CHAPTER ONE


OVERVIEW


Introduction


The question of what direction Australia’s industry policy should take in the future is the central theme of this inquiry. On 11 December 1996, the Senate referred to the Committee a broad ranging reference - Promoting Australian Industry. The Committee’s terms of reference address the effectiveness of existing industry policy, its impact on the Australian economy, the question of what policies should be put in place with respect to both industry as a whole and individual industries in particular, and the framework within which industry policy is formulated and implemented.


Over recent decades Australian industry has been faced with major changes in both the domestic and international regulatory and business climate. Australian policy has moved from the strongly protectionist approach taken up until the 1960s, to a much more open trade policy and an industry policy which is more market oriented. As a result, Australian tariff levels have fallen, many non-tariff barriers have been removed, and government assistance to major industries has been restructured and reduced. At the same time, barriers to Australia’s exports generally have fallen, there have been changes in the patterns of international trade, and a shift in the pattern of economic growth in developed countries has seen economic growth driven by Information Technology (IT) and service industries. In combination, these developments are causing major changes in Australia’s industry structure. This is intended to flow through to levels of high value exports and employment.


The external and domestic economic circumstances that sustained tariff-based manufacturing have eroded (particularly since the 1970’s) and no longer prevail. At least six factors have contributed to this outcome:


First, competitiveness of Australia’s commodities and minerals have also deteriorated relative to other suppliers; the terms of trade for these products have also deteriorated. It is no longer feasible or prudent to depend primarily on these products for export earnings.


Second, developments in communications and information technologies have created an array of new industries and services and transformed many existing activities. These are the fastest growing sectors in world trade and, in higher technology segments, offer the highest returns and the highest value jobs. So far Australia has established strong positions in only a few of these high technology sectors.


Third, the industrial pattern is changing. New linkages between service industries and manufacturing activities are transforming the industrial structure. Sharply demarcated divisions have dissolved and new links are being discovered. Collaboration, through informal networks or contingent alliances, is increasingly the foundation for innovation and other synergies. This shifts the focus of policy attention from relatively discrete sectors towards interdependent industry clusters. Established statistical divisions and categories do not reflect these dynamic processes.


Fourth, the restructuring of manufacturing production has fostered global production in a variety of sectors that formerly were primarily based on national markets (e.g. automobiles). This has altered the relationship between multinational companies and host governments. In conjunction with falling trade barriers, this development gives the former relatively greater leverage - and requires a more sophisticated approach from the latter.


Fifth, work patterns within organisations are changing. In service and manufacturing activities affected by the newer information technologies, knowledge work is increasingly the norm. The employment arrangements required to sustain this pattern of work differ significantly from those associated with the organisation of traditional manufacturing industries.


Finally, new markets have emerged in Asia, as first Japan and successively other North and South-East Asian states, have experienced economic growth at a pace unprecedented in Western experience. The persistent recession in Japan and the ongoing financial crisis in Asia have restricted that growth but, so far, do not appear to have seriously affected the region’s longer term prospects.


Since the early 1980’s, successive Governments have adopted deregulatory economic strategies that are designed to reorient Australia’s hitherto protected domestic economy to global markets. In the process, the policy frameworks that created Australia’s unique social pattern - tariffs, arbitrated wages, Keynesian approaches to economic management - have been eroded.


The replacement economic strategy is based on balanced budgets, primary reliance on monetary policy for cyclical adjustment and micro-economic reform to extend the purview of market forces for structural adjustment. Supporters of this strategy discount the desirability of a positive government role or of selective intervention in support of sectoral development. However, its opponents ask the following questions:


in particular, can an industry strategy that relies primarily on market forces deliver acceptable levels of employment?


can a strategy that relies primarily on market forces deliver adequate numbers of high value jobs?


can such a strategy deliver an adequate level of export revenues?


finally, are there alternatives to present approaches that might offer better prospects of achieving the desired outcomes and that would work in Australia?


The recent changes in Australian industry have been accompanied by changes in the Australian workforce and in society generally. There is a sense of uncertainty within the Australian community about where Australia is going and how it will take its place in the increasingly competitive global economy. One view expresses it thus:


The sun still shines, the beaches beckon and, unless you are unemployed, Australia still gives a passable imitation of being the lucky country. But the evidence is mounting that something is wrong. Since the mid-1970s, each recession has been a little worse, a little more prolonged than the one which preceded it. The rural sector, carrying with it many towns and communities, has been decimated. Desperately needed manufacturing investment goes offshore or into property. The Australian dollar, reflecting the inexorable decline in our terms of trade, continues its steady fall. We are starting to run out of options.�


A further issue concerns the commitment of our trading partners to a ‘level playing field’. Australia has directed a large part of its trade policy in recent years to pursuing a lower international tariff regime and has sought a ‘level playing field’ for international trade. However, recently, doubts have been raised by some manufacturers about how far Australia should go in lowering its tariffs. In particular, concern has been expressed that Australia should not reduce tariff levels ahead of its trading partners; that we should go no further until there is solid evidence to demonstrate the commitment of our trading partners to the ‘level playing field’ concept. As the year 2000 draws closer, and with it the end of the current round of phased reductions, the question of what happens after 2000 must be addressed.


Questions about the adequacy of existing approaches were raised by a wide variety of witnesses to this inquiry - embracing people from industry, the unions and academia. There are also divisions emerging between official agencies. However, the presentation of issues by the Industry Commission representatives emphasised the policies of micro-economic reform. This evidence denied the possibility that governments can play any effective initiating role. Collaboration with industry was held to be likely to encourage policies which benefit only private sector interests. On the other hand, the Department of Primary Industries and Energy (DPIE), suggested a wider basis for Government action. It saw intervention as useful for correction of market imperfections and failures, facilitation of structural adjustment, meeting international obligations or meeting social objectives.�


Consequently, this inquiry focusses on three main questions:


is a more wide ranging, active, perhaps catalytic or collaborative, role available to government in the formation of industry policy?


would the adoption of such a role enable larger national gains to be realised (e.g. in exports, employment or higher value jobs) than might be available from reliance on market forces alone?


could such an approach be adopted without ceding control of government programs to private sector interests which are the immediate beneficiaries?


These are fundamental questions which directly address the nature of the government’s role in economic affairs. The answers to the questions bear directly on such vital areas as the outlook for the balance of payments, the prospects for expanding employment and the development of adequate numbers of jobs concentrated in high value sectors.


The Committee’s approach has been to divide this inquiry into three main elements:


1. An empirical audit of existing sectors:


What is the experience so far? What are the future prospects? What are the lessons or implications from past policies and current circumstances which bear on the feasibility of a wider government role now?


Five sectors have been selected for concentrated attention. Each offers a unique perspective on the challenges of industry policy:


the wine industry has been chosen because of its success in export markets;


the information technology sector has been selected because of its unique future significance;


the processed foods sector has been included because collaborative industry-government development plans have recently been put in place;


the pharmaceuticals sector has been included because of its dependence on government purchasing and the unique leveraging opportunities this offers to the government; and


finally, the automobile sector has been considered since this industry has been created, and sustained over many years, solely through the assistance government has formulated and underwritten.





This audit survey shows, incidentally, the extent to which government remains involved in particular sectors and the degree to which industry specific strategies remain critical to the future prospects of some industry sectors.


2. A survey of international experience:


What approaches have been tried in other countries? Have they worked? Are these approaches suitable for use in the Australian setting?


3. An assessment of the outlook from present approaches for exports, levels of employment and quality of jobs.


The report structure consists of four major Sections and eleven Chapters. Section I: Introduction; Section II: the five sectors being examined in detail; Section III: International experience; Section IV: Recommendations and Conclusions.


Before considering the main issues, however, it is useful to examine the changes in Australian industry over the last decade.


Trends in Australian Industry


Industry Structure


Australia’s manufacturing sector is highly diverse. It ranges from activities involving relatively low level processing (such as some food and mineral products), through to highly complex manufacturing processes (such as motor vehicles, shipbuilding and plastics).


The various sectors of manufacturing industry are often closely integrated, either among themselves or with other sectors of the economy. This was illustrated by the findings of a survey by the Industry Commission, which estimated that each $100 of output from the manufacturing sector requires $55 of intermediate inputs from other Australian industries. A similar linkage exists even with agricultural production - the Commission estimated that $100 of agricultural output requires $16 of manufactured inputs.�


Trading Performance


Government efforts since 1983 have been focussed on strengthening the international competitiveness of Australian-based services and manufacturing sectors and enhancing their export performance in particular. The success of these changes in improving Australia’s trading performance is the primary test of the Government’s approach. At least three criteria might be applied:


current performance relevant to our own historic performance;


current performance relative to that of other countries/industries; and


Australia’s market share in areas that have been targeted as particular opportunities.


Over the past ten years, Australia’s exports of goods and services have grown significantly both in absolute terms and as a proportion of GDP. In 1985-86 exports of goods and services stood at $38,772m, by 1996-97 this had grown to $104,601m. Exports had also grown from the equivalent of 16.1 per cent of GDP to 20.3 per cent. In 1985-86, Australia was a net importer of goods and services and export earnings represented only 84.3 per cent of the value of imports. By 1996-97, Australia’s encouragement of an export oriented approach to industry had begun to take effect and in three years during the period from 1985-86 (i.e. in 1990-91, 1991-92 and 1996-97) exports actually exceeded imports.� Table 1 and Graphs 1 and 2 set out the details of Australia’s export performance since 1985-86.
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Source: As for Table 1.
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Source: As for Table 1.





Industry Shares


Manufacturing Industries


Production of manufactured goods over the last decade has risen slowly despite the substantial reductions in the levels of protection for manufacturing industries. This was a surprise to some critics who had expected manufacturing to decline sharply without the high levels of protection of previous years.


A recent industry brief by the Department of Industry, Science and Tourism commented:�


Over this period [1986-87 to 1996-97], manufacturing output grew at an average annual rate of 2%, ... All manufacturing industries expanded output over the decade, with the exception of the textiles, clothing, footwear and leather industry, in which output fell at an average rate of 1.5%.


The machinery and equipment industry recorded the fastest rate of increase in output (3.4%), followed by the petroleum, coal and chemical industry, which grew at a rate of 2.4%.


Nevertheless, manufacturing industry’s rate of growth was small compared to the rapidly growing services sectors. Over the period from 1985-86 to 1996-97, gross product� in manufacturing rose from $48,874m to $61,138m, valued at average 1989-90 prices. This represents a rise of only 25.1 per cent. In contrast the communications sector grew by 182 per cent, the finance and insurance sector by 68 per cent and property and business services by 64 per cent.� Overall, growth in manufacturing lagged significantly behind the average rise of 42.0 per cent for all industries. The result of this trend has been that, although manufacturing remains Australia’s largest industry sector, its contribution to Australia’s gross product has fallen from 15.5 per cent in 1985-86 to 13.6 per cent in 1996-97. For details of growth in individual sectors see Table 2.


Table 2


�Source: Australian National Accounts, National Income, Expenditure and Product, December 1997, ABS (ABS Catalogue 5206.0)


�
The most significant development in the manufacturing sector over the last ten years has been the rising importance of manufactured products in Australian merchandise exports. In 1986-87, manufactured goods represented only 19.3 per cent of exports of Australian produce, but by 1996-97 this had grown to 30.4 per cent. The strongest area of growth was in elaborately transformed manufactures. The trend growth from 1986-87 to 1996-97 for total exports of Australian produce was 7.8 per cent; for simply transformed manufactures 7.9 per cent; while exports of elaborately transformed manufactures grew by 16.6 per cent per annum.�


Despite the growth occurring in some areas, significant concerns have been expressed about the future of manufacturing in Australia. The Metal Trades Industry Association of Australia (MTIA) has pointed out that Australia’s trade deficit in manufactured goods has been growing at an alarming rate over the last fifteen years� and considers that the trend is likely to accelerate over the next few years.


Other Industry Sectors


Growth between 1985-86 and 1996-97 in other industry sectors clearly has been strongest in the service industries. As already mentioned, the communications sector grew by 182 per cent over the period. There was also strong growth in a number of other sectors: finance and insurance (68 per cent); property and business services (64 per cent); transport and storage (54 per cent); personal and other services (49 per cent); health and community services (48 per cent); accommodation, cafes and restaurants (46 per cent); and mining (46 per cent). The growth in various sectors was shown earlier in Table 2.


Employment and Wage Levels


Although the value of manufacturing production has risen, employment in manufacturing has fallen slightly. In 1984-85 1,081,000 people were employed in manufacturing industry. Over the next few years employment gradually increased, peaking in 1988-89 at 1,134,000, but by 1996-97 the number had fallen to 968,800. This represents a decline of 10.4 per cent from 1984-85 and 14.6 per cent from the peak in 1988-89 (See Table 3). This lack of growth in employment in the manufacturing sector is a cause for concern, given Australia’s high unemployment rate and the decline in full-time employment. The growth in employment in the services sector, without continued growth in manufacturing employment, has not been sufficient to provide jobs for all new entrants to the workforce.


Policy changes have affected industry not only in terms of profitability, viability and direction, but have also affected the people who work in those industries. A clear example of this is the plight of migrant women employed in the textile, clothing and footwear industries. Of the human cost of changes in industrial policy it has been said that:


The country, I believe, has an obligation to people who we brought here for jobs. And I remember many years ago the advertisements throughout Europe: Come to Australia for a better way of life. Do we just throw these people onto the scrap heap? For what reason? For a marginally cheaper garment if we’re lucky - I doubt it. So my question simply is: what happens to the fabric of our society if we’ve got people who cannot took forward to some form of gainful employment in the latter part of their lives?�


Table 3


Employment in Manufacturing Industry 1984-85 to 1996-97�
�
�
�
Year�
Employment (thousands)�
�
1984-85�
1081�
�
1985-86�
Not available.�
�
1986-87�
1074�
�
1987-88�
1116�
�
1988-89�
1134�
�
1989-90�
1059�
�
1990-91�
  981�
�
1991-92�
  922�
�
1992-93�
  914�
�
1993-94�
  911�
�
1994-95�
  924�
�
1995-96�
  908�
�
1996-97�
  969�
�
Source: Manufacturing Industry, Australia, ABS (ABS Catalogue 8201.0 and 8221.0 various issues)


Figures rounded to the nearest thousand. �
�
�
�



The services sectors have been the fastest growing parts of the economy in terms of gross product and also the main source of growth in employment. In 1996 services accounted for over 80 per cent of total employment, up from 76 per cent in 1985.�


In the period May 1986 to May 1997, most services sectors showed strong employment growth. However, in a few sectors employment did not match production gains. Employment in the mining industry, for example, fell by 21 per cent, despite the strong rise in production. Employment growth was strongest in property and business services (84 per cent); accommodation, cafes and restaurants (75 per cent); cultural and recreational services (60 per cent); personal and other services (51 per cent); education (31 per cent) and health and community services (30 per cent). Employment growth in retailing has also been consistent and is significant because this sector is already a large employer. Details of employment growth in industry sectors are shown in Table 4.


Table 4


Growth in Industry Employment


�
�
May 1986 to May 1997


�
�
�
Employment�
Percentage�
Annual �
�
Industry Sector�
May 1986�
May 1997�
Change�
Growth �( per cent)�
�
�
(‘000)�
(‘000)�
�
�
�
Agriculture, forestry, fishing�
436.3�
428�
-2�
-0.2�
�
Mining�
103.7�
82.3�
-21�
-2.1�
�
Manufacturing�
1,137.0�
1,128.1�
-1�
-0.1�
�
Electricity, gas and water�
143.9�
68.3�
-53�
-6.6�
�
Construction�
494.6�
576.4�
17�
1.4�
�
Wholesale trade�
432.4�
500.6�
16�
1.3�
�
Retail trade�
982.4�
1,225.2�
25�
2.0�
�
Accommodation, cafes 


and restaurants�
234.5�
411.3�
75�
5.2�
�
Transport and storage�
366.3�
395.1�
8�
0.7�
�
Communication�
152.0�
160.9�
6�
0.5�
�
Finance and insurance�
302.2�
316.4�
5�
0.4�
�
Property and business services�
456.0�
837.2�
84�
5.7�
�
Government administration 


and defence�
340.1�
357.8�
5�
0.5�
�
Education�
450.4�
589.2�
31�
2.5�
�
Health and community services�
595.8�
771.8�
30�
2.4�
�
Cultural and recreational services�
125.3�
200.9�
60�
4.4�
�
Personal and other services�
225.4�
339.6�
51�
3.8�
�
Source: Labour Force Australia, ABS (ABS Catalogue 6202.0, various issues).





The level of unemployment continues to be a matter of concern. The numbers of people registered as unemployed have declined only marginally over the last two years - from 8.5 per cent (770,000 people) in March 1996, to 8.2 per cent (760,000) in March 1998. Of even deeper concern, however, is the level of what might be called ‘hidden’ unemployment. If account is taken of people not in the workforce but wanting work, the figure rises to nearly 2 million.�


Recommendation: A fundamental problem facing Australia today is the continuing high level of unemployment, including structural and regional unemployment.  For Australia to address this issue effectively requires us to adopt a successful high growth strategy, based on improving the productive performance of all Australian enterprises, especially those which export or compete against imports.





Recommendation: Such a strategy should be based upon the Government developing a long-term (5 to 10 years) industry policy framework with a clear definition of its economic and social objectives.


� 	Jenny Stewart, The Lie of the Level Playing Field: Industry Policy and Australia’s Future, Text Publishing, Melbourne, 1994, p.1.


� 	Department of Primary Industries and Energy, Submissions, Vol.2, p.216.


� 	The Changing of Australian Manufacturing, by Colin Clark, Timothy Geer and Barry Underhill, Industry Commission, Staff Information Paper, December 1996, p.xi.


� 	Australian Bureau of Statistics, Australian National Accounts 1995-96, p. 18.


� 	http://www.dist.gov.au/industry/research/briefs/dec97/man_dec.html on p.4.


� 	Gross Product is the value of goods and services produced, less the cost of goods and services used up in the production process and before any allowance has been made for depreciation of fixed capital. (Manufacturing in Australia. A Statistical Overview, by Stephen Barber, Research Note No. 10, 1997-98, Parliamentary Information and Research Services, Department of the Parliamentary Library.)


� 	Australian Bureau of Statistics, Australian National Accounts 1995-96, p. 10.


� 	Department of Foreign Affairs and Trade, Exports of Primary and Manufactured Products Australia 1996-97, pp. 18-19.


� 	Metal Trades Industry Association of Australia (MTIA)/The Economist Intelligence Unit (EIU), Make or Break - 7 Steps to Make Australia Rich Again, August 1997, p 18.


� 	Alan Trumble, Managing Director, Diamond Cut Lingerie, speaking on the ABC’s PM program, Tuesday 4 March 1997.


� 	http://www.dist.gov.au/industry/research/briefs/aug97/emp_aug.html on p.3.


� 	The figures for September 1997 were 792,600 unemployed and about 1.1 million not in the labour force who wanted work and were physically able to work. Persons Not in the Labour Force, ABS (ABS Catalogue 6220.0), September 1997, p.3.





� PAGE �8�	Promoting Australian Industry�  �





Chapter 1 - Overview�  �	� PAGE �7�

















