriate skill base, proximity to the growing Asian markets, international airports, and a quality environment. The area where Australia fails, is in the level of assistance offered by government to attract such an industry.


Proposed National Approaches


The Goldsworthy report outlined seven key challenges which are the focus of the National Information Industries Strategy. Those challenges are:


recognising the size, impact and strategic importance of the information industries, and the need for a National Information Industries Strategy;


national leadership;


pro-active investment attraction;


going global - exporting information and communication technology to the world;


enabling and empowering users across the economy;


enhancing skills formation, education and training; and


enhancing research, development and innovation.�


Industry Strategy


IT industry representatives presented to the Committee a range of measures that would assist Australian IT to participate fully in the industry’s world-wide growth. AEEMA emphasised the need for Australia to develop a cohesive national strategy for the IT industry, and for the government to take an active role in creating the environment in which IT could be developed in Australia.� Mr MacDonald, Manager of AIIA reinforced this view:


Put simply, AIIA believes there must be a national vision for the industry. This is the approach taken by our competitors such as Malaysia, Singapore and, more recently, Ireland. A national vision will allow the often disparate initiatives of government portfolios to have a focus, and allow state and territory governments to develop their infrastructure capability and skills in a way that does not fragment investments and add cost to the industry.


Underlying the vision, the government must adopt principles about a national approach and enabling policies. The supporting principles might include, firstly, a coordinated national approach with high level political commitment; secondly, the creation of a predictable market-oriented environment covering customs, privacy, security, intellectual property protection and technical standards - things of that note - thirdly, support to what is called the digital economy, particularly government leadership in the use of IT and service delivery; fourthly, the adoption of an aggressive investment attraction policy, which would include a competitive tax regime, support for the local industry, particularly in terms of venture capital, and the attraction of global scale information industry investments; and last, but not least, support for innovation and exports.�


Collaboration for Export Development


Government purchasing


SCITEC Ltd gave evidence that it was only the references it received from the Australian Department of Defence that enabled it to win a contract for NATO’s communications system. IT companies have long argued that the best assistance they can have in winning international work is a reference from the Australian Government. The Australian Government and, indeed, other large purchasers in Australia, should regard it as their duty to ensure that small Australian suppliers are treated fairly in making purchasing decisions, invitations to tender and the like.


The old National Procurement Development Program (NPDP) formerly funded suppliers wanting to display innovative solutions to government projects. If it were regenerated, such a scheme could be extended to large private sector bodies seeking subsidies to allow innovative suppliers a chance to demonstrate their capabilities.


Industry representatives emphasised the importance to the IT industry of government decisions to purchase equipment in Australia. These decisions provide work for the Australian industry and help them to demonstrate their capabilities to overseas buyers:


I would also like to stress that for us to see a vibrant local industry, and in particular for our business - my business - to see a vibrant local industry, it seems to me that policies on government and semi-government purchasing preferences for local companies are very important. We have certainly enjoyed business that has been very successful. I believe one of our largest clients, Digital Equipment, is in the country and manufacturing as a result of its partnerships with Australian government agencies. We have also enjoyed very good business over the years with Motorola on the same basis.


I think it is important for you to understand the filter-down effects of those sorts of policies. They not only support the companies like digital, they run right the way down the line ... �


... SCITEC equipment was provided as the backbone for NATO communications system. We won that only because of the references that we got from the Department of Defence. When we won the job for NASA as being the supplier of the telecommunications for the wide area network, equipment that joins their space centre with Houston, we won that only because the people within Qantas who were well regarded at the time, provided us with the references. Without the continuing support of government instrumentalities, like those and many others, we will not be successful internationally.�


However, JTEC Pty Ltd is not happy with the current Government’s IT outsourcing policy. The JTEC telecommunications company was established after discussions with Telstra in 1986. They make high-tech communications equipment which is mainly outsourced and 20 per cent of their business is with government. Mr Reidl stated in evidence to the Committee: 


We have a particular instance at the moment which is typical of what is happening in Canberra. There is a major contract out by Department of Defence and it is being let to the system integrators. There are seven on the approved panel. They are almost all multinationals and they are almost all equally product suppliers of their own. We have a compliant product which is Australian made. There are some millions of dollars worth of equipment.


We cannot get to the bid table because the system integrators will not bid our product because they have their own to offer. How do you get IBM, for example, to bid your product when they have a competing product of their own? You just cannot do it. And it is something that occurs even when they do not have their own product because, being multinationals, they have the multinational mentality and they tend to operate with the people they are familiar with. They buy from the people they know, and they are almost inevitably other multinationals, and they often have worldwide agreements to do so.�


Research and Development


AEEMA believes that the Government should act to encourage innovation and knowledge production in the economy. With this end in mind it has urged government to:


reinstate the 150 per cent research and development tax concession;


reinstate a tightened R&D syndication scheme or similar vehicle;


encourage the formation of industry/research consortia with access to a range of government incentives;


retain the Computer Bounty Scheme; and


continue technology transfer programs such as the Partnerships for Development Program.�


Capital Availability


The IT&T industry is concerned that, due to its small market size, Australia cannot attract the venture capital required to maintain the industry’s future growth. There is also a lack of expertise in the venture capitalist area that hinders start-up firms seeking funds for their proposals. In the US, the method of obtaining capital is much more professional, usually involving a layer between the financial institutions and the companies, known as specialist venture capitalists, to raise the funds for start-up firms.


Although specialist venture capitalists are interested in coming to Australia, we are unable to attract them because the prime tool for investing in start-up firms is the limited partnership. In 1992 these partnerships were severely constrained due to abuse.


The industry recommends:


time-weighting capital gains tax such that assets held for longer periods attract a lower tax rate; �and


reducing the tax on Australian-sourced earnings of public superannuation funds, to encourage a stronger focus on domestic capital formation. �


Education and Training


Some evidence suggested that there is a world wide shortage of people with expertise in the IT&T field. Jobs are readily available for people with particular skills. These include:


Programmers


Systems engineers


Software engineers


Telecommunication engineers


In Australia a number of major companies have difficulty in recruiting qualified people. By contrast, a graduate with the right qualifications can get a well-paid job plus stock options in the US.


It is not the quality of training that is the problem, but the number of people being trained. Some evidence suggested that, despite lowered tertiary entrance scores and strong employment prospects both within Australia and overseas, universities are having problems attracting students to their IT courses.


Creating Alliances


As mentioned previously, there are significant markets for IT services in the Asian region. However Australian firms have difficulty breaking into those markets because they are so small. Unless they develop alliances with their counterparts many major international contracts will be lost. DIST is presently developing ways to encourage this practice within the IT industry and thereby demonstrate to overseas companies that the Australian industry has the backup to fulfill its contracts.


Conclusion


The Committee believes that there is an overwhelming case for a continuing government role in this industry, which might take a number of forms. First, being a catalyst in establishing a long-term plan for those sectors where gains from collaboration can be established. Second, using its purchasing power to stimulate export development and third, deciding whether to pursue a local chip manufacturing industry.


The Committee agrees that if government decides to act as catalyst in facilitating the development of collaborative industry plans, the experience of the wine industry provides a potential model - covering both the overall approach and the areas where collaborative action might be sought.


The Committee considers the growth of Australia’s IT industry to be of considerable importance to the future of this country. Any nation which relies on its traded goods sector and fails to develop a strong domestic IT industry will have difficulty sustaining strong economic growth over the coming decades. Accordingly, there is a strong case for the Government to take active measures to help promote and develop this industry. The Committee urges the Government to consider all of the recommendations of the Goldsworthy report and to develop a package of measures aimed at encouraging the growth of the IT industry.


As set out in Chapter 11, the Committee supports the establishment and maintenance of appropriate tax concessions for expenditure on industrial research and development. The industry, of course, is particularly anxious to see the Government consider the reinstatement of the 150 per cent tax deduction for research and development.


The Committee does not recommend the reintroduction of measures aimed at encouraging syndicated research and development, due to the way in which such schemes have been exploited in the past. The Committee firmly believes that investment in R&D projects should not be used simply as a means of tax avoidance by otherwise disinterested parties. Government programs aimed at promoting the development of the IT industry should be designed to minimise any possible misuse by the tax avoidance industry.


The Committee also believes that government agencies should be directed to give preference to Australian products when all else is equal, and to ensure that outsourcing arrangements do not disadvantage Australian businesses.
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