chapter nine


implementation and review


Introduction


9.1	The preceding chapter discussed the theoretical and practical considerations leading to the judgment that an active policy role is needed for the Federal Government if Australian industry is to realise its full potential in relation to exports, employment creation and GDP contribution. It also described the broad scope of that role. The purpose of this chapter is to describe the institutional arrangements through which this role might be realised. The institutional challenge has three elements:


first, building a national long-term strategy;


second, establishing and implementing strategies (broad or sector based); and


third, ensuring evaluation and review is transparent and reflects public, not sectional or partisan, interests.


9.2	The desirable elements of the ‘national approach’ concept relevant to Australia, include:


the use of strategic economic and social goals at the national level;


the establishment of agencies to advise on national goals;


leadership consensus; and


implementation of policy at the sectoral level which complements the national objective, involving industry organisations and other agencies engaging in the planning process, the identification of sectoral priorities, the design of incentives, and business and government collaboration.�


The Wine Industry Model and the Opportunity Focussed Approach


9.3	The wine industry model provides a model for a ‘national approach’ and a useful illustration of the application and benefits of such an approach to industry policy. As discussed in Chapter 2 of this report, the factor which has guaranteed the success of the wine industry is its collaborative approach. This is demonstrated by the representative structures established to set targets for industry development and to formalise linkages between the industry and government. These structures have facilitated long term planning. The wine industry’s Strategy 2025 articulates the industry’s vision over a thirty year period to “achieve $4.5 billion in annual sales by being the world’s most influential and profitable supplier of branded wines, pioneering wine as a universal first choice lifestyle beverage.”�


9.4	In its Strategy 2025 document, the industry refers to a ‘Government Partnership’ as a strategy for pursuing the industry’s goal. This is to “create a favourable business climate for wine industry investment and growth”. Utilising this partnership with government, the industry seeks to ensure that State and local government planning policies and the provision of infrastructure, do not conflict with its own plans.�


9.5	The Committee believes that other industries could benefit from a similar approach. This view is supported by the recent Goldsworthy report which recommends a structure to unify the areas of government action which impact on the IT industry.� Certainly, the success of the Irish IT industry suggests that the Australian IT industry would benefit from a similar approach. Similarly, the Australian food industry, unified by the Supermarket to Asia strategy, which has formally linked government and industry, is expected to yield substantial benefits.


The Information Technology Industry


9.6	Information technology (IT) industry representatives identified their industry as one which needs both a national approach and a national agenda. Mr. Rowan MacDonald, representing the Australian Information Industry Association (AIIA), told the Committee that the current IT industry exports are valued at $14 billion. The challenge for the industry is to increase that level of exports. According to Mr. MacDonald the experience of other countries has demonstrated how a national approach can shape the transition of the IT industry:


Other countries in our region, and elsewhere, have even been more successful in terms of those growth rates. They have done this by making the development of the information industry, and the application of information technology in their economies, a national priority.�


9.7	The information industry has been hampered by past policy-making arrangements in which responsibility for the industry was spread across different portfolios and levels of government. Evidence to the Committee proposed that a national approach be adopted for the IT industry and that it should include:


a coordinated national strategy, with high level political commitment;


the creation of a predictable market-oriented environment, covering areas such as Customs, privacy, security, intellectual property protection and technical standards;


support for the ‘digital economy’, particularly government leadership in the use of IT and service delivery;


the adoption of an aggressive investment attraction policy, which would include a competitive tax regime, support for the local industry (particularly in terms of venture capital) and the attraction of global scale information industry investments; and


support for innovation and exports.�


9.8	The Committee accepts that, at present, Australia has a fragmented approach to most industries and that the IT industry provides a good example of this fragmentation. At the national level, there are numerous initiatives to promote the IT industry, but they are isolated in separate departments and the benefits gained are undermined by this dislocation. Examples of this problem include the review of government procurement arrangements (in the former Department of Administrative Services�); the development of a World Trade Organization Agreement on Government Procurement (by DFAT); the consideration of guidelines for competitive tendering for contracts (Department of Finance); the consideration of IT outsourcing (Office of Government Information Technology); and the work of other agencies such as the Department of Communications and Arts in telecommunications regulation, and a House of Representatives Standing Committee on fair trading. All of these impact on the IT industry but the fragmentation of control offsets some of the advantages which a consolidated and unified approach could bring.�


Assistance to Manufacturing Industry


9.9	The Committee received evidence suggesting a bias in the provision of assistance away from those sectors where Australia’s greatest growth opportunities exist. The competition for assistance is critical because, as part of the national strategy for industry, there should be an emphasis on those industries which can provide the greatest opportunities and net economic gains for the community as a whole. The focus of the debate centres around the provision of assistance to manufacturing rather than commodity industries. It was suggested in evidence that bias in assistance perceived by the manufacturing sector, is reflected in decisions such as the retention of the diesel fuel rebate to offset tax on business inputs for the commodities sectors, and the simultaneous near abolition of the tariff concession scheme which formerly gave assistance to manufacturing industries.


9.10	Mr John Martin, Executive Director, ACCI, commented on the apparent discrepancy which exists between the levels of assistance rendered to the rural sector, compared with that given to the manufacturing sector. He referred to an article in the Business Review Weekly which stated that within four years, on the current forward estimates, assistance to the rural sector will be 20 times the assistance to the manufacturing and services sectors. According to Mr Martin, the assistance given to the rural sector is currently five times that given to the manufacturing sector. That measurement was recorded in the budget and in the micro-reform review of the Industry Commission in 1996.�


9.11	Mr Tony Pensabene, Manager of Economic Services, ACM, referred to an ACM study which compared the amount of government assistance provided for every employee in each sector. The results support the claims of manufacturers: manufacturing - $600 per employee; mining - $16,200 per employee and agriculture - $4,900 per employee.


9.12	Similarly, the study also compared the levels of government assistance to these sectors as a proportion of the value of turnover. In this case also the results showed that manufacturing is at a disadvantage: manufacturing 0.3 per cent; mining 3.1 per cent and agriculture 7.1 per cent. These figures convey definite messages about the nature of government priorities.�


9.13	Mr Bill Mansfield, of the ACTU, noted the ACTU’s support for the maintenance of a viable, export oriented and growing Australian manufacturing industry. He suggested that this idea is supported by all Australians. The Committee accepts Mr Mansfield’s comments that a sound and growing manufacturing sector is an essential element of our economic wellbeing� and that without it, Australian standards of living would be difficult to maintain at current levels. The manufacturing sector provides a substantial number of employment opportunities; about 1.1 million workers currently are employed directly in the manufacturing sector and a substantial number are employed indirectly.


9.14	The ACTU’s attitude to manufacturing has altered over the past three decades through the organisation’s recognition that, in the future, living standards will be influenced by a country’s capacity to compete in high value added activity in the manufacturing and service sectors. Also, Australia’s traditional reliance on unprocessed raw materials from the agricultural and mining sectors, will not be sufficient to maintain the living standards Australians have enjoyed in the past. Finally, the ACTU acknowledges that national wealth is being generated more and more through activities which add substantial value to the final product and the sale of those products domestically and overseas. The main sources of Australia’s wealth are no longer “those traditional activities of Australia of digging things up, planting things, and exporting them in unprocessed states”.�


9.15	Following presentation of the Mortimer Review, Goldsworthy Report and the EIU/MTIA Make or Break report, the ACTU confirmed its support for a competitive manufacturing sector. The union movement also supported the conclusion of the EIU/MTIA report, that most countries with a high standard of living have a significant manufacturing sector. Witnesses commented that the Committee should remember this when making recommendations to shape industry policy for the future.�


9.16	The Committee recommends that the Government formulate, articulate and promote long-term objectives and strategy for a national industry policy.


Building a National Framework


9.17	The institutional challenge has both technical and political elements:


on the technical plane, such a process should define possible outcomes and the principal factors bearing on those outcomes. It should identify possible gaps if present performance continues basically unchanged, the broad requirements for closing those gaps and the overall community benefits that might result. This is a challenge fusing economic, geo-political and domestic assessments.


on the political plane, it should engage both public and media opinion, as well as relevant stakeholder groups. It should focus attention on, and induce consideration of, the implications of immediate and medium term purposes and concerns, for larger national outcomes and goals. The process should lead to outcomes that are as consensual as possible - that is, outcomes which enjoy support across the political spectrum, even if there remains strong disagreement about particular ends or, more likely, appropriate means.


9.18	This leads to two proposals concerning the institutional location and technical requirements of the process:


responsibility for development of scenarios and options and for seeking evidence from the wider community and its varied interest groups, might best be located in the Parliament. If any government department or agency undertakes this task on behalf of the executive, its findings will inevitably be subsumed in the contest for government between the major parties. By its nature, a longer-term framework would stretch public and interest group time horizons. It would focus the attention of relevant interests and the broader community on strategic issues. This means that its formation needs to transcend, and supplement, legitimate partisan debate. The Parliament is the only institution with the standing in the policy and political process to anchor this form of deliberation. Further, within the Parliamentary institution, a Committee is the logical setting for this form of deliberation, outreach and interest mobilisation.


to be effective, adequate staff support would be required. An agency akin to the former EPAC, might be established but made accountable to the Parliament, or to the relevant Committee, not the Executive. Possible models include: the Congressional Budget Office in the USA, Taiwan’s Council for Economic Planning and Development, MITI’s Industrial Structure Council in Japan, Korea’s former Economic Planning Board, or a ‘think tank’ arrangement such as the Institute of Strategic and International Studies in Malaysia or the Parliamentary Centre in Ottawa.


Establishing and Implementing Sectoral/Industry Frameworks


9.19	The institutional challenge here has three phases:


identifying suitable opportunities for support;


designing appropriate programs; and 


funding, implementing and refining those programs.


a. Identifying Opportunities


9.20	Industry associations could be encouraged to identify suitable opportunities. The case of the wine industry, considered in Chapter 2, suggests a model. Industry associations might be encouraged to identify sectors with particular export or high-value employment prospects and future growth industries and to propose the development of collaborative arrangements. Assigning this initial responsibility to industry associations ensures the existence of the requisite level of organisation at the industry level and the needed incentives at the firm level.


9.21	There may also be special circumstances leading to Government initiated action, for example where the Government:


is a major purchaser of services - pharmaceuticals, outsourced IT processes;


is already deeply involved in industry activity - automobiles, auto-parts and the food processing industry. In these cases, it might seek to engage the interest of the relevant industry group. This could be based on the criteria considered earlier; or


identifies a sector that requires foreign direct investment, which may be desirable on national interest grounds, but where investment is unlikely to be realised without substantial public initiative and subsidy - such as computer chip manufacture.


9.22	If initial proposals passed the preliminary tests, funds might be made available on a cost sharing basis (or via provision of capital, lines of credit or venture capital) to further develop the proposals. The following features would be maximised in order to facilitate achievement of the goals:�


increased investment in R&D or other innovative, capability-enhancing activities (e.g. market research);


greater investment in training for both management and workforce;


increased local sourcing;


employment expansion;


networking with others in the same or complementary sectors;


retention of adequate minimum employment conditions;


productivity growth; and


use of inclusive human resources management programs.


b. Designing Programs


9.23	A positive analysis and assessment of policy issues would lead to the development of a fully fledged collaborative framework, for which the wine industry provides one model. The main elements of this framework would be:


establishing a developmental strategy and detailed strategic industry objectives for export development, thus creating awareness (and motives) for expansion in individual firms and providing analysis to stimulate their planning;


anticipating industry requirements for skilled personnel and thus ensuring skill shortages do not hamper growth;


promoting generic product and process technology development. This would ensure:


a level of technology development greater than would be available to any single firm; and 


that all firms have access to, and are stimulated by, product or process innovations;





expanding industry promotion, marketing and brand recognition by pooling efforts; and, finally,


enhancing product quality by establishing and monitoring industry-wide standards.


9.24	The preliminary work could be carried out in the responsible Department, but operating arrangements are more fully described at point d below.


c. Funding


9.25	An industry development fund could be established and managed by the Industry Department. Sectors would bid for resources from this fund based on their particular opportunities, circumstances and needs. Funding bids might be made at various stages in the life of a collaborative program. At least three conditions might need to be satisfied for funds to be allocated:


a net national benefit would need to be demonstrated. This could be in terms of criteria already established;


there would need to be measurable performance objectives to mark particular phases of the process. A failure to meet these objectives would automatically trigger a review process; and 


there would need to be evidence of tangible industry commitment.


d. Implementing Programs


9.26	In the Committee’s view, the current institutional arrangements for industry policy in Australia are inappropriate. Currently, the Commonwealth Department of Industry, Science and Tourism, (DIST) is responsible for advising on and implementing industry policy. However, there was general concurrence in evidence to the inquiry, that the advising and implementing roles should be separated and the agency which advises on policy be freed from both prevailing political pressure and the mainstream bureaucracy. This is the reason advanced by both Irish and Singaporean authorities for establishing industry development in a separate agency.�


9.27	The Committee recommends the establishment of an independent agency with a stand-alone budget. This agency would be charged with the task of advising on and evaluating industry policy. It would be responsible for advising on the national industry policy objectives and on a plan or agenda to achieve those objectives. Proposed policies and the supporting studies would be submitted to the Government for decision and finally, the decisions would be referred to Departments for implementation.


9.28	The Committee believes that although the agency entrusted with the responsibility of advising on industry policy should be independent from the bureaucracy, it should be accountable to Parliament and report for that purpose annually. In addition, it should have a stand-alone budget because only long term funding commitments would enable it to maintain independence in providing policy advice. This is consistent with the Committee’s view that industry policy should exist beyond the electoral cycle, to provide certainty to firms and industries. It should have support by consensus, so that issues fundamentally linked to the growth of the Australian economy can be properly assessed and appropriate policy implemented.


9.29	The deliberations of the agency should be transparent, enabling industry to participate to a greater degree in the process, and removing any element of doubt as to the rationale behind decisions. In its deliberations, the agency should have access to appropriate expertise to enable it to undertake empirical research to verify its conclusions. The establishment of such an agency is one of the essential elements in the national approach to industry policy.


Recommendation: An independent body should be established at arms length from the Government (but reporting directly to Government) for the purpose of advising on and evaluating the effectiveness of the national industry policy framework in achieving its economic and social objectives. Such a body, in evaluating the effectiveness of the national approach would be required to examine and advise on alternative policy options which may be desirable and which could lead to more effective outcomes.





9.30	The major model with which a number of inquiry participants were familiar was the Supermarket to Asia strategy, previously described in Chapter 4. That strategy seeks to coordinate industry/government activities in the food industry and to aim comprehensively for growth. Whilst it is premature for a reliable critical appraisal of that strategy to be attempted, evidence given to the Committee indicated that the model probably could be applied to other areas or industries. The Australian Food Council described the strategy’s main function:


The common theme coming out of it was that everybody knew what the problems were, everybody had identified the impediments, and what it really came down to were strategies and tactics to deliver. The areas where we were most exposed or were dragging the chain were where no single sector could do it by themselves. Therefore, the way in which the Supermarket to Asia Council was set up was to put it in such a way that there was a better interdependency throughout the chain and a better capacity to develop the linkages and the synergies, in a public policy sense, so that industry could get on with it.�


9.31	One of the essential features of the Supermarket to Asia model is its tracing of the food chain, from farmers to export markets, and the bureaucratic operations which influence it. The strategy attempts to educate those involved in the chain at all levels and to identify areas where a cooperative approach can be beneficial to all. Weaknesses of the model include its failure to include linkages to some of the very effective and important State committees.� However, weaknesses of this nature can be addressed and remedied in the course of strategy reviews or when preparing new strategies.


9.32	Currently the Department of Industry, Science and Tourism (DIST) has prime carriage of the provision of advice on industry policy. DIST representatives advised the Committee that once a possible market failure is determined, the Department arranges an evaluation of the situation. The question then is whether Government policy can be directed to address the issue:


Then the question is: can a government policy effectively address that? Once again, it can be more of an art than a science devising what the appropriate policy might be. There are big trade-offs involved there, because in an ideal world you just want to make sure that whatever government assistance is provided actually results in changed behaviour. You do not want to give people assistance to keep on doing things that they would be doing anyway. So you want to target it as accurately as you can. But there is a very big trade-off between targeting: the more you try and target it accurately, the more complex the scheme becomes.�


9.33	This contrasts with the approach adopted in Ireland, where there is a network of operational agencies known as the FORFAS group. This group combines the three organisations dedicated to building Ireland’s immediate industry capacity - embracing export development, employment and training and inward investment - in one network of four operating agencies; the fourth being an overall policy and coordination group. This combines the flexibilities and dedicated performance available from small, focussed organisations, with the synergies arising from collaboration in pursuit of overlapping purposes. The operating agencies report to a single governing Board, which includes departmental, business and union representatives. In turn, the Board reports to the relevant Minister. This arrangement ensures that these agencies are distanced from the day-to-day political pressures that inevitably preoccupy Ministers and departments, but are still within the overall orbit of government.


9.34	Once a sector has been identified as suitable for collaborative arrangements, responsibilities for program management might be placed with a dedicated operating agency. The process of managing and implementing programs might be located in a public agency with an independent board and with a mission focussed specifically on assisting industry groups to realise their operational goals.


9.35	An agency network of this type would be responsible for:


managing refinement and implementation of programs, in cooperation with industry associations or representative groups;


refining sectoral plans to take account of exigencies; and


seeking endorsement of revised plans from the appropriate monitoring agency.


The institutional framework to implement industry policy


9.36	A substantial part of the evidence given to the Committee suggests that the institutional framework, in its current form, is not structured to deliver industry policy in a manner appropriate to industry’s present and future needs. One of the main criticisms is that Ministerial responsibility for industry and the bureaucracy (which shoulders the administration of business programs), is spread across a number of Ministers and Departments. The Committee was informed that this can cause rivalries which further alienate industry from the processes of government. In response to the suggestion that successive Governments have fragmented and scattered industry policy formation, Mr. John Riedl of JTEC, said:


I would certainly agree that it should be inside one department. It is a fact, quite well acknowledged in Canberra and in the bureaucracy where I have spoken, that the split between departments causes interdepartmental rivalry and prevents effective action. You have to look only at MITI in Japan to see the success of a central policy, or at the Irish Development Authority, or other things. But while it is split between departments, we will not get any action.�


9.37	Dr. Marcus Haward, Senior Lecturer in Administration, University of Tasmania, noted that there are fundamental problems with the current institutional arrangements between the Commonwealth and the States, for the delivery of industry policy. He said that the challenge was to get the right mix with those relations:


I am a good Federalist, as one would expect from Tasmania, but we need a way of actually getting around the Canberra bashing-problems of bureaucratic turf warfare, of setting up frameworks. If you look at the problems in the 1970s and social policy with the Australian assistance plan, the regional delivery of social policy was opposed by the states that saw it, probably correctly, as a way of the states being bypassed.�


9.38	In Dr. Haward’s view, the preferred model would be an intermediary agency or institution where States’ concerns about Commonwealth action in areas they recognise as their own, can be addressed. Dr. Haward proposed that a body which brings together all levels of government would have “the benefits of experience from all spheres of government, including local government, which in some cases has a great deal of knowledge about locational advantage at the smallest scale”.� 


9.39	One of the strengths of the Supermarket to Asia strategy has been its facilitation of dialogue between key parties. Mr. N.M. Ogden, Industrial Officer ACTU, told the Committee that the Government can facilitate the bringing together of key players in an industry. Such was the case with the Australian Food Council, the predecessor to the Supermarket to Asia Council. Representatives from the National Farmers Federation, the ACTU, employers, the suppliers such as can makers, customers such as Woolworths and other supermarkets, farmers and growers came together under the agri-food strategy. The main focus at the time was effective distribution and marketing, particularly into Asia. Mr. Ogden said:


What was important about that exercise was that it enabled the parties to sit down in a very sane atmosphere and determine amongst themselves what the priorities were for a competitive industry. That began to unfold as the Agri-Food Council ... then developed into the Supermarket to Asia Council. I stress the role of that council, which has largely been a continuation of the original initiative. Recently, for example, there were nine working parties established around issues which the participants in the industry determined were priorities. The unions played a role in several of those working parties, including things such as food safety, competitiveness issues, transport and so on.�


9.40	Mr. Ogden noted that because the Agri-Food Council encouraged member organisations to send their senior executives to Council meetings, it was possible for strategic decisions to be made at those meetings. This feature distinguishes it from the Australian Manufacturing Council, to which many organisations sent lower level representatives.�


9.41	The Committee believes that there are lessons to be learnt from the operation of the Supermarket to Asia strategy. Generally, the strategy appears to encompass the elements which the Committee considers are essential to the success of other industries. The strategy allows for direct dialogue between industry and government, and the delivery of programs targeting special needs. The Committee notes, however, that as a matter of practicality, it may not always be possible for the Heads of Government and organisations to be part of, or present at, meetings of a council set up for particular industries.


Oversight and Review


9.42	The Mortimer Review recommended a strong evaluation framework for business programs. The Review asserted that, in the past, evaluation mechanisms were “often conducted on an ad hoc basis using inconsistent methodologies”.� That approach was expensive and failed to achieve results for either government or business. A scheme for effective evaluation of business programs was outlined by the Review:


In order to move towards a uniform basis for performance management and evaluation, and therefore move away from ad hoc reviews, there needs to be an established process for regular evaluation on an annual and triennial basis. This in turn needs to be based on performance measures and assessment techniques which are objective and consistent with best practice.�


9.43	The proposed evaluation method, including the accountability principles, is characterised by the requirement for transparency and regularity. It was proposed that the delivery of business programs should be regularly tested against set objectives and outcomes.


9.44	The kind of process recommended by the Committee to evaluate industry policy, differs from the Mortimer proposal in that the focus is wider and the process for each industry is less uniform. While the Committee agrees that evaluation methods and processes should be transparent, the timing for each may vary. The timing, method of evaluation and the requirement for continuous or regular evaluation, would depend on individual programs and policies.


9.45	The Committee emphasises the need to ensure that policies and programs include clearly defined goals for the firms and companies which take advantage of the assistance offered. In this context, it is important that program users be able to demonstrate a reciprocal obligation. For example, while it may be appropriate for government to implement a program to reimburse industry for R&D related expenditure or to provide capital for start-up expenses, industry should be called upon to demonstrate that it has, in fact, achieved the goal anticipated by the program. The goals of a program may include both economic and social objectives, for example, the creation of employment opportunities. The Committee considers that regular monitoring of progress is essential to ensure the proper use of public monies and to ensure that those monies appropriated for the development of industry are achieving the essential objectives.�


9.46	The Committee believes that there are sufficient government agencies in existence that could be charged with the responsibility of monitoring the implementation and impact of government policies. DIST is particularly well positioned to assume such a role. The responsibility envisaged by the Committee includes the monitoring of both the economic and social impacts of industry policy. That role could be assisted by the prescription of specific anticipated outcomes at the announcement of a policy decision. The Department’s monitoring should be guided, but not confined by, the details in that prescription.


Recommendation: The adoption of a consensus approach to industry development, which clearly defines national goals and objectives, would provide a solid foundation for long-term planning by individual companies and a stable policy environment, within which long-term investment decisions can be made.
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