Chapter ELEVEN


The industry policy Environment


Introduction


11.1	In the course of the inquiry, evidence was offered on an array of issues relevant to the broader industry policy environment. Comments touched on matters immediately affecting competitiveness and other areas whose impact on industry policy outcomes is indirect. The bulk of the chapter considers the following aspects in turn:


research and development and commercial innovation;


cooperation between the universities and industry;


standards and protocols;


trade policy and market access;


government procurement and outsourcing practices;


impact on Commonwealth - State relations;


education and training;


whole of government approach; and 


micro-economic reform.


Research and Development and Commercial Innovation


11.2	An issue which demonstrates industry’s need for leadership, co-operation and shared plans is the commercialisation of ideas. The Committee was told that Australia has a poor history of translating ideas into commercial realities. The products of Research and Development (R&D) and the raw talent of Australians are often squandered. Expenditure on R&D by Australian businesses has increased significantly over the last decade, from 0.26 per cent of GDP, to 0.86 per cent by 1995-96. Despite this increase, however, the level is still well below the OECD average of 1.19 per cent.�


11.3	Australia is currently using a variety of programs to encourage innovation through R&D. These include the 125 per cent tax concession for R&D expenditure, the R&D Start Program and the Cooperative Research Centres Program. There are also some sectoral programs and various arrangements for the support of rural R&D.� The Mortimer Report found that the network of programs was complex and that programs often overlapped, were inconsistent or inequitable. The Report proposed that the variety of programs be streamlined into an overall Innovation Program, with three sub-programs: an Innovation Cash Rebate (linked to a 100 per cent tax concession), Venture Capital and Public Research Infrastructure.


11.4	Dr. Stephen J. Gumley of ERICO Lightning Technologies Pty Ltd asserts that a number of factors dissuade innovation, including: the Australian culture which suffers from the tall poppy syndrome; a legal regime which increasingly discourages innovation by increasing the risks to innovators; and the inadequacy of Australia’s approach to intellectual property and the institutions which administer it. With respect to the latter, Dr. Gumley cites the lack of expertise, training and incentives for staff as creating some of the difficulties in the present system of administration. These factors, coupled with the current situation in which firms and multinationals jealously guard innovation, undermines the true potential of R&D. A national plan and close government/industry co-operation could facilitate the co-ordination of R&D and the use of its products.


11.5	Dr. Gumley submitted a model for the commercialisation of innovation which incorporates the “market feedback element” which he described as “crucial to success”. The model envisages markets identifying, highlighting and analysing problems. This is taken on board at the technical and economic levels by ‘technomarketers’ and R&D personnel who search for solutions. The model allows for circular feedback to find the compromise between the problem and the solution. Subsequently, a range of products and services are developed - “the heart of market-driven innovation”. Professional support and backup is provided to the marketers, sales force, distributors and customers. Finally, feedback is cycled into the system to refine the product or service. The feedback process is part of the cycle within which innovation can be fostered.�


11.6	The R&D tax concession generally is described by industry as one of the single most important government business programs for industry. Conversely, the 1996 decision to reduce the concession has been described as the single greatest disincentive to industry and investment. Industry has unanimously condemned that decision. The Australian Food Council told the Committee that the cut amounted to bad policy:


Maintaining the dollar for dollar matching contribution to rural R&D and maintaining funding for CSIRO is good policy. It is bad policy to cut the R&D tax concession scheme to 125 per cent because it was a major benefit to companies under our jurisdiction in the face of a very strong market failure case and real evidence -...- and not just prima facie, of the effectiveness of that form of fiscal incentive to manufacturers.�


11.7	According to the Council, the 150 per cent R&D tax concession encouraged R&D investment in the private sector and helped remedy the imbalance between public and private sector research. In addition, the scheme changed Australia’s reputation for being unable to convert knowledge into financial transactions.� 


11.8	With similar sentiments, members of the processed food industry informed the Committee of the benefits which were available to the wider community from the scheme in its original form. Mr Robert Hadler, General Manager, Goodman Fielder, described it as “the most effective government incentive for industry”. The most positive aspect was that it allowed industry to make its own investment decisions, rather than government picking winners, an approach which Goodman Fielder rejects. In Goodman Fielder’s view, the decision to cut the tax concession from 150 per cent to 125 per cent was wrong, and was made “in a budget context and not with an eye to industry policy”. Goodman Fielder, a firm which spent $25 million on R&D expenditure last year and lost $1 million worth of tax incentive as a result of the decision, considers that it should be reversed. As the firm pointed out, that money could have been spent on eligible R&D expenditure.�


11.9	An example of the type of R&D work commissioned by Goodman Fielder is the development of new products such as Hi-maize, a starch which adds texture and fibre to white bread. It was a world’s first, developed in conjunction with the CSIRO. Goodman Fielder supports the maintenance of government funding for research centres and collaborative ventures such as with the CSIRO, because they have “enabled us to export products into markets that we would not have been able to tackle before.”�


11.10	Mr van Lint, of the Canned Food Information Service told the Committee that R&D is important because Australia’s ability to compete successfully internationally and access new markets, will depend on industry's ability to develop more products. He said:


If Australia is going to get into new markets then we need to develop more products than the ones we have at the moment. We are basically a canned food industry, but the progress into plastic packaging and other packaging is something that needs a fair degree of research and development, and is something which would allow us to move into markets that our competitor is not able to get into at the moment. I think the support at the research level is something which is critical for growth within our industry.�


11.11	Mr Martin, Executive Director, ACCI, referred to the 150 per cent R&D tax concession as “something of a masthead”. He said that whilst industry accepted there were problems with the syndication program, it viewed the reduction of the tax concession from 150 per cent to 125 per cent, as “a major contradiction to something that we thought balanced up our competitiveness in that area”. In addition, Mr Martin told the Committee that ACCI supports the greater funding of R&D by the private sector:


The public sector funding of R&D is very important, but we want to see a gradual replacement by a greater proportion of private sector investment. We do not want cuts necessarily in the public sector, but there is general consensus that it is such an important area that support has got to be maintained.�


11.12	Ms Heather Rideout, of MTIA, described the provision of R&D assistance as national welfare not corporate welfare. The Committee agrees with this assessment because it indicates that the Australian community is the real beneficiary of such assistance. In the MTIA's view, R&D is one of the five critical issues which will underpin growth and Australia should learn from the experience of other countries such as France, Malaysia and Japan where R&D is accepted as being for the national good. Japan, for example, has 20 science parks and is directing massive amounts of public funds to the investigation of every scientific innovation from environmental technology to radiation. The innovation which will most likely flow from this research will benefit Japanese industry in the future.�


R&D Start Program


11.13	The R&D Start program provides assistance for small to medium enterprises to undertake industry research and development and related commercialisation activities. Grants made under the program must link industrial R&D with viable commercialisation plans and competent management. The scheme was introduced in the 1996-97 Budget, and is administered by AusIndustry for the Industry Research and Development Board.


11.14	The program aims to increase the number of R&D projects in the private sector, encourage the commercialisation of new products and techniques resulting from R&D, foster links between industry and research institutions, and increase finance sector funding of R&D. Under the program, five kinds of assistance are available: three categories of grants - industry based, graduate based, and collaborative industry and research based projects; concessional loans for small companies for early commercialisation of technological innovation; and the Innovation Investment Fund to stimulate venture capital for technology-based companies.�


11.15	The information available in the 1996-97 annual report of the Department of Industry Science and Tourism, indicates that the program does fulfil a need. To date, grants totalling $175 million have been offered. The bulk of the funds allocated under the scheme so far have been in the form of large grants for industry based R&D projects. There have been 72 applications from SMEs for large grants and of these, 17 have been approved. According to DIST, large grants averaged about $3.4 million each. In the small grant category for industry based R&D projects, 59 applications were approved out of 121 received, with an average grant being in the order of $380,000. Grant moneys allocated for collaborative research projects were comparatively small - 9 grants approved out of 21 applications received, with the average grant being about $1 million. Grants were also made in other categories such as for graduate based projects - 11 out of 15 applications were approved, with an average grant being $65,000. Under the latter category, 4 out of 7 applications were also approved under the previous Competitive Grants Program for certain joint projects, with an average grant being about $300,000.� Concessional loans were approved to 29 out of 54 applications, with an average loan being for $341,000.


11.16	The R&D Start Scheme is still in its infancy and, consequently, it is difficult to assess its effectiveness. Recent criticism has claimed that the scheme involves picking winners, and targets too few companies. Further, the application procedure to access the scheme is criticised as being ‘onerous and restrictive’. According to the Taxation Institute of Australia, anecdotal evidence indicates that firms invested less in R&D in 1996-97 than in the previous year, and that this lower level of investment was a result of the combination of the budget cut to the R&D tax concession scheme from 150 per cent to 125 per cent and the shift to focus R&D support on the more limited Start program.�


11.17	The Committee commends the R&D Start program for its encouragement of collaborative projects between industry and research institutions. Accordingly, the Committee supports the program as a positive initiative for SMEs in Australia, and notes the expansion of the scheme announced in the Government’s Investing for Growth industry statement of December 1997. The expansion amounts to provision of an additional $556 million over the next four years, bringing total expenditure on R&D Start over that period to $739 million.� However, it replaces only a quarter of the $2 billion cut.


Cooperation Between the Universities and Industry


11.18	Visits to various industrial sites reinforced for the Committee the important inter-relationship between industry and research. Industry, without innovative and productive research, has less chance of being competitive within the global environment. In a competitive world where firms jostle for a competitive edge, innovation can substantially affect productivity levels. Industry representatives unanimously stressed that government should appreciate the critical role played by research and development.� In addition, the evidence of Dr Elizabeth Heij of the CSIRO, clearly outlined the benefits which can flow from industry focussed research:


... research has played a crucial role in establishing the current success of the industry in terms of efficiency and predictability. It will remain increasingly vital as we are fighting to maintain and grow our market share in a very competitive environment out there. Research and innovation represent the competitive edge.�


11.19	The Committee believes that there should be greater emphasis on the role of research for industry purposes. The national approach to industry policy requires a commitment from academic institutions as well as industry. Evidence to the Committee suggests that this will require a change in academic culture as well as in the provision of business programs, but that these adjustments, although well overdue, are achievable goals. 


11.20	Professor Gavin Brown, Vice Chancellor, University of Sydney, based much of his evidence to the committee on pre-commercial R&D related matters. The Committee accepts that there are conflicting schools of thought about commercially directed research activities in universities. One school believes that unless research bears useful outcomes for industry, it is wasting taxpayers’ money. Others believe that successful outcomes pit universities against industry as competitors.� The Committee realises that this disharmony is typical of the lack of coherence in the industry framework; achievement of a national approach to industry policy would be a major step in overcoming this problem.


11.21	According to Professor Brown, the nexus between government and industry should be strengthened, and clearly government can play an important part in improving that relationship. There are three avenues for stimulating R&D expenditure: the provision of money to universities; the provision of money, through various programs and schemes to industry; and the encouraging of schemes which promote collaboration between industry and universities. In respect of the latter, Professor Brown referred to the CRC program and said:


That is something which has been working very well and has been assisting us in the business of convincing some of our top researchers that real world problems with practical applications can be as intrinsically interesting as ones they make up out of their heads.�


11.22	The Committee was advised that another part of the framework for encouraging viable R&D in universities, is that the universities themselves must have a reasonable research infrastructure. The Committee was told that recent cuts to university budgets could undermine that infrastructure.� Equally important in the equation is the Government's recognition that ultimately such R&D can operate only at a cost to universities, and government possibly should consider the restoration of universities to their original financial positions. Professor Brown summarised it thus:


If government is going to run a system whereby it encourages this sort of commercialisation, but is unwilling to recognise that the commercial realities are that the public institution may have to bear significant amounts of costs over and above the actual conduct of the research, it is self-defeating. That is the importance of government targeting this university-commercial interface.�


11.23	A cultural change is required within the university or academic environment. The Committee heard anecdotal evidence concerning resistance by academics of the more traditional schools to accepting those who engage in commercial research activities or in cooperative research centres. Such an attitude can stifle careers and promotion prospects. The Committee believes this type of attitude is contrary to present day global realities. Further, incentives for staff to engage in commercial activity could be considered.


11.24	The Committee was interested to compare the interactive situation between universities and industries in Australia with that of other countries. Professor Brown said that in dollar terms, indications suggest that those links in countries such as the UK are much stronger. In the UK, for example, he estimated that university research money generated by industry is ten times that of Australia, the main reasons being that the UK has a large adjacent economy where there is much more developed industry; government cutbacks have compelled universities to search for commercial activities; and there are large multinationals either in the UK or nearby, which are outsourcing their R&D to universities and taking advantage of tax concessions.


11.25	Professor Brown expressed concern regarding the amount of central regulation to which universities are already subject, suggesting that this kind of regulation is incongruous with the development of the industry relationships required by this kind of research. Further, he queried the contradictory messages which universities receive from government, referring to the development of a robotic rake which precipitated criticism in the Senate on the grounds that the university was competing with private companies and allegedly abusing public money.�


11.26	Inquiry evidence indicated that in addition to the attitudinal changes needed, pre-commercial R&D is hindered by other barriers such as the shortage of venture capital available in Australia in contrast to our competitors.� This issue is considered in Chapter 10, at paragraphs 22-35.


11.27	The Committee concludes that there is room for change in the culture of Australian academic institutions which may act to undermine or devalue research work directed to assist industry. Also, the government should encourage and foster stronger relations between industry and academia and support the CRCs and other similar joint ventures which inspire collaboration between the sectors to generate innovation.


11.28	As discussed in paragraphs 11.18 - 11.27, the Committee is conscious of the need for academia and research institutions to be part of the national approach to promoting Australian industry. The differences which exist between the two sectors constitute a schism, labelled a culture gap by some witnesses to this inquiry. Inquiry participants identified various issues which characterise this gap, but the Committee believes that there are a number of ways to overcome those issues.


11.29	One of the issues which has caused a rift between the two sectors is the question of intellectual property rights. The jealousies which reputedly attach to research work and the settling of these interests under contract, can disrupt relations between industry and universities. Professor Brown referred to the “culture gap” which exists between the two sectors, saying that:


...there is not enough rubbing shoulders between the universities and industry in Australia. There is a tendency to slag off at each other from our separate rocks, as it were. Therefore , there is not the same sense of trust that you might get in other situations.�


11.30	The problem involving intellectual property rights, arises during the establishment of projects, where universities and industry, rather than operating within the spirit of mutual trust, insist on legal formalities at the outset. Professor Brown compared dealings in Australia with those in Malaysia, and with Chinese business-people where the culture permits dealings to proceed “on a less watertight basis”:


...whereas in this country at the moment there does tend to be a mania for getting things nailed down legally before you start. I really believe that we need to have some mutual respect. This is what I mean by culture.�


11.31	The Committee believes that a sound legal framework is required, setting out the rights and obligations of parties in joint research ventures between industry and academia. In addition, formal and informal structures reflecting the national approach to industry policy could be established within the academic environment. Industry representation should be a main feature of such structures.


11.32	The Government has a program designed to better link the research capacities of universities and other public institutions with the needs of business. That initiative, the Cooperative Research Centres program, is under review and a report is expected early this year. The review will focus on enhancing the commercial and economic benefits of research.�


Standards and Protocols


11.33	Industry representatives insisted that part of government’s leadership role in industry policy should be the setting of standards which compare favourably with, or possibly set, world standards. This point was stressed by industry participants currently trading in the world market.� In addition, the matter was raised with the Committee by representatives of the IT sector who expressed concern about the level of assistance to the sector in relation to negotiating international standards.� Ms Pam Fayle, First Assistant Secretary, Market Development Division, Department of Foreign Affairs and Trade, cast a different perspective on the issue:


I think that you have to realise that Australia is only one voice in the development of international standards and a relatively small voice at that. I do not think it is fair to say that we have not been represented or we have not been trying. There is often criticism of this portfolio in terms of a whole range of standards or market access negotiations that we somehow or other do not have the right doors open or we are not thumping the table loud enough. I can assure you we are making those efforts..


Just because Australia wants to push a particular standard, it is unrealistic to expect that every other country in the world might adopt that standard.�





11.34	The Committee accepts that the setting of international standards is part of the process of being internationally competitive. The Committee also believes that, while the setting of standards might be a difficult goal for the Australian government and industry to achieve, doing so would make Australian industries more visible in the global market place and enhance the reputation of Australian made products.


Trade Policy and Market Access


11.35	Throughout the inquiry, the Committee was repeatedly urged that Australia needs to take into account the policies of other countries before committing to programs such as the tariff reduction program. This evidence argued that if Australia considers such initiatives in isolation from the approach adopted by its trading partners, there is every likelihood that the anticipated effect of those proposals will be severely miscalculated. The end result will be the distortion of Australian industry, and perhaps its exclusion from the global marketplace.


11.36	The adoption of industry policy programs should be considered in the fullest context. For example, the Committee heard much evidence concerning the tariff debate and the dangers in formulating policy in isolation from the realities of the global market. Trade liberalisation may be a strategy genuinely pursued by many countries, but industry representatives suggested that there is no requirement or justification for Australia rushing to lead the liberalisation process. Indeed, if Australia hastens its approach to tariff reduction, they claimed that some Australian industries may suffer setbacks from which they might never recover. If this occurred, the world’s pursuit of trade liberalisation may be advanced, but Australia will be a poorer place. The knowledge that Australia has led the parade on lowering tariff barriers would then provide no comfort to those left without jobs.


11.37	The Committee was told that Australia should not progress tariff reduction too far ahead of other countries and that the experience of the canned food industry demonstrates the hazards of doing so. That industry has not had a high tariff barrier for some time, with most imported products facing only a five to seven per cent tariff barrier. The industry’s export markets, however, impose much higher duties, with minimum levels set at around 20 per cent. Europe has tariffs of 20 to 22 per cent, varying with the product, and in China the rate is 45 per cent. The American experience is quite different. According to the Canned Foods Information Service, if one US company or one grower complains about imported canned foods, that product will be prohibited for 12 months. This has been the situation for the last 17 years:


The only time we get into America is if they have shortages in their own market, and nobody decides to put up their hand.�


11.38	The concern of many industries seems to be that the strategy to reduce tariffs, whilst a commendable objective in its own right and in keeping with the agreement to pursue trade liberalisation, could result in an inequality which some industries simply will not be able to bear.


11.39	The weight of opinion in evidence relating to the automotive tariff issue acknowledged that a reduction program was inevitable and probably, ultimately beneficial. Concern centred, however, on the timing of the phased reduction program and on whether that program adequately took into account the actions of Australia’s trading partners. The Ford Motor Company of Australia stated the position thus:


Ford supports Australia’s commitment to the APEC trade liberalisation process embodied in the 1994 Bogor Declaration and recognises the substantial public benefits that will flow to the economy as liberalisation proceeds. The APEC process embodies the principles of steady progress with flexibility while recognising that Australia’s level of progress must be reciprocated. Australian industry policy must therefore be cognisant of other countries’ policies to ensure that the regional liberalisation process is being collectively achieved.


For Australia to optimise its strategic leverage in the APEC arena, automotive policy must be developed taking into account this reciprocal position with our APEC partners. Most countries, while still adhering to the Bogor principles of moving forward with equivalence and flexibility, have put their auto policy liberalisation plans at the very end of their applicable timetable. In addition, many of our APEC partners with auto industries will fall into the category of “developing” countries with a 2020 timetable.�


11.40	The Committee unanimously supports the tariff reduction program, but notes that decisions relevant to the program must involve a proper consideration of the tariff policies of Australia’s trading partners before committing Australia to a reduction program which may negatively affect industry and ultimately, consumers and workers. The Committee is convinced of the desirability of a check on foreign policies to ensure that Australia’s policies, on all barrier issues, are not misaligned. The evidence to the Committee was most persuasive on this point:


... we want to see what our Asian trading partners are doing. We have international commitments. We understand that there are more signatories to the Bogor agreement within APEC than just Australia. ... We understand that our Asian trading partners have limited capacity or intent to reduce tariff levels in their key industries - and the automotive industry is one of those key industries. It is not just hearsay, but our governor led a trade mission from South Australia to Malaysia recently. Sir Eric Neale, who has a strong business background, was talking to a minister of the Malaysian government while at an official dinner there, and absolute dismay was expressed by the Malaysian minister that Australia would treat the automotive industry as we seem to be prepared to do. He made it quite clear that their country would never treat the automotive industry in that way, and they will never reduce tariffs to any level that would put the industry at risk in the Malaysian environment. Indonesia is doing all it can to build an industry at the moment.�


11.41	The evaluation process should ensure that Australian industries are not left vulnerable and that Australian exporters are not disadvantaged in their attempts to access foreign markets. It must be clear, however, that the check envisaged by the Committee is not a return to the old protectionist regime of the past. Rather, it is the appropriate application of the national approach which demands that all the strings of industry policy should be in tune. The tension of the trading strings between Australia and its partners, caused by the imposition of tariff and non-tariff barriers, needs to be adjusted to facilitate the creation of an environment in which Australian industry can expand and prosper.


11.42	Evidence was given to the Committee confirmed that while other countries are actively promoting and protecting their own industries, Australian agencies are failing to identify and monitor protectionist policies which work to the disadvantage of Australian industry. Mr Gosman, Executive Director, AEEMA, said:


It has been a sore point with me for about 12 months. We became aware last year that the Indonesian government had introduced a policy requiring 30 per cent local content for any sales to its telecommunications carriers, direct government procurement. We took that up with our Department of Foreign Affairs and Trade and asked them what the response would be. It took us six months to get a response, and the only way we got a response was to raise it at a government inquiry where there happened to be somebody from Foreign Affairs and Trade in attendance. They came back and said, ‘Yes, you are right, the Indonesians do have a 30 per cent local content requirement, and we can't do anything about it.’ So our nearest neighbour has put in place quite a strong measure making government procurement an issue which has had a direct impact on our members' ability to export into that market.�


11.43	Industry is generally well informed about the existence of trade barriers which actively undermine their ability to access markets. The Committee believes, however, that there should be well established repositories of such information available for industry’s use. The information should be up to date and accessible. The Committee believes that this is one kind of assistance which government can and should deliver, to assist industry in its quest to be globally competitive.


11.44	Some industries, like the Australian processed food industry which has the benefit of the Supermarket to Asia Strategy, have identified trade barriers and are seeking ways to overcome them:


Our international trading environment for processed foods and beverages is littered with major barriers and obstacles for Australian exporters. We have some key strategic objectives. We are working hard at that. We are appreciative at the government’s appointment of a market access advocate to work with our individual companies in addressing both the tariff and non-tariff barriers to trade. We are delighted that the government has pursued processed foods and beverages as a matter for a sector liberalisation under the APEC processes.�


11.45	The operation of barriers imposed by other countries can seriously jeopardise the expansion hopes of Australian industry. Even if an Australian industry finds the capacity to increase its productivity, if there are insufficient markets in which to sell the product then the industry fails. Dairy Farmers Group told the Committee that the growth of the dairy industry in Australia relies on exports. However, exports are significantly affected by the barriers imposed by the export market countries. Referring to the Group’s ability to increase its exports, Mr Aroney, Manager, Corporate and Industry Affairs, said:


The cap on our ability to do that in the Asia-Pacific region is largely due to non-tariff barriers for the type of product we operate. Again, we are well aware that the government is aware these barriers exist but we wanted to highlight that this is a very long process, and it is going to take a lot of persistence from the Australian government to ensure that these types of barriers are brought down. One example of that is our dealings at the moment with Korea. As a perfect example, they have restrictive regulations in the way in which they require coding of use-by dates on UHT milk. That means that our ability to get product into that market is hampered.�


11.46	Arnott’s representative told the Committee that non-tariff barriers imposed by some Asian countries are prohibitive and affect the ability of Australian industries to access those markets.�


The process of globalisation and the role played by foreign direct investment as a key carrier of knowledge, jobs and international linkages means that it is not sensible to develop our industry policy in isolation from the actions being taken by governments elsewhere. Industry policy must be constructed with a clear eye to the global context.�


11.47	Australian industry and policy makers need to be informed about the existence of such mechanisms which protect industries in overseas countries. The current global marketplace has no place for economies which are run by theorists. Industry has to face harsh realities, a message which Mr Pensabene, Manager Economic Services, ACM, was keen to pass to the Committee:


We cannot walk away from the fact that the Australian economy is open to the rest of the world, we cannot walk away from the fact that tariffs are coming down and we cannot walk away from the fact that multi-national corporations are moving from territory to territory depending on which country offers them the best arrangements. We need to try to balance the realities of the world and where we are heading with the need to determine what our destiny will be, to which industries we want to support and provide policies for that.�


11.48	There are many non-tariff barriers which plague industry and which challenge the Australian legislature. One such issue which has received much attention recently is the practice of dumping goods in Australia at a price below a fair market value.� The Committee was pleased to note that the Government has now announced its intention to implement the recommendations of the Willett Report on this issue.


Recommendation: The Committee urges rapid legislative implementation of the Government’s decision to adopt the recommendations of the Willett report on anti-dumping and countervailing duties.





11.49	In addition to the establishment of a registry where industry can access information about barriers and other policies of foreign countries relevant to industry’s needs, the Committee believes that further work could be done to examine the effect of such mechanisms on the foreign economies themselves and to quantify the effect in terms of the cost to those economies.


11.50	The Committee received substantial evidence concerning the barriers faced by Australian industry in gaining access to overseas markets - obviously a critical element in the quest to be internationally competitive. The Committee believes that the formulation of Australian industry policy must take into account the policies and barriers imposed by other countries to protect their own industries.


11.51	Mr John Martin, Executive Director, ACCI, noted the importance of industry acting strategically in the area of market access, given its importance for both regional and bilateral trade. Areas such as government purchasing have particularly important implications for the ability of industries to compete in foreign markets. Industry has clearly identified a need to change the outlook of those responsible for major Government purchasing so that they work more closely with Australian industry.�


11.52	The subject of market access is one which industries also pursue at the State level. The Committee believes that a national approach is necessary to coordinate State and Territory involvement across Australia. Dr Crean, the Tasmanian Shadow Minister for State Development, Finance and Employment, explained the importance of market access for his state. He criticised Tasmania Development and Resources, a key State industry body, as lacking a comprehensive trade strategy to provide the much needed focus. Dr Crean noted that a proper trade strategy must involve cooperation between the State and Federal governments. Because of their relatively small size, Tasmania's industries have difficulty in achieving economies of scale. Dr Crean said that only cooperative networking between complementary industries can overcome this problem. A networking strategy should be developed with the aim of creating the economies of scale needed for Tasmanian industries to successfully access new markets.�


11.53	The Committee believes that market access is a critical part of the promotion of Australian industry. The Supermarket to Asia strategy has a working party which investigates market access for the food industry. In this way, the barriers to new markets constraining Australian industry are identified and solutions formulated, to overcome the access difficulties. The stated goal of that working party is:


To develop an agreed action plan for agri-food industry stakeholders that will result in better co-ordinated, more aggressive market access and development.�


11.54	The Committee believes that working parties of this kind would be a valuable part of the structure of the national approach to industry policy and that the information obtained in the course of the working parties’ deliberations would comprise an asset for most industries and firms. It is vital that industry be able to access this type of information. Further, the working parties should be established as joint ventures between government and industry, demonstrating the shared commitment to promoting Australian industry.


Government Procurement and Outsourcing Practices


11.55	Evidence presented to the Committee highlighted government procurement and outsourcing practices as important parts of the national approach to industry policy. According to industry, government practices in these areas have a significant impact on the viability of both emerging and established firms. Collectively, decisions in this area by government may unwittingly undermine the prospects of success for a whole industry.


Government Procurement Practices


11.56	The Committee was informed that the information industry received much assistance from government in the form of its procurement practices. SCITEC benefited substantially from the Government's custom in its initial stages. Managing Director, Mr. Paul Magee told the Committee that without that patronage, SCITEC would not have prospered as it did: 


I would have to say the strongest area of support has been in the level of cooperation and commitment that we have received from government and semi-government departments when making purchasing decisions in Australia. I would mention a few individually: Qantas, the Commonwealth Bank, Department of Defence and the Department of Finance. All of these departments made purchasing decisions, initially perhaps with some element of risk, that involved SCITEC equipment. All of those elements have long since been eliminated. The technology that SCITEC makes has proved itself to be world class and in fact world superior in many cases but, without those initial levels of support, we would not be in the position we are today.�


11.57	The level of procurement from local sources impacts upon the viability of Australian firms. According to Mr. Magee, the Department of Defence’s actual procurement from local sources is above 20 per cent, although DIST advised at an earlier stage that procurement from local sources was about 10 per cent.�


11.58	The importance of government procurement practices on industry is illustrated by a recent statement regarding Telstra’s perception of its future procurement sources. In the course of a public hearing, Senator Alan Ferguson described it as:


...an explicit statement by Telstra that it saw no likelihood of any indigenous Australian telecommunications company ever gaining substantial business from it in the future due to the natural monopoly of the multinational companies.�


11.59	The response from industry was that it is “a travesty” which will have detrimental effects for the industry. Mr. Magee, SCITEC, commented:


This is the largest company in the telecommunications and IT industry in Australia that is saying things like that. Do I feel it is a universal statement? No, I do not. I think there is a deep reservoir within Australia of acceptance that some sections of our industry have some of the best technology available, but it is a growing sentiment. It is a growing sentiment because we are outsourcing our buying decisions and our buying influence to overseas based multinationals. We are putting between Australian users and their suppliers, decision makers and influencers who have allegiances and stronger track records with suppliers from their own countries. I think that is going to be to the great detriment of the Australian indigenous industry.�


11.60	In addition, Mr. Magee reported that there is still a cultural cringe within Australia, that Australian products are not good enough. This defies reason because while SCITEC’s sales to Telstra have dramatically decreased in recent times, other countries' telecommunications providers, notably those of Britain, Spain and Italy, have been purchasing its products. The Telstra decision, Mr. Magee said, is not a reflection on the quality of SCITEC's products.�


International Reputation


11.61	Government decisions in these areas can affect a firm’s international reputation. It is vital therefore, in an age where international competitiveness is so important, that government decision makers understand the consequences of their actions when considering purchasing options. A government’s decision to patronise a local firm has a vital spin-off in that it provides the firm with a critical reference for accessing overseas markets. For example, Government is one of the largest purchasers of information technology-related equipment and local firms need and deserve that support. The international reputation of Australian firms can be severely damaged by bad decisions in this area:


We do want to see support that is balanced and if there is an opportunity to support an Australian indigenous company, then they get that support so that we can be successful internationally. The biggest challenge we have overseas is in providing a viable and confident reference, and the best ones that we can supply are our own government instrumentalities.�


11.62	The guidelines for government purchasing should reflect the significance of purchasing decisions to industry. The Committee accepts that industry is not asking for favouritism, but rather for recognition where it is deserved. When Australian products are equal to overseas counterparts and are of a competitive price, or where a local sale would offer a benefit to the whole community, the Committee agrees with industry that the local procurement option should be given the fullest consideration. Clearly there are other factors to be taken into account as well, indeed the practice could probably be the subject of an inquiry itself. For example, other factors might include the weight to be accorded future contractual relationships which could affect Australia’s ability to source components unavailable within Australia.


11.63	The Committee was told that different countries manage government purchasing arrangements in various ways. Any Australian government agency making purchasing decisions should be aware of this impact upon the subject firm, in its relations with other countries. According to Mr. Magee, unless they have active support from, at the least, senior Australian bureaucrats, SCITEC’s position in Asia is considerably weaker than its position in Europe. Government support can facilitate the critical introductions needed by SCITEC in Asian markets, and act as a reference for government access. Mr. Magee said:


If we really want to be serious about getting large deals with governments in Asia then we have to go in with political, ministerial support, whether that is in the form of personal visits or at least in introductory letters and telephone conversations. We have been successful in government contract work in Asia because of that high level of support we have had out of Canberra to date.�


Decision-making Processes


11.64	As noted above, the Committee stresses the importance of government officials understanding the wider implications of their purchasing decisions. Some evidence to the Committee questioned the capacity of government officials to make such decisions. It was suggested that at the heart of the problem is government’s attempt to link government purchasing with industry development, and that this is being required at a time when departments’ budgets have been cut. Mr. MacDonald, AIIA, commented that it is a ‘big ask’ to expect the purchasing decision-makers to factor in all the elements of the equation that will lead to the best purchase for industry development. Further, he questioned whether departments have the necessary expertise or skills to perform this type of work. The result, he said, is that:


...indigenous companies feel that they are really not going to ever take part in this government business in the future.�


WTO Agreement on Government Procurement


11.65	The extent of the problem is illustrated by the lobbying of AEEMA against Australia becoming a signatory to the WTO Agreement on Government Procurement. According to AEEMA, the United States has a Buy America Act and Canada also has protective arrangements. The electronics industry therefore sees little value in signing the WTO Agreement when countries such as the United States and Canada will not be affected by it, and major barriers will continue to apply. Further, many of the Asian countries, where 80 per cent of Australia’s telecommunications exports are destined, are either not members of the WTO or not signatories to that agreement. Others have indicated their disinclination to become signatories, and to the contrary, have requested that telecommunications products be excluded. In summary, the Committee was told that:


... from our perspective, we can see that we are going to get very little benefit, in terms of changing the government procurement arrangements, if we become a signatory. In turn we might have to give up the arrangements that we have got in place which, effectively, are the only arrangements that we have in place supporting the high-tech industries. In the example I gave of the Indonesian 30 per cent local content requirement, Indonesia has shown no indication of signing on to this agreement. We would not gain any benefit from being a signatory.�


Outsourcing


11.66	Outsourcing is another problem area for Australian firms. Whilst it may be seen as a way of providing a welcome flow of work for many firms, there is much community concern regarding government practices in the allocation of work. In particular, the Committee was told that SMEs are unfairly disadvantaged in accessing this work:


SMEs have the feeling that with the government's outsourcing bid, these are contracts that are going to go to the larger firms, and hence the potential for the smaller companies to participate is going to be limited. For our part, we have been trying to work with the Office of Government Information Technology and the industry department to make sure that the industry development issues within outsourcing allow for participation by the SMEs. It needs to have a solid industry development plan there.�


11.67	Industry noted specific concerns with the trend to outsourcing. SCITEC considers the involvement of multinationals in outsourcing work to be a threat to the ability of local firms to win a substantial share of that work. SCITEC derives a fair share of its business from government and considers that it has developed sound relations in that area. The Committee was cautioned as to the likely impact of multinationals gaining control of the decision-making process concerning allocation of work. The concern of firms such as SCITEC is that local firms would, at best, be undermined, and at worst, excluded:


We would like to see some very close scrutiny of the industry development initiatives in the outsourcing contracts and we would like to make sure it is not left up to the multinationals to do the right thing or to support Australian industry. It has got to be driven by the decision makers in this country.�


11.68	Evidence was given to the effect that the government’s proposed IT outsourcing plans could have a substantial and negative impact on the viability and operations of the indigenous industry. JTEC, for example, makes high-tech communications equipment and has been involved in outsourcing in both the State and the Federal arena. JTEC Executive Chairman, Mr. John Riedl, estimated that where outsourcing had occurred, business had dropped about 80 per cent, which is significant given government work comprises about 20 per cent of JTEC’s business. According to Mr. Riedl, the methods of allocating the outsourced work need to be examined. Referring to a current major contract of the Department of Defence, Mr. Reidl explained that it is being let to the system integrators. The approved panel is mostly comprised of multinationals, many of whom are also product suppliers. Although JTEC may have a compliant, Australian made product, JTEC cannot enter contractual negotiations, because the system integrators will not support their product. Mr. Reidl said:


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. So how do you actually get to the bid table? If they will not bid you in the tender you cannot get the business. I have a meeting with the Minister for Defence tomorrow on the subject, but what do you actually do? You cannot really call on the Minister for Defence every time it comes up, and it comes up all the time.�


11.69	The Committee found the views expressed about the input of multinationals at the decision-making level disturbing. The plight of the telecommunications and information industries was highlighted by the fact that no carrier in Australia, including Telstra, Optus, Vodaphone, Axicorp, AAP, is actually run by an Australian. The Committee shares the concern of industry representatives that at the very top of these important organisations, there is no prima facie commitment or loyalty to Australian products or to developing an Australian industry.


11.70	Complicating the issue is the evidence that when multinational companies do buy locally, it is never “an apples for apples comparison”. The Committee was told that much of Optus’ local content is in the stringing of cables on poles. As one witness observed: “Now yes, it is Australian content, but where on earth were they going to do it? Were they going to string the cables on poles in Indonesia?”� Similarly, Telstra’s local content is in buying Holden cars and digging holes in the ground. Mr. Riedl said:


So let us not get confused about the apples for apples comparisons. If you look at Telstra and Optus, they rolled out about $8 billion worth of cable. I think virtually none of that is Australian content. Some of the cable may be now; I have lost track of that.�


11.71	The Committee is convinced that there needs to be much greater awareness of the effects of the procurement and outsourcing practices of government. Decision-makers must be more conscious of their decisions’ impact on indigenous industries. Other countries, such as the US, have policies whereby local industries are preferred for government procurement and outsourcing purposes. As part of the national approach to industry policy, and in recognition that departments may not have the expertise or the capacity to properly analyse the impact on industry of their purchasing and outsourcing decisions, consideration should be given to the establishment of a watch committee to oversee these matters.


Recommendation: Consideration to be given to the establishment of a process to oversee government procurement and outsourcing practices in key industries, which can lay the basis for developing industries to compete in the global economy. Due consideration should be given to the effect of those practices on local industries (particularly in regional Australia) to ensure that the local industries are not disadvantaged. To the extent permitted by the WTO, and consistent with cost effectiveness, the Government should use government procurement and outsourcing policy as a tool of industry policy.





Impact on Commonwealth-State Relations


11.72	The Committee was told that other countries had formulated national agendas to overcome failing economies and that such an agenda could counter the problems derived from the federal nature of the Australian system of government. That system is characterised by the existence of nine governments, which at times pursue different policies and strategies in pursuit of similar goals. The Committee is impressed by the positive outcomes that have resulted from the adoption of a national vision for the information industry by countries such as Ireland, Malaysia and Singapore. Mr. MacDonald of AIIA observed:


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.�


11.73	The Committee considers that a national approach to industry will overcome much of the fragmentation induced by the Federal nature of the Australian political system. Part of the national approach for industry as a whole, would be the national strategies devised to advance particular industries, as, for example, demonstrated by Ireland’s promotion of the IT industry and Malaysia's development plan for its automotive industry. The aim is to encourage governments and all interested bodies in each State and Territory to cooperate for the common good.


11.74	The subject of industry assistance as provided by Australian State, Territory and local governments was the subject of a 1996 Industry Commission report.� While the Commission recognised that State and local governments have an important role in the development of industry, the Commission found that much of the assistance provided by these levels of government is ineffectual given the inter-state rivalry which underlies it. The report, State, Territory and Local Government Assistance to Industry, states that most of the selective assistance to industry “is part of harmful State and local government rivalry for economic development and jobs, which at best shuffles jobs between regions and at worst reduces overall activity”.� The Commission found that this rivalry could be reduced by an agreement between the States, possibly negotiated by the Council of Australian Governments, to make the provision of assistance to industry more transparent and limited.� The Committee considers that the Industry Commission’s findings constitute a further argument in favour of the adoption of a national agenda for industry.


11.75	The Committee is aware that States and Territories suffer from particular economic disorders. A national strategy will enable the governments to take these into account when framing policy. Tasmania, for example, has economic problems which are accentuated by its geographical location and isolation. Over the past decade and a half, it has suffered an unemployment rate between 0.8 and 3.7 percentage points higher than other parts of Australia. Tasmania’s debt requires servicing of $150 million each year in interest costs and the net financing requirement is $29.8 million annually. Consequently, the State is vulnerable to interest rate increases. There is a consequent overall disincentive to investment and industry growth.� The recent Nixon report examined the State’s economic position and ways to release it from the cycle of economic downturn.�


11.76	Clearly, any national agenda led by the Commonwealth government would have to be sensitive to the needs of each particular State. The national agenda, in its quest for national economic prosperity, would complement rather than detract from State strategies aimed at fixing State based problems. The potential mix of Commonwealth and State goals can be illustrated by the Tasmanian situation. The Committee believes that the general approach adopted by the Tasmanian Government to position Tasmania in the global marketplace and to embrace a mixture of traditional and new industries, does not conflict with the approach to industry generally promoted at the national level. The concern with access to finance, investment, education and training and the encouragement of an outward focus for Tasmania’s industries, reflects the general attitude of the Australian community.


11.77	The Committee believes that a national agenda for industry will resolve many of the Commonwealth-State differences which disadvantage industry, such as the regulatory burden. The Committee heard much evidence, both formal and anecdotal, which indicates that firms face great difficulty in trying to comply with the economic and regulatory requirements of different jurisdictions. Industry representatives also complained that the differences between government departments and sections of the bureaucracy can impede business. The Committee believes that a unified approach to industry would relieve some of this regulatory burden and remove some or all of those unnecessary obstacles to the endeavours of the business community. Mr. Paul Magee, Managing Director, SCITEC, described the concept thus:


It is very important to have a unified approach, and if that can be brought about by one gigantic industry body or one coordinating body then that would be of major benefit. I mentioned earlier that the differences in the different states as well as the differences between different government departments and areas do make a big difference to us on the purchasing side. It also makes quite a large impost on us trying to have any influence. We have any number of government organisations that we have to be involved in to have some degree of influence in what is happening.�


The Small State Syndrome





11.78	The Committee was cautioned, however, about the small-State syndrome. There is a perception amongst some levels of government that national strategies and agendas tend to ignore the interests of smaller States, or that those interests are obscured by the weight of the larger states. Further, there is a fear that national agendas set targets and thresholds beyond the practical reach of the small States:


The small State syndrome occurs when criteria based national objectives tend to preclude small States such as Tasmania. For example, the national expenditure threshold for export market development grants excludes proportionally more Tasmanian recipients as the average size of targeted businesses is smaller. This would apply to other smaller States in the Commonwealth.�


11.79	One of the Mortimer Report proposals has been criticised as setting levels inappropriate to Tasmania's needs. The proposal, to provide for up to three rebates ($5,000 maximum each) over five years for enterprise development, is “set too low to initiate strategic change by business.”� The Committee appreciates that in order for a national approach and plan for industry to be successfully embraced by the States and Territories, the Commonwealth must be sensitive to the needs of particular States. The Committee believes that the development process of a national plan would provide a forum for individual States to identify and communicate their needs.


11.80	The point is illustrated too, by the comparative importance of certain industries to different States. In Tasmania, the textile, clothing and footwear industries account for 9 per cent of total manufacturing employment and 80 per cent of those industries are located in regional areas, compared with between 10-30 per cent in other states. The TCF industries are clearly an important regional area of employment for Tasmania; this should be reflected in any national agenda affecting those industries.�


11.81	In small economies like Tasmania, issues such as anti-dumping may also have a significantly greater impact than in other States:


The implications of dumping are illustrated by the case of Australian Paper, the only domestic supplier to the Australian market of two-sided coated wood-free paper. Dumping by overseas countries has the capacity to undermine the viability of Australian Paper to the extent of causing closure of the mills at Wesley Vale and Burnie in the north of our State.�


11.82	However, these sorts of problems do not preclude the smaller States and Territories from engaging in a national strategy. Tasmania already has endorsed strategies which co-exist with the Goldsworthy report. Initiatives include, for example, the Service Tasmania project, ultimately aimed at making Tasmania the first State to provide a one-stop shop for government services, through electronic communication right around the State, and the development of call centres as an investment attraction:


So, within a very short space of time, Tasmania, because of its competitive nature in call centre attraction, is creating some six call centres, plus 500 to 600 jobs. Call centres, as we all know, are the first stage of vertical integrated development of information technology. We hope to progress from call centres to service desks and to diagnostics, then to software and hardware development in this state. Many examples around the world are available for us to look at: New Brunswick in Canada, Ireland, Wales, Tasmania.�


Education and Training


11.83	The present status of education and training in the industry process is somewhat uncertain. Whereas the Committee was told that Australia should nurture the manufacturing sector in order to develop a highly-skilled society, it seems that the education and training programs currently available are below middle standard level on the world scale. The Committee agrees with the MTIA that education and training is a key element of industry policy. The MTIA identified education and training as one of the five elements which will support growth for Australia. The Committee was told that:


We kid ourselves. We think we have a great education system. On any ranking, worldwide, we are middle level. On vocational technical stuff, we are not even middle level. I think we need to really get real about where we sit in this area.�


11.84	The Committee believes that Australia has the advantage of a productive workforce which should be better harnessed and equipped to ensure the fullest participation in the development of industry in the medium to long term. The Committee was impressed by the address of Mr Bob Mansfield to the ACCI conference and took particular interest in his comments about Australian labour and his own experience with McDonalds:


But the most productive unit of labour in the world of McDonald’s in 100 different countries is the Australian youth. It’s because we have a tremendous raw talent that is delivered into McDonalds when we get them at the young age we do, and we give them a discipline; a framework within which to work, and then apply training. McDonald’s spends more on training than any other organisation I’ve ever seen and I think it’s fundamental to the success it’s currently enjoying in Australia.�


11.85	Whilst there may be an abundance of labour available, the Committee is aware that the direction of current education policies affecting education and training have been heavily criticised. Much has been made of the percentages of young people attending tertiary courses which ultimately do not assist them or the Australian community:


We continue to educate 30 per cent of our population for university; we closed our technical colleges so we can have an equitable system but we robbed industry of apprentices, we robbed industry of trainees, we didn’t show career paths, and we had the situation where we now need to rethink our education and training.�


11.86	The Committee heard much evidence about the importance of shaping education and training programs to meet the needs of industry. The situation of the wine industry affords a prime example of how education needs to support industry. Major growth is forecast for the wine industry over the next three decades. The industry envisages a goal of $4.5 billion in annual sales by the year 2025. In the shorter term, the industry aims to increase the industry's output by 70 per cent by the year 2010, which will take output to 1 billion litres. In order for the industry to meet this target, the educational and training needs of the industry have to be met. The industry has estimated that it will take about 25,000 person years of training over the period to 2025, for the industry to meet its goal.


11.87	Concern was expressed to the Committee that the education system, particularly the tertiary sector has “an unhealthy focus on fiscal outcomes”.� In much of the data available, human capital is regarded as “a primary driver of economic growth”.� The Committee was warned that any reduction in the quality of that human capital either by a short-sighted focus or budget cuts, will reduce Australia’s capacity for growth. It will affect Australia’s ability to create jobs, including highly paid and highly skilled jobs. In summary, decisions which affect the education and training programs must not undermine the ability to develop the skills required to support “a knowledge intensive, skill intensive, high wage, high employment economy."�


11.88	The composition of the workforce can have important consequences for other sectors such as the investment sector. The availability of skilled engineers in Australia, for example, is a factor, albeit only one of many, in the investment equation of the information industries. In relation to those industries, it has to be remembered that they are global both by nature and in the business generated. By international comparison, Australia possesses some high technology capability of a competitive standard and has the ability to be innovative and creative using its strong base of skilled engineers. It is open to multinationals to take advantage of Australia’s skill and capability in this area. The Committee appreciates that whilst other economic conditions must exist for a multinational company to decide to invest here, the skills base is nonetheless an important consideration.�


11.89	In the information industries, the human resource cost is second only to the capital establishment costs and associated ongoing depreciation. The information industries are not concerned with attracting unskilled labour which is available at minimal cost, but with attracting highly skilled people. According to Dr Buckeridge, this is the “secret competitive weapon for this country”. While the supply is limited, Dr Buckeridge contends that it would be sound practice to “direct our educational and technical training institutions towards the demands of an industry that we are determined to attract and to build upon”. He described it as:


... a matter of focus. The Singaporeans have been doing that in their human resources and manpower planning policies, which are very much aimed at support of industries which they see as being important for economic growth. It seems to me you are not picking winning companies here; you are just basically following some comparative advantage, and that is economically quite conservative and rational.�


11.90	The Committee agrees that the opportunity exists to develop the small band of experienced and highly qualified engineers within, for example, the electronics industry. There is scope to enlarge those resources and to provide industry with a solid base of technical and engineering support. The Committee considers it appropriate that Australia’s training resources and institutions be directed towards that goal. Dr Buckeridge observed:


We are quite competitive in terms of labour costs for people with degrees or with TAFE diplomas. That competitiveness seems to be continuing, but it has to be watched because in the end it is the overall cost structure of these companies that one has to compete with. But our ability to supply expert people competitively is a big potential plus for building an industry here.�


11.91	The Committee believes that Australian educational and training programs are a vital element of the bigger picture. Educational institutions should take into account the needs of Australian industry when allocating resources and creating places for students. The information industry provides a prime example of how Australia could better allocate resources to preparing students for the future by training them in areas where employment is likely to be available. Further, by securing a larger base of human capital, the investment climate is strengthened and investment ultimately will lead to more jobs.


Whole of Government Approach


11.92	A central commitment to, and higher profile for, industry policy would facilitate a whole-of-government approach. The clear message to the Committee is that to promote Australian industry effectively in the globalised marketplace, industry policy must be all encompassing.� This means that the approach adopted by government should "encompass the full range of activities in which governments interact with business".� The ‘whole of government’ approach recognises that decisions across all portfolios can affect industry and the economic setting in which it operates. Industry policy decision-making processes therefore must not be flawed by the lack of coordination of government programs which characterised industry policy in the past.�


11.93	The Committee endorses a ‘whole of government’ approach, and its emphasis on cohesive decision making, reflecting the national direction of industry policy.� Industry groups indicated that such an approach would prevent beneficial programs such as the Factor f Scheme for the pharmaceutical industry being undermined by initiatives introduced by other arms of government, such as the Therapeutic Group Premiums.� The Committee considers that such an approach is appropriate:


Fundamentally, a wide range of actions by governments influence the environment for industry. In addition to the taxation system, labour market regulation, infrastructure provision, education and the science and technology system are four of the most important. A whole-of-government approach means that decisions on all of these matters need to be made in the full knowledge of their effects on industry development and preferably reinforce the direction of industry policy.�


11.94	The ‘whole of government’ approach may be especially beneficial for particular industries, such as the information industry. Some of the problems encountered by this industry include the high entry price and the ever increasing demand for capital, equipment and training which reflects the increasing complexity of the products. The investment capital and training to support a vibrant industry is not yet available. According to evidence, presented to the Committee by JTEC, Telstra once recruited 700 technicians per year, but currently is recruiting none. Similarly, in the past, AWA Gaming once provided training in the area of information technology, but does so no longer. These matters are affected by policy decisions across a range of government portfolios. Therefore, clearly, a ‘whole of government’ approach would provide the coordination needed to meet the challenges confronting the industry. An IT industry representative from JTEC asserted that:


...It is a major crisis. There are seven or eight different policy settings that I think are precipitating that, and much of that has already been mentioned. My view is that the indigenous companies, which are the ones that produce real value as opposed to just assembly labour in this country, are likely to deteriorate to a point where we will not be able to recover within the next few years.�


11.95	JTEC’s view, which generally is supported by the Goldsworthy Report on the information industries, is that many of the problems confronting the information industry exist because of the lack of coordination between government programs and industry strategy. The Goldsworthy Report urged the government to implement a strategic National Information Industries Policy, and, in the interests of committing the national leadership to the policy, recommended the appointment of a Cabinet Minister for information industries and the establishment of an Information Industries Council.� The Report clearly envisaged that a national agenda was required to cut across Commonwealth-State differences and to harness the support of all levels of government.�


11.96	The anticipated consequence of Australia not adopting a ‘whole of government’ approach to the information industry is that Australia may lose opportunities which are vital to its future prosperity and growth:


... new winners and losers will emerge over a period of five to ten years at most. We do not have the luxury of the 50 to 80 year periods of adjustment experienced in the transitions to steam or electricity. There is a narrow window of opportunity. Government and business leaders must understand this urgency and grasp the challenge. Australia's future employment, growth and prosperity depend on it.�


11.97	The Goldsworthy Taskforce concluded that, in order to prosper in the next century, Australia must be “a leading user and producer of information and communication technologies”.� The lack of coordination problem must be remedied if Australia is to fulfill that objective.


11.98	It is only sensible and reasonable that government decision makers should be aware of the broader effects of their decisions and processes upon industry. The Committee supports the adoption of a ‘whole of government’ approach because it clearly addresses the problem whereby different areas of government are implementing different strategies and driving programs in opposite or conflicting directions. A fragmented and disjointed approach to any industry would dilute the results of assistance programs. The implementation of conflicting programs may neutralise the potential benefits which specific programs are designed to deliver, as in the case of the Factor f Scheme and the Therapeutic Group Premiums. The Committee believes that the industry-related activities of government must be singular in focus and united in purpose to further the national interest.


Micro-Economic Reform


11.99	Micro-economic reform is crucial to industry in that it will enhance the investment environment while relieving industry of some of the burdens under which it has been operating. These burdens have impeded growth and restrained firms and entire industries from reaching their potential. In areas of micro-economic reform, the Committee found that industry representatives' concerns centred primarily on taxation reform, infrastructure reform such as transport, reform of the regulatory environment and industrial relations. The MTIA reported that companies perceive that government policy has failed to deliver critical reforms in areas such as taxation, industrial relations and on the waterfront:


For many manufacturers, changes in these areas are now critical to their ability to compete in globalised markets.�


11.100	The Committee acknowledges the importance of all of these areas to business and calls for more direct strategic action to be taken to align these areas with industry needs.


Infrastructure


11.101	Mr Martin, Executive Director, ACCI, advised that Australia’s infrastructure problems require urgent attention, particularly the integration of the nation’s transport system and the need to have the planning of that system more closely linked to the development of industry generally. In relation to public sector inefficiencies, Mr Martin commented that major reforms are well on the way, but that the impetus of reforms must be maintained in a balanced way, in order to avoid backlashes.�


11.102	The Committee agrees with the MTIA that infrastructure is one of the critical issues underpinning the potential growth of Australian industries.� The Committee considers that the provision of modern and efficient infrastructure will have tremendous benefits for the whole community. Not only will industry be able to compete more successfully but the community will enjoy the benefits of more efficient transport and telecommunications.


11.103	The Tasmanian Chamber of Commerce and Industry referred to the proposed AFL stadium to be built in Hobart as an example of how particular projects can significantly enhance a number of infrastructure elements. As a training program, the proposal would require approximately $11 to $13 million of public funds spread over three years. Industry would most likely supply funds in excess of that amount as the project has both industry and union support. It is estimated that the project would create 500 jobs directly; address a critical training problem in the building and construction industry; create a public asset; and even enable the establishment of an AFL team for Tasmania. The continuing benefit to the Tasmanian economy would be about $40 million.�


Regulatory environment


11.104	The Committee is aware of the criticism that industry is over regulated. According to the Australian Food Council, effective industry policy will include a reduction of the regulatory burden. The Council extolled the principle of minimum and necessary effective regulation only, and complained that there is too much duplication and inconsistency between Commonwealth, State and local government agencies. Clearly, a balance has to be achieved. Whilst it is essential to protect public health and safety and to provide essential information to consumers, the Council claims that there are areas which could be reformed.


11.105	Industry appreciates that regulations are necessary for the protection of the public interest, yet it generally felt that the present level of regulations is too cumbersome. The Committee accepts the industry view that a balance is required so that, while the public interest is protected, industry is not hampered by unnecessary bureaucratic red tape.


11.106	The Committee believes that the body of regulations is in danger of lagging behind the latest technology and community expectations. As technology changes and research is converted into products, the regulatory body should be reviewed to ensure that it is still relevant. The Australian Food Council, for example, acknowledges that a positive regulatory environment for new gene technologies is required, which will balance competing interests. Such regulations would recognise that consumers must have faith in these new products and do so in a way which will not detract from the confidence of investors in the earning ability of the new technology.�


11.107	At the Committee’s Melbourne round table discussion, Mr Martin, of ACCI reported that, although there has been some move to reduce the regulatory burden under the Government’s Bell inquiry, it is almost impossible in areas such as taxation unless the system has more structural reform. Mr Martin also referred to the evolution of awareness of industry’s needs in relation to certain regulated areas such as planning, where the health, safety and environmental controls are excessive:


... there has been a tendency for many areas of regulation to be run as elements in themselves, historically, directly affecting business and other programs in other areas, such as environment and so forth. We understand that we have to have an ecologically sustainable development approach; but, in planning things like occupational health and safety, environmental controls and consumer protection, there has to be a balance. Actually, there has been a move towards an awareness among the bureaucracies of that.


Certainly, we are noticing internationally from the OECD that there is a questioning of the way a lot of regulation has been applied over the past couple of decades: it has been overly intrusive and input driven, rather than looking at outcomes and a working partnership approach of saying, ` What is the outcome that we want in these regulatory areas? How do we get the various players, the business, industry, employees and everybody behind the process, as opposed to having strict rules that never appear to get the right result anyway but cost business a hell of a lot?�


11.108	Mr Martin commented that Federal and State governments could assist small business by containing their charges. Small business believes such charges constitute an inequitable cost to business and tend to reduce the rate of growth. The small business sector is continually forced to find ways of cutting its costs while the government increases fees. The small business sector cannot increase its prices and feels that it is not supported by the system.� The Committee sympathises with the position of small business and believes that it would greatly benefit from a lower level of charges or a more efficient system of regulatory compliance. Further, the Committee agrees that the cost burden imposed by regulations is not so easily absorbed by small business. These matters are causes for concern because small business occupies an important place in industry. The Committee encourages government to reduce the regulatory burden on small business.


11.109	The Tasmanian Chamber of Commerce and Industry cited the lack of will and action to date to reduce ‘red tape’ in the business environment, contrary to the great amount of discussion about it. The Chamber researched this area and found that there are some 2,000 pages of primary legislation in about 27 Acts of Parliament, both Federal and State, which impact on the employment relationship. This total excludes any taxation legislation, subordinate legislation, and any amendments or awards. The Chamber noted with concern the difficulties encountered by small businesses, in particular, in attempting to traverse such a body of legislation. The Chamber also noted the increase in red tape which will result if a recent policy decision is enacted, imposing a requirement on businesses to offer employees individually a choice of five superannuation funds, and advice to make that election, which may change annually. The Chamber described this as potentially “an intolerable administrative burden on business, and in particular small business.”�


11.110	The Committee is aware that the regulatory burden upon industry is onerous. In particular, it considers that small enterprises are unfairly penalised in trying to comply with regulations. The Committee believes that duplication between State and Commonwealth jurisdictions, and the intergovernment rivalry which may exist where more than one government has an interest or responsibility, is undesirable and should be the subject of closer examination and reform.


Taxation reform


11.111	The current taxation regime was criticised by many participants in the inquiry. Participants from different industries and sectors had different complaints about the regime in its application to their individual circumstances. As a result of the evidence presented, however, the Committee supports a comprehensive review of the taxation system.


11.112	The Committee found that many inquiry participants indicated that taxation policies can have a significant impact on a country's ability to create wealth. Mr Gary Banks, of the Industry Commission, submitted that the current system imposes a burden on inputs, penalises exports and needs to be more broadly based. Mr Banks noted that some of the most distorting taxes are in the State domain, making this both a Commonwealth and State issue. The Committee agrees with Mr Banks that the current debate is helpful in that it embraces both the Commonwealth and State Governments.�


11.113	Ms Heather Rideout, MTIA, reminded the Committee that taxation reform is not the solution to all of industry's ills, a perspective with which most inquiry participants agreed. She said: 


... like labour market reform, tax reform is not a panacea of itself for industry policy. It is not going to solve the whole problem, by any stretch of the imagination.�


11.114	Ms Rideout submitted that what is required is “a more all-embracing strategy” and described the present system as being unhelpful to manufacturing exporters and non-neutral. The Australian tax system makes Australian manufacturers less competitive in their efforts to enter export markets. The ACTU and the MTIA recognised that taxation reform has to be targeted to where Australia wants industry to go.�


11.115	Mr Tony Pensabene, Manager of Economic Services, ACM, warned that a plan for taxation reform is needed to avoid the kind of piecemeal approach of the past. Mr Pensabene referred to the introduction of unplanned taxation reform and measures over the last twelve years, and claimed that long-term planning is important in reforming the taxation system.�


11.116	Mr Martin of ACCI, stated that in terms of cost to business, major surveys conducted by ACCI (as recently as January 1996) have always identified taxation, with its stringent requirements for compliance and its business 'unfriendliness', as the number one problem. Mr Martin added: 


There is a lesson in history from that, going back to the mid-1980s. I do think that, when we were entering a phase of making our industry more competitive by reducing protection, we did not particularly look ahead in terms of the tax changes that were to some extent replacing it. It is not as simple as saying that capital gains tax replaced tariffs, because the whole thing is dynamic, but I do think that there could have been a bit more thought given to the implications of capital gains tax and FBT - which have, in the way they were applied, become to a large extent costs on business. More thought should have been given to having a more balanced approach, and that would have been something more on the expenditure side as well. There is probably a lesson in that for us now.�


11.117	The Australian Food Council submitted that Australia needs an efficiently administered, broadly based, equitable tax system. The Council raised specific objections to the Sales Tax system which the Council claims distorts the market for food and beverages by imposing differential rates on the six categories of taxable commodities. Rates vary between 12 and 45 per cent.  In the Council's view, a preferable system would be an indirect one with no exemptions - in effect, a system which taxes spending rather than income and with a low uniform rate to minimise price distortions�:


We are looking to get the broadest possible coverage of a new indirect taxation system with preferably no exemptions; a shift away from taxing income towards taxing spending; a uniform rate as low as possible to minimise price distortions. We want to take taxation off business input or exports. We do not want a direct-indirect tax reform mix where higher indirect taxes fund income tax cuts and we are looking for it all to be revenue neutral. We are not as naive as perhaps all of those wish lists might suggest, and we know that we have all got an uphill battle in terms of addressing tax reform in this country.�


11.118	Capital Gains Tax provisions are another area where industry is calling for reform. Mr Paul Magee, representing SCITEC, submitted that in order to attract investment to the information industries in Australia there must be changes to the taxation system to make it more internationally competitive. The application of Capital Gains Tax in Australia results in investors losing a substantial part of their gains, which contrasts with the position of investors in Singapore, the US, Ireland, and Canada.� In Australia, it appears that small business investment may be constrained by Capital Gains Tax:


If there is low inflation and therefore the indexation effect is small, it is worth noting that capital gains tax on any significant asset in Australia is 47 per cent, compared with 39 per cent in the US which has been almost halved to 20 per cent in their recently signed budget.�


11.119	The case of Ireland illustrates how an attractive taxation regime can be an incentive for investors. Ireland offers specific incentives such as the certainty of a corporate tax rate of 10 per cent for manufacturing until the year 2010, and for financing until 2005.�


11.120	Mr Abey of the Tasmanian Chamber of Commerce and Industry told the Committee that Australia needs a taxation system which is transparent, equitable and efficient:


The No. 1 issue facing Australia in terms of industry policy is, in our view, taxation reform. The existing taxation arrangements in Australia are catastrophic and, in fact, in our view, have no redeeming features at all. We must have fundamental reform rather than tinkering around the edges. We must develop a system which contains these three elements: it must be transparent; it must be equitable so the burden falls equally on taxpayers with similar means; and it must be efficient. To call a spade a spade, it is incomprehensible to contemplate a fundamental reform of the taxation system without embracing the concept of a GST, however styled.�


11.121	Some of the Mortimer suggestions in relation to the taxation system were not so well received. One commentator wrote:


And, although Mr Mortimer is likely to find support for his attack on high marginal tax rates for comparatively low incomes, and the disparity between the taxing power of the Commonwealth and the States, his criticism of tax incentives for savings will make politicians nervous. It is true that the more economically useful forms of saving - for example, investment accounts or securities - are taxed heavily, whereas saving for owner-occupied housing is, in effect, concessionally taxed. It may be doubted, whether MPs will rush to campaign against special status for the family home.�


11.122	The Committee concludes that taxation reform is an important item on the reform agenda. The reform package should aim to provide a system which does not unfairly penalise business and deter innovation; it should aim to attract investment and it should address the broader impact on business. The Committee does not consider it appropriate, in this context, to make further recommendations about the preferred direction of taxation reform. The Committee does note, however, that an appropriate tax system is essential in optimising the environment for investment, and in these terms, is an important part of the national approach to industry policy.


Industrial Relations: Workplace Reform


11.123	There is clear recognition within industry, government and the community that industrial relations are an integral part of the industry process. There is a clear obligation on the part of decision makers to ensure that the human resource base is protected. As with all the other key areas in industry policy, it is essential that a proper balance be achieved in the reform process, so that the needs of industry are met, without compromising the rights and working conditions of employees. Unstable industrial relations can undermine industry, whilst a positive and cooperative working environment can enhance it.


11.124	The Australian Food Council supports the principle of a flexible industrial relations system and, as such, the provisions of the Commonwealth’s Workplace Relations Act. To further its industrial relations objectives, the Council is working with the ACTU to improve understanding between the two organisations so that the management of industrial relations may be improved. Overall, in terms of the impact of the new legislation on the food industry workplace, Mr Hooke stated:


There has been a limited uptake of Australian workplace agreements in our industry. Most unionised businesses have retained enterprise agreements, the quality of which is directly related to the quality of management negotiating the agreement. There has been no question, though, that there is a greater degree of flexibility in the labour market, notwithstanding that there is still room to move.�


11.125	According to the ACTU, unions have embraced a positive approach to working with management in order to implement change within the Australian workplace. Although the union movement’s approach may vary between industries, the case of the Australian food industry is one where the benefits of working together have been felt. To facilitate organisations’ ability to participate in this type of approach, the ACTU has recommended a joint training program for management and union representatives. In some companies, this training has resulted in a range of initiatives taken by unions and management to improve the organisation:


So we see quite an important role for unions in that regard taking that kind of broader approach to not only traditional industrial relations issues but a range of others, such as a commitment to industry being successful. Ever since I was a shop steward I have known only a very small percentage of workers who did not want their company or enterprises - their industries, for that matter - to be highly successful.�


11.126	Mr Ogden of the ACTU pointed out that many employers and organisations in the Australian food industry do not consider industrial relations as a big issue. One of the working parties for the Supermarket to Asia Council on industrial relations concluded that “the partnership negotiations have led to such significant change across that industry that it was not a significant problem”.�


11.127	The Committee acknowledges that flexibility in the workforce is the key matter raised by most participants.� Industry representatives emphasised that greater flexibility will lead to greater productivity. Whether this is so remains to be seen. The MTIA has argued, for example, that the introduction of part time work results in lower standards for workers generally. However, the Committee believes that the greater the degree of consultation and communication between the parties, the greater the chance of cooperation. The spirit of cooperation is the essence of the national approach. Joint industry\union programs such as those referred to by Mr Ogden are milestones in the evolution of Australian industrial relations. The Committee encourages the development of such programs.


Recommendation: A major factor in the ability of firms to compete in the domestic and global market place is their ability to be innovative in all aspects of the business, including production methods, new products, marketing and provision of services.  Therefore, the promotion of research and development must be a key priority for government.  Government initiatives in this area should include:


a)	policies that maximise expenditure on research and development not only by government but by individual companies and institutions.  This may require linking the level of government support for research and development to the level of commitment to research and development expenditure by individual companies.


b)	�	i)	establishing or maintaining appropriate tax concessions for expenditure on 			industrial research and development;


	ii)	introducing policies which maximise the opportunities for, and the likelihood of, 		the commercialisation in Australia of the outcomes of government-supported 		research and development;


	iii)	the formation of industry/research consortia; and


	iv)	continuation of technology transfer programs, such as the Partnerships for			Development Program.


The Committee notes that the Government has acted to remove the duty differential between imported computer components and pre-assembled computers.
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